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Covernor,
fn the last two decudes, pOlllJthll‘) and admjnistrators
lave belreved that an economic development plan in the
form oi a decument is pecessiny belore o programme
of work 15 laanched to rapid]y develnp the country,
Proctically every government other than the Unired
National Party administeation ol 1560 10 1965 and the new
goveriment that was elected this vear have prepared
development plans. The frstsystematic phan was bravght
out i 1955 and was entitled a4 S Yeur Programme of
Dvesiment. The MUE. P covernment tial came o
power in 1936 wus dissatisfied with the conments
and the strateny outls i the Sin Year Propramme
anditsel upmachinesy to pre pare ¢ plan more iz aligement
with i1y cconomic phile sophv, The task was enfrusted
to the Plunning Scorveliuviut, and i 1958 the Ton Year
Plun was released.  The Plan was bailed as a thorough
picee of work by academics.  Bot. like ity predecssor
and those that suceeeded 1t never got off ercund and e
Fweo Year hmplementation Program was bssued  shortly
atter. The nexy great experiment in planning was the
roch talhed about Frve Year Plan issued in 1972

A preal .in'ul ni r‘n|'rllmi\ll“ aned Fandure decompanied
(he rel s Plan, and en the swrlace it gave the
impression that o would provide answers Lo ike moest

: dems ol the diy of whitch unemplioyment

U imporiant. Since none ol the plans
cveit be paolinlly implemented. various cxeyses
siven Tor their Tailure. These  included the
inudequacy of financinh resowrces particularly toreign
cxchinge. the moenilede and long sesialion period
of projects und the lack of Implementation copaeitics

& 1L
cotld

WETE

Several  previgus  covernments ollowed o
considerable amount of time (o be spent on the
prepavation ol pluns and the development process
seems Lo have :.'olm- ln a standstlt wunril this was done.

For examiph 2P goveromeni elected in 1956
devoted (w HIg ln I.]c preparation of the Ten Year
Plan 3! Lhe S PP government that tock
office 10 970 spent twa yowrs preparing a plan. The

planpers and the ;i-;!nmn tratois belicved (Bat Lhe mere
preparation of g decument would help tosolve the country's
problems and (hat the people could be rest assured that
atl was well il such o doeument was isseed.  Unbike
today. in the ties. the ceonomy was nol .onin nicd
ith serious problems.  Unemployment was les
itoonc-dourth of what 10 s today and Lae coun[r;
ould have well alforded Lo spend time in prepuring o
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On the ol
wis brought out i an

Pla insurgeney of April 1971,

I cre was Hithe or no discontent o agitaiion,

IJCIOI' \\rlmh hastened the relgsse

Government tack certam mujor decisions: cite was il
implementalion ol the apd reform progromn
advice of an LL.O. team of experts led by Professor
Dudlev Seers, The ofher wus the issue of ihe Five Year
Plan and the confidence nlaced inir. AV this was dene
because the government belicved that the Plan would
helprosolve busic problems and that the masses could

be won aver by policies which were designed (o hit

the andownrer and cnlreprencur pnd 1o redisiribuote
wealth, To a government guided by 2 ikleoloey, the
impact ¢l these policics ou cmployment. inceome seneration
und productiviey appeared to he secondarv, I had
Faith m an adenlogy which prcacked the destriction of

Lhe capitalist ¢lass and paved the way for sceisli
Whari it Fasled 1o see was thai (he messes w }
interested in the busie necessiticos of e, purficulsly
Feod and clothing, than m policies deminated by ideolopy.

These who prepared (he Fwve Year Plan of 1972
do nol seem |.-} futve given Lheught o the e of
civlivr plins, ich of the carlier plans futled beenysey
they consisted u_f a lirze number ol very cmbitions aad
relided Lirge projects and very Dt we s said hew
|mphmuﬂ atien was coing 1o lake plice. Dorlhermoere.
by the time it had come to implement ife proposals the
financial resowrces that were carmarked were pot
aviifable due Lo woisening ol the balance of PUyYMEents
outleok. T fact. the planrers of 1972 should have
made o stuedy wihy carhier plaos Tailed.  Their fist sk
shouvld have been to lock Ferward and to make fairly
accurate projections of futere resource avoilabilinn beth
Irem exporis and other sources,

The mest important part ol the planning exercise

1$ o produce a realistic estimale ol finuncial rescurces
and 4o make projections on less oplmistic assumptions
that the ceitorn would be Ty worse thun one wouold
expect. Theirtask would have been to prepare a progromme
of madest dimepsions on the assemption that o minimum
amount of resouwrces would be available. The failure of
the Five Yeur Plan was again ctnibuted 1o loreign
exchenge difficultics scon aiter the onset ol o world
ceonemie erisis folfowing the macase in ot prices by (he
OPEC countries, and thereafler. by the acute globul
shortages and sharply rising prices of foed grain mainly
e oy crop failure.

No plan could receive mass public suppori. nor can
it win the confidence ol the youth vuless it is Tormulated
with their setive porticipation.  In fact, altl s uf‘h claims
have been made (hat the Five Year Plan of J972 wy
prepared in consulfaticn with !lu, masses. (his
farfrom the truth, The pericd develed 1o the preparation
of the Plan was one of considerable d'fﬁcul v when
marked differerces cmerged between the administrsiion
und the vouth dure to the msurreeticn of 1971
Chanmets of communication ketween the o

ple o<



thetr elecred representatives in Parliament had been
almost completely severed,  In consequence, the plannery
had vo alternative but to follow the stercotyped technigue
of asseinbling a large number of projects and putting
Jown the kev variahles such as arowth rate, per capita
income. annua! levels of new cmplo;nwnt created us the
principal objectives. In a developing country, effective
panniug can only be based on pragmaiic considerations.
Tids 18 even more important g countirn ke that of i
tankn where the rural sector predontnales avd where
the bulk ol the people live inthatsector.  fn other
ceonomics with a predommantly industrial popuiatian,
orthados planning technigues have more mcuning
because they relate lorgely to indostrial scrivity and
withing thar Famework gsovernment mfuence and  the
purticipation of burcaueracy in planning 15 not So
anfficutt

in the past. the dc»cl’orm*-u{ Strategy wuy cenired
y on the growth ol the modern urban sector with,
g heavy bias towards Toreign aid and technology.
Development wis conceived in terms ol large pnijl‘cts
with very long gestation periods und Lhis had hardly

amv ampact on the village ecconemy. The only exceptions
were pver valley and grizanen projects which benefitted
the ruval ccononty.  Elsewhere the, public corperation
wirg the typical mstrument ol this Lype of development.
Public corperations in St Lankit have had an
unparatleted record of low praduchivity, incfiiciency,
sorrepuen and woste

I'n Sni
people

Lanka where more then thiece-fourths of the
Live tn the raral sector. a plan must give considerable
oo to the needs and asprrations of the people
apes, and HOas throurh this process that
people’s partcipation can become a reality. Normully
the channels r)!' communication hetween the burcaueracs
and the rural ponolation are Far teo weak aed there
5 naturl I‘|.‘L mong o foals towards the urban
and the indusirial commiunily. The tewn-hased
hureduericy 15 nod olten sensitive and not geared 1o
respond to the people’s aspiranions and their felt needs
therelt

seetor

and are
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solving their problems.
[ion ﬂ[

A strategy for Lhe active participa-
C pnnﬂl{li'-\n in the develepment process
kedy tacking in ail the previous plans,
have hardly made any reference o the

ven atlempted to analvse the secio-
-:..'a\-]‘.('u'liun.\ in the villoges

the wills
ecn n
I thewm |
rural sector or
CCONOMmIC

The new strateey for development should begin with
PErenier seasithvity ro the aspirations and the feft neods
ol the people in the villsges, Central planning of
the kind thai Srr Lanka has copied Mvom the 'West
cannel sobve the problems nor meet the peeds of Lhe
people in the villige, [t can do so only il the princpal
plan consisis of o synthesis of micre-level plans pertaining
to the along with the larger and more sophisticated
RIRCIEIN B a5 08 something that conventional planning
cannot aehieve in the mespan availabic o the
srbanised plunners. They  will neeel a long tme
I HERBOE ol Survers and studies periaining

wAERE il

noL i & position Lo seck the hest way of

to a vitlage or groups of villages will have Lo be tndertaken
before plans are drawn up. An administraticn which
will be in power for a pericd of S to 6 vears will find it
extremely difficult 1o prodoce @ plap of (his ype wnrless
itis prepared fo .mpim‘ end the programme simultaneeusls
with 1he preparation of projects at the witiage level.
Irsome importance is gaing o be given 1o centrul planmn“
at the pational If.\rt_l is object should be 1o concertualise
the broad visien ef the new seeiety to be created and
provide the necessary linancral and lechnical suppoeits
10 the village.  Inmobilising und (lHL c‘m- 2 Aponciul
resources the conventiong) pmdu £ first centralising
and thereafier decentralising ail lm,t. !01 lecelexpondilme
should he simphfied through previsicn fov Jocaily
gencrited funds to be spent lecally.

Ttiy unbikely that the preseni government would
spend o Lot of tme prepaning g plan on cithedox bacs,
B this is done. 1t would chuioesly take @i least o yoar or
move. and the dunger 15 that cvervore may decide |
nothiguntil the phmn eady. A conventional plan.
because 11is primarilv concerned witl very large projects,
cannal give adeguete we iehtage to the smaller progcls,

:|1 the village level which aie likeiy to provide (he

alest spread cLT(.u and gencrate moe cmployment
omomm‘tca [he district levet decengrahiccd
acdminizsiralion wiich the povernment propeses to introdine
shortly is the busic  adminisirotive prerequisite fer
rapid rural development. For the fist time. the
sovernment has recognised that the greatest resulbts
would be forthceming through a decentralised planning
mechanism spearheuded by o disirict devel orvganisation
under a minisier,

Hitherto, in the implomentaticn ol devetopmeni,
programmes the channels of communication with the
villuge were through various soverpment o hicials
ke extension workers. cubtivalion  oificers. Fandicralt
advisors, divisiona) revenve o flicers wond others who
cithey functionged o an administrative m;.u-‘m i cllercd
Spec: Hised  services 1o mprove produ livity in ogiic vMe
and yuradindustry.  Due to sericus shottecmings in
the administiative Tamework, these officers never wenl
down Lo (e viflage population. Swveys done in the past
have shown that o Jficnls such as extension workers,
who are required to piay w critica] voie in agricultural
dcv*loymcm. hardly ever visited the vilagos wilh the
resull 1iat they have had o mimimum dupact on
agriculturai developient.

In the planning organisutien that s suggested here,
the task of the burcaucracy und \PLL[[I!‘\\,».I cfic
wauld be to train educated people from ihe villuge nsell
who would then act in isen with grotps at (he village
level, They coulfd be ealted change agents or hok cadres.
The 1atter would undergo o peried of intensive training
depending an their speckility Assuming hal there
die about 20,000 villases ard 5 dink cadres will be

necessary for cach villuge, this in isell will generule
100000 jobs, People in the villages would be
wilting ta work more clesely with peeple who are
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and are one of their own, than these who are alien to
the community with a different cultural, sociclogical
and linguistic background. These trained village cadres
would be the principal link between the village and the
upper echelons of the administration. Fach village,
depending on its size, will have about 4 to 5 of ithese
specialised cadres trained in skills which are essentio}
for the kind of industrial or agriculture] projects in

the village. The trained cadres will provide the technical
assistance that village level projects need and they will
overSee progress. Scme villages will need cadres
that have had specialiscd training in agriculture

while others in arcas such as transportation or in
exploitation of minerals.

