
New Horizons in Development Planning 

111 t l ~ e  lasl ~ \ v o  tizc;ldcs. poll~icians and adlninisrrators 
have bclievccl tllal an eco~lornic c-levelopnient plan in the 
fo rm o f  a ~ ( : c L ! I ~ I ? T I ~  I C  rlecess;i!y bei'ore :I progr-a n?me 
ot 'work is l;~~~ncli.rcl to rapidly c!cve!~-,p tl-~c cclrntr! 
I'i.:r.c~icnlly c v e p  government otli.cr tli.aii the Unitcd 
Natio11:rI P;i.rty :!ciministr-ation ol 1960 tn I965 :inti [lie new 
g o v e ~ - ~ ~ m c n t  t h : ~ t  \v:~s clectc~.l this year have pr.epared 
tle\~clopnicnt pl:~,tis. 'l'lie lirsts)sl-cm:ltic plan was brouglit 
0111 ill 1955 and  was cntit led ;I S I X  Year Progrurnnie ol' 
I~ivcstment. Tho M.E.fJ. gove~.nment thal came 111to 
poivcr il l  1956 \\,as cliss:itisfiecl witli. {lie contents 
;rlitl t i - ~ t  stl.:ltcgy outli~iecl i l l  the Six Year Prograrurne 
; I I I C L  i t  set up lnacliiilcr!. to preparc ;I plall more in alignme111 
\\ i l l 1  its cco~iomic I?li.il(csc>l~h!. The task was entl.uslcd 
lo tl1.e I'l;~nuilig Scc~-et:t~'iat. ii~id i n  1958 the Ten Year- 
Plu11 was ruleascil. I'be I'lun \\,:IS hailed ;IS 21 t l lci~-o~~pli  
I 0 1  I 1 ~ c ~ c l ~ i i i c s .  1311.1. likc its I ) I . C ~ C C I Y S C ~ I -  

I i s  I I :  ~~ . ccccdcc !  i L never got nfl' ~ I . C ) L I I T C I  ; I , I C I  I ltc 
.T'\\/o Year I ml~lemcuta lioil Prc~gram \\,;ts i~sucd s l ~ o ~ ' t l \  
;11'1er. -l.lic ~ lex l  ?,reat expcriltit.111 ill pl;lnliiug \,,as tlie 
niucl~ tal l ,c~l ahov.t l i ve  Ye:~r I'lun issueci i l l  1972. 
A grcal dcal oI 'o~ '~imisrn  a.nd I'arif'al-e :~e~o~i ip :~~ i i ec l  
tlie rclc;~sc o l ' l l ~ i s  I'la~i., anti 011 t l ~ c  ~~!l.l':!cc i t  y:r\:e thc 
i~ii~wcssiori 1lin. t  it \voir.lrl pi.ovicle ; l i i S \ \ . C I  L O  il'e IIIC:\I 

~11.3crit ~ ~ ~ ~ o b l c r n s  ol'tllc day c.rI'\vli.icI~ ~ ~ n e n ~ p l o > n i c ~ i t  
was thc lnost impc~stnnt. Since norw of the plaiih 
could c\vn he parlially inil7lemeniet1, v;!i.ious cxcllse.. 
\yere gi\en I'or 117.ci1- l';til~!l.c. Tl1.c~~'  i ~ ? c l ~ ~ c l ~ d  llle 
inadecl~lilc!. ol' lillnr1ci:bl rcso~!~.ccs particulnrly i'oreigli 
cxcli.ange. llic nl:!g~irtuc!e aod Iolig scstatioll period 
i> f  projects a~lt l  [he lack of irnplclnen~ation c;!pocitics. 

Sevc1.;11 ~ ~ r e v ~ c i i ~ s  govcrilniel7ts a l l c \ \ e ~ l  a 
consicler:tblc anli~ill?t 0 1 '  Lirile to bc spent 011 tlle 
1>repnratl(xl 0 1 '  pln ns ir.nit 1l1.c tlcvclo pmen L pl.ccess 
seems t o  h;l.ve come to a s tands~l l l  ~ tn t i l  1111s \ \ as  done. 
1-01- cy:.lmplc, the M.II.IJ. governiiie~il electecl in 1956 
devotccl two )e:irs to Ille I ~ ~ C I X I I - : I ~ ~ O I ~  0 1 '  11-e Tc11 Year 
1 : 1 i  Siuiil:~r-1). the S.IL.l'.P. gowrnmcnt [bat  iccb 
olfice i n  lY70 sl>clit t \\ . (I  )car-s preparing ;I plari. Tllc 
planners and  tl1.c ntiministratol-s belicvcd tliak ihe 11iel.e 
pl-cl~:~r.atiou o l ' : ~  dccumclit \vould 1i.clp to solve t1~ccoutiti.y'~ 
problems ;111tl 1Ili1t 1l1.c people co~llcl be I-est asstxed tl?.at 
; I I  I \ v : t ~  \\el I i l '  SLI .C~I  ;L el(;c~lrnent \\:IS iss~!.ed. U~~l i l . ;e  
today. i l l  tl!c lil ' t  ics. the economy 14~as no[ co11f.ronted 
\ v i t l l  seriouh prohlcms Uneniployl~lcnt w:is less 
~ l l a n  t , r ic-So~~rll~ or' \\ll.:i.t t t  is ioda)  : I I I ~  the countiy 
could l i a ~ e  \ \el l  at'i'ordcd to sl~encl lime in ~?rcp;rring a 
I .  The economy \+/:IS fl-pel.. tl?e I'e>i.eig~l excli;:i!ge 
cil~l.:~tian no1 L I I ~ ~ ' ; I V C ~ L I I . ~ I ~ ~ C ,  E G G C I S  \\tr.e ~.cl;iiively cli.eap 
and ti?erc were no sliort:~ges; as :I reslrlr people itere 
ilot im1x1lic.111. thc1.e was littic no t l ~ ~ c ~ ~ i t c i i t  01. a ~ i t ; ~ t i o n .  

