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THE IMPACT OF COST EQUALIZATION STRATEGY 

FOR THE DEVELOPMENT OF NON TRADITIONAL EXPORTS 

IN SRI LANKA. 

By. M. Palitha Ekanayake. 

ABSTRACT 

Sri Lanka is a small developing economy, a price taker, whose impact on both 

orld trade and output is relatively insignificant. As tested in this study, Sri Lanka is able 

to export uninterruptedly with a diversified export structure provided that it maintains a 

lieer market and friendly domestic supply condition. In this concern, the cost 

equalization strategy; duty drawback, bonding and duty free export processing zones 

have created an artificial emerging freer market and effected for a well diversified non 

traditional export sector. It is well demonstrated that duty free export processing strategy 

has its own merits allowing exporters to maintain level playing field. 

'I'his study has strongly supported duty free export processing strategy as a key 

strategy to maintain the diversity in the manufacturing sector, especially for an 

overheating economy in Sri Lanka. In support of this argument, it has found that the 

result of' statistical evaluation procedure has well matched with empirical evidence 

during the trade liberalisation period. The results of this study shows that Sri Lanka has 

j)Iesefllly moved towards right direction in the process of diversification of the non 

traditional export sector. 1-lowever, there are many hurdles to be overcome. 

I laying tested and explored the role of cost equalization strategy in the non 

traditional export sector, this study has examined the sustainability of model findings and 

translated them into real world predictions by forecasting the trend in diversity and its 

parameters. The results have been translated into trade policy strategies, coupled with 

some lessons to be heeded from histoiy and relevant strategies to manage the drivers of 

changes in the export trade. At the door steps of the risk of' deep global recession and 

inexorably rising unemployment, selling Sri Lankan jobs in the international markets will 

become a challenge. 

The empirical evidence suggests that Sri Lanka is on the edge of the !irst stage of 

export processing with many more budding export products The cost equalization 

strategy may help to manage the diversity as well as to step into second stage of export 

diversitication.In this process, what matters most is a cost equalization strategy which 

will maintain a level playing field for export manufacturing and trade. 
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Chapter. 1. 

Introduction. 

1. Problem and its setting. 

I : 1. The statement of the problem. 

This research proposes to identif' and evaluate the existing discrete interest on 

the impact of cost equalization strategy for the development of non traditional exports 

during the trade liberalisation regime in Sri Lanka. 

1: 2. The sub problems. 

The first sub problem is to identify whether the demand for non traditional exports 

have an discrete impact in determining the price of non traditional exports. 

The second sub problem is to evaluate the impact of domestic supply condition in 

Sri Lankan small economy on expansion and diversification of the non traditional 

export sector. 

The third sub problem is to analyse and interpret the role of the cost equalization 

schemes as a separate market for export processing activities in terms of their 

discreteness on the non traditional export sector. 

1: 3. The hypotheses. 

The first hypothesis that it tests that demand for export could influence the 

development of non traditional exports in Sri Lanka 

The second hypothesis that it tests the impact of the domestic supply condition of 

a small liberalising economy for increasing the diversity and volume of non 

traditional export production. 

The third hypothesis: that it tests is whether cost equalization schemes in Sri 

Lanka have an impact on increasing the diversity in the manufacturing for exports. 