The most Suitable kind of lecal government cum
development institution at the village level has to be
worked out and this may invelve medification to the
present organisaticn of local goversment. 1f the whole
village is going te participate in development, then the
village must meet and elect its officials. In the preposed
Scheme the whole village will meet and elect its chairman
who will be the principal administrator and development
authority for the village. There would be no representation
on the basis of wards but the village committee would
represent the whole village and netindividual divisions.

The function of the viilage Assembly wouid be to
conceive, formulate. implement and evaluate prejects
through the participation of crganised village grougs.
The link cadres will provide the catalytic element in this
process and establish a two way link between the village
community and the expertise available outsice the viliage,
for the transmission of appropriate krcw-Low,
information and resources,

The overali co-ordination of the develorment effort
at the district level would be overseen by the District
Minister who willcover several electoraies that come
within the district. He will have a Sceretariat which will
be fully equipped te service the necds of the elccicraics
and villages. The District Mirister’s Ceuvreil wenid
include the Members of Parliament representing
electorates within the district. Below this, there would
be an Electorate Assembly consisting of chairmen who
would be elecied (rom each of the Village Council; the
Electorate Assembly would be presided over by the Mémber
of Parliament of the electorate. In development planning,
the function of the District Assembly under the District
Minister would be to establish liaiscn between the
electorate and the village level and the higher
administrative machinery in the country which includes
numerous gevernment departments handling specialised
areas of work and the appropriate Cabinet ministers
that stand above them.

The most important unit in this framework would
be the Village Assembly, The bulk of the new

employment generating zctivity hss o ke created
throvugh the - Village Assembly. It should have a large
amount of autonemy in planning, decisicn-mzking
and In execution. The Village Asscmbly should
initiate woik through village crganisaticns with specilic
interests such as co-operatives, vouth clubs and Leasant
organisations. The first task of the Village Asscmbly,
with the assistance of specialised cucres attached to it
would be to make a survey of rescuices in each village.
To do this effectively they may have to depend en the
sexvices of specialists frem cutsice.  The chiccet of

the resource sutvey would be 1o sScertain net ¢nly the
most abundant resource but these that could be used

to preduce gocds and services which are easily marketeble
and could form the nucleus of vigble industrics.

Consideration will Fave (o be given (o the manpower
absorptive capacity of projects because in mest villages
surplus labeur would be the mest aburdant resc urce.

There would also be exceptions 1o this particutarly in the
planiation villages in the hil] country where adequate
employment opportunitics are availuble in the surrcunding
plantaticns. In mest of the Diy Zone, the situation
would be quite different and labour-intersive projects
will have to be planned. The micst impaortant thing

in planning investments is to think in te1ns of relatively
simple projects which are going 1o [ulfil besic corsumer
needs. This might meun that the initial ¢ffgrts may be
directed towards rudimentory activitics such as growing
fruits, vegetables or (he preduction of other feedstofis
which have a ready market in the village itselland in

the nejghbouring towns, Particularly in villages close
to the citics, there is tremendous score for giowing
vegetahles and fruits because these are items with a
steady demand and high turnover, It also requires
little capital and provides susicnance to lemilics

in the rural areas continucusly over the years becatse
unlike paddy and other lengterm ereps they are net
seasonal but could be grewn right reund the year, The
problem in development plarning is that peeple often
tend to think in terms of grandicgs projects while
overlcaking the simpler ancs which are likely o bring
in quick and tangible results,

e

Once a resource survey has been co mypleted the
task would be for the Village Assembly o discuss the
projects largely in terms of their neceds, 2 piraticns, the
availability cf inputs, the gestaticn pericd and the extent
to which they would coniribuic to raise incemes
rapidly in the district. Once @ project has been adequately
formulated, the next 1ask would be fo set up an
organisation which will ensure rupid implementation
and See that material inputs and equipment frem outside
will be forthcoming with minimum delay. Indeed, this
would be the mest difficult task beeause the project in the
first instance, would have to be cleared by the District




Minister and his statl it it is going 1o become a charge
on compeling resources.

Unless there are adequate means of financing all
projects there would be obvious difficulties in oblaining
financial suppori for every project. [In the present
circumstances, the district development programme
will have 10 provide resources for at least two projects in
each villoge and this will mean thut approximutely
40,000 projects would be simultaneously launched
in the 20.000 odd villages. Assuming that on the
average each project would directly or indirectly give
employment to 10 persons which of course. is a very
conservative estimate. (his is tikely to create employment
for 400,000 persons. If the projects chosen are of a very
modest order the capital reSources and the equipment
could be easily procured and this would not tax the
central budget, But on the other hand, i’ the central
budget cannot provide the resources, the village level
development effort would have to turn to other sources
for financial support.

This is where plantation and private sector
organisations could come in. Assistance could be
obtained either in the form of financial granis or cesses
on successful enterprises in the district, This would be

possible where largescale privately owned or government
industries operate, The village authorities shculd
have the authority to levy taxes cn enterprises or ¢n
the services provided in the area and these Munds necd
not How through the central budgel. There is also
scope for village organisaticns to receive equipment

in Kind or have them fabricated at industries or business
cancerns which are operating nearby. Since the
whole village cannat be entrusted with the manaygement
of projects the best talent in the village will have to be
entrusted with implementation and daily management.
The people will have to selectirem among themsejves
those who are most capable and talenied for ihis
purpose and withso much of unemploymentumong the
rural educated this is not goin®1o be a difficult task.

Village level development is the most effective way
of regenerating the village and stemming the drain ol
manpower to the urban cities. [t is the quickest way of
providing jobs for the unemployed in their own villages
and raising rural incomes. To the youth with the
highest aspirations it would give an oppoertunity to
provide opportunities of Jeadership and a sense of
responsibility and direction which weuld be unknown to
him had he taken employment in an urban industry ov in
ihe ceniral adminisiration,
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Fiscal Policy — some Problems and prospects*

H. M, R. Ellepola

Senior Economist, Central Bank of Ceylon

Sri Lanka in the last three decades has moved away
considerably from the conventially defined state whose
role was confined to gather taxes necessary to provide
public goods (c.g. defence, law and order, justice

and sanitary affairs) whose preduction by individuals
was considered both inappropriate and undesirable.
Today, all shades of politica) opinion accept a wider
fole for the State.

This can be attributed, among oiher reasons, io
two major influences. At the theoretical plane, a
justification was found in the Keynesian economics,
that gained widespread popularity in the post-war period.
It is true that the prescription of Keynes was postulated
in the context of a world affected by a serious econcmic
depression; to those economics that could be reactivated
with adequate liquidity. Yet, the policy makers
schooled or influenced by Keynes regarded it as an
endorsement of public expenditure in evely caonceivable
type of economy,

Secondly, the more sceialist oriented view of ke state
with a higher responsibility for econcmic management,
justified the extended state interventjon in economic
activity, This strand of thought induced a commitment
Lo state Sponsored economic development and a wide
ringe of welfare policies. So much 80, in the more
fecent years the expenditure on welfare in Sri Lanka
almost correspond to expenditure on development.

This outlook in political philosophy has manifested
itself in a wider role of the State with direct intervention
in all levels of economic activity including both
production and distribution. Consequently, the role
of fiscal policy as an aspect of overall econemic policy,
has to be assessed in a niuch broader framework, It
can no longer be looked upon as an exercise confined
to balance revenue and expenditure Jaid down in the
Budget. It has to be examined as a statement of policy
guiding and directing the economy in pursuit of wider
economic goals of improving producticn, distribution
and stabilisation,

The prime instrument of fiscal policy. the Budget is
nevertheless a statement of planned income and
expenditure for a given period. Asa statement of income
and expenditure, it provides the basis for appropriation

and control of expenditure, in conformty with the Jaw.

It is mandatory for the spending departments to
observe the limits and guidelines laid down in the
Annual Appropriation Act.  Any deviationsare answerable
to the Public Accounts Committee appointed. by the
National State Assembly. As the key instrument to
enforce the economic policy of a Government, the
Budget is used to realise the multiple objectives of
economic development. mobilisation of savings,
redistribution of incomes and stabilisation of econemic
activity by guiding the tevel and direction of expenditure
and revenue.

In the more developed countries, fiscal policy is
generally associated with economic stabilisation. Instru-
ments of taxation and expenditure are used to manage the
aggregate demand. Tn times of econemic recession,

a lax cut or an increase in public expenditure is
advocated to stimulate demand. This js designed 1o
increase output and employment in the economy.
Similarly in times of prosperity, with a potential for
inflation,they would increase taxes and cut public Spending
to arrest the increase in aggregate demand. Usually
these techniques of demand management and counter
cyclical economic policy is applicable only in the
framework of 2 more sophisticated economic system,
endowed with a we!ll organised economic structure
sensitive to changes in demand. The applicabiility of such
methods in less developed countrics is Subject to much
controversy. One cannot draw a parallel with a developed
system and advecate high spending or tax cuts in a less
developed country to stimulate demand in the economy,
Tax cuts or deficit financing to mobilise resources by
raising the effective demand is bound to set in motion

a process of inflation.  On the other hand, one cannot
eliminate the limited relevance of demang management
type policies associated with higher taxes and expenditure
cuts even in an under-developed econcmy system and mop
up excess liquidity generated through expansionary
policies followed in an earlier period,

It is well known that most developing countrics are
operating within a narrow economic base with a low
level of income. The problem confrented by them is
one of evercoming supply bottlenecks either in the
very structure of that economy or in the process of
transferring externally mobilised savings into proper forms

* This paper is
the Central Bank.
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of investment, wherever Such savings are available.

A lasting solution therefore, has to be found through
investment and saving that would revitalise the framework
and raisethe productive capacity of the economy. There
appears to be no short cut either within the capitalist
framework or within the secialist framework to short
vircuit the process of development that could only

be achieved through capital formation resulting from
saving a share of the current income. At the best,
internal savings, could be supplemented with
external savings, bui it is equally impaortant to note that
investment so made should help to generate an economic
surplus and improve the net worth of the economy.
Consequently. any urgency for economic development.
if it exists must be accompanied by a similar urgency to
ceneratesavings. Unlessa sense of urgency is displayed
in the policies to curtail current consumption, little
can be achieved through the policies to premote
development,

Savings and Invesiment

The relevance of fiscal policy for the promcticn of
savings and investment can be appreciated better

by examining the concept of saving and investment in
economic theory, From the fundamentals regarding the
circular flow of income in the economy, we know that
all transactions in real resources have it counierpart

in factor payment$ or money incomes. The notion that
savings in the economy corresponds to investment imply
that thereis an invariable equality between the unconsumed
monetary incomes and unconsumed real resowrces.
But there is nothing to prevent the accumulation of a
part of this unconsumed income 25 idle cash balances
with individuals and a.correspending amount of

real resources os stocks or inventories. Given this
kind of economic behaviour, the equalily between savings
and investments is always true and may become a mere
tautology without much analytical content. The real
significance of this concept is associated with the attempt
in the economy to equate planned or desired savings
with planned investment in the same time pericd.