0 1 1  tlic otll.cr hanci. the Five Year- Plan o f  1977 
\\.:IS bro~t.pl>~i oiil i l l  :In entirely diflel-ent politic:rl kind 
economic coorc*tt. 011e  factor wl1icl1, h:icte~ied the release 
o f  !tit: PI;:II \2;1s ~ l l e  ii?Si~t.ger~c! of' April 1971. 

Govemnicnt to& cei.t:1.111 ni;ljor decisio~:~: ol:c v s s  ilw 
iniplementat~cu of t1.e I:i~id refolm ~ > ~ ~ ( i f . r > l i ~ t ~ ~ ~ c  c\n tl?c 
advice o r  an 1.L.O. team of expel-t~ led by I'rofessor- 
D ~ ~ d l e y  S c e ~ s .  Tl1.e otlrer was rb.e issue o l ' t l ~ c  Five Year' 
Pla11 ar?d the ccnfclencc placed in it. All rllis was 6clie 
beca~ise [he government belie~ccl that tlie I'la~i n c u l d  
11-11? to solve b:isic problems and t11,at thc masses c c ~ l l d  
bc \vo11 aver by policies \4:l-!icli. W C I  e designed t o  {>, i t  
tile l a ~ ~ c l o ~ : n e ~ -  2ind the ent!.cpler:cLt.r t:i:tl to ~ . e d i ~ t r ~ b ~ l l e  
\\.ealtll. T o  a gc:ver~in?cnt guidcd by all itleology, the 
~rnpact  cI'tll.csc pclicics (in cmplci! rne11t. incc,mc gene1 :i[ion 
;ind ~w(?(ltrctivity al?penl-cd 10 kc .secc~l~.cl:r~ y. .It Ii,:~cl 
f;lilli 111 ::I> iclcolog.!. \\bicli picached tllc dcstr~~cti(:n of 
(lie cal,italist class and raved the \lay Sor scci:il~sni. 
bC'li;~t i t  I':~iletl l o  see \v;is 111;it Il>e m:ihScS \\ere Il i ( i l .C 

interested in tllc b:~sic ncccssitics of' liic. pal-ticnlw~ly 
l'c:od ant1 clotliilig. tli.a~i i n  1:olicics c!omin:ltcil by ic'ctilcgy. 

Tllc.se \\,llo p~.ep;i~-cct tlic I-'ivc Year ['Is11 0 1 '  I972 
c !o  iiot seem lo have gi\,eli tli.c:~1.gl1t lo tile I ' ; I ~ C  01' tl'c 
cal.lie~- pl:!ils. Each oS thc enrlicr pla1.s failcd because 
! lioy consistecl 0 1 '  a I ; )  1 .g~ n ~l.mbcr 0 1 '  very :ilnhitic;~:s :11it1 

I-el:itec! I:;~-,go ~?r'c?jects aiitl v c ~ \ ,  lirtlc u: s w i t !  I I ( . M .  
irnpleii~ei?tnticn M;!S goills 10 I;,ke [?l:;ce. I ~ ~ L I I . ~ I ~ C I I I ~ P I - c -  
by the t i ~ n e  i t  1i:icI come lo iniplcmeiit lhe pr.ol~cs:~ls rl1c 
financial resources 1ha1 ucrc ca lmn~kcd  \\ere not 
:ivaliablc d ~ i c  to \\:olsenllls ol ' lbc balaiicc 0 1 '  p:t)n~clits 
t l l  I ' l l  1':ict. tl1.e plani?ers ol' 1972 sho~!IcI have 
n::;cic :I cl~!cly \ ~ l ) y  eal.lrer. ~ I : I I ~ S  fi1i1c.d. Tli.cir f i ~ ~ t  L ~ I ~ I ,  
sli.atr.ld i~:!\,e been to lock f i ; ~  \\!:il-tl xntl to makc fi~irl!, 
accurate pl.c3jtclicr;s of ~ ' L I I L I ~ C  ~ESOUI-ce  ;~viiil;ibilil\ l?(-,l11 
j',., - 111 cspol'ls 2nd other so~11-ccs. 

Tlle nipst impo~.t :~nt ~ ) ; I I - t  ol' llic pl::nnilig exelxist 
I S  prod t~ce  i~ realistic estim~itc ol' Lini~ncial S C S ( I L I I . C C ~  

al?d lo rn;~i\c pr i ) jec t io~~s  1:11 less opLin?i~(ic :issumptioi~s 
1 li:i 1 117e ~ 1 1 . t t  11.1 11 woii Icl Oc fill- L V O I  Sc tI.aii clnc \v~~~( lc l  
cx~>cct.  TIieil- l:isl< \I o u l d  I-!a kc heel1 to prc~?nre :I progranimc 
01' inodest climelisioris c n  the ussornplic-~~ t11.;1t :I ~ i i in i i i i~~m 
arnoi~nt o f  resoIuces ntiulcl bc ;i\~niIable. -1li.c l':~ilurcol' 
tlie Five Year I'lan \ \ ; IS 2ig:iln : l t~lib~rtcd lo iorcig~l 
excl?:!~ige clilficilllii~ sr:c:ti i~i'ter 1li.e o11Set o l ' i ~  \vorId 
econcmic: crisis i'cIlc,\vil!g ~l:.c inc~ease in oil ~>r,ices b) 1111- 

OPEC cot!nLr.ies, and ~lirre:~i'tcr-, by tl1.e :ict!tc global 
sl1or1agc.s arid sk~:trpl!~ rlSrn2 prlces of ' food  fr:li~i rnailil! 
clue Lo el-(j p fa i 1 ~11.c. 

