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Jaj | Trade Organization

1. Strategic Directions to be Taken
=
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Growing Trade Deficit JETRO

Japan External Trade Organization

€ The trade deficit for 2012 remained the same as previous year, due to import restriction
policies, but the deficit level is as wide as ever.

€ The major exports were textiles, clothing, and agricultural products, such as tea.
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Trade with Japan also in a Deficit Trend JETRO

Japan External Trade Organization

€ Trade with Japan continues to be in deficit.

€ Most of the imports from Japan are second-hand passenger vehicles and trucks. Most of
the exports to Japan are primary products such as tea, tuna, and shrimp.
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Foreign Companies Account for Over 50% of the Exports from China lETl{O

Japan External Trade Organization

Share of foreign companies in

total exports from China
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FDI Concentrated on Infrastructure  JEIRO

Japan External Trade Organization

€ Even though it fell below the initial target ($2 billion) in 2012, FDI in Sri Lanka is on an
upward trend.

€ However, the percentage of FDI devoted to the manufacturing industries in 2012 was a

mere 20%.
(million dollars)  Changes in amounts of FDI in Sri Lanka
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Strategic Directions to be Taken

-

-

With limited items for export (mainly textiles and
agricultural products etc.), Sri Lanka’s balance of trade
continues to be in the red.

With the increasing “China risk” such as rising labor

. costs, a movement called “China plus one” (diversifying

Investment to countries other than China) is growing
among Japanese companies.

=

Attracting foreign investment in the exporting
manufacturing sector is essential for diversifying export

products and reducing the trade deficit, and now is the
best possible time for attracting Japanese companies.
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2. Overview of Survey
=
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Overview of Survey JETRO

Japan External Trade Organization

Purpose:

In order to promote investment in trade between Japan and Sri Lanka, we conduct a survey
covering such things as 1) The business strategies of Japanese companies that have moved
into Sri Lanka and the issues that they face, and 2) Examples of business between Japan and
Sri Lankan companies. We present reports to the governments of both Japan and Sri Lanka and
disseminate the results of the survey widely among Japanese companies.

Survey Period: June 12 to October 7, 2013

Survey Method: Questionnaires and interviews

Companies Surveyed: Total 102 companies (association)

Companies in Sri Lanka 73 (Japanese-affiliated 63, Singaporean 10)
Companies in Singapore 7 (Japanese-affiliated 7)

Companies in India 13 (Japanese-affiliated 7, Indian 5, Association 1)
Companies in Japan 9

80 companies were the subjects of this quantitative (the questionnaire base) survey, that were
Japanese and Singaporean companies in Sri Lanka and in Japan.
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JETRO

Japan External Trade Organization

3. Advantages on Investment Environment
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Advantages on Investment Environment (Quantitative EvaIuation)lETRQ

Japan External Trade Organization

Political and Social Stability received high marks (Total)

€ 40% of the companies that responded to the survey named “Political and social stability” as one of
the advantages of Sri Lanka as an investment environment.

@ Next, Sri Lanka received especially high marks for “Potential for economic growth,
workers,” and “Geographic advantage.”
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Advantages on Investment Environment (Quantitative Evaluation) JETRO

Japan External Trade Organization

The manufacturing industries give high marks to the high quality of workers
€ In the manufacturing industries, a high number of respondents, gave high marks to “High quality of

workers” and “Political or social stability.”
@ Specific comments by companies that cited “High quality of workers”:

“They do a good job of assembling small parts.” “They have a high level of loyalty to the company, the
retention rate is high, and technology transfers run smoothly.”
@ Most of the companies that responded “FTA between Sri Lanka and India can be utilized” were in the

electrical and electronic parts and general machinery industries.

@ Another factor was “The Sri Lankans’ favorable attitude towards Japan”, etc.
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Advantages on Investment Environment (Quantitative Evaluation) JETRO

The non-manufacturing industries give high marks to potential for

economic growth

@ 45% of the companies in the non-manufacturing industries cited “Political or social stability” as an
advantage of the investment environment. Most of the companies have multiple overseas locations,
especially in Asia.