In a sufficiently developed econamy where transactions
in real resources are adequately monetised, their
anconsumed monetary incomes will be chanelled to finance
the purchase of unconsumed real resources through a
broad range of financial intermediaries including banks.
These institutions whether be it in the capital market or
or in the banking sector serve as the channel that
mediate between the saver and the investor. Given this
institutional setting the entreprencurs will bid away
a share ol the real resources for investments. The
balance between the relative cost of capital as reflected
in the rate of interest, and the return from capital as
reflected in the profits will guide the course and magnitude
ol economic activity. Excess demand for capital and
investment would raise the cost of capital above the
potential returns from such invesiment and prevail upon
the uneconomic enterprises to liquidate. Similarly,
cxcess profits will induce the entrepreneur to bid away

6

resources frem consumption to meet any shortfall in
production. Market mechanimsm therefore, generates
both the efficiency and allccaticn of resources ¢n the
basis of consumer preferences as revealed by the
prices. It is clear that financial intermediaries including
banks. capital markets, entreprencurs, rate of interest,
loanabie funds, and profits, find a place in this scheme
of things as a matter of routine,

Supposing one or more of these situations are
deficient or inadequate in an economy, could it function
in the same manner to guide the course and capacity
of the desired level of cconomie activity. Deficiency in
one or more of these would impair the circular flow of
income to the detriment of econcmic behaviour.
Inadequacy in the institutionalframework would generate
hoarding of monetary incomes and lead to unwanted
aecumulation of steeks and inventerics in the economy.
Withdrawal of a certain sharg of income from the circular
flow would therefore create an inverted spiral in
economic activity. Similarly a siructure of inferest
rate not Sensiiive to the pulse of movem=nts in the
econcmy would [2ilto guide the econemy in the allocation
of resources. Non-monetised econcmic transactions
would keep thelevelofactivityatalowerlevel. Deficiencies
in each one of these situations would affect the level of
economic activity. And adequate and suitable institutional
framework to monetise the transacticns in the economy
and intermediation that create financial assets and
liabilities as the counterpart of transactions in real
resources would contribute to cnhance the net wealth
of the economy, generate savings and channel them
eventually into prcductive forms of investment. A
sensitive structure in the rale of interest would guide the
allccation of resources. Economic planning and
fiscal policy should therefore be used to stimulate
such aress in the economy.

Apart from the deflciency in institutional
framework, and the prevailing insensitivity of economic
variables to stimulate development, the lower magnitude
of the econcmic activity itself impair the capacity lo
penerate adequate savings in the econemy. In Sri Lanka,
the level of domestic savings has remained in the
neighbourhocd of 13 per cent of the GDP in the last
decade or more. FEconomic pelicies in the past have
clearly failed to raise it to the level anticipated in the
planning documents issued frem time to time, and Lift
the economy frem its present subsistent level. Tt is
evident that a determined cffort to raise the level of
nationzal savings is needed as a matter of urgent
priority.

If it is not coming from voluntary savings it has to
be realised through state intervention. Inadequacy of
voluntary savings has been a fundamental problem
shared by most developing countries; and state intervention
in this instance demands taxation of a higher order.
This means that fundamenial decisions perfaining to
the postponement of consumption has to be taken by the
state by reaching a concensus in political opinicn to



divert a higher share of current incomes from consumption,

into savings. Tn the short run this is a painful exercise.
Nevertheless one cannot shed the responsibiiity by
postponement of decisions if we were 1o achieve any
meaningful results in economic development.

In the lace of these deficiencies, fiseal policy
although not an adequate substitute for all these
shortcomings, can be used effectively to rectify and set

right much of it by crealing the proper econcmic climate,

It can be used to stimulate the process of saving.

It can be used fo channel such savings into investment.

It can be used to step up the leve] of financial intermedia-
tion, It can be used to revitalise and restore the inferest
rate mechanjsm as an eflective instrument of policy.

These by no means are consistent geals. The objectives
ol one policy may conflict withthe aim of another, but

the Government has to strike a balance in its overall
policy.

Imregardto raising thelevelofsavings, the Government
can use budgetary pelicy to effect both the voluntary
and forced savings. Voluntary savings is a matter
for both fiscal and monetary incentives and the
instituticonal framework. The scope for fiscal pelicy
is mostly in the sphere of forced saving through
taxation and it deserves more comment,

Taxation

Taxation we know could be both direct and indirect.
Direct taxes can be levied on income and affect the
disposable income. Indirect taxes could be levied on
expenditure by taxing gcods and services available for
salein the market. Underboth methedsitaffectsthe
realificome of the people. to the extent that a share of the
resource is channelled from consumptien into savings
in the form of taxation. Yel another alternative when
one fuils to take the decision to postpone current
consumplion is to generate resources for econcmic
development through inflationary means. This agaip
in the long tun has the effect of a tax. In the first instance
it brings about a transfer of resources to the State, but
the consequent increase in prices and the ercsion of
real value of incomes constitutes the element of tax.
Consequently, it is a method with strict limitations

in regard lo both cost and yield. Further il lcst control,
it can lead to inflationary sitvations as was winessed
in certain Latin American countries, Indonesia or Korea
in the recent past. Then it iollows that there is no
pdinless short cut to mobilise resources apart from
voluntary savings or savings enforced through taxation.

Further the tax based savings do not create
prior claim on a future increase in output; whereas
private savings held in bonds and other instruments of
indebtedness carry a cost of debt Service and econstraints
the revenue-expenditure pelicy of the Government,
Taxation as an instrument ofpolicy has other advantages.
It can be used to redistribute income resulting from
from the free working of market forces in the economy.
However, the multiple objectives of state policy to

provide public goods, welfare and development
expenditure lend to obscure the purposewise boundaries
in taxation. Purposewise boundaries are important
since they have major implications for expenditure policy.
Thestate has a prime responsibility to provide law and
order and the basic public goods. This needs taxation.
Then the state can pursue a policy of redistribuiion
through taxation. This latter justification for taxation
commits the Government to certain welfare services,
Thirdly,the Government can use laxation to generate
savingsforeconomicdevelopment, Now the real problem
beging at this stare, What is the level at which taxation
for the supply of public goods and redistribution ends
and taxation for development begins. In practice, it is
almest mpessible to draw a distinction. In normal
fiscal classifications all proceeds from taxes constitute
current revenue; and it could be claimed to {inance
redistribution oriented expenditure with a cerfain
degree of justification. Nevertheless, one cannot avold
a demarcation if economic development with direct state
intervention is a declared objective of the Government
fiscal policy.,

Economics in Expenditure

This obviously is a difficult political choice and

the problem may be approached frem another angle by
examining thelevel and magnitude of desired re-distiibu-
tion. Posed in this manner one has to examine the
relative merits of different forms of redistribution as
against the need for development.

In 8ri Lanka even with massive re-distribution
programmes the authorities have at the best been able
to make only a marginal improvement in the living
standards of low inccme groups. 1f the state were 1o
raise the level of consumption and the living standards
ol these classes into what could even be remotely called
“acceptable”, massive doses of further welfare
expenditure will be ealted for. Such a selution while
perpetuating poverty and discontent will only remove
the dignity and self-reliance of the large base in the
population. In the alternative, a more longlasting
solution appears to lie in economic growth that coutd
broad base the revenues of employment and enhance
the income levels of the population.  Between the two
extremes of all welfare and all development, a compremise
solutien seems to exist in selective wellare oriented
re-distribution with a substantial allccation of tax receipts
for development expenditure.

Selectitity in welfare leads to an examination of
relative merits or consequences of the several kinds of
welfare programmes now in gperation. The bulk of
Such expenditure falls under education, health and transfer
paymenis to houscholds in the form of food subsidies
and pensions.

Here again, one cannot look upon re-distribution with
a welfare objective as something distinetly alienated frem
investment and growth. So called wellare expenditure
to enhance the qualify of human capital by raising



the standards of education, healih and nutrition makes

a positive contribution for growth. This however needs
further elaboration. Usually in the standard
classification of Government expenditure, outlays on
hospitals and schools are undisputedly regarded as
capitalexpenditure. Similarly, the outlasting equipment
used in education and health is also classified under

the same category. But salaries and wages in either
instance i8 regarded as current expenditure. This now is
a debatable point. If investment in hospitals and schools
is regarded as capital, the expenditure on doctors and
teachers who contribute to the produciivity of these invest-
ments should also belong to the same category. If one were
to use a concept of human capital there should be no
dispute on this issue.

Regardless of this debate, the State through its
policies over the last several decades is committed to
provide free education and health to the public in this
country; and the real issue is the ability of the state to
undertake these services and maintain adeguate standards
befitting the development in these fields clsewhere in
the world. Absolutely [ree education and health
services though a laudable effort in promoting welfare,
impairs the capacity of the government to mobilise
resources lor further development work., Further, one
has to note that these Serviees are financed rom tax
revenue and examine whether it is within the reach of the
state to devote a still higher share of the revenue to
finance these services at the expense of alternative
development projects.

Public discussions related to these issues have
olten failed to isolate two important aspects. One is
the desirability of the state to undertake these services
and the other is the method of financing these services.

_ Given the political environment in Sti Lanka and the
widening role of the state in economic management,
one cannot dispute the right of the state to undertake
ithese services. Necessarily it does not follow that the
state should bear the full financial burden of these services.
As much as there is a right for the state to tax the
community to defray the costs of public goods such as
law enforcement and basic utilities, the state conld
exercise the right to tax the services rendered by education
and health. This could very well be done without
violating the principles of equity usually observed in
enforcing a tax. A graduated Scale of subsidies
offered to each individual depending on his or her
cireumstance would not violate the welfare aspects
embodied in the current programmes. Those who are
in destitute circumstances who fall below an officially
adopted poverty line could continue to receive the same
benefits they receive now, and the others depending on
their ability could be made to pay for the services
they receive.

Tn the field of health, a system of insurance analogous
to the national health insurance scheme in U.K. may be
adopted to service the working population., In the
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field of education absolute free education could be
extended upio a certain level but the state financing of
further education could be subjected to suitable eriteria
of selectivity, A system of public assistance could
finance the really promising students regardless of
their circumstance. The criteria for selectivity are many
and could be worked cut to the satisfacticn of the
community, provided the principle of selectivity is adopted
in the first instance. Adoption of this principle will
certainly go a long way to imprave the quality of the
services that could be rendered and improve the state of
public finances in this country to accemmodate further
development projects, to incresse the productivity
and enhance the level and quality of the ccmmunity at
large.

Food subsidies that constitute the bulk of the
transfer payments of the government could be handled
in very much the same manner. Here again one does
not question the desirability of a foed subsidy extended
to those who really deserve a subsidy.  What may be
questioned is the need and desirability of extending this
subsidy to all, regardless of their circumstances,

However, the food subsidy that constitutes the bulk of
the transfer payments ficm the Government to the
public, has acquired a degree of pelitical sensitivity
unparallefed in matters of cconemic management elsewhere
in the world. In the first instance, it appears te be duc
to a policy of wooing the consumer for over three
decades; but the more lundamental reasons could be
found in (&) the relative Stagnation of the economy
with low growth rates that has failed te make an
appreciable increase either in the per capita income or
in the level of employment in the econemy and (b) the
failure of the demestic food grain sector to meet the
demand for cereal preduction.

