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S ri L anka’s econom ic growth showed no 
sign o f picking up in 1999. The G D P 
growth rate was 4.3 per cent, even low er 

than the 4.7 per cent grow th 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 w hich 
is quite below  the announced target o f 7 to  8 
per cent annual growth required fo r rapid rise 
in living standards.
Higher Growth of Developing Countries 

in 1999 over 1998
It is futile to make excuses for this unsatis­

factory growth, particularly when such excus­
es,do nor sound very convincing. In fact, there 
is a tendency to  rationalize this mediocre per­
form ance by emphasizing that the growth rate 
o f 4.3 per cent in Sri Lanka was higher than 
rite all developing country rate o f 3.3 per cent 
that year, and that her m oderate growth in the 
con tex t o f  a  global econom ic crisis  and 
depressed conditions is no small achievement. 
These excuses ignore, first, the fact that the 
developing countries did better in 1999 than in 
1998. The Asian D evelopm ent O utlook 2000 
o f the Asian Developm ent Bank points out that 
the develop ing  countries, as a w hole, 
im proved from  3.2 per cent in 1998 to 3.5 per 
cent in 1999. This was underpinned by the 
strong rebound in developing A sia w here 
growth shot up from  2.3 per cent in 1998 to 6.2 
per cent in 1999.
■ Countries w hich had negativp growth in 
j ?98 achieved significant positive grow th, in 
1999: H ong K ong, Indonesia , M alaysia , 
Philippines, T hailand and South K orea as 
shown in the table. These were the crisis-hit 
countries. Countries outside the epicentre o f  
the currency crisis but slightly affected in 1998 
too showed satisfactory growth in 1999: C hina 
achieved 7.1 per cent growth and India 5.9 per 
cent. If  crisis-hit Asian countries recovered so 
dramatically, India and C hina w hich w ere 
slightly affected like Sri L anka achieved high 
grow th and develop ing  countries overall 
im proved their growth in 1999 over 1998, Sri 
Lanka's m ediocre perform ance rem ains a  puz­
zle.

Second, Sri L anka’s lacklustre perform ance 
in 1999 can hardly be attributed to  global 
depressed conditions when world econom ic 
growth in 1999 was better than in 1998: W orld 
output grew at 2.5 per cent in 1998 but at 3.0 
per cent in 1999. G DP grow th in the industrial 
economies rebounded from  2.4 per cent in 
1998 to 2.6 per cent in 1999. The US econom y 

Sri L anka’s principal export m arket - contin­
ued to perform strongly in  1999 with buoyant 
domestic dem and. It grew at 4 .0  per cent as 
compared to  3.9 per cent in 1998. Further, the 
rate o f growth o f  world trade volum e too 
increased from  3.6 per cent in 1998 to  4 .6  per 
cent in 1999. Thus, the world econom ic envi­
ronm ent being m ore favourable than in 1998 
could not have slowed Sri L anka’s econom ic 
grow th in 1999. On the contrary, it should have 
been conducive to higher growth as it w as in 
the case o f o ther developing countries.

Economic Growth of Asian Countries — %  Growth of GDP

Country 1996 1997 1998 1 * 9
China 9.6 8.8 7.8 1}
Hong Kong 4.5 5.0 -5.1 m
Taiwan 6.1 6.7 4.6 5;
South Korea 6.8 5.0 -6.7 10.
Indonesia 7.8 4.7 -13.2 0 .:
Malaysia 10.0 7.5 -7.5 5.*
Philippines 5.8 5.2 -0.5 3.:
Singapore 7.5 8.0 1.5 5.‘
Thailand 5.9 -1.8 -10.4 4.1
India 7.5 5.0 6.8 53
Sri Lanka 3.8 6.3 4.7 4.1
lapan 5.0 1.4 -2.8 o.t
USA 3.4 3.9 3.9 4.C
Source.- Aslan Development Outlook 2000 
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Export Growth and Stock Prices In Asian Countries
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China 1.5 21.0 0.5 6.0 .
Hong Kong 4.0 4.0 -7.5 -0.1 ! 'A
Taiwan 3.8 5.4 -9.5 6.8 1 .0
South Korea 4.3 6.7 -4.7 10.1 7 .0
Indonesia 5.8 12.2 -10.5 -7.4 i .8
Malaysia 7.1 1.2 -7.5 10.1 4 .3
Philippines 17.7 22.8 16.9 18.8 .4
Singapore 6.4 -0.2 -12.2 2.6 t .4
Thailand -1.9 3.8 -6.8 7.4 2 .7
India 4.2 4.5 -3.9 10.0 6 ,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 m arkets o f  alm ost all A sian 
developing countries show a m arked recovery 
in 1999 but not o f Sri L anka’s. The C SE all 
share index w hich was 987 at the end o f 1994 
declined to 702 at the end o f  1997; then it 
dropped to 597 at the end of 1998 and 573 at 
the end o f 1999. In 1998, stock prices in m ost 
A sian countries dropped, e.g. H ong K ong, 
Singapore, Bangkok, Taipei, Bombay, K arachi 
and C olom bo; only those of K uala Lumpur, 
M anila and Seoul show a rise. In 1999, how ­
ever, stock prices o f  all Asian countries rose: 
Seoul, S ingapore, Jakarta, B om bay, H ong 
K ong and Karachi by as much as 50 to  75 per 
cent, K uala Lum pur and Bangladesh by 25 to 
50 per cent arid M anila and Taipei 5 to 20 per 
c e n t  Both the countries w hich w ere directly 
hit by the East A sian currency crisis, i.e. E ast 
and South East A sian countries and those indi­
rectly hit such as India and Pakistan experi­
enced  a  m arked  upsw ing in  th e ir  stock  
exchange: South K orea by as m uch as 75 per 
cent and India by 60 per cent.