@ The factor mentioned next most often was “Potential for economic growth.”
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Advantages on Investment Environment JETRO

1. Political and social stability

2. High quality of workers

3. Potential for economic
growth

4. Geographic advantage
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Advantages on Investment Environment (Qualitative Evaluation) JETRO

Japan External Trade Organization

1. Political and Social Stability

€ During the civil war, clients often told us “Due to the unstable political situation,
you probably will not be able to deliver on time.” For this reason, orders were
often cancelled, and no profits resulted. (Japanese manufacturing company
located in Sri Lanka)

€4 Now that the civil war is over, conditions in the country are stable. (Japanese non-
manufacturing company located in Sri Lanka)

€ The civil war is over, and politics have settled down. We have expectations for
future growth in the market. (Japanese manufacturing located in Singapore)

€ The end of the civil war has brought about the potential for development in the
previously undeveloped northern region. (Association in India)

€ The end of the civil war has served as an opportunity for greater business activity
for Sri Lanka in the areas of infrastructure development and in the hotel, tourism,
health care, and other sectors. The northern part in particular now offers more
business opportunities than the central part. (Non-manufacturing company
located in India)

@ Post-civil war recovery and redevelopment have caused an increased demand for
construction equipment. (Manufacturing company located in India)
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Advantages on Investment Environment (Qualitative Evaluation) JETRO

Japan External Trade Organization

2. High Quality of Workers

€ The workforce is superb. They are several times better than Japanese workers in
terms of speed and accuracy. They also have good eyesight. (Japanese
manufacturing company located in Sri Lanka)

€ The employees are extremely earnest. They are twice as productive as Thais.
When we first set up our business there, productivity was very low, and we had a
high rate of rejects, but within a year, their productivity had overtaken that of the
Thais. (Japanese manufacturing company located in Sri Lanka)

€ Sri Lankans are industrious. Productivity is high and the rate of rejects is 200PPM
(0.0002%). (Japanese manufacturing company located in Sri Lanka)

® Sri Lankans have a high level of proficiency in English, and they pronounce it
well. Furthermore, the Sinhalese language follows the same word order as
Japanese, so it's easy for them to learn Japanese. (Japanese non-manufacturing
company located in Sri Lanka)

@ Sri Lankan workers have a special sense for working with apparel products. We
also looked at Myanmar and Vietnam, but Sri Lankans have a sensibility that is
not found in those other countries. (Japanese manufacturing company located in
Sri Lanka)
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Advantages on Investment Environment (Qualitative Evaluation) JETRO

Japan External Trade Organization
3. Potential for Economic Growth
€ The growth rates for both the GDP and per capita GDP are high. The economy is surging.
During the civil war, there was almost no consumption and people had a strong tendency to
save. Now that the civil war has ended, people tend to want to enjoy life. Consumption is also
surging, and people are taking out loans to buy cars and houses. A full system of micro

financing is in place and it has become possible for individuals to procure capital, even though
interest rate is high (about 18%). (Japanese non-manufacturing company located in Sri Lanka)

4. Geographic Advantage

€ Seen in terms of geography, Sri Lanka can be a hub location for trade. It is, of course, close to
India, and shipments to Bangkok take only 2 or 3 days. It is located between Europe and the
U.S. In our “China plus one” policy, we place it right behind India. (Japanese manufacturing
company located in Sri Lanka)

@1t is closer to the Eastern European markets than Japan is, so it has advantages in terms of
location. (Japanese manufacturing company located in Sri Lanka)

€ \We sense potential for setting up as a base in Sri Lanka and accessing markets in the ASEAN
region and the Middle East from that base. (Non-manufacturing company located in India)

€ Sri Lanka is in a geographical position to allow us to target the market in the whole world. If we
have a base in the ASEAN region, we have to consider other bases if business is bad in that
region, but Sri Lanka is in a position that allows us to export to the market in the entire world.
(Japanese manufacturing company located in Sri Lanka)

18
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Jaj | Trade Organization

4. Promising Business Models
=

Copyright © 2013 JETRO. All rights reserved. 19



Directions for Business Development (Quantitative evaluation) JETRO

Japan External Trade Organization

—

B In the manufacturing industries, the percentage responded that they would expand their businesses in the next year or two
is same with in the past year or two. However, the total percentage responding that they would expand or remaining the
same in the past year or two increased to 92%. Moreover, the percentage responding that they would reduce in the next
year or two decreased significantly to 4%.

B In the non-manufacturing industries, only 37% of companies in the past year or two responded that they would expand their
businesses. In contrast, the percentage responding that they would expand in the next year or two increased significantly to
63%.

<Specific business of campanies which plan to expand>

B Manufacturing: Increased production of non-ferrous metals, metal products, moving from manufacturing only mold parts to
manufacturing complete molds, etc.