Since a political solution to appease the consumer
further, would only perpetuate the problem and trap the
government in deeper political impasse; a more lesting
solution has to be found through a growth eriented
econontic policy that would transform the subsistent
agriculture to a market oriented Sector and raise the
peasant incomes to a level above a minimum poverty line
through suitable invesiment programmes.

It is clear that investment in agriculture to uplift
the productive capacity of the rural farmer, and in
industry to ereate more employment without sacrificing
the produetivity of such projects. demands the highest
priority: but assuming that plans and projects to realise
these objectives are forthcoming, the issue for fiscal policy
15 one of raising resovrces.

Aliernatives for the policy-maker are fairly obvious.
Hesistation to contajn welfare expenditure at a level
warranted by tax revenue would retard growth activity
and defer the opportunity to extricate the state from this
vicious circle: and measures to cut subsidies on the other
hand is likely to receive instant hestile reaction frem



the public. In view of this delicate situation, one must
nol necessarily question the desirability of a subsidy to
those who really need it.  'What may in fact be questioned
is the justification of extending it to the bulk of the
community who really does not depend on it for their
survival. Tf the state were to adopt a principale of
selectivity to exclude those who do not depend on it for
their very survival, and essential food items at
subsidised prices are issued to that section of the
population that falls below a suitably defined poverty
ling, considerable savings could be generated to
finance the needs of development,

Implications of deficit financing

With almost the whele of total revenue used to
finance current expenditure, the progressively increasing
development expenditure is financed from floating a debt,
hoth foreign and local. Consequently, fiscal management
in the post-war period moved progressively towards
deficit financing the budget. Throughout the period,
the justification for the debt was the need to incur public
expenditure to increase the productive capacity of the
cconomy. Growth of the debt was relatively low in the
earlier years, but the phase was more accelerated

in the more recent vears.

Ouite apart from the issues relaled to debt
management, any sizeable public debt would tend to pose
a problem of debt burden with implications for Balance
of Payments.

In the context of the burden it is pertinent Lo examine
the time spread ol the debt burden and the cost of benefit
to cach generation. 1t is known that the domestic
debt raised to harness unemployed resources is
beneficial to both the present and future generation.
but interest paid on that debt is an irrelevant subsidy
to the present generation at the expense of fulure tax
payers. The more efficient method. purely in the
context of burden would be to finance such projects with
interest free creation of currency or interest free borrowing
from the Central Bank. Tfsuch credit creation is solely
for the purpose of utilising unemploved resources it
cannot generate a substantial degree of inflation.

On the other hand, il the debt is floated to shilt fuctors of
produciion to a preferred arca. it is bound to raise the
market rate ol interest and adversely ufleet the rate of
privide investment. Here again the burden iy shifted to
a future generation and interest paid now is a subsidy
on the present generation,

* The symbols stand for the following—

Yo = Gross National Incone
C = Consuniption

I == [avestimens

o= Loyt expendine e

The external debt in either instance 15 a transler of
real resources in the current period whese burden 5
ivariably shifted to a foture generation. Further. (he
external debt has a direct bearing on the Balance of
Payments. In an operational Sense one could show
that the debt contracted to finance the Government
Budget constitutes a built-in import content into the
economic System. Similarly. it is also true to say
that a Government deficit not financed directly with
external loans also cause a deficit in the Balance of
Pavments, That is, no matter how tBe budget is financed
any deficit is likely to show up partly as a deficit in the
balance of payments and partly 4s a saving in the
non-government sector in the national accounts of
the econemy. This could be shown conwvenientls
in the framework of Keynesian Income Tdentity.

*Y=C-- I+ G--T- X -~ M. This cxpression
could be transformed and rewritten a8 G T = (§—1])
(M —X)

Since a deficit in one sector has to be financed hy
other Sectors in the economy, it follows that a deficit in
the Government Sector is invariably financed by savings
in the private sector (S-—T). and transfers frcm
external sector shown as (M —X). The external
sector savings transferred to the econcmy appear as
a deficit in the Balance of Payvments. 1t does not
necessarily follow that the Government deficit is financed
with external borrowings. but it means that the Government
deficit will induce an import demand in excess of exports
in the rest of the economy. Tt can be shown that the
expenditure that constitutes the Government deficit,
raise output and employment until planncd saving
equates planned investment and the planned savings.
if not released through the demestic sector is forced through
a deficit in the external sector. Tt is clear {tem this that
unless an increase in Government expenditure (G) is
followed by an increase of taxation (T) it is bound to aggras
vate the external deficit in the economy Sconer or later.
The usual remedy suggested to choke off this demand for
imports is a devaluation of the exchange rate. but
there is no clear cvidence to suggest that this will
balance the external account. and the savings to finance
investment in both the Goverpment and private scctor
accounts will come frem the private sector.  Tn fact. the
experience in Britain and Ttaly in recent years has been
that private investment rcse as much as private
savings and the balance of payments deteriorated as
much as the budget deficit.

T = Tax Revenue
X == Exports
M =  [Imports
S = Saviney



The Export Processing Zone
the new Economic policy
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A proposal to establish an Export Processing Zone

apart from having its own merits and national benefits
symbolises a sienificant chonge in the content and
direction of econcmic pelicy. The previeus S.L.E.P.
government too wes interesied in Setting up an Export
Processing, Zone in Sri Lonks, and the fact that this
propesal was considered within the framework of a system
ol rigid controls 8 w virtual admission that the earlier
economic policy bused on increasing restricticns and
stateinlervention had proved to be a miserable failure.

The new economic pulicy of the present government
must be looked at in the light of the policies of successive
governments Since 1956 and consequently the need for

d complete reqrienlation of strategy.  After 1970, the
cconomy became rigid, dominated by inward-lecking
policies and an extensive system of controls which
tended to debititale the econemy and creaie a very
unfavourable climate for domestic and loreign investment,

Increasing Controls

Sti Lanka inherited a system of controls frem the

Second World War and was also committed to a wide
range ol wellare expenditure from about the same time.
These have been the me jor obstacles to rapid econemic
growth in the lust two decades and has contributed

Lo virtual stagnation in certain sectars and an inward
leoking approach to economic development. The most
important controls introduced in the w WAT yedrS were on
foreign exchange, After the end of the war, these
controls continued (o be inoperation for the purpese

ol conserving lorcign exchange. Import controls

were 'nuuduo-d in the carly fitties with the object of
ceylonising foreign trade. where licences were issued

primarily to Cevlonese businessmen
Alter 1960, the administration be
of extensive controls would help to improve the balance
of pavmenis sitvation and promote investment in
industry. This was {he cutcome of a Static view of the
[_11t.|;1_‘|1cc of payments, where i was believed that the cmmhy
loreign exchange earnings can only come from existing
exports and through impert Savings and not through
export diveisification Lmd the attraction of foreign
investment.

and  firms,
ieved that the adoption

Thus a liberal and free economy which existed in the
early filties gave way to one of mcreasing contrels. The
1dmmt§rrmon did not realise that in the context of
dwindling forcign exch wnge reserves an allernative
course ol action wouid have been to invite foreign
investment without resorting to restrictions. Had the
economy become less restrictive and state interference
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in the economic life of the nation kept to 2 minimum
the development precess in Sri Lanks would have taken
a different course. Foreign investors kept away after
1956 because the ccongmic climate for investment
became increasingly hestile, especially with the policy

of nattonalising both l¢cal and foreign enterprise.

The only way of diversifying the econemy and making

it more export-oriented was through greater liberalisation,
and not within an increasingly restrictive framework.

The proposal to establish a Free Trade Zone must be
evaluated in the light of the contribution it would
make to diversify and promote exports and the new
overseas market opportunitics it would open for domestic
industry, Inthe last 17 years, Sri Lanka’s development
has had a heavy bias towards industry. Despite the
appreciable progress in agriculture, the central planners
have been largely preoceupied with the welfare of the
new urban manulacturing industries. From the outset
these were given a wide range of tax and other incentives,
Althouah there are more than 2,500 new industries of

varyingsizes, most of them havesurvived because of the
heavy protection afforded to them in the internal market.
Daomesticsales have been very profitable because of the
high protective tariffs and severe import restrictions
that fully insulated them from foreign competition.

Export Performance

In a protected market, under the conditions of
scarcity, industrislisis are able to delermine the prices
at which they sell, their prcfit marging and the quality of
their products. Even with incentives cffered to
exporters Such as FEECs. the Convertible Rupee
Accounts, low taiifis on jaw materials and machinery,
duty rebates on experts and handsome foreign exchange
allccations, mest industrialists in Sri Larka have not been
able to cxport. Even the establishment of specialised
agencies like the Export Promotion Secreturiat have
not made much difference to Sri Lanka’s export perfor-
mance, The expeort figures for industriz ] and manufactured
goods show that the bulk of the earnings in this
category still come from the exports of refined pmrclcum
products., In 1976, cut of a total of Rs. 755.7 million of
manufactured exports, petroleum preducts amounted to
about Rs. 505.2 millicn which shows that manufacturers
only contributed Rs. 250.5 million, which was abeout

5 per cent of total exports and only abeut 30 per cent

of exports of industrial goeds. The relatively unimpressive
export performance of manufacturers has been due

to several factors. The qualty of the preducts have
not always Stood up to the exacting requircments of



foreign buyers and industrialists have not found it easy
to secure sustatned export orders.  Thigis partly because
they have not been able to tie themsSelves up with
recognised international firms who have wellestablished
marketg and sell their products under popular brand
names.

Impact on Exports,

One of the major objectives of getting up an Export
Processing Zone would be to get recognised industrial
firms to manufacture goods with or without local
collaboration so that they may be assured of export
markets and would produce goods of high quality. In
India, a large number of industries preducing goods for
the domestic market and for export have tied themselves
up with leading manulacturers in the U.S.A., U.X,,
Germany, France and Japan. Much of the success in
India in the export of manufactures has been largely the
outcome of these tie-ups. Unless this is done, it is most
unlikely that Sri Lanka can make sufficient headway in
pushing exports of manufactures. The objective should
be to step up exports of industrial preducts from the present
level of Rs. 250 million to at least Rs. 1,000 million.
Forinstance,in 1976, tea, aitraditional preduct, brought

in Rs, 2,100 million in foreign exchange.

Once the Export Processing Zone becomes operative,
the investors in the zone would become the piincipal
means of promoting exports because they would be in
a better position to expand sales overseas than the
official agencies like the Export Premotion Secretariat
on account of their superior knowledge of foreign
markets, techniques of marketing and preparing and
packaging products for export., However, existing
export promotion agencies would have a role to play in
Sri Lanka because they would still have to pay attention
to exports lrom outside the Export Processing Zone.

The inward-lcoking approach to industrial
development and the limited size of the Sri Lanka’'s
market has considerably precluded industrial expansicn.
At the present level of incomes and the demand for
manulactured goods, one or fwo medium or large units
could supply the entire requirements of the countryv, In
some cases, large units bothin the public and private
sector are unable to work continuously to capacity because
of the Timited size of the market and the latter does
not provide scope for expansion. Both money and real
income levels in Sri Lanka have not gone up appreciably
to provide for the expansion of purchasing power to beost
internal demand.. People still tend to spend the bulk of
their income on basic essentials, mainly food and clothing,
Furthermore, increasing inflation in the last 4 to 5 years
has also made inroads info real income and consumer
demand for manufactured goods has not increased
in proportion to the rise in money incomes.