Sri L anka w as the only A sian  country  
w hose stock prices declined — by 4 .0  per cent 
— in 1999. This cannot be explained by 
adverse external factors for the sam e fac to rs '
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w ould have operated fo r o ther A sian |>untries 
as w ell bu t th e ir  s tock  prices 
A pparently  foreigners had little c o n fle  
the Sri L ankan stocks and in fact then w: 
outflow  o f  portfolio investm ent in b  h  
and 1999, in contrast to  net inflow sfn  
and 1997. As Sri L anka received 
short-term  capital, unlike East A sian  <ju 
there w ere not m uch sudden outflow 
destabilized  the econom y. This t a  
m ajor factor for the stability and hig g: 
in 1997.

;■ I;
Economic Management

It is invariably the habit o f  auti 
take cred it for good perform ance o f  t 
my and to  blam e external factors fo r j 
form ance. W hen the year 1997 show^j 
grow th o f  6.3 per cent the authorities i 
it to  good econom ic m anagem ent**!^ t made 
the econom y resilient and insulated i?  >nf the 
highly uncertain global environm ent m ated 
by the E ast Asian currency crisis. W  B eco­
nom ic grow th declined to  low  levels ; 1998 
and 1999 however, it w as attributed to itemal 
factors: w e were told the entire wort scono- 
m y w as experiencing the w orst ecou  ic  cri­
sis since the G reat D epression m I early 
1930s and the Sri L ankan econom y si \ fortu­
nate enough to  achieve even 4.7 ‘ r  cent

growth in 1998 and 4.3 peir cent in  1999. It is 
not revealed that the Indian econom y con­
fronting the sam e “sea of turbulence” achieved 
6.8 per cent grow th in 1998, even higher than 
the 5.0 per cent growth in 1997 and nearly 6 
per cent growth in 1999. j

The authorities do not jseem to  be perturbed 
by the dow nturn in  the economy. On the con­
trary, they cpnsider the low rates o f grow th as 
creditable achievem ents given the difficult 
environment, and that growth would have been 
even low er but fo r th e 'g o o d  economic m an­
agem ent w hich in the Iwords o f  the Central 
B ank “helped to  protect ithe economy to a  large 
extent against the adverse spillover effects o f 
the recent global econom ic recession” . In  their 
self-com placency, the authorities have kept the 
public wopdering w hy the so called sound eco­
nomic m anagem ent failed to arrest the decline 
in  growth in 1999 when all the crisis-hit coun­
tries o f A sia did so and achieved higher growth 
in  1999 over 1998.

External Factors caused Economic Ups 
and Downs

The fact o f  the m atter is good economic 
management had little to  do with the high 
growth o f  the Sri Lankan economy in 1997 or 
in  preventing even low er growth in the econo­
m y on account o f  the w orld econom ic reces­
sion w ith 1998 and  1999. The high growth in
1997 was m ainly the result o f  rains which 
ended the drought o f 1996 and converted the 
negative growth o f  m inus 4 .6  per cent in the 
agriculture sector in  1996 to  a  positive rate o f 
3.1 per cent in  1999 and the sharp rise o f m an­
ufacturing on account o f  favourable external 
dem and. M anufacturing output increased by 
6.5 per cent in 1996, and 9.1 per cent in 1997. 
T his marked increase in industrial and agricul­
tural production resulted in a  significant rise in 
exports grow th from  7.6 per cent to 13.3 per 
cent in the sam e period.