B Non-manufacturing: An increase in the number of sales outlets, expansion of communications business, expanded offshore
IT development (aiming for a location for their China-plus-one policy), training human resources for the logistics sector,

expanded real estate development, etc.
| Directions for business development

Past 1-2 years 13 i = Expansion
: ER ini
‘ Manufacturing (n:24)] I theergglrrr]:gg
Next 1-2 years 4 I Reduction
m Unknown
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16 I

Note: Answers of companies
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MlEn ufactu & ng (n 50)J \ Sri Lanka , “Planning to do
S business", "Want to think about
Next 1-2 years 10 I doing business*, "No plan®,

respectively are reflected
“Expansion”, “Remaining the
same”., “Reduction”.
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Promising Business Models ~ JEIRO
E————S

1. Gateway to India

2. Look NEW Market

3. Market for Upper Class and
Tourists

Copyright © 2013 JETRO. All rights reserved. Reproduction without permission is prohibited 21



Business Model 1:Gateway to India

JETRO

Japan External Trade Organization
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: Making use of Sri Lanka’s strengths

e A relatively better investment environment
: than India (tax system, collection of
receivables)

P o
P @

Free trade agreement (FTA) with India

and English to create a manufacturing base
for high added-value products

: !
A base for an India-plus-One policy

: @ Establishing in Sri Lanka a base for

: diversified production and dispersing the
risk from the existing Indian manufacturing
sites.

Making use of high levels of proficiency in IT

* Parts supply

consumables

Nl

[India]
* Mother plants
 Core parts manufacturing,
products finishing

)

[Sri Lanka] [Sri Lanka]
* Parts manufacturing
base in an India-plus-One

policy (dispersing risk,

and

export for ' ifi i
Furthermore, it is aimed to use Sri Lanka as llondia eI [Ereeeen) )
an export base for the Middle East, Africa, \- .
: and other third countries. : ” <
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* Base for exporting
Indian products
westward (the Middle
East, Africa, Europe,

and other places
; P ) Jted
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Business Model 1: Gateway to India JETRO
Potential Possibilities (Qualitative Evaluation

Japan External Trade Organization

(Specific comments)

<A Relatively Better Investment Environment than India>

€ There is nothing that we manufacture in Sri Lanka that we couldn’t manufacture in India.
However, a state tax is applied to shipments that cross state boundaries in India, and the
tax system is complicated, so it is more competitive to manufacture products in Sri Lanka
and export them directly to Indian cities. Moreover, the investment environment in Sri Lanka
IS superior to that of India in terms of the electrical power supply and the productivity of its
human resources. Further advantages are that Sri Lanka has a better living environment
than India and that the country is Buddhist, so that the people get along well with Japanese.
(Japanese manufacturing company located in Sri Lanka)

€ Sri Lanka doesn’t have state taxes like the ones India has. Furthermore, it’s difficult to
collect receivables in India, and the living environment is by no means good. There is latent
potential for manufacturing and selling products for India from Sri Lanka. (Japanese non-
manufacturing company located in Sri Lanka)

€ The Red Tape(inefficient procedures) in India is horrible, and even India’s state-owned
maritime shipping company says that it's better to have maintenance done in Sri Lanka than
in India. (Japanese manufacturing company located in Singapore)

€ Sri Lanka offers much better quality than India in food processing technology, the workers
attached to that industry, and logistics. It is a superior production base. (Non-manufacturing
company located in India)
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Business Model 1: Gateway to India JETRO
Potential Possibilities (Qualitative Evaluation

Japan External Trade Organization

(Specific comments)

<Entering the Indian Market Using the FTA with India>

€ The Indian market is an opportunity. The government ought to promote greater use of the FTA,
and support efforts to attract more investment. (Japanese manufacturing company located in
Sri Lanka)

€ The people have a high educational level and a high level of proficiency in IT and English, so
the most appropriate businesses are not labor-intensive manufacturing but process industries,
such as pharmaceuticals (generics and others). A company could produce high value-added
products and aim for the Indian market.

€ The Indian shipbuilding industry offers poor quality and is unreliable. There are therefore
opportunities to produce ships of stable quality in Sri Lanka or Vietnam and deliver them to
India. There are also possibilities for manufacturing in Sri Lanka certain parts and products for
which consistent quality cannot be obtained in the neighboring countries. We can also make
use of the India-Sri Lanka FTA for shipbuilding materials. (These two remarks by a Japanese
manufacturing company located in Sri Lanka)

€ There is potential for manufacturing of upscale doors (cast aluminum doors), which do not exist
in India, and using Sri Lanka as a sales base for India. (Japanese manufacturing company
located in Sri Lanka)

€ We feel that Sri Lanka has potential as a base for approaching India. (Japanese manufacturing
company located in Singapore)
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Business Model 1: Gateway to India TRO
Example - Export of Mold parts to India IP

Example: Japanese Manufacturer
of Mold Parts for Precision
Presses in Sri Lanka

The advantages of Sri Lanka

@Using the FTA to export mold
parts to India

@Exporting to Mumbai and

Cochin (the state of Kerala)

as a base:

@A location that can be considered part
of India

@A living environment that compares
favorably with that of India (drinking
water, Japanese food)

96% of raw materials
and parts are
imported from Japan
or Singapore

J

@®India-Sri Lanka free trade agreement
(FTA)