'No pli!r~ could receive mass p~rblic support. nol. call 
it u i n  the corlfitle~!ce ol' thc youth unless it is ibrnii\l:~tetl 
\\'itb. their :!ctive postici1::ition. In i'::ct. aIIlzc~i.fl~ cl;iims 
Iwve beell m:!de tliar the Five Year P1a.n of 1972 nos 
j)repared i n  cnr~sull;itic~l wi~li. the n?csscs. this was 
h s  from t1.e tl-utli. Tlle p e ~ i c d  devotcd to tl1.t. preparntic-,n 
of i11.e P l a i ~  \c.;:s one i:f cc'nsrcle~ablc diffculty iihcii 
marked clifTercnces cnici-gcti betucen the nclminjstrnric-n 
and the youth d ~ i e  to ib.e ~~:sur tcc t icn  of  1971: :111 

cliaili~els (:f ccmmicnjcatri 11 ketveen tb,c ycnple s r  ( I  



ilLt.is elected represei~t;itives in Pr,i,li:rment h.ad been 
;111iiost conlplelrly scvel-ed. 111 consequet;ce, the planners 
bad no alternative b ~ ~ t  io Pollo\?: 1l-i.e stereot).l:cd tccliniquc 
o f  asse~nbliug a large number of p r o J ~ t s  a n d  putting 
tlojvn [he lie\; variabi2s s~ich. as 21-ontlz I-:iie; per capita 
income. ;innual I t ~ c l s  of i ~ c w  emplo!n?cnt cr-rateti as the 
I)i.i~lcipi~l ~ ~ h j c c t i v e ~ .  111 :I de\ielopins ccji!r>ts), cfrective 
pla~lning can only he b;iwd on plxgmn: ic conside~~:itioris. 
1-llis is c\!t.ii more irliportan~ in ;I countl! like tliat of :isi 
J.alik,:i \yli.cr-e the surnl sector p?cticmln:ilix a11d \ ~ l l c ~ - e  
tile buII . :oI ' t l~cpeo~~l~~ Ii\'e inlliat xc to r .  In o(l3c1- 
cco~rt,lilics\\ ith :I psedo~nin.:iiitIy industi-i:11 ~>opul;iiion. 
o r t l l o d o ~  pl;lil~li~lg tecll~licj~~cs 11a~e 11101.c nle;~~:i~lg 
I>ocausc t l~ey rclals largelj to irid~t~trii?l ~;ctivit> and 

itl1in tlrat I'r;imc\\~a sk go \;crr~mel~t influcncc n n d  tlic 
particip;ttion 01'  b~~seauci-acy i n  pllulning is nut SO 

cl1fficuli. 

I n  tlic pas(. illc t1cvcli)prncnt stratcpy \vas centred 
largely 011 tlic growth (!I' tl1.e rnc,dern i~sban sector tvrth 
;I lle;l,\,y bii1.s towal.cls I'oreign aid a11cL Ir.cl1.1iolc;gy. 
Uevelopmcnt \\/as conceived in tesn~s  01'  large projects 
w~tl? very lollg gest:iticrn pcrioc!~ and this Ii.;ltl I i o ~ - d l ~ ~  
any imlxic~ on the \,illage economy. The only cxccptions 
we1.e ri\,c~. \;::lley ancl iri.ig:l~ion ~~ro jcc t s  v~l-iicli benefitted 
the 1.ui.a I ccol-lorn!:. Fr'lsen:l.icrc the, p ~ ~ b l i c  C O I . J ) C I . U ~ ~ O I I  

was tlie rypical injtrunlcnt ol' this t y ~ e  of' clc~elopr~ienl.  
t'ublic corl?or;itici?a i n  Sri l..anl\:~ Ii.ave I1:id :lu 
unpal-ullelccl rcco~~t l  of' low pr~ctluclivit). inifiicicl?c!., 
cor.r~lptioii and \\.:rstc. 

I n  S1.i L:tul;:i \~hci -c  more t11;rn t l i ~ c e - f o ~ i r t l ~ . ~  o f  the 
~ x o p l e l i \ ~ e  in the ~ .ur ;~lsector .  a 1>1:1ri must give considernblc 
\\,ciglit;lgc to [he  ncecls aiicl i i ~ p l r a ~ i o ~ , ~  of tlic people 
I n  illc villages. i \ i i c l  i l  is (111-ougli this procc-ss 1 ha1 
people's p:~rticilxltioil can become ;I reality. Noc rna l l~ ,  
t l ~ c  cllanncls of co rn~~iun ic~ i~ ion  bct\\ccn t11c b~ir , ,  c s uc I;I c \ 
a n d  cllc rural p o p ~ ~ l ; i t i o ~ i  :tiw I':I~ too weal\ anti tl1.er.c 
is :I. nattrr;il hixs ;11110119 c\.flici;ils to.n:~i-ds tllc 11:-bail 
srclor aiid th~. inci~rs~r~:ll comm~tliil!~. The tc;~n-l>:ise.cl 
bu.i.cauci-ac!i is 11o1 ol'tcn sensitive 2nd 1101 g,e;il-ed to 
~.espo~l.cl to [he peoplc's nspir;ltions :rncl ilieir- l'clr riccds 
;!nd are tl1el.cl'oi.c no[ i n  :l position lo seclc l l ~ e  hest u,:iy ol' 
solving il1.cir problems. A strntcg\. for  tlic rtcti\.c p:irticipa- 
tioil ol'the villagc ~>ol>~il:ttion in the tlevclojimcnt process 
Iias been mal-kedly lackin? in all the pre\~ious plans. 
Mxny oi't11t.m Ilnve 11,:rrcl I ) r ~ ~ ? a c \ ~  any scfc~-cnce to the 
i.~iral seetot. o r  even atiempred to ;inalysc the sc.cic.- 
economic conditio~.is i n  the vill:lges. 