Within the present framework more employment
in industry could largely come through expanded markets
and higher levels of production, either through greater
capacity utilisation or through the establiskment of
new industries. A substantial increase in the demand
for Sri Lanka manufacturers could result from a much
higher level of exports than through a rise in domestic
demand. So far, private and publio sector industries
have provided employment for only some 150,000 persons
out of a total workforceof 5.2 million, which is around
2 per cent, The contribution of manufacturing to both
the Gross National Product and to the generation of new
employment has been very limited and the total industrial
workforce has hardly increased in the last few years,
The labour abserptive capacity of industries has been
very low due to excess capacity and very often to
the use of inappreapriate technology. In the present
circumstances, an Export Processing Zone could act
as a catalyst and provide the momentum to activite
a virtually dormant manufacturing sector.

The success of the Zone and the facility with which
foreign investments could be attracted would depend on
appropriate policies and the concessions which the
government would provide. Move to liberalise the
economy through the relaxation of centrols and the
introduction of a more realistic exchange rate that would
help to boost exports apart from creating a favourable
investment climate, will make investors feel that there
will be fewer bureaucratic contrals and a gieater
freedom to take decisions on their own. This would
give confidence and an assurance to the investor that
government interference would be at a minimum.

Characteristics and Impact of Industries.

Localindustrialists have had a wide range of incentives

and concessions to develop their industiies. By now,
maost of the industries set vp in the sixties and early
seventies have utilised their tax holidays, development
rebates and other incentives upon which they were
ableto grow and Survive. Thereis a fear amonglocal.
industrialists that investments in the Export Processing
Zone would tend to wipe them out. This is unwarranted
because itis unlikely that investors in the Export Processing
Zone would get greater concessions than other export-
oriented industries in the rest of the country. At the
most, they would get a tax holiday plus all the
concessions that industries in Sri Lanka enjoyed in
their initial year. Beyend this, the main advantage of
the Export Processing Zone is that the investor will be in
a position to carry on his business with practically

no bureaucratic controls and administrative delays and
will be largely free of customs precedures which normally
apply to the rest of the country. Industries in the Expor
Processing Zone would only compete with other export
industries and not with those producing goeds for the



domestic market. - Expori industries are refatively
more efficient than those that catey (o the local market.
Furthermore. goods produced in the Zone will
normally not enter the country, and even il they do,
the ustel customs duties and turnover taxes will have to
be paid.
rest ol the country,

fovestors in the Zone will have the liberty to decide
oL Lhe technologies they employ, the methods of preduction
and the guality ol their products.  Presumably,
investors will have the freedom to produce whatever
goods thev want. provided they are exported. The
of Tabour laws and regulations could be
Since production is forexport, manufacturers

applicabiliis
lessstringent.

in the rest of the world i they are to permanently
estabhish themselves in export markets. It does not
necessarily follow that labour-intensive technologies would
be employved unitormly in the Zone. Especially m the
fiefds wuch as clectronic goods, vehicle and machinery
components and chemieals, sophisticated equipment
might be brought in and the employment opportunities
gencoated i these mdastries could be less than what is
expected,  Toother arcas such as garments, the assembly
ducrs. conlectionery. food canning and agro-based
stries, there 1s considerable scope for the employment
ol tubour, Al imdustries could not be expected to use
Ltbiwr-intensive technologics,

Flie Zone would. therefore, have a mix of industries,
sonie based on sophisticated technology and others
uning nore libour.  However. since a large number of
industeies would come here to take advantage of the
considerably lower labour costs, many of them on
bidance are likelv o use labour-intensive metheds of
production and choose investments where labour can be
emploved profitably.  This is one factor which could help
to attract the kind ol industries which the government
would prefer io have.  On this basis, within a period of
ahout 18 months the amount of direct employment in
the Zone could well exceed 50.0C0.  1[ the Western
colntries do not intensify quota restrictions on textile
products. d larger nwmber of garment manufacturers
already svperating i other countries would be interested
in coming here. In the first year, i’ 10 garment
manulacturing units are sei up in the Zone, as many as
30,000 to 40,000 ivbs could be found in these industries
alone

Additionathv, an equal wmount of jobs may be found
i the rest of the country a8 a result of primary employment
in the Zoone. These will largely be in services such as
Lransportation. communications, advertising, packaging.
maintenance and the supply of food and raw materials
and entertainment.  The salaries and wages paid to
labour in the Zone would tend 1o be higher than in the
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Ihis will afford protection to industries in the

rest of the country, and alt this money would be gpent
here by the Sri Lanka national working in the Zone,
Industries that want to get staried as soon as pessible
will tend to take the mest skilled and talented workery
from other indusinies in the country and te deo (his they
will have to pay them higher wages. The movement of
skilled labour fnto the Zone will open up pew avenues
of training and employment in older established industrics
in the rest of the country. Through this process, there
will be much greater diffusion of skills and middle
management expertise. The employment generating
effects of the Zone in more than one way would thus

tend to spread to other areas in the country and will net
be confined to the Zone itself.

Business activity inthe Export Processing Zone
would not be limited 1o manufacture, The lTunctions of
the Zone coutd progressively increase as it expands and
new activities especially in the area of finance, banking
and entreport trade could emerge. The concessions in
the Zone could provide a stimulus for the development
of these other activities. Foreign goods may be brough!
into the Zone without payment of custams duly !
trans-shipment, re-exportation, for further processing
for export or with a view to ultimate importaticn into
the locsl market.  Firms operating in the Zone could
engage in the assembly, manofacture or the storuge
of knocked down cemponents in order to get reliel trem
customs duties and other evies.  Since most countries,
including Sri Lanka, levy very high customs duties
and taxes, imports inte the Export Precessing Zone
would be frec of taxation, tariff laws and similar regulilions
which normalty apply to the rest of the country.

Limitations on O perations

Although duties and concessions would appls to

firms operating in the Export Processing Zone. the Taties
would be subject to the civil. commercial and banking
laws of the country.  These would include the registiztion
of commercialand banking companies. laws pertaining

to public health. security, penal ctfences. and the
preservation of the envirenment. cte.  Business anid
personnel taxes would also be applicable within e
Zone, Direct revenue to the hest country wounld
accrue through personal taxes and Jevies such us a smal!
turnover-tax on manwlactured goods. As the Zone
expands, these would be a substantial source of income
and much revenue could alse accrue from furnover faxes
levied on the multiplicity of services provided. Duties
on goods exported frem the Zone to the rest of the counis:
become payable when they cross the boundaries which
will have to be clearly demarcated. Normally some
kind of customs surveillance exists on the perigneiers o/
the Zone in order to prevent smugeling and fllici
tracding activities,




A variety of goods could be brought into ihe zcne,
but this would not include goods that are nermally
prohibited m the host covntry,  Nareetics, dangercus
drugs, fire-arms, explesives, precicus metals and
precious stones which are normally denicd free entry inte
the host country would not be permitted into the Export
Processing Zone, unless these items aire requiied for
industrial purposes. Within the Export Precessing Zone,
retail trade in goods manvfactured in the Zone is prohibited
and even il'such sales are allowed they would be svbiect
to the regulaiions thai would apply to them in the
rest of the country.

An Export Processing Zone should not be confused
with a (ree port where consumer goods could be puichased
free of customs duties and other taxes, The Zone might
house a few duly free shops to caler to tourists and
foreign vistters who would make purchases in foreign
currency. Furthermore, people are not encovraged
to live inan Export Processing Zone unless they happen
to be the owners of business enterprises or are Senior
technical, managerial and specialised personnel, Workers
usually commute to the Zone and residence is discouwraged
becauvse the Zone would not cover an extensive area!
since land values are high and it would be wasteful to set
up housing colonies with in the Zone. Moreover, with
fewer residents living in the area it would be easy to
police the Zone and maintain sccurity.  The propesed
J'.'f*{pm't Pracessing Zone area around Katunayvake would
be largely carmarked for medium and smallscale industries
and residential housing within the area would be discourag-
although housing colonies would have to come up in
the adjacent arcus.

Benefits to the Investor

To the foreign investor, the Export Processing
Zone ollers a wide range ol benefits,  Mest important
of these is ihat the businessman and trader will find that
they could econemise on the use of [unds by not blocking
them for the payment of custems duties, import taxcs
and for goodsin bond. Hecould take advantageoflow
prices for raw materials in world markets and impoit
in bulk because foreign exchange would net be a problem.
The Export Processing Zone could have industries
with lacilities for refining raw materials or processing
them further for export.  In such cases, 1here would
be an increase in valve added and the improvement in
quality would result in considerable saving in freight and
duty for the importing country if the dutjes are leviable
on a specific rather than on an ad-valorem basis and the
exporter would get better prices. The Zone would
be the ideal place for packeting, marketing and labelling

f goods in accordance with customers’ preferences.
:md it could be a centre for manufacturers to assemble
and prepare goods according to Specifications {or
particular markeis, It could operate as a wholcsale
supply centre and thereby could help to reduce the time
lag between the placement of an order and the date of
delivery. Tmproved local delivery schedules could be
achieved by firms in the Zone if they carry stocks of raw

materials and finished goods in aniicipation of orders
which would be fortheeming fiem the hest country.
Export Precessing Zone covld also act #8 a shop window
to sitract buyers because it could have a permanent
exhibiticn of the wide runge of gocds it produces.
Foreign buyers would prefer to open up agencies in the
area §o that they could keep abreast with the new products
which are being put out by manufacturers and also
endure that manefactures conform fo specificaticns.

The

Plapning the Infrastructure

The experience of a large number of other Asian
countries shows that the Export Precessing Zone could
produce substantial results provided flexible ecenemic
policies are pui into operation lo give invesiors in the
Zene maximum assistance and facilities.  The administra-
tien of the Zone should be vested in an autoncmous
agency. The Zene Auvthority should have over-riding
powets over other organisations in order to ensure thut

the infrastructure will be quickly made available.

It should not be faced with the obstacles that normally
conlrent government corporations. Ttshould beable

to operate free of bureavcratic controls and take decisicis
without any hindrance and have the power to get juhs
done by other government agencies and departments on

a priority basis, The successof the Zone would lurgels
u:pm.d onthe guality of the basic infrastructure and the
wide range of ancillary services it will be able to provide.
The Zoune avthority should be in a pesition to provide
the prospective investor with a ce mplete record of data
and other relevant informaticn on investment. 1t
should have decuments spelling out the financial laws
and other details pertaining to investment in the
country,

International private investment teday is very
competitive and it 1§ extremely Sensitive te conditions
in the local environment. The foteign investor normally
has a large number of options and he would prefer to
locate his indvstry under ideal conditicns. Tt is p:cu‘«u]\
these condilicns that the Autl‘oniy should endeavewr
to provide, in the other words, the quality of the services
provided in the Zene should be superior to those
in other lecations, It is fruitless to think that foreign
investors would come to Sri Lanka regardless of
disabilitics and unfavourable conditiors s prevailing in
the econcmy vnless it has scme od mpensation in the
high quality of services cffered in the Zone.