@®High-quality human resources (high
educational level, English widely
spoken, most are Buddhists and have

even-tempered personalities, they are 0
skilled with their hands, are good at
teamwork, and have a strong sense of
affiliation with their company, etc.) Q
3
’ Directions for business development :
: Plans not only to manufacture mold parts for precision presses but also -
.‘ llllllllllllllllllllllllltlollblegilr]lplrlelsl§lprgldlqg!ilolrl] llllllllllllllllllllllll l’.

a
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Business Model 1: Gateway to India
Future Possibilit

- Japan-Sri Lanka business alliah@e@TRO

rade Organization
L\ M

Japanese and Sri Lankan
companies join forces to
develop the Indian market

Merits for Japanese

companies:
@Strong advantage in
communicating with Indian
companies
@ Cultural affiliation with Indian
companies
@®Good sentiments towards
Japanese companies.
|
Sri Lankan companies can pilot
Japanese companies through
the Indian market.

Merits for Sri Lankan

companies:
@® The superior technology
offered by Japanese
companies
@®Know-how of production
management of
Japanese companies

y
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Business Model 2;: Look NEW Market JEIRO

Japan External Trade Organization

€ Geographic location which allows access to NEW Markets; India, Pakistan, Bangladesh (N)
ASEAN, China, Japan (E), the Middle East, Africa, Europe(W)

€ Port infrastructure already in place, especially Colombo Port

l

€ Supply base for production and consumer markets in NEW Markets
€ A shipping and logistics base for global business

N (Look North) = India, Pakistan, Bangladesh
E (Look East) = ASEAN, China, Japan
W (Look West) = Middle East, Africa, Europe
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Business Model 2: Look NEW Market JETRO
Potential Possibilities (Qualitative Evaluation

Japan External Trade Organization

(Specific comments)

<Base for Shipping and Transshipment with Prepared Port Facility, etc.>

€1t has geographic strengths. There are no good harbor facilities in India, Pakistan, or
Bangladesh, including the soft infrastructure. For example, in India, so many
procedures are bureaucratic. Therefore, one of our plans is to use Sri Lankan harbors
as bases for transshipment and distribute products to those countries from there. Of the
4 million TEU containers in Port of Colombo, 75-85% are shipped to India in feeder
vessels. As port facilities are further developed in the future, there is quite a good
possibility that Sri Lanka will become a transshipment base. (Japanese manufacturing
company located in Sri Lanka)

€ The port infrastructure is good. (Association in India)

€ The airport and seaport infrastructure around Colombo is superior to that of India, and
it has possibilities for becoming an export base. (Non-manufacturing company located
in India)

€ The main destination for exports from our plant is Japan. Some of our products go to
China or the ASEAN nations. Comparing the shipping costs to Singapore, export from
Sri Lanka is cheaper than from China. (Japanese manufacturing company located in
Sri Lanka)

€ |n particular, as the amount distributed to Southwest Asia, especially India, increases,
the relative need for Port of Colombo will also increase. Port of Colombo will probably
become a transshipment base linking Southwest Asia with other regions. (Non-
manufacturing company located in Japan)

28
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Business Model 2: Look NEW Market JETRO
Potential Possibilities (Qualitative Evaluation

Japan External Trade Organization

(Specific comments)

<Diverse Shipping Destinations>

€ Among our current export destinations, Japan and the U.S. each account for 1/3,
with the remaining 1/3 being other countries. (Japanese manufacturing company
located in Sri Lanka)

€ A breakdown of our export destinations is India 5% (for local manufacturers),
Europe 50%, United States 5%. We export to Europe from Sri Lanka. Ever since
we set up a base in Sri Lanka, our exports to Europe have increased. (Japanese
manufacturing company located in Sri Lanka)

€ Our export destinations are Japan (60%), Rumania (25%), Thailand (15%),
Germany, Indonesia, and India. Sri Lanka has great advantages as a location.
When exporting to Europe, it takes 10 days less than transporting goods from
Japan. (Japanese manufacturing company located in Sri Lanka)

@ In the future, we’'d like to export to India and the Middle East. (Japanese
manufacturing company located in Sri Lanka)
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Business Model 2: Look NEW Market IETIKO

Examgle — L ook JaganI EU and ASEAN market A~

Example: Electronic and

Electrical Automotive > “’7’<An export base for the whole world>\
Parts ; B \,I‘ -Exports to Japan, the EU, the ASEAN
: e countries, India (overseas bases of
v business partner manufacturers)
T
=100% of raw materials and parts
imported from Japan
\:Processing and production in Sri Lanka/

I Motivations for moving into Sri Lanka

*They have placed orders to Japanese
companies in Sri Lanka

*They decided to move into Sri Lanka
themselves and commence production
due to an increase in the amount of
work

--------

U -

7

The advantages of Sri Lanka as a base:

@ It's possible to change your export destination flexibly along with world demand
(Europe is a promising market. The'ASEAN market is growing, but there is a lot of
competition.)