Tlic new sti.;rtcg!. l'oi- dcvelopnient sho~ilcl begin \ ~ i i h  
;I gl'catcr' sc11sitir:ily to t1i.c aspirations arid the felt 11ccds 
ol' the people in tlie \iillages. Central plannirig of 
r l ~ e  kind that Sri I.;i~ik:r I ~ : I s  COI I )~CC/  from the W e s ~  
c;iriiiot soI\~c thc problc~ns 1101. meet the neetis of the 
~ ~ c o p l c  i n  the \;illage. I t  can d o  so only i f '  the p r in~ ipa l  
plan co~isists of :t synthesis o f  niicro-level plans pcitailiing 
to the vilIag,es t1lo11g with Lhc larger and more sopliislicatecl 
}.>I ojecls. -rl!is is somctli.ing that  conventional pI:i~~ninf 
ctinnc?t acliievc i r i  tlic timcspan a\railablc to thc 
~rr-t?anisccl planr~ess. T11ey will need ;I lo11g tlmc 
l?c(::irr:-e ;I. I;!I:;~ !~ri.m!:er ~l ' sur . \ ,c is  a11(t sI.i.:~ll~a psri;!j~lj!ig 

to a;:iLiage or- gl-oups of villages will havelo be ~iiideriakcn 
before plans are drawn up. An administraticn vhich 
\viII  be in  poncr for  n pericd of 5 to 6 ycitrs will fincl. i t  
cxtrcmel~.  difljcul~ i o  prcduce a plan o f  Illis t>j:c urllc:~ 
it is prepared to implement the pr.osrz:aime siin~lltar~cc- L S I )  
niitli. Ille prepasation of ~?ro , icc l~  ;I! the vi1i:ige level. 
Ifsome impostao.ce is gcing Lo be given to central pln~inil.!g 
; ~ t  the natioiial Ic\icl its object sllol~ld lie to co~?ce~:.ual~sc 
tlic broacl vision o f  tile ne\\  scciety to be cl-eatcct arid 
provide t l ~ c  I ~ ~ C ~ S S ~ I . ) :  1in;lncral ; i r ? t l  Icch~lic;il Siipl:oil> 
to tile \iillagc. In inobilisil-IF :it~tL nllccating fin31:ciaI . . 
~.e.;c-~~:i-ces tlic convc~tion::[ practice of  .filst centr.aliSi~;~ 
arid thcb-cafter ticcc.nI~ a l i s i r ~  ;I I I fii~;?s !'PI' Icc:'l cs]-c~;~diiiir c 
s h o ~ d d  bc simplific~i Ihl-or~:l> provisic:n l'cr Icc:ri\?, 
gencl.ateci funcis to  be spei1i. IccallJ. 

i t  is uilliliely ihat 111e plesent go\~ei.nmeill \vciclcl 
spc-nd a lot ol'tillie preparing a plxn on ollI~c!tlo~ Iirles. 
rj'this is done, it would (:b\iiolisI) tiihc a t  I C ; I S I  ;I !C;ii' oJ  ̂
more, ;inel t1i.c danger- is thut cvcr~,c;~iu 111;i); clecicfc to clc) 
ilotll.ing until 11-c pl:in i?: ready. A convcntion:tl j7l:in. 
because it is prinl:iri\\. coricer.ncd n itli. xer! Iargc projccl!;, 
can~lot  give rtdcq~iate weightage 1 0  the sriiallcr. p~.ojcc'lh, 
a t  t1i.e vil1;ige ie\:cl wllicl? 21-e likely to  p i . o ~ i i c  il:e 
greatest sprc~id i f l c ~ t  a n d  generate mole cml?lo)mr.nt 
opi2c~rtc~lliii~s. The cIisti.ici Icvi'l ~ l ~ ~ ~ i ~ t ~ ~ i ~ l i ~ ~ t l  

:iclrninist~.aL~on \zIricli. t11c ; : ~ \ ~ c I . I ! I I ~ ~ I ? ~  pro~-c.ses to I J ~ ~ T C . ( ~ U C C  

sli,ort\y is the bhsic ;tdl~iinihtsalive pi-el-cclv.i~itc f'cii- 
~ ,apid  rur-a1 (!cvclol-mcrlt. F ~ I .  the Elst ~imc- ,  thc 
go\lern~nent has  recognixti that Ilic greatest I -esui t~  
\\ouIcl bc fhl.tli.c(;il~ing ti~rc~igli. :! dcccntralised pl:rcriir:g 
mecli.nnism sl?e:~sl~e;idcd I!>. :L tlislrict le\cl organisation 
under a ministel.. 

