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Third Party Evaluator’s Opinion on
Industrial Estates Development Project

Prof. W. D. Lakshman
Senior Professor of Economics
University of Colombo

Relevance

From a number of important viewpoints, SIP has great relevance to Sri Lankan industrial
development. First, it continues to “foster local industries’ largely by providing space for local
entrepreneurs setting up business jointly with foreign enterprise.  Fully locally owned firms
however, form an insignificant minority of SIP enterprises.

Second, the state of the art industrial sitesin SIP, satisfying high environmental and other
standards, are likely to help boosting the image of Sri Lankan manufacturing industry internationally,
at atime when there are strong international pressures on developing countries to maintain decent
labour and environmental standards within their factories producing for devel oped country markets.

Third, SIP helps in the regional dispersion of industry. Located outside the Greater
Colombo area, but not too far away from Colombo, it is attractive to industrialists while at the same
time hel ping the government to address the extensive criticisms about the pattern of
Colombo-centred development.

Since commencement of work on SIP, there has been a change of government (December 2001) in
Sri Lanka, but without any significant changes in industrial policy or in officia attitudes to industrial
parks. A more important change was the commencement of a process of negotiations for peace
between the government and the LTTE, the rebel group in the north-east of the country. This seems
to have created general optimism regarding investment and growth prospects of the country. Once
the peace process reaches an advanced stage, enhancing investor confidence, the SIP should soon
become fully occupied.

It isdifficult to determine whether the low degree of effectiveness of SIP in terms of
achievement of objectives was due to some weaknesses in the Park design.  Focusing only on one
aspect, total infrastructure cost of employing a person in this Park may appear rather excessive.
In-depth research is needed to comment on whether per worker infrastructure costs could have come
down if adifferent design was adopted in the construction of the Park.

I mpact

Starting from zero in 1997, export earnings of SIP industries, in dollar terms, grew very
rapidly in the next three years — 111% in 1999, 172% in 2000 and 94% in 2001. Asfull occupancy
is gradually reached in future, annual export growth of SIP industries may decline further. SIP will
anyway remain an important source of Sri Lanka sindustrial exports.

According to the BOI, 30 companiesin SIP (May 31, 2003) employ 9798 persons (72%
female), Workers are recruited from the nearby areas of largely agricultural territory. The impact of
the Park not only on local peopl€e’ sincomes but also on socia practicesin the region is significant.
The female-dominant employment structure has not, however, led to social problems related to
women workers asin the case of the Katunayake FTZ.

The present managers of SIP do not appear to place any significance on the original
objective of fostering local industry, may be because thereis little actual demand from completely
local enterprisesfor lotsin the Park. Business interest to use this location to work on locally
available raw materials like gems and rubber has also been weak. Currently, there are a few rubber
industries but absolutely none working on gems. No gem industry is found even among those
waiting to enter into commercial production within the Park.

The average observer isimpressed by the high environmental standards maintained in the
construction of SIP. The evaluation report refers to the adverse health impact that is likely from the
soot emitted from the incinerator.  Every person | have spoken to was of very favourable opinion
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about the high standards within the Park of air, water and noise pollution levels. SIP located in a
largely agricultural area appears to merge well with the environment.
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