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Sri Lanka Development Drivers:
The Cooperation with European Union and China

Yuan Miao

Abstract The European Union and China have established a deep relationship and the de-
mand to expand the cooperation has been felt more strongly. To establish cooperation at a
worldwide level will be a good choice. Under this condition, Sri Lanka will be the next place
to be the new engine of the Sino-European Union cooperation.

Sri Lanka was colonized successively by the Portuguese, the Dutch and the British and during
this period the plantation economy developed which has occupied the most important position
in the national economy of Sri Lanka for a long time. After independence, Sri Lanka was seek-
ing a driver for its development, thus its attention gradually moved to the textile industry. Its
economy still relies heavily on exports which provides for China and the EU the opportunity to
develop further their trade with Sri Lanka and to enhance their reciprocal cooperation.

After Sri Lanka’s independence, China traded with Sri Lanka and provided assistance while
Sri Lanka gave political support to China. Thus, China has the experience to work with Sri
Lanka. During the colonial era, European countries had a large effect on the culture of Sri
Lanka. Until now many tourist cities are still famous for the fortifications built by the colonial
powers and the percentage of English speakers is higher than in many other countries in Asia.
Then we have not to forget the chapter of the long ethnic civil war with its high cost in terms
of human life and de facto a transfer of resources from development to military expenditure.
While in the past the main products exported to the EU were gems and tea, Sri Lanka now has
switched to the garment trade, which leads to a sense of closeness not only in culture but also
in economy. In the future, if the EU and China could take advantages of each other, Sri Lanka
could be the next point of cooperation.
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1. Introduction of Sri Lanka economy
1.1 The tea industry
Sri Lanka is famous all over the world for its attractive red tea production. The sales of red

tea have occupied an important position in the national economic development for a very
long time thanks to the suitable climate of Sri Lanka. The island, located at southern tip of the
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subcontinent, belongs to tropical monsoon climate that provides for the wet and hot weather
required for the planting of economic crops.

Since 1505, Portuguese, Dutch and British colonists successively came to the island and that
was the beginning of Sri Lanka’s plantation economy. Afterwards the Kandy Kingdom began
with planting coffee, but production collapsed by the 1870s because of the slump of the price
and the coffee tree disease. This situation provided a good opportunity for tea planting and the
economic development has been very prosperous. However, from the beginning Sri Lanka’s
economic system established a highly foreign dependence model. Until the eve of independence,
the annual output reached 271 million pounds, accounting for 68% of the total export amount.

After that, by expanding the percentage of national capital put into the production of tea,
Ceylon’s government still fostered the domestic tea industry. However, with the not entrepre-
neurial and efficient development of the tea industry (export-oriented and strong dependence),
the government needed to explore the ways to build a more compatible if not self-sufficient
economic system. Although the tea industry is still playing an important role in the national
economic system, the textile industry has now become the driving force for exports.

1.2 The textile industry

Since the 1970s, the development of the textile industry has experienced a booming trend. The
share of garments in total exports rose from 27% in 1986 to 52% in 2002'. Even during the
economic crisis in 2009, the export amounts of first quarter still rose by 8.8% compared to the
same period of 2008.> The garment industry has become the new economic growth point in
the national economic system and gradually replaced the leading position of the tea industry.

The European Union and the United States are the main international markets for the gar-
ments of Sri Lanka. The manufacturers of Sri Lanka have established a friendly cooperation
with many famous brands of these countries and they also created their own brands in 2003.
Thus, after the decline of the tea industry, the textile industry will become the new highlight
of Sri Lanka’s development.

2. Sino-Sri Lanka economic relationships

Earlier in the 1-6 centuries AD, Chinese ambassadors stopped for several months in Ceylon
when they went to India. During the Han Dynasty, China’s eminent monks had spent two years
in Ceylon, from where they brought the Buddhist Scriptures back to China which helped the
development of China’s Buddhism. After the foundation of new China, Ceylon was one of the
first countries that established diplomatic relationships with China.

The economic cooperation between China and Sri Lanka began with the rubber industry. At
that time China badly needed a great amount of rubber and Sri Lanka had a heavy backlog that
could not be sold. As a result, despite of the economic sanctions and embargo against China,
Sri Lanka still traded with China. By 1956 Sri Lanka was China’s second largest trading part-
ner among Asian and African countries, and the trade back to China occupied the third largest
position of Sri Lanka’s foreign trade amount, followed the British and India.

! “Ready -made Garment Industry in Sri Lanka: preparing to face the Global Challenge”, Asia-Pacific Trade and
Investment Review, Vol.1, No.1, April 2005, p 53.
2 “Apparel Industry Records 2013 Percent Growth”, http: //www.lankatimes.com/fullstory.php? Id =17469.
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In the 21st century, the Sino-Sri Lankan economic relationship has developed into a new stage.
On June 6, 2012, the first deep harbor in Hambantota supported by China was enabled and in the
same year Sri Lanka decided to accept military training from China lacking of the military interac-
tion with India’. In addition, the financial assistance provided to Sri Lanka has gradually increased
gradually since the 1950s. By the end of 2010, the total financial support provided to Sri Lanka
has reached 3.04 billion dollars. The bilateral relations experienced a positive development since
the establishment of diplomatic relations and it can be said that the Sino-Sri Lanka cooperation has
become one of the most valuable relationships of Sri Lanka’s international relations.