14 itliei-to, in. tlic irnpicn~el?t:i~ic~ri oi' clc\:eio(- i?la,~il, 
prc>gran.inlcs ~11c cli,;ii~ncls ol' cc;n?m~l~lication  will^. tlie 
village ~vcl-c ~ ] ~ I . O L I ~ I !  \J:II.~ULIS g ~ \ , c ! . ~ : i i ~ e ~ ~ . t  c,1?icii!lh 
liiie cxlelision \ \ .~ l - l . c~s .  clrili\ ation c:Riccrh. I3;indici-:\It 
aclvisol.~. rir~ision;il rc\,el-it!e ( flicci-s ;tnd nil?crs \\ lio 
citliel ti!.iictionc<l 111 ; I I I  :it1mir)i~tr:if capricit) (11 i. li'e~cci 
sl~ccj:~liscd .;cj.vice,s to i n i l ? r o \ \ : q ~ " - ~ ) ~ I i t c t i \ ~ i l y  in ; ~ ~ r r i c ~ l l l ~ ; ~ c  I '. 
I r r l  i s .  ULIC I ( >  \el.i(;us s ! ~ n r t c ~ : ~ ~ - ~ i n ~ s  Jn 
tile iid~iiinihti-;itivc f~.;rmc\vorI,, 11-esc clRiccis ncvcr, \ \ c~ l I  
( l ( j \ l i ~ t i  10 tlie village l?ol:t!l:~tiiin. S L I I ~ ~ ~ S  clone in the pabt 
1i:ivc sI~.onn that c Efic~;rls such as extc!lsion workels. 
\ \ ] lo  are f.eqL,jred 10 ]?I;!)' i t  critical l'c>!e i l l  : l~ricult t l i .~l~ 
ricvelopnicnt: l-~.:irc!lyevcr visiicci t11.e viIla~-)t? \ \ , i f 1 1  Il?c 
I-esult [hat (hey have had it 11:inln\um inlp;~ct o n  
agric~!lturaI development. 

Jn  t1i.c r:l:~nl~inf orga~\isatic>n Lliat is a~ig;:csted liere, 
tile t;lsk t 1 7 ~  ~ L I I - C ~ U C T ; ~ ~ ~  aild specialiscd cfficials 
wo~i ld  be to ~ri-,in educateti ~:eople l'i-cm LPe i~il lafc ilsc1lf' 
w h o  would tlien act in li;tison nitli. grolil:s at the vill:lge 
I c ~ c l .  'lhcy co~ilcl be called cIi:~ilgc :ipcnts or  link c;tdl.us. 
71rc. Intter \vo~rld ~~.tidel.go :I ~?e~.ic:d of'i~ltc~isi\,c 11.ainir:g 
depe~icling on tJicir xl:eciali:!. Asslimiiig (ha1 t l lcr '~ 
iu-e about 20,1300 villitgcs o~:ti 5 l i ~ i l c  cadres \ ? f i l l  hc 
tlece~sar-> for each village. tllis iri il~cil '   ill g e ~ l ~ i i ! l ~  
100.000 jobs. P c o p l ~  in i l ~ c  \illagi.s \\zou!(i be 
~ i l ! i n p  to wol-lc nlol-e c l c s e l ~  \\;it11 pcol?lc who arc 
knuuin 1r.2 (llc!?~ ;!lid r\ i i t :~ ~ c s l i i e  1116: vi!!;~;;~ ~ISC]!' 



and are one of their own, than thcse v ~ l ~ o  are alien to 
the community with a differen.t cultv.ra1, sociclogical 
and linguistic background. These trained village cadres 
would be the principal link between the billage an.d the 
upper echelons of the administration. Each v~liage, 
depending on its size, will have about 4 to  5 of these 
specialiscd cadres trained in skilis which are essenlial 
for the kind of inciustrial or a.griculturr1 projects in 
the village. The trained cadres will provide the technical 
assistance that village level projects ~ e e d  arid :hey will 
oversee progress. Some villsges will need cadres 
that have had speciali~cd trainirg in ;~gsiculture 
while others in areas such as l r a n s ~ c l ~ a t i c n  or in 
exploitation of minerals. 

The most suitable kind of lccal gover~mcnt  cum 
development institutiorr a t  the  illa age level hes to  be 
worked out and this may invclve mcclificaticr! to the 
present organisation of local goverrment. If the wlaole 
village is g0in.g to participate in develo~mcnt,  then the 
village must meet and elect its ofGcials. In the proposed 
scheme the whole village will meet and elcct its chairman 
who will be the principal adminisirator and developnlent 
authority for the vEI13ge. There would beno represe~tation 
on thc basis of wards but the village committee would 
represent the whole village and not individual divisior,~. 
The function of the viilage Assembly would be to 
conceive, formulate. implement and, evaluate prcjects 
through tlxe participation oS crganised vi!lnge g r c q s .  
The link cadres will provide the catalytic elc~ncnt in this 
process and establish a two way linkbetween the village 
community ancl the expe~tise aviillable outsicIe the village, 
for the trnnsn~issic.n of appropriaie kncw-]-,.ow, 
information and r-cscurccs. 

The overall co-ordinaticn of the develorment effort 
at the district level would be overseen by 117.e District 
Minister who willcover several elcctoratcs illat ccme 
within the district. Ere will have a Secretariat which will 
be fully equipyed t c  service t i e  cceds c i  tl7.e e!tctc~alcs 
and villages. The District n/lil!isterls Ccur:ci? wcujd 
include the Mcmbcrs of Parliamsnt r.epr.esenticg 
electorates within the district. Belcw this, there W O - C I I ~  
be an Electorate Assembly consisting of clzairnen who 
would be elcctcd from cach of the Village Couccil; the 
Electorate Assembly would be presided over by the Member 
of Parliament of the electorate. In developmel~t plan1ij17g, 
the fun.ction of the District Assembly under the District 
Minister would be to establish liajscn bciwten the 
electorate :111d the village Itvi.1 alld the higher 
administrative machinery in the country which irxcludes 
numerous government del~artments h a ~ d l i n g  spccialistd 
a r e s  of work and the appropriate Cabin.et mjl~isters 
that stand above them. 