® Good access to Europe (Even orders for Europe received in Japan are produced in

Sri Lanka. Since it takes fewer days to ship products produced in Sri Lanka to

Europe, it is possible to deliver sooner after the order.)

.

IIIIIIIIIIIIIIIIIIIIII.’

Directions for

business development
Plans to increase
production in the future

euEEEEEEEEEN,
asssnnunnnnt

*

.IIIIIIIIIIIIIIIIIIIIIII‘
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Business Model 3 : Market for Upper Class and Tourists JETRO

Japan External Trade Organization

€ Stabilization of the political situation and a revitalization of economic activity have brought about
: changes in the people’s lifestyle and an increase in the middle and affluent classes

€ The government’s vision for fostering the growth of a tourism industry (Prospects for tourists to
: spend $200 or more per day during the next 10 years, attracting 2.5 million tourists by 2016)

l

€ Expanded possibilities for developing markets aimed at the growing middle class, affluent class,
and tourists

; WORITAKE CO., LIMITEL
Both the high-quality dinnerware for export and the brand for local market were manufactured in Sri Lanka at first. With the
changes in the market such as increasing tourists and rich, the sales of high-quality products have a majority in local
market now.
Example Case2: Japanese home appliance manufacturer Company A is preparing to set up a marketing
base for electrical appliances in Colombo

([Business growth and development patterns] )
: Beginning of local Expanded
Increases In : L.
sales production for production into
domestic use exports
N P Y
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Business Model 3: Market for Upper Class and Tourists ETI{O
Potential Possibilities (Qualitative Evaluation

Japan External Trade Organization

(Specific comments)

<Expectations for Expanding Domestic Market>

® Since the end of the civil war, the number of tourists has increased, and the
hospitality industry is one sector with a great deal of potential. For example, it is
quite possible that Colombo, the Maldives, and Cochin (Kerala State, India) will
become one of the centers of medical tourism. (Association in India)

€ Given the stabilization of the political situation and the growth of the middle class,
we believe that there are still opportunities in the automobile industry. (Non-
manufacturing company located in India)

€ The hospitality industry has been revitalized. There is also an increasing demand
for Western foods, and the Sri Lankan domestic market is also expanding. (Non-
manufacturing company located in India)

€ Relations between India and Sri Lanka are good. Tamil Nadu is one of the main
states that exports to Sri Lanka. (Japanese manufacturing company located in
India)

€ In the course of our market survey, we found that Sri Lanka used materials equal
to or better than those of India. The situation is still undefined, but it is possible
that Sri Lankan will accept higher-quality products than Indians do. (Japanese
manufacturing company located in India)
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5. Issues to Be Resolved
S
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Issues to Be Resolved (Quantitative Evaluation) _JETRO

Japan External Trade Organization

.,
Total (n=80)

Soaring power cost

Skyrocketing payroll costs

Unclear policy management by local governments
Currency volatility

Complicated/Time-consuming tax procedures
Underdeveloped legal systems and unclear legal system operation
Shortage of high-quality human resources
Complicated/Time-consuming administrative procedures
Shortages of land/offices, rising land prices/rent

Power shortages or blackouts

Insufficient BOI one-stop functions

Labor shortage

Lack of thorough information on trade rules

Inadequate logistics infrastructure

Time-consuming customs procedures

Unclear methods for assessing customes duties and classification
Complicated customs clearance procedures

Immature development of local industrial clusters
Restrictions on foreign investments(e.g., investment ratio)
Political or social instability

No FTA or EPA with Japan

Inadequate communications infrastructure

Other

No particular problem

(%) O 10 20 30 40 50
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JETRO

Issues to Be Resolved (Quantitative Evaluation)
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Issues to Be Resolved (Quantitative Evaluation) _JETRO

Japan External Trade Organization

—

<Unclear legal systems and policy management>

B Non-transparency in real estate transactions (difficult to identify who has rights of ownership)

B The tax refund system has changed, but the procedures for refunds under the former system were
complicated, and payments are delayed.

B Permission for investment, systems of preferences, and other regulations are usually determined on a case-
by-case basis. We think that there are cases in which flexible responses are preferable, but this is a gray
area. Investors’ understanding of the investment system is hindered, and government employees create
possibilities for cozy relationships with specific companies.

B Many items, including establishment of local companies, are in the purview of neither the BOI nor the
Corporate Registration Bureau, and even if one asks government employees who work in those areas, their
explanations are not consistent, so there are many points that are unclear.

M It is extremely difficult to obtain a business visa if one does not work for a BOI company.