But we have not to forget the chapter of the long ethnic civil war, with a high cost in terms
of human life and de facto a huge absorption of resources from development to military ex-
penditure.

3. Economic relationships between EU and Sri Lanka

Due to historical reasons, Sri Lanka has important ties with Europe on the traditional cultural
level. The Dutch and British culture is reflected in the ancient castles and hospitals, which
were built during the colonial era. They are still famous and attract a great number of tourists
from all over the world every year. As the model law for many developing countries, the law
system of Sri Lanka is composed of Roman-Dutch Law, British Law and Kandy Law. In addi-
tion, the comprehensive welfare system providing free medical care and education which sup-
ported the formation of a high-quality workforce and the high percentage of English-speaking
people also originated from the colonists’ regime. Thus, people in Sri Lanka have the sense of
closeness with the countries in UN.

The plantation of red tea began in the era of British colony, so the British became not only the
biggest buyer but were also controlling the tea industry. A great amount of tea was exported to
the Europe. Even during World War 11, tea still accounted for 68% of the total export*. As a result,
though it has been a long time since Sri Lanka’s independence, the market in Europe is still one
of the biggest markets for its exports and this trend of the trade will still be remained in the future.
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3 “We are ready to train Sri Lanka Army: Chinese Defense Minister”, Lanka C News, Sep. 2, 2012.
4 “Tea industry and the Sri Lanka economy”, Xiao Wen, South Asian Studies, 1988, No.4.
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The charts above illustrate that in 2013, the biggest international market for the export prod-
ucts of Sri Lanka are the United States, the United Kingdom and India. Germany, Belgium and
Italy followed as the fourth, fifth, and sixth. Apart from the United States and India all other
countries are from the European Union. It should be noticed that trade increased rapidly with
many European countries while the amount of the United States remained stable. Among the
trade products garments occupied the most important position. In the process of establishing
a self-sufficient economic system, Sri Lanka gave priority to the development of the textile
industry. Most of is production is exported to the United States and European Union, 63%
and 30% respectively®. In return, the European Union also granted a preferential policy to Sri
Lanka in order to support the development of the garment industry. For a long time, Sri Lanka
enjoyed the GSP+ given by the European Union which made Sri Lanka more competitive than
other countries. Though it experienced the challenge in 2009, it still pursued the same policy in
2010 with the promise to develop the poor northern villages supported by the European Union.
This could be a further point for the cooperation of EU and Sri Lanka.

4. Sino-EU cooperation drives by Sri Lanka

Top 10 Import Partners in 2013
US Dollars, Millions
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Source: Direction of Trade Statistics (DOTS)
Data extracted from IMF Data Warehouse on: 9/30/2014 2:46:51 AM

As the charts above demonstrate the most important import partners are India, China, P.R,
and Singapore while none of the EU countries was mentioned in the list. Thus, EU and China
play different roles in the foreign trade of Sri Lanka. EU-the main export partner and China-
the main import partner have not benefited from the crisis in this area, which could lead to the
cooperation of both side.

China has gained much experience in providing assistance in the past years. During the
political crisis in Sri Lanka, China has provided large supplies to the refugees from the war;
in the seaquake of the Indian Ocean, China’s Red Cross Society offered assistance in many

3 “The development of garments industry in the crisis and challenges”, Tang Qipeng, Southern Asia Studies, 2010,
No.2
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ways. Nowadays, the EU is thinking of supporting the development of poor northern villages
in Sri Lanka and that could be the line China can work with. In the assistance area, the EU has
the natural superiority over other countries due to the close cultural relationship and one of the
biggest export markets with a high demand for textiles in Sri Lanka. There will be no language
barrier for them, because most of the people in Sri Lanka speak English and some of them
speak French. These are all advantages for the EU to begin the assistance in the country. As
China has a long history to work with Sri Lanka, it could provide valuable experience for EU.

Cooperation could not only happen in the assistance area but also in the economic area.
Although Sri Lanka is still a lower-middle-income country, the development could be seen
noticed the world. In this trend, Sri Lanka will provide more suitable market conditions for
foreign investment. On the political scene, Sri Lanka is gradually expanding the degree of
opening of the local market and that will be a good opportunity for foreign investment. China
has already supported Sri Lanka with building the deep port and that will be an important link
in China’s ocean trade and the step for China to develop more independent international trade
with the EU. As a result, Sri Lanka could be, even if in the small scale, the connection of the
trade between China and EU.

Infrastructure projects in Sri Lanka might be another area for the cooperation of EU and
China. Many cities in Sri Lanka are lacking of the basic infrastructure, such as traffic lights and
taxis. These might be concluded in the next step of assistance given to by China.

At the same time, the EU is thinking of enlarging the assistance range in Sri Lanka. If they
could work together in this line, it would lead to deep cooperation not only in trade but also in
technology and even culture. Facing the problems of urban construction, China could use the
wisdom of Europe for good reference.

In conclusion, EU has the cultural advantages to Sri Lanka and China has the tradition to
trading with Sri Lanka. If these favorable conditions could be utilized properly and in a long
term approach Sri Lanka could be new factor for further Sino-EU cooperation.
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