Tlae most in;portalt unit in this frtimewcrk would 
be the Village Assembly. The bulk of the new 

ei3?pJoqrnent gcr,erali~?g ~ctivity bcs tc t-e ctc:!teti 
through the Village hssenlbly. T i  should have a large 
arr,ount of autonomy in planning, decision-nlakil~g 
and in execution. The Village Asscmi-ly sll.~u!d 
jfiitiate W C I ~  th.r~ug11 viltzge crganisaticris with specific 
interests such as co-oper-zitivcs, yonti: clubs and ~-,e:isa~~l 
organisations. The first task of the Village Asscmbly, 
with t1l.e assistance of sp~cialisfil caiscs at.ta.ch.cd to it, 
would be to make a survey of'rescuices in each village. 
To  do this effectively tlxy may h~i\'e to d e ~ ~ n d  cn  11% 
selvices of specialists f ~ - c m  cutside. 71;c cbjtct oS 
the rcsource sv.rvcy wc>uIci t:e to esceriain net c n l y  I E e  
mcst abundant rcsource but thcse that cc~ild be used 
to produce gccds and sel.viccs whicll are easily nlai ket:.blc 
and cculd form the nucleus of jijnble j n d u ~ ~ r i c ~ .  

Cfinsideraticn. \.\~i1l]~ave to be given to tl.re manrc vcr 
absorptive capacity oi' pr.cijects t;cca~lse in mcsr vil la~cs 
surplus labcrrr ~ o u l d  be II?e mcst abu~;i;anl- rcscu.ice. 
There would ;~lso be exccp[icr;s to !]?is particulally in II:~ 
plalltalion villegcs in tl?.e llilf counl~-y where ac!cqualc 
ernp1o)nzent oppo~.tur?iti<s ;re avail:!bie in tkc ~urrcL\ndi17g 
planlatiens. In mcst cf  tI3.e Dry Zol-je, the situaiien 
would bc quile c1iffer.ent ar,d labour-intecbivc p r ~ j ~ c [ s  
will have to be planncd. The nicst importcnt thing 
in planning invest~nen~s is: lo tJiinl< in teln-s oi.relati\~iy 
simplc PI-ojects which are ~ c i n g  to fulfil bcsic cc l-,s~.n:er 
needs. This niight rne;in t t~a t  tfie initial rn'ol-ts may be 
directed tcwards i.~1tiin1e1:tc1y ~ctivitics S L L C ~  GS grc~\.j i~g 
fruits, vegetables or the prcci ticticn of oth.cr fcccist~~ilk 
which have a ready m n ~ k e t  in ih.e villagc iisclf and in 
the n.cigl?bo~r.ring towr~s. Pn'rticularl~l in villagts c!c se 
to the cities, there is t rcmc~dcus  scoyc: fhr- gsowir;~ 
vegetaVes and fsuits because these :lie itcn?s wi t l~ .  a 
steady dcrna~ci and. high turnover. It also ~.ecjuitcs 
little capital and provic'cs sustcnaece to 1';:niilics 
in the rural a]-ees ccntinuc,usIy cvcr tlze yeuls l.cc:~r.se 
unlike paddy and c t l~er  Icr~gtcim el-cys they ate  I I C  t 
seasonal but could be gr.c.v~r.! rigkt T C L I I : ~  the ycar. The 
prcb1ca.i in develo~~l?cnt  p1al:nir:g is that 1:ecple ~ f t e l i  
tend to  tlii~lk in terms of gra~idicse projects while 
cverlcokil~g tlie simplcr oncs wl?.icll al-e likely to bring 
in quick and tangible results. 

Once a resource survey has been ccmpleted the 
task would be for the Villarc Assembly to disc~iss 1b.e 
projecls la~gely i n  terms of their mccds, aspirations, the 
availability cf inputs, tlie gesloticn pcrictl alid ti:.e exten1 
to which they would conlribute to raise inccmes 
rapidly in the district. Once a project has been adcquatuly 
formulated, the ncxt task wculd be to set up an 
organisation ~ll.ic11 will ensure rnpid implcmentalicn 
and see that material inputs and equipment Crcm outsicie 
will be Eorihcomir!g will?_ minimum delay. Indeed,, this 
wou.ld be the mcst difficult [ask beca~1,se the project in tile 
first instance, would have to be cleared by the District 



M ~ n r \ i s ~  and h13 *tcitt t t  I L  I \  going to become a charge 
011 competing rebources. 

Unless therc are udctqtrate means of financing all 
projects there would be obvious difficulties in, obtaining 
firi.ancia1 suppc>r.t fo r  every project. In the present 
circumstances, t1i.e district development programme 
will have t o  provide resources for at least two projects in 
each village and t h i s  will mean that approximately 
80,000 projects would be simultaneously launched 
in the 20,000 odd villages. Assuming that on the  
average each project would directly o r  indirectly give 
employmenl to 10 pel-sons ~ h i c h  of course, js a very 
co~lservative estitnate,  his is  likely to create employment 
for 400,000 persons. If the projects chosen ;Ire of a very 
modest order 111e capital resources and the equipment 
c o i ~ l d  bc easily proc~areci and this wo i~ ld  not tax the 
cerltral budget, But 011 the other hand, i f  the central 
b~ldgel cannot provide tl1.e resources, the village level 
cteveloprnent effort would have to  turn to  other sources 
for  fin.atlcia1 support. 

This is whore plantation and private sector 
organisations cou.ld come in. Assistance could be 
obtained eithel- in the form o f  financial gritn.ts o r  cesses 
ctn successl'ul enterprises in  the district. This would hc 

possible wh,erc largescale privately owned 01. govcrtlnletlt 
industries operate. The village authoritits shculd 
have the authority to levy taxes cn  enterprises or  c n  
the services provided in the area and thcse felnds necd 
not flow through the centr:11 budget. l h e r c  is also 
scope for village organisaticl ;~ to  receive equij11:ent 
i n  kind o r  h.ave them fabricated at industries o r  business 
concerns which are operating nearby. Since the 
wlxole village cannot be entrusted with the n1an:tgcrnenr 
of projects the best talent in the village will hnvc 10 he 
entrusted with. implementation :t,nd dllily m:~nagc,t-lt:ent. 
The people wil I have to select from among thcmsclvcs 
tllose wlzo nre most c:lpable and talentcd for th is  
purpose and ~ , i t h s o  much of unemployment among Lt~c 
rural educated this is not g o i n r t o  he a dillicull tiisk. 