The success of the Export Processing Zcnie and its

capacily to attract ['nr(ig" investment will depend
(,Sbuula.lly en how much plavning has gone into lccation
and the making of the infrastructure. Investers lock
far ahead and they would make a carcful siudy of overall
econcmic policy and the general envircrment of

Zone. They will examine .f-e relative advantages and
disedvantages of the Zone as against facilitics available
elsewhere. They wculd, at the vely cutset, expect A
basic statement of policy, net only in regard to the Zene,
but also, indicating ‘the attitudeof the government towards
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foreign investment, and what safeguards would be given
to the foreign investor.  The promoticn of the Zone will
have to involve an extended publicity campaign overseas,
There has been very little publicity given to economic
activity here in the leudipg overseas financial journals and
magazines.  Without publicity, 4t an international

level prospective investors may not know what Sri Lanka
has to offer and such publicity should be undertaken well
in advance.

The infrasiructure will have to be carefully planned
and in particular the lund earmarked for the Zone would
have to be advaniageously located and clearly demarcated
because it will have to satisly a lurge number of require-
ments not only ol the bevinning but later on. Tt would
have lo have proper drainage. should not get water logged
and should be eusily acecssible to the network of major
roads: adequate lund musi be available in the vicinity
for housing colonies and sattelite towns.  There should
be ready means of uccess to poris and airports and the
communication nerve centres.  Although a considerable
amount of land may net be required in the initial stages,
it is reasonable to assume that 30 to 40 (actory
units may be aperating in the first year to 18 months and
the inifial lund area required may be 500 acres although
at least another 1,500 acres may be earmarked for
further expansion,

The government will liave to decide at the outset
whether physical planning of the Zone will be entrusted
to the private secltor or the goverment departments.
Problems laced by private industrialists all over the
Island is the iack of u stable electricity and water

supply and efficient telecommunication facilitics.  These
three services will have to be given greatest priority. The

supply of electricity should be good encugh so that

most factories would be able to operale without standby
supplies. Tn regard fo water, a permanent water
purification scheme maoy have to be installed for water
not only to indusiries but also the housing colenies
around the Zone. If the Zone is foing to be located at
Katunayake, it may not be advisable to link it to the
Colombo supply because it does not have the capacity
to meet the requircments of Calombo and the Zone.
The water supply to the Zone may have to be based on
separate purification plants linked to the Kelani Ganga
and situated to the north of the river.

With regard to factory buildings and installation ef
plant, a large number of services would haveto gear itself

14

to mect the relatively short deadlines for construction and
installation given by foreign investors. They would be
normally accustomed to Sophisticated construction
technicues in their own counfries and would be
unfamiliar with the methocds used here and may not

be satisfied with the slow pace at which construction
takes place in Sri Lanka. In view of this, it may be
necessary for construction firms, particularly those in
the private sector, to gear themselves Lo meet the exacting
requirements of the foreign invesior. As the programme
goes 2 head shortages of certain skills may occur both at
the construction stage and later on for industries
within the Zone. On account of the heavy drain of
technicians and skilled workers to the Middle East,
schemes may have to be launched to train technicians
of all varieties and personnel of middle management
grades in order Lo cater to the skills required for
industries in the Zone.

The bulk of the equipment and raw materials for
industries in the Zone will have to come through the
Colembo harbour, even though 1t is possible for some
part of the light indusvvial raw materials o ccme by air,
This will involve efficiency at two peints.  There will have
to be a very efficient system of transport between Colembo
and Katunayake, moving raw materials cne way and
finished products en the other. What is even more
important is that the services of the Colcmbo port
would have to be pepped up to meet the needs of ithe Zone,
It is clear enough that the Colombo port 45 it is presently
organised cannot cater to the necds of the Zone.  Apart
from frequent labour problems and management
inefliciencies there are also inadcquate berths and
unsatisfactory loading and unlcading facilities.
Additional warchousing space will have to be built
to handle cargo to and frem the Zone which would
probably keep on arriving or leaving on a continuing
basis. Furthermore, as the Zone gets more sophisticated,
the bulk of the cargo will either arvive or leave in
containerised form and the Colembo port does not have
a single container berth.  All this calls for immediate
improvement to the facilities in the pert and such
improvements should be affected well in advance so
that the investor would not have second thoughts about
his investment here. He will realise that if he does not
have excellent facilitics for the movement of his raw
materials and finished products he would be at a grest
disadvantage.
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The Development of the Rural Productive Forces*

By G. V. S de Silva

Lrom Some Heretical theweits o Econcmic Development™ Lake House Investments Lid. 1973,

The central econcmic questicn in our country teday is
the development of the rural productive forces. By
‘productive forces™ are meant the instrumenis and
technology of preduction. and the skills and preductivity
of labeur,

Why rural?  Why not wrben, or boih whban and
rural? Firstly, the development of the urban productive
forees is helplessly dependent on foreign equipment,
technology, Inputs and expertise. With the limits to
industrial import substitution being rapidly reached, it is
also becoming increasingly contingent on the availability
ol fereign markets. Hence, in the context of a Severe
foreign exchange shortage, the wrban eccnemy,. far
from expanding, is being forced to centract. The
only growth pessible for the urban cconcmy. in such a
Situation, is as a satcilite of foreign capital. Tt is
doubtful whether even this read is open to it. since
foreign capital is now extremely sensitive to the mced of
i country, and mest lustidious in its selection of these
on whom it will confer sateilite status. Secondly, the
geverallevel of wrban technclogy aund expertise available
within the country, though comparatively low by
foreign standards. and hopelessly inadequate for any
independent and self-gencrating develop ment of the urban,
productive forees. IS infinitely bigher than the
technological level of the rural areas of the country. and
is cupable of developing rapidty the rural preductive
forees, with the minumum recowse to foreign exchange.
Thirdly, it iy significant that, while import Substitution
pessibilitics in industry are almest reaching exhaustion,
Import Substitution in the nov-industrial sector yet
remains a wide open ficld. Foed and agricultural raw
malterials still account for almest half our annual
import bill. Thus, it is only a decisive breakthrough
in the rural sector that can crack open the foreign exchange
problem which confronts us at every turn today.

It is therefore abundantly clear that both the
opportunity and the means for the swift development
of the preductive forces exist in the rural, but not in the
urban sector. Besides. the tempo of development of the
rural economy is conditional on the massive diversion
to it of resources, technology and skilled personnel,
frem the urban economy. This, if nothing else, rules
vut the possibility of the simultaneous development of both
rural and urban productive forces. On the contrary,
itindicates that the development of the rural econemy
necessarily implies, in our present circumstances,
the contraction ol scme bloated aress of the urban
cconemy.  We have apparently taken a wrong turning

which has led us to a blind-alley. Should we not even
now retrace our steps, rather than stubbernly continue

10 knock our heads against an unyielding wail?

This is a hard decision fer urban pelicymakers to
tuke. It may be softered by the awareness that the
decline of the urban econcmy has already set in. and that
there is very little anyone can do about it other than
prelenging the end by injecting successively heavier
deses of foreign aid sedatives. The donger is that the
crisis, when it cemes, will find uvs totally unprepared
unless we resclutely twin back now and ke the
alternative road witheut delay.  If there is sulla doubt

as to whether there is. in fact, ancther read, let ps
reflect awhile en the experience of North Vietnem,
which feil back on the tremendous reserves of
strength available in the countryside to fight a protracted
war when American bombs threatened to disrupt its
city life.

The deployment, cn an immense scale. of rescurces,
technology, skills and cxpertise. frem the urban (o the
rural sector, i8 a necessary but net a sufficient conditicn
for the development of the rural preductive forces.
Equally necessary is a transformaticn of the econc mic
relations within the fremewerk of which these preductive
forces operate. The basic cause of tural econe mic
backwardness is that these cconcmic relaticrns have
beccme a fetter impeding the giewih «f the 1vral
preductive forces. They must accordingly be changed
into relaticns which are cenducive to and fester growth,

What are these econcemic relaticns which ctstivgt
the growth of the rural preductive ferces, and which must
therefore be changed? They are:

(1) the relations betwecn the rural ccenemy and

the urban econemy, and
(2) the relations within the rvral cconemy jiself.

The present rural-urban cconcmic relations are
based on. the exploitaticn of the countryside by the town,
By ‘exploitaticn’ is meant the appropriation of the rural
ecoriemic surplus by the urbaneconcmy.  Thisexploitation
takes many forms. The most vicicus method by which
the town plunders the village js through trade. The
unconscignably high prefits apprepriated by ihe
urban traders in rural preduce are well known. but the
extent of exploitaticn that takes place thrcugh the terms
of trade (i.e. the price relatiorskip) between rural
and urban ccmmedities is not so fully aprrecizted.  To
To cite a few striking instances: ¥ A bushel of paddy
gives the farmer an inceme of Rs. 18/-, while a celicn

¥ Relers to prices ¢urrent 1n 1973
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shirt is also priced at about the seme level. A pmnt of
milk earns the dairyman 40 cents, while a botile of aerated
water costs him 30 cents, and a throw-away ballpoint
pen 1§ the equivalent of Rs. 1.25. The rural surplus
isalso pilfered by the cities through the provisicen of finance
it exorbitant rates of interest. Often, the financicr
isalso atrader, and the loan and interest are recovered
through cxcessive trading prefits. The wurban
transport contractor. teo, takes his share of the spoils,
and absentee lundlordism is still another methed of
siphoning the rural surplus to the towns.

[t is interesting to observe that the exploitation of
the ruratl cconomy by the urban, takes practically the same
forms as the exploitation of the urban econcmy, in turn
by tne imperialist economies of the developed countrics.
In both cases, the economic surplus is appropriated
throvgh the terms of trade. transport, finarce and
property ownership.  The rural urban relationship is
o mirror image of the vrban-foreign relaticnship. even
faithfully copying o phencmencn such a8 ihe brain
drain. Further. by being o satellite of the urban econemy,
which 1s itself expicited by foreign ecene mics. the rural
cconomy, in spite of its apparent isolation, is drawn
into the mainstream of world capitalist deminaticn and
and exploitation.  Our rural eccnomy. therefore, is a
doubly exploited one.

The State, it is true, has attempted to redress the
halance somewhat, threugh institutional and other devices,
It has promoted the growth of canSumer and, to a lesser
extent, service co-operatives. It has sponsored
co-operative and rural banking. It has carried cut
measures of land reform, It has instituted State Maiketing
schemes. and has graranteed the prices of certain
a gricultural commodities. It has cstablished a netwerk
ol extension and advisery services. It has subsidised
tertilizer inputs for some crops. It is also attempting
to channel funds to the rural areas throuvgh District
Development Councils snd decentralized budgeting.
The measures appear quite impressive, but the resultsare
not, Thisis becawse these efforts have not even touched
the heurt of the rural-urban conflict, nor transformed the
economic relations within the rural econg my, which are
the twin fetters imprisoning the rural preductive forees.
[hese measures, taken by thom selves. are s reformist
and ineffective @ the attempis to solve the besic
capital-labour contradiction through labeur faws, profit
sharing, diffusion of shares and Workers' Councils. or
the basic imperial-colonial centradiction through
cconomic co-operation, commeodity agreements, financial
aid and international currency manipulations.