The decline in  overall economic growth in
1998 w as m ainly on account o f  a  marked drop 
in the rate o f grow th o f  m anufacturing output - 
from  9.1 per cen t in 1997 to  6.3 per cent in 
1998 - and also a  decline in that o f agricultur­
al production - from  3.0 per cent in 1997 to 2.5 
p e r cent in 1998. C onsequently, export growth 
dropped sharply from  13.3 per cent to  3.4 per 
cent. The year 1999 saw an upturn in agricul­
ture but it could  n o t offset the further fall in  the 
grow th rate o f  m anufacturing - from  6.3 per 
cen t to 4.4  per cen t - and the consequent fall in 
exports grow th - from  3.4 per cent m inus 4.1 
per cent. The E ast A sian  econom ic crisis and 
its contagion effects apparently  did not affect 
Sri Lanka in 1997 but their im pact w as felt in 
1998 and 1999.

IfThe drought w as the principal cause o f  the 
decline in econom ic grow th in 1996 and  the 
rains com bined w ith  boom  in m anufacturing, 
the main causes o f  recovery  and high grow th 
in 1997, the persistent fall in  the rate o f  grow th 
o f  manufacturing - from  9.1 per cen t in 1997 to 
6.3 per cent in 1998 and fu rther to 4 .4  per cent 
in 1999 - was the crucial fac to r behind the 
dow nturn in the econom y in 1998 an 1999. 
M anufacturing contributes 17 per cen t o f  G D P 
and industrial exports constitu te about 75  per

cent o f the total exports. The slow ing d o w n ^  
the grow th rate o f m anufacturing inevitably  
resulted in slow ing th e  pace o f  export grow ® . 
Sri L anka’s exports as m entioned earlier, g re\^  
in dollar term s by 13.3 per cent in 1997 buffe^ 
3.4 per cent in  1998; in  1999 they fell - for'tfie’ 
first tim e in m any years - by 4.1 per eefft.7 
W hile the decline in  exports grow th in  1 9 ^  
was caused by a drop in  the volum e o f  exports^ 
that in 1999 was caused by a  fall in exptotj 
prices (in do llar term s) by 10 per cent in  
o f an increase in export volum e. Actually* 
export prices had risen in  1997 and 1998 - botJ^ 
agricultural and industrial - but both decl(ne<^ 
in 1999. J ;

Poor Performance of Textiles and '' '' 
Garments

Textiles and garm en ts co n stitu te  SjSri 
Lanka’s principal export accounting fo r afeput 
53 per cent o f  the coun try ’s total exporfss in 
1999. Textiles and garm ents exports w hich  Had j 
risen in dollar value term s every year in rejeent 
times, declined by 1.4 per cent in 1999, in  sjjite 
o f  an 8 per cent increase in export vom jne 
because o f  a  drop in export prices by 9  j>er 
cent. O ver 60  per cen t o f  Sri L anka’s textiles 
and garm ents exports go to the U SA  -: Jhe i 
largest m arket - and Sri L anka’s textiles/Und j 
garm ents exports to  the U SA  w hich  Had I 
increased by 3.4 per cen t in 1998 declined/by 
1.2 per cent in  1999 on account o f  a fall! in 
export prices by 7.3 p e r cent - a  sign perhaps 
o f increased  com petition  fro m  exi& jng 
exporters w ith depreciated currencies andjjfew 
exporters. T he key to  Sri L anka’s econom ic 
grow®, thus lies in the dem and and priceTfor 
its textiles and  garm ents exports to  the  US 
market. H igh grow® appears difficult w ithout 
a  rise in  export prices in the A m erican ecp^io- 
my. This is the crucial problem  in the Sri 
Lankan econom y and o u r efforts should fee to 
retain and expand our m arket in ® e U S ah a  to  
secure better prices w ithout d issipating; p u r 
energies on m inor export m arkets.

Economic Management Played No
The high growth in  1997 and  the  Jpw  

growth in 1998 and 1999 w ere m ainly" (he 
result o f  external factors - clim atic factors such 
as rainfall and ® e dem and and prices fo r i u r  
exports, particularly textiles and garment^! in 
the US m arket. G ood rainfall and  buoyant 
dem and for exports w ould have raised  th e  eco ­
nomic grow ®  rate in 1997 in any  case ; eco ­
nomic management had no hand in  it. Tjhe 
lower dem and and low er prices fo r tex tile s^ n d  
garm ents in  the US m arket caused  leaver 
growth in  ® e Sri Lankan econom y in 1998;and 
1999 and econom ic m anagem ent cou ld  n o t ;  
prdM ht it M §  did not cushion itffim jiact. T h e  
m ediocre econom ic perform ance in  1998-1999 
is a  m atter not for self-congratulations bu t for 
a  serious study o f w hy econom ic grow th 
dropped in 1999 w hen alm ost a ll th e  A sian 
econom ies and developing countries in  gener­
al achieved higher grow th in spite o f  an 
unfavourable external environm ent. I f  the high 
grow ®  in 1997 was due to  good econqtpjg. 
m anagem ent was the m ediocre g row th ^  
1998- 1999 due to poor m anagem ent? ( ' ^