Village level development is the mcst etkctive I\':?), 

of regeneratiug the village and sten~ining the drain oi' 
manpower to the urban cities. It is the qi~ickest \\lay of' 
providing jobs for the unemployed in tlieir own villages 
and raising rural inccmes, 7'0 the y c i ~ t h  with the 
highest aspirations it would give an opportunily to  
provide opportu.nities o f '  leadership aiiti :I selise 01' 
responsibility and direction which wculd be unknobn Lo 
him had b.e taken cnlploqment jn ari irr bun intlustry or. i l l  

the central administration. 
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Fiscal Policy - some 
Irl, M. R. EIlepola 
Senior Ecowomisr, Central Bnnk of Ceylon 

Problems and 

Sri La.llka 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 sanitaty afiiil-s) whose prccfuction by individuals 
was considered both inappropriate and un.desirable. 
Today, all sh.ade~; of political opinion accept a wider 
role for the State. 

This can be attributed, aniol1g other reasons, 60 
two major influences. At the theoretical plane, a 
j~slification was fou~ld in the Keynesian economics, 
that gained widespread popularity in the post-war period. 
I t  is truc that the pre~cription of' Keynes was postulated 
in the context of a world affected by a serious econcmic 
depression; to those ecol~olnies that could be reactivated 
with adequate liquidity. Yet, the policy makers 
scllooled or influenced by Keyrics regarded it as an 
e~ldorsenient of public expenditure in cvely co~ceivable 
type of economy. 

Secondly, the more sccialist orientcd view of tb.e state 
with a higher responsibility for e co~cmic  management, 
justified the extended state intervention in economic 
activity. This strand of thought induced a commitment 
to statc sponsored e~orlomic develo~ment and a wide 
range of wclSa.rc policies. So much so, in the more 
recent )rents the cxpenditurc on welfare jn Sri Lar?ka 
:ilmost corresporld to  expenditure on develoyment. 

This outlook in political philosophy has manifested 
itself in a wider 1.01~ of the State with direct 'intcrvention 
in all levcls o f  eco~zon~ic activity including both 
production arld distribution. Consequently, Ihc role 
of fiscal policy as an aspect of overall econcmic policy, 
has to  be assessed i n  a n~uch  broader framework. It 
can no longer bc looked upon as an exercise confined 
t o  balance rcvenue and expenditure laid d o ~ n  in the 
Budget. It has to be examined as a statement of  policy 
guiding and directing the economy in pursuit of wider 
econonlic goals of irnprnving producticn, distribution 
ant1 ~tabilisaiio~l. 

The prinie instrument of fiscal policy, t1l.e Budget is 
nevertheless a statement of planned income and 
cxpcuditure for a given period. As a statement of income 
and expenditure, i t  provides the basis for appropriation 

prospects* 

and control of expenditure, In conform~ty w ~ t h  the law. 
I t  is rna~tdatory for the spending departments to  
observe the limits and guidelines laid d o w ~ ~  in the 
Annual Appropriation Act. Any deviations are answerable 
to the Public Accounts Committee appointed by tlle 
National State Assembly. As the key instrument to 
enforce th.e economic policy of a Government, the 
Budget is used to realise the multiple objectives of 
economic developnient: mobilisatiorl of savings, 
redistribution of incomes and stabilisation of econcn~jc 
activity by guiding the level and  direction of expendit~~re 
and revenue. 

I11 the more developed countries, fiscal policy is 
generally associated with economic stabilisation. Instru- 
ments of taxntioa and experlditurc are uscd to manage file 
aggregate demancl. In times of economic secession, 
a tax cut or an increase in public expenditure is 
advocated to stimulate demand. This is designcd to 
increase output and employment in the economy. 
Siniilarly in times of prosperity, with a potential for 
inflation,they would i~ ic rea~e  taxcs and cut public spending 
to arrest the increasc in aggregate demand. Usually 
these techniques of demand management and coLlnter 
cyclical econolnic policy is applicable only in the 
framework of a more sophisticateci econ~mic system, 
endowed wit11 a en ell organised eco~lomie structure 
sensitive to changes in dernartd. The applicabiility of s u c l ~  
methods in less developed countries is subject to mucll 
controversy. One can.not draw a parallel with a clevelopcd 
system and advcc:lte high spending or tax cuts in  a less 
developed country to stimulate demand in the economy. 
Tax cuts or  deficit financing to ~nobilise resources by 
raising the effective demand is bound to set ill motion 
a process of infletion. On the oth.er hand, one caalnot 
eliminate the limited relevance of demand managenlent 
type policies associated with higher taxes and expenditure 
cuts even in an undcr-developed econcniy system and mop  
up excess liquidity generated tl~rough expansionary 
policies f o l l o ~ e d  in an earlier period. 