= (Comments in the guestionnaire)./
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Issues to Be Resolved (Qualitative Evaluation) JETRO

Japan External Trade Organization

1. Insufficient industrial human resources such as skilled-

labor, engineer, manager
@ Labor shortage
€ Shortage of highly skilled human resources for positions as
technicians or middle managers
€ Skyrocketing payroll costs

2. Lack of a consistent industrial policy

€ Unclear policy management by a local government

€ Underdeveloped legal systems and unclear legal operation
€ Soaring electric power costs

€ Complicated/time-consuming tax system and tax procedures
€ Immature formation of local industrial clusters

3. Lack of BOI functions
€ Insufficient BOI one-stop function
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Issues to Be Resolved (Qualitative Evaluation) JETRO

Japan External Trade Organization

1. Insufficient Industrial Human Resources Such as Skilled-labor, Engineer, Manager

€ It is difficult to obtain human resources for increasing production. There is a particular shortage of manager
and senior staff member class. Since there are no manufacturing industries other than apparel, there is no
supply of human resources skilled in industrial craftsmanship. The country is not accustomed to the
manufacturing industries. (Japanese manufacturing company located in Sri Lanka)

€ |t is extremely difficult to retain workers. Ten or 20 of them quit each month. We have to keep replacing
them. It seems that factory work is less popular than before. Since most of the work is detail-oriented,
workers work for two or three days and then quit. (Japanese manufacturing company located in Sri Lanka)

€ One can become an engineer in Japan by obtaining qualifications of architectural technician or civil
engineering technician even without going to a university. In Sri Lanka, on the other hand, there are no
gualifications that a high school graduate can obtain, and there are no specialized vocational schools. One
cannot become an engineer with going to a university, which leads to a shortage of engineers. (The
university attendance rate in Sri Lanka is 5-7%.) Since there is also a shortage of human resources for
management, we hire Indians and Filipinos. (Japanese manufacturing company located in Sri Lanka)

€ The lack of a background in the manufacturing industries is a problem. There are no human resources for
technical staff including factory and plant managers and equipment and machinery maintenance
technicians. There are no work-ready employees. We have no option but to train them in-house. (Japanese
manufacturing company located in Sri Lanka)

€ We place help-wanted advertisements in newspapers and other publications, but the number of applicants
has decreased. Formerly all we had to was hire one out of 10 applicants, but now we are forced to hire half.
(Japanese manufacturing company located in Sri Lanka)

€ Recently educated university graduates have shown a strong tendency to favor the service industries, such
as communications, IT and hotel management, so we can’t recruit people as we did before. (Japanese
manufacturing company located in Sri Lanka)
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Issues to Be Resolved (Qualitative Evaluation) JETRO

Japan External Trade Organization

2. Lack of a Consistent Industrial Policy

€ A disregard for the manufacturing industries can occasionally be perceived in government policies. It may
be that the government is not looking toward the future. (Japanese manufacturing company located in Sri
Lanka)

€ The government does not understand the importance of training for the manufacturing industries. There is
no stable industrial policy. (Japanese manufacturing company located in Sri Lanka)

€ There is no cluster of machine industries. We cannot procure machine parts. (Japanese manufacturing
company located in Sri Lanka)

€ There is no overall management of the various types of procedures, and they are slow. (The BOI is an
exception.) On the whole, things have not been computerized, and in many places, operations are carried
out manually. (Japanese non-manufacturing company located in Sri Lanka)

€ In order to attract direct investment, the country will need to take a proactive approach to providing
iInfrastructure, especially electric power. (Non-manufacturing company located in India)

@ If the Sri Lankan government is to promote exports, we expect to be provided with incentives in the tax
system, and since manufacturing costs in Sri Lanka have risen, we expect support to compensate for that.
(Non-manufacturing company located in India)

@ Provision of electric power and railroads and roads (to provide transportation links within the country) is
lagging, and we would like to see improvements in this area. We expect the government to take steps to
implement policies such as preferential measures for export-oriented industries. (Non-manufacturing
company located in India)
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Issues to Be Resolved (Qualitative Evaluation) JETRO

Japan External Trade Organization

2. Lack of a Consistent Industrial Policy (Specific Example)

In April 2013, peak time rates for electric power rose sharply, leading to cost increases for local manufacturmg

Industrial I-2 (Unit) Industrial I-3 (Unit)
LKR/kWh LKR/KWh
LICTEASE L NICTEASE increase increase e

Peak (18:30-22:30) 13.60 21.00 54.4% Peak 13.40 24.00 79 1%

Off Peak (22:30-05:30) 7.35 7.00 -4.8% Off Peak 715 6.00 -16.1%

Day (05:30-18:30) 10.45 11.30 8.1% Day 10.25 10.50 2 4%
(US Dollar) Industrial electricity rate (per 1kwh) (Source) Based on materials from Sri
0.25 Lanka Public Project Committee