The essence of the rural-urban contradiction is the
domination of the rural econcmy by the urban econcmy.
Im Nature as well as in Society, two mutually contradictory
cntities (or aspecty) coexist as 4 vnity, because they are
also mutually interdependent; but they never coexist
us equal partners. One is dominant, the other
subordinate. The character of any phencmengn. is
essentially determined by the dominant aspect of. the .
confradiction within it. Whatever the changes that may
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take place in the mutual relations between the two aspects,
s0 long as the dominant aspect retaips its position of
dominance, the character of the phenomenon remains
basically unchanged. The phencmenon changesinto
something essentially and qualitatively different, as
opposed to mere quantitative changes, only when the
dominant aspect becomes subordinate ard the subordinate
aspect becomes deminant. Hence, il the rural-urban.
relationship, which is one of both mutual interdependence
and conflict, is to be gualitatively charged. the rural
economy must beceme dominant and the urban economy
Subordinate. In ocwr present situation, this is the
only way of releasing our rural productive {orces from
the chains that restrain them. Anything short of this
is only a palliative, and will nct result in a fundamental
transformation of the rural ecencmy,

In couniries where the vrban econcmy has an
independent mementum of its own and can carry the
rural econemy along with it, thovgh as a suhordinate
subject to ifs exploitation. such a fupdamental
transformation of the vrban rural relaticnship may not
be necessary, But in countries such as ours, where
the urban econemy IS not self-generative, und is
incapable of further growth without large doscs of
foreign technology, equipment, inpuls and skills lor
which it does not have the means te pay, it is fast beco ming
inert and totally parasitic. It must therefore be made
subordinate, i the countiy is to Survive and not be
dragged down with it,

What does subordinating the urban econcmy to
the rural mean in practice? It means a complete
reversal of Government priorities, policics, attitudes and
thinking, in respecl of investment, research uand
technological innovaticn, deployment of skilled
personnel, internal marketing and the terms of trade,
housing, tranSport, education, health administration
and cultural activities. It means that the Government
must organize a tremendous shift of resources to the
rural economy, at the expense of the vrban econemy.
The only resources that should be allccated to the
urban economy are these that would serve the development,
of the rural productive forces. The uwrben cconcmy
must be reduced to the status of a satellite, the direction
and pace of growth of which is solely determined by
the development needs of the rural cconcomy.

In the field of investment, the Government should
give avery high priority to rural electrification, which is
the power base for the develorment of the rural
productive forces. The essence of rural electrification is
the supply of cheap power to the rural econemy: and
our methods of generation, lransmission, distributicn and
protection will have to be changed so a8 to make them
as inexpensive a8 possibie.  The ancillary electrical
equipment industrics for the productien of transformers,
motors, meters, insulators, circuit breakers, ete.,
must be established and located, wherever pessible,
either wholly or in part in the rural areas. Along with
rural electrification, the other investment priorities are.
agriculture, the manufacture of agricultural implements



dod agro-bused rural industry. The provision of
irrigation and drainage facilities to existing cultivable
find by the restoration of village tanks and the
draining of swamps and marshes, must take precedence
over the opening up of new land under costly irrigation
schemes which have a long gestation period.  Investment
shouyld also be directed to the manufacture of basic
agricultural implements and unsophisticated equipment
foragrobased rural industries such as food preservation
and processing, sugar and paper manufacture, power
foom icxlile weaving, timber impregnation and wood-
working. distillation of essential oils and utilization of
waste ntaterials like coconut shetls, coir duest. saw
dust and organic refuse.  The next in order of investment
priovitics are the regeneration of the rural fishing, boat
building and ceramie industries, and the provision of
Stud bully and insemiuation facilities for the upgrading

al the Jocal caitle.

[twould be observed that in this scheme of investment
pricrities, there is hardly any place for capital intensive
mdustries based on imported equipment and materials,
for export-oriented industries also dependent on,
toreign machinery and subject to the mercy of capricious
toreign markets. or for the assembly industries which
impurt the major part of their finished product. In fact,
this assembly tyvpe ol industry is already on the way
out, due Lo drastic reductions in exchange quotas. It
ooty a matter of time belopre every industry which is
mainly dependent on foreign inputs begins to reel before
the full blast ol'the gathering loreign exchange storm.
ftis therefore imperative that the Government immediately
switches its investment priorities and concentrates all
s resourees on developing the rural productive forees.
Thixis the only way oCcushioning the impact of the mass
retrenchment of wrban workers, and the other
consequential elfiects of the disintegration of the urban
ceonomy which {s imminent,

I keeping with this overall strategy, the Government
must change the prioritics, content, methods and attitudes
in respect ol research and technological innevations,

Al the available skills and knowledge in these fields must
be harnessed and purpoesefully directed towards the
bjzclive of Initiating a technological revolution in the
countryside,  Research scientists, engineers, technicians
and other skilled workers must be made to Teave their
iboratories, oflice desks. conference tables and
relatively comlartuble urban life. and to live and work
wrnong the rural people, educating them and at the same
timwe learning from them. Agricultural experimentatior
must be done in the cultivator’s field and technical
improvization in the village smithy with the full and
ntefligent participation of the rural people. The
village must be shaken out of iis torpor. and turned
into u hive of lively discussion. creative thinking,
technical innovation and productive activity, by a
well planned and organized invasion of skilled and
Knowledpeuble town folk who are anxious to teach and
fearn in aspirit ol humility. seeking, as it were, atonement
for their primordial sin of parasitic existence, and

intellectually rejuvenated by their deliverance frem the
soul-sapping, de-humanjzing, wiban rat-rece.

In the sphere ol internal marketing, the exploitation
of the rural economy by the urban middlemen must ke
completely eliminated by the establishment of o
widespread netwoik of co-operative marketing and
credit institutions, reaching out into every neel and
corner of the country, Herc. (oo, the magnitude of the
task and its wrgency is such that it cannot be left in the
hands of a few Co-operative Inspectors, as Las been done
hitherto. The best organization. managerial and
accounting skiils available in the urban econcmy, both
in the Public and Private sectors, must be withdrawn and
utilized by the Government for this purpese. We again
come back to the basic theme: that subordinating
the urban to the rural economy meany that the cream of
urban taient, which incidentually is grossly under-utilized
today, must be thrown into a frontal attack on 1urul
economic backwardness. A prime responsibility of the
Planning Authority is to plan. organize and direct
this entire campaign.

The domination of the town by the vilizae, iowever.
means more than this. Tt means that the rural producer
must have preference over the urban consumer. und the
rural consumer preference over the urban producer.
Hence the terms of trade (i.e. the price relationship)
between rural and urban commodities must be significanity
changed in favour of the former. The consequence
of this will be a lowering of the standards of living of eveny
section of the wrban community. This must he
accepted as the necessary concomitant to the raisine of
rural standards of living.  The notion of simultaneopsiy
raising both rural and wban lying standards s, in o
present context, only a convenient myth whicl helps
helps to salve a troubled urban canscience

The utilization of resources for vrban howsine sud
tranSport must be Stopped. The urbar cconemy, by
itself, is incapable of solving either jts housing probiem
or its transport preblem, the solution to which liey in the
rapid growth of the ruraleconemy. leading to i cemplere
reversal of the direction of migration.  Any expenditue
on urban housing and transport. at this juncture. is 4
misdirection of resources.  The cittes will have o live
with their slums and shanties until the manpower
requirements of a buovant rural econcmy relieve (he
pressure on urban housing. For many vewrs 1o
come, they will also have to suffer their belehing buses,
decrepit cars and pot-heied roads. The linking up of the
rural economy through roads and canals must take
precedence over the widening, macadamizing und
carpeting of the urban highways. The movement of
rural produce must have priority over the movement
of urban people. Existing priorities in cducation and
health services toa, must be inverted. Rural schools and
hospitals must be properly staffed and equipped. and this
again has obviously to be at the expense of the urhan
facilities. Teachers gnd doctors must be included in
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in the organized movement of skilled personnel to the
rural areas.

A development strategy based on the rural economy
being the dominant partner necessarily implics a
far-reaching decentralization of administraticn and
decision-making. The parasitic bureaucratic apparaius,
which annually swallows up half the Government revenue
and still finds its appetife unsatiated, must be dismantled.
The hordes of file carriers, pen pushers, report writers,
precedence addicts and conference flitters, who are today
a terrible burden on the country’s econcmy, must be
shifted 1o more productive pursuits. Urging them
to work a full eight hour day is beside the point; fer,
even if they were to ‘work” Sixteen hours a day,
they would still be incapable of prcducing anything
useful, while the cost of keeping them at their desks, in
terms of the paper, filing cabinets, typewriters and electric
power consumed, would increase cenSiderzbly. Tt is
ironical, but probably trve, that the less the bureaueracy
‘works’, the less of a weight it is on the naticnal economy.

All this must be done and still more, if we are intent
on transforming the present rural-urban relationship.
In the endeavour to make the village pulse with a new life,
its cultural revival should nct be overlcoked. The
traditional song and dance forms must be developed,
and enriched with the new content of change and
progress. A genuine national culture can never flourish
in the arid wasteland of our urban cosmopoelitanism.
The lumpen language and culture of the cities must be
dethroned from their positions of ¢minence, as part of the
process of urban subordination. Every vestige of
urban privilege in every Sphere of life and thought, must
be relentlessly unearthed and uprooted without
compunction. This is the essential meaning of
subordinating the urban econcmy to the rural.

What, then, is the future of our cities? Are they
doomed to perpetual decline and eventual extinction?
No. The urban-rural relationship is not only a mutually
contradictory one but also one of mutual interdependence.,
The present relationship bzsed on urban dominance
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and exploitation is strangling the rural productive forces
which if set free, have the potential for rapid and.
independent growth. Hence a qualitative, revolutionary
change in this relationship is necessary. This can be
achieved only by a total reversal of"the dominant and
subordinate roles  Once this conflict is resolved in this
manner, and the dominance of the rural econcmy firmly
established, muinal interdependence becemes the primary
feature of the rural-urban relationship. As the rural
economy takes off, it will lift the urban econcmy up
with it, as a junior partner. Cities will once again
grow, not as parasites living on the countryside and
exploited in turn by foreign econcmies, but as useful
satellites of the rural econcmy. This, however, will
not be the end of the story. With the further developmesst
of the rural productive forces, econcmies of scale

wili beccme both necessary and pessible. This will
again require the concentration of indusiry, services and
decision-making in urban centres. The decentralization
inherent in the development of the rural econcmy may
then come into conflict with the increasing need for
centralizaticn. Decentralism ane centralism are

not abselutes; the very decentralization which today

is necessary to liberate the incarcerated rural productive
forces, may eventually beccme a drag on the growth
ofthe urban productive forces. “Urban Centralization’
could well be the heretical cry of a future econemist,
The movement of the urban-rural relationship may cnce
again demand a reversal of the dominant and
subordinate reles in that relationship.  Their conflict
will not end until the antitheses between town and -
country finally disappears @5 a result of their becoming
indistinguishable frem one ancther, But all this will
be many, many, years in the luture, and we are in danger
of leaving the domain of the econcmic analyst and
getting uncemfortably clese to that of the scoihsayer;
for who knows, the future generaticns of our country
may, in all their wisdem, tumn their backs on the
western heritage of unbridled wban industrialism,
and deliberaiely spurn its material benefits in order to
avopid its attendant evils. In that event, the urban-rural
dialectic may unfold ifsell in cur country in an
historically unparalleled manmer.