It is well known that most developing countries al-c 
operating within a narrow economic base with a low 
level of income.  he problcni confrcnted by them is 
one of overcomilig supply bottlenecks either in the 
very structure of that economy or  in the prccess of 
transferring e~ternally mobiliseci savjngs into propcr fornls 

* This paper Is a documcnfation of personal views hold by the writer and these should not be regarded as the offical views of 
thc Central Bank, 
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oi' investment, wlaerevcr s~~cch savings are ava~lable. 
A lastillg solution thcrcforc, has t o  be fomd  through 
in.vestment and saving that would revitalise the framework. 
an.d raisethe productivecapacity of the economy. Therc 
appears to be no short cut either within the capitalist 
framework or within the socialist framework to short 
circuit the process of clevelopment that could only 
be achieved through. capital formation resulting from 
saving a share of the  currcnt income. At the best, 
intertlal savings, coirld be supplemented with 
cxternnl savings, bv.t it is equally important to note that 
investment so made should help to generate an econonlic 
s~lrplus and improve the net worth of the economy. 
C'otlsequen.tly, any urgency for economic development 
i l '  i t  exists must be accompanied by n similar urgency to 
gcneratesavings. Unless a sense of urgency is displayed 
in, the policies to curtail current consumption, little 
c;in be achieved tllrough the policies to promote 
tfevelopment. 

Savings and 1nvesii.ment 

The relevance of fiscal policy for the prorncticn of 
savings and investment can be appreciated better 
by examinirlg the concept of saving and investment in 
economic theory. From the f~~ncla.mentals regarding the 
circular flow of income in thc economy, we know that 
all transactions in real resources have its counterpart 
i n  factor payments o r  money incomes. The ~iotion that 
savings in the economy corresponds to investment imply 
that there is :zn invariable eqlrality bctwecn the u.ncor?somcd 
[no netary incornes and imconsumed real reso u.rces. 
But there is n0thin.g to  prevent the accumulation of a 
part of this unconsumed income 2.s idlc c:tsh. balances 
with individuals and a .  corresponding amount of 
real resources as stocks or inventories. Given this 
kind of econonlic behaviour, the equality between savings 
arid investments is always true and may become a mere 
tautology witli.out much analytical content. The real 
significance of this concept is ;rssociatcd with the attempt 
in th.e economy to equate planned or desiscd savings 
with planned investment i n  the same time pcricd. 

In a suficie~ltly developed economy where transactions 
i n  real resources are adequately monetised, their 
~rnconsumed monetary incomes will be chanellcd to finance 
the purchase o T ~lnconsumcd real resourcc.s throu.gh a 
broad range of financial intermediaries including banks. 
These institutions whether be it in the capital market or  
(,I- in the banking sector serve as the channel that 
g-lediate bctwecn the saver and the investor. Given this 
institutional setting tkle entrepreneurs will bid away 
it share of the real resources fhr investments. The 
balance between the relative cost of capital as reflected 
in, the rate of interest, and the return from capita.1 as 
reflected in. the profits \vill guide the cou,rse and magnitude 
of econornic nctiviiy. Excess dem2nd for c a ~ i t a l  and 
illvestment ~vouid raise the cost of capital above the 
potential returns from such investment and prevail upon 
the urieconomic en t e rp r i~e~  to liquidate. Similarly, 
excess profits will induce the entrepreneur to  bid away 

resources frcm consumption to meet any ~hortfalI in 
production. Market mecl~animsrn theresore. generates 
both the eAScierlcy and allccatirn of' resources c n  the 
basis of consumer preferenccs as revealed by the 
prices. It is clear that financial intermeclialies i~~cluding 
banks. capital markets, entrepreneurs, rate of interest, 
loanable funds, and profits, find a place in this scheme 
of things as a matter of routine. 

Supposing one or more of these situ-t' La 1011s are 
deficient or  inadequate in an economy, cov.ld it function 
in the same manner to  gi~ide the course and capacity 
of tlie desired level of cconomic activity. Deficiency in 
one or more of  these would impair the circu.lar flow of 
income to the detrimen.t of econcmic beh.aviour. 
Inadeqrracp in the institutional framework would generate 
hoarding of monetary incomes and lead to unwanted 
accumulation of stccks and inventorits in the econ.omq. 
Withdrawal of a certain share of income from the circular 
flow would therefore create an iilvcrted spiral in 
economic activity. Similarly a structure of interest 
rate not sensilivc to th.e pulse of mo\;crn-nts in the 
economy would fail to guide the ecnncmy in the allocation 
of resources. Non-monetised econcmic transactions 
wouldkeeptl~.eIevelofactivityataIowerlevel. Deficiencies 
in each one of these situations would affect the lcvel of 
economic activity, And adequ.atc and suitable institutional 
framework to monctise ti-.e trans2ctions in the economy 
and intermediaticn that create financial assels and 
liabilities as the c o u n t e r ~ a ~  t of transactions in real 
resources would contribute to enllance the net wealth 
of the economy, generate savings and channel them 
eventually into prcductive forms of investment. A 
sensitive structure in the rate of interest would guide the 
allccation of resources. Economic planning and 
fiscal policy slzould therefore be uscd to stimulate 
such areas in the economy. 

Apart from the deficiency in iristitirtional 
framework, and the prevailing inscn~itivity ofeconomic 
variables to stimulate develo~mcnt, the lower magnitude 
of the economic actlvity itself impair the capacity to 
penerate adequ.ate savings in the econcmy. In Sri Lanka, 
the level of domestic savings has rcmaincd in the 
neighbourhccd of 13 per cent of the GDP in the last 
decade or more. Economic policies in the past have 
clearly failed t o  raise it to  the level anticipated in the 
planning documents issued flcm time to timc, and lift 
the economy frcm its present subsistent level. It is 
evident that a determined effort to raise the level of 
national savings is needed as a matter of urgent 
priority. 

If it is not coming from voluntary savings it h.as to 
be realised through state inte~vention. Inadequacy of 
voluntary savings has been 21 f~~ndamenlal problem 
shared by most developing countries: and state intervention 
in this instance demands taxation of a hig!.er order. 
This means that fundamental decisions pertaining t o  
the postponement of consumption bas to be taken by the 
state by reaching a concensus in political opinion to 



divert a higher share of current incomes from consumption, 
into