' 0.21

0.2 0-18 I-1: Nominal voltage 400/230V, contract

0.15 0.14 demand 42kVA or less
[-2: Nominal voltage 400/230V, contract

0.15
0.11
0.1 - 007 - | demand over 42kVA
[-3: Nominal voltage 11,000V or more
0.05 - l i
0 - |

o Q @ @ @ ,Z} & W2 (Source) Only “Sri' Lanka (2013.4-)”
@ N & & @,bo P ,\n,. ) was calculated using the rate as of
R N 6\(9 \Qbo A W 6\'2’\ > > August 16, 2013. Others are sourced
Q\oe’ ) (bgg’ {bg@ from “The 23rd. Survey of Investment
Q‘(\\Q o N Related Costs in Asia and Oceania”
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Issues to Be Resolved (Qualitative Evaluation) JETRO

Japan External Trade Organization

3. Lack of BOI Functions

€ Ultimately, it is up to the BOI to attract companies, but the government seems not to
recognize the importance of the BOI and does not give it any rights. (Japanese
manufacturing company located in Sri Lanka)

@ There is still some dissatisfaction with BOI services. We have to find relevant organizations,
such as the Ministry of Forestry, on our own and make moves to work with them. There was
no advice on land use, either. (Japanese manufacturing company in Sri Lanka)

€ We would like the BOI to exercise power and act as a control. (Japanese manufacturing
company located in Sri Lanka)

€ The BOI doesn’t approve things easily. (Japanese manufacturing company in Sri Lanka)

€ \When exporting raw materials to Sri Lanka and returning processed products to Japan, we
sometimes have problems with the BOI procedures and cannot return the products to Japan.
Even in cases where we have to return them unprocessed, we have to wait several months
for permission to return them, and we cannot import or export products quickly. (Japanese
manufacturing company located in Sri Lanka)

€ We were established as a BOI company, but when we buy vehicles or other equipment, we
have to pay the same import tariff as ordinary companies. (Japanese non-manufacturing
company located in Sri Lanka)

€4 We would like the upper limit of investment lowered when we register as a BOI company.
(Japanese non-manufacturing company located in Sri Lanka)
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(Ref.) “One Start One Stop Investment Center by Thai BOI  JEIRO

Japan External Trade Organization

O In November 2009, the Thai government opened a One Start One Stop
Investment Center in Bangkok.

O It is staffed by employees from 21 departments and offices from every ministry of
the Thai government, so it is possible to complete all the procedures needed for
permission to conduct business in Thailand in one place. They also provide all

sorts of advice related for setting up one’s business. (You can even receive advice
in Japanese.)

O If you have your visa and work permit documents at hand, you can receive
approval in 3 hours.

%‘%wm@

{
¥, SRS
9N (o RIOBI A \\\\‘:‘l‘l‘
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Proposals JETRO

Japan External Trade Organization

Issues Countermeasures Examples of

- Actions
1. Insufficient

industrial human Enhancing -Lowering
resources such development of electricity tariff for
as skilled-labor, industrial human peak period
engineer, resources

manager -Exempting PAL

and NBT imposed
Formulating/ on importing
2. Lack of a implementing machinery

consistent policies for fostering i equipment

manufacturing &
promoting FDI -Receiving
Japanese advisor

Enhancing BOI to BOI
3. Lack of BOI functions

functions Including one-stop
services

Copyright © 2013 JETRO. All rights reserved. Reproduction without permission is prohibited

Industrial
policy

43



Jaj | Trade Organization

6. Support by JETRO
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Major Initiatives of JETRO Colombo  JEIRO

Japan External Trade Organization

€ Support for Japanese companies moving into Sri Lanka
Supporting the activities of Japanese companies moving into Sri Lanka
through programs such as the operations of the Japanese Chamber of
Commerce in Sri Lanka or organization of public-private forums

@ Introducing the Sri Lankan business environment to Japanese companies
Introducing the Sri Lankan business environment by holding seminars and
receiving trade missions, responding to inquiries, conducting surveys, etc.

€ Support for match-ups between Sri Lankan and Japanese companies
Support for Sri Lankan companies to exhibit at FOODEX (international food and
beverage exhibition)
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Basic Data about Companies Responding to the Survey

¢ Industries ¢ Source of nvestment

(firms)

Companies in (firms)

Japan, 7

JETRO

Japan External Trade Organization

¢ Percentage of exports among all

products sold (average/
manufacturing industries only):
67.2%

¢ Export destination countries and

. re IOﬂS Mexico, 1 South Oseania, 1
Singaporean 9 Middle East \Af/ﬂea,/l/_
fac companiesin Japanese- (firms) 3
ing, Sri Lanka, 10 affiliated ’
51 companies in
Sri Lanka, 63
¢ Percentage procuring raw materials Russia. 2
and parts in Sri Lanka (average/
manufacturing industries only): _
Other Asia,