Liberalisation of the Economy

An essay in Political Economy

Tilak Ratnakara

Hewd. Depusinient of Social Scionee aind Languages,
Mest of the development madels preseribed for the

fess developed countvies—of which thete are literally,
hundreds - accept -ii her a strong regimentaiion ol the
CeOnemY ara mussive intervention on the part of the

Stade i ahmost o l| 'xprmls of cconomic activity,

Freept for o fow coenemisis. mest of these who have
written on developnienial ecenemics have implicity
advociicd o plethara of controls and retioning,
mmonntng 1o o strong ordering ol saciety, Perhaps
the popubirity of such medels may have stammed frem
the expericnee ol the USSR and the Peopls’s Republic
o Ching o clevabing lh\msclx(\ into World Powers
ofthe fromt rank.  However, the cosls of sechdevelopment
i terms ol human misery and sacrifice. in terms ol the
continuing deprivittion of human riehis and in terms

o the everfooming threat of apnculivral crises

have appirently been ignored. Fyen the vast and
st barety tapped naivral rescwrces ol such countries
have not been taken mto account, Perhaps there was
also a psyehologionl Tactor invelved in making a letish
oi such deve topmental models in that in Such models.
the Economist beeemes implicitly a virlual dictalor,

What hus been said above

snperiencs of

i omeaninefel in the

lighr of the Ser Lanlkaa i its eHorls ot
developme .]i Inthe carly seventics the myth was woven
that 5ri Lanku was o model which most less devetnped
atries oi the woirld should vy (o emulate.  To Foct the
ayth was powerfel enough os 1o bemuose the Governor of
the World Bank. for he hailed Sii Lanka's eforts ot
achieving cconenue erowth whilst alse CRSUTING INCTensing
equality in income distribution. In el a pember of
studdies i"nl-:'htocl sre Lanka as a madel ab increasing
J'L'tll‘-':""lll:l)l' ol meome courled with growth,!

Thouoh there was a swelling chores of prajse lor
Sre Lanka In siriking what wos tormed g fine halance
growilh und inceme redistribotien, there were
coonomists who quastioned this myih,  OF covise

theit voices were muied, perhars even hushed. | HETIIRS
methodolory vsed o be w. rescarch. eireptar thinking
awlfled 1o ths erond myth,

bet WwWelr,

Like vesterdoys Tushicns, these alloring idens

Lt Feconomosts and then fade away
L0 Hivien rliaps as Professer B J0 Mishan onee
pointed ool Dke vesterduy's lovers =cene misls write
Arst and repent {afer

Ontop ol albthis we were sirangly wedded 1o ihe
11‘4;-'-'-111';-I'~4m‘- planpine. - We bad @ plethora of plans
oS venr plans.ien vear plans and Hive vear plons,
e plans plotied besutitully e path along which
woeld iraverse during (he planaing

were sel et sectors :H\' and sl f‘|]1‘

rE‘-c £

Katubedde “umpus

and were put before the public with a mexinmm of
funfare and solemn oaths of dedication.  Thse plirs
bring to mmd what Professor Dudley Scars said ¢1ree
vegaiding what he termed Pseudo Planning:

T The basic roasen why pseudo plars wee predueed
are not always the sume. Semetimes the ple
mare than an appeal for aid showing a luree Foreiv:

exchange or savings “gap™”
- A plan i a4 potitical - where there are

clections an elecloral osset,
‘Semetimes the faonlare \Hllz wluch a plen’
are announced is so toud thot oue svspeets

ol targets has been confused with zchicvin

Sidreeis
the publication
g thom

However the very statistics which cur ! Cong e
wsed Lo prove that S Lauka had achicved o fine huls
hetween Income Redisicibution, and Feepe mic
also revesled evidence which proved the o |~rs|ie. Ty
forexample the Consvmer Finance Survey exirrted rwl by
the Central Bank in 1663 and 1973 revealed
between 1903 and 1973, per capita L()Il.‘\bl'llpiil‘;ﬂ_ ci
rationed rice actually fell especially in the cuse of (f
lower income groups:

sripwih

CHANGE IN THE
RATIONED RICE

PER CAPITA CONSUMPTION OF

{ Measures of rice per 2 months per spending unit)

fucome ela, iy 1963 1973
(Rfr,mc\ pc 2 mentfis)
{} 1287
31 [(‘n 1930
101 — 200 14.75
200 . 400 14,38
404 sa0 1386
801 60N I1.67
(Senree: Central Bank of Ceylen, Survey of Consier
Finance 1963 & 1973

naddiion to all this. unemployvment was beee mino
a problem of giguntic proporticns te ppinyg the one
millien mark, f\nd this unemployment wis chreni
seemed never to cad - Tor these who were uncmployed
TS this conrext that one moust look at the
lutest concept which hes been oflered as 2 saluticn S
the county’s s Liberalisation of the ccenomy.  The

guestion which arised now is whether the letm Hiber alisation
ol theecenemy is g oy of de spairhrovght abovt by the

of past policics or whether it is 4 mere resive
CONCE.

Failure
e nmwlul




al view., [we fook weconomy as a svster capable
of .‘st.".l':%l'qlennncv Cwithin Tnmiis, of course,? then we
have 1o lock closely ac the negalive feedhock mechanisms
which are built g the cconemy in order that iomay

sustoin itsell. Porexample. shortages give rise 1o o
rise in prices which in turn should selivate the negative

chamism ol impeiling preducars W preduoce
cods concerncd which i wrn will allevnte
and 1educe prices

leedbuch m
more of the g
i1 & shon T.‘l““

I ':‘.u';; ny megamelul planning mustuy non o desirgy
Dot dnderence mechamsms i the ceane mic systan
{ and moeke them wotk maore

S RATAY | e
LT R

5 been sard sbove 1S very simple econg mic
sone (he less oficn forgotlen,

Whai ha
Lieory bl

o Faet what had happened m S Lunka i Lhe
past was that the buwle in defence mechanisms were

Siherately atrophied by ill-conceived wnd massive
tervention on the part of the State,
I3 fact State intervention down the decades Singe

fndependence wis vesirictive in the exireme, proventing
the economy irom lunctioning properly. in fuc
nasculating the cconemy.  Let ws teke a few examples
ow Lhe cconomy ot enmasculaled 25 & redult ol
nussive Slaie mlervention.

We have had a consumer subsidy and raticning
seheme whieh to siy the Teast has been counter-productive
When 1he consumer s given rjee elther {ree or at o gressiy
subsidised price, the price mec hanisim is so wlleced that
' i”{:duu. Lo be given an imceative 10 produoce. i
the form ol o suaranieed price Tor vice.  This forees
the Goverament to buy some minomem guintity of
1 rom abroad i nldt*l [ meel HS cemmmitmenis Lo
he consumer Tor whiclh increasmg amnowids of Torean

s lave (o be made available, This also has
ellects on the ceenamy, sericusly allecting
Coyernmeld sapenditvre en the corrent account,
causine budegetary deliciy and olfecting adversely the
ol living 'i'h'l‘; in fuct despite the subsidies ihe
copsimer 15 not benelited Tor ihe government's desperale
.m:.nrJ[‘ gl f':\':&uw_ sufficient revenue causes the price

wvels o rise continvously. ihies destreving the
imy ol Lhe \‘uhcid; sehemes and o causing the
0 Lo extend the sebsidies and rationing
i desperate bid lo cuth e nsing costy of
i'i\iu in L, niw\: rise 1o further budgetary defleis
Hereis a clessic example
ive feed-hack mechanism:-

o

arioinn

.i\"l'

Lhe mechanism where sithaidies
and sive risc to gresier budgetary
delicits which give rise Lo rising cost of hiving which in twrmn
impels the sovernmenl 1o extend the rationing and
surhsidy wes whicluagain give rise to foriber subsidics
R TH TS A 1Y

T lael. even the suaranteed poce scheme Tor rice

failed to muke country. felatively speaking. seli
the productrien of 148 Hmpl; Food Hem—rice.
Forty ey and more of vhe Guareniced Price

sufficient in

] % Fatags =
| "ot despite

Scheme and the regular expansion t‘! e mren under
cultrvation, and other suppoiting scevices Lo
agriculturists, we are still sadly faraway [rom the goal
of self syfficiency tn the production ol vice. T he reasopn
for the Suaranted Price Scheme, being o failure was
thoat among other things the price under the Guarapteed
Scheme  wus often helow the aerual matket price or even
the cest of pmduc[mn For the centinuilly widening
Budgar deficits wnd brosts of restrictiens on the cogno my
have given rise Lo spiralling prices,  Jo fect. the faymer,
denied the mesUimportani inputs Such o8 o regulas supph
of water and cheup feitiliser dacs nod fing thut the e
under the Cuaranteed Price Schome gives him oany
incentive o mercase his productton

Literally hundreds of such cxamoles of severe
restrictions of Lhe ecenemy could ke enunciated but

thank vhe point has been made nGw.

inteiventicrs on the part of
the State in the workmes of the ecanomy gave rise to 1he
cmasculuton of the negative leed-back mechanismy of
Lhe econemy and led to the opersiion of wihat has Peen
called pasitive leed-back mechanisms which dragged the
econemy deeper and deeper inte the mire.

Thus all the massive

If we lock at the econcmy in this fushion then the
term liberabisation ol the cecnemy h{'{_‘.-rm S meaninel
It dees nol mean nen-inlervention ¢n the partol the
iLdaes nol mean Lasses Faire (“etpii‘:i fm it means that
the government will intervene in the econemic affahs
of the country in order to aciivate. strengthen and
fortity the neguibve feed-back mechunisms ol the
ceenemy; (f means (o steer the econe my whon pecessany
and ot Lo guide 1 forwares by pulling at the nese
rings! Thus diberalisaticn ¢f the ceencmy 18 not o
apen the deors wide for a regressicn to the lote
mineteently centur k. when capitab um stecd © 1"\:Ld
in tooth and claw. condemned by alt with o seciyl
conscience.

However the transttion frem @ restricted and ciamped
ceonemy 10 o more Hberal and buoyant econcmy conld
be painivl and o phesed cut progrom would ke
necessary to achieve the trapsiticn to o liberalised
econcmy peacelully.  This is ngt mere cconemics bul
political ecencmy lor subsidies erd raticning schomes
dld hcllu wnd cu \hwn lht coescmer i1em su t‘.am\lw chs

schem.cb. I he LC!\_.‘\I_'.TH(TI oo u]d n_mu so bie mi
1 painlul —l‘hi¢. sudden transinen. This s whv!
was titled 'An essav in Polttical Foonomn

Frem the pomi ol view of pohitical cconomy, a4 we 1
thought out package deal hes 1o be cllered 1o the people
dmuw the trapsition pericd. This will alleviate the pains
ol transition whilst keeping pelbs tical stability which is
allimpertant i the ceancemy hos 1o he sor upen the rosd
ol rapid and self sostaiving growih.
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