30.5%

¢ Materials and parts procured in Sri
Lanka (manufacturing industries

only):

Packaging, lubricants, plating
chemicals, bearings, oils (palm oil),
coconut shells (coconuts, coco peat),
ores, etc
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ASEAN, 6
China -

3 south
Korea, 3 Taiwan, 3

¢ Year of establishment rone fone

(firms)

-1970 1971 1976 1981 1986 1991 1996 2001 2006 2011-
-1975-1980 -1985 -1990 -1995 -2000 -2005 -2010

14

10

8

| |6

4
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Reasons for Investment in Sri Lanka JEIRO
[

7

Comments in the questionnaire

In the manufacturing industries, 27% of the companies cited low personnel expenses as their reason
Among the companies that cited low personnel expenses, some companies moved their bases to Sri Lanka

due to soaring labor costs in other countries where they had bases.

In the non-manufacturing industries, 20% of companies gave ODA and other projects as their reason for

moving into Sri Lanka, especially companies in the construction industry.

Companies that gave improved public security as their reason decided to move into Sri Lanka after the end

of the civil war in 2009.

Other reasons included “Availability of raw materials in Sri Lanka” (3 companies), “Business partners are
located in Sri Lanka” (3 companies), “Introduction by a (Japanese) acquaintance” (2 companies).

D

' Reason for moving into Sri Lanka (n=71) |

Manufacturing

Non-

manufacturing

48
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Potential Possibilites-Manufacturing (Quantitative Evaluation) JETRO

Japan External Trade Organization

E——
( m )

We want to increase product supply capacity by expanding the models of the capacitors that we are currently

producing.

® With a view toward taking advantage of the location, we would like to export more to India, of course, but also to
the ASEAN region. In growing the ASEAN market, we can see that Sri Lanka has advantages over China in
terms of shipping time and shipping costs.

B Sales hub functions for India and the Middle and Near East markets, making use of the geographic advantage

B Sales of cast aluminum doors and other products to India (selling upscale doors that are not found in India)

B Enhancement of design functions by doing basic design in Japan and detailed design based on that in Sri Lanka

M Sale of products for Sri Lanka’s affluent sectors and tourists

B As customers try to make their product lines more sophisticated, we, their suppliers, will produce and supply
products with more sophisticated features

W Agricultural business targeting India (ODA)

B The intended destinations of companies that responded that they wanted to develop new overseas markets

\ were India (3 companies), the Middle East (1 company), and the ASEAN region (1 company). y

| Expecting business development in future (n=20)

Develop business for domestic market _ 40
Develop new overseas market _ 30

Utilize as procurement base for parts and
materials

(%)

o

20 40 60 80
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Potential Possibilites-Non-Manufacturing (Quantitative Evaluation) JETRO

Japan External Trade Organization

. . . \
Comments in the guestionnaire

B Moving into the marketing and financial industries

B 1. Domestic travel businesses targeting Sri Lanka’s affluent sector for overseas and domestic travel, 2.
Creating new attractions, 3. Training human resources in the service industries

B Hopes for expanding consulting in the area of mobilizing private resources while concentrating on
consulting in the ODA area

B Development of technology off-shoring in the areas of IT and software

B Setting up an electrical power IPP business

B Providing high-level education in the area of design

B Plans to develop shopping malls, upscale condominiums, and management of properties developed by

L one’s own company or by a third party

J

\Expecting business development in future (n=30)

Increase the number of clients for service H 43

Expand the service contents _ 40

Utilize as cargo transfer base - 7

Other - 13
(%)
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Potential Possibilites-Manufacturing (Construction) JETRO

Japan External Trade Organization

4 _ _ N
Comments in the guestionnalre

B Plans to focus narrowly on infrastructure-related construction projects, take a close look at high-quality
projects, and undertake them.

B Plans to take an active approach to bidding on Japanese government-sponsored ODA projects

B Yen-denominated loans from Japan for STEP projects (with-loan projects)

W Receiving orders for with-loan projects from the Asian Development Bank or other international financial
organizations

B We would like to incorporate new technology into paving projects in Sri Lanka, if we have an opportunity.

\

! Expecting business development in future (n=14)

(loan or free)

Private-fund projects (construction of hotels, offices _ 36

or plants, etc., but not infrastructure projects)

Projects using private funds or know-how such as _ 29

PPP or PFI

Projects by Sri Lankan government funding

]
21
Other H

(%) 0 20 40 60 80 100
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For more information, please contact
Asia and Oceania Division, Overseas Research Department
Japan External Trade Organization

ORF@jetro.go.jp
TEL : +813-3582-5179 FAX : +813-3582-5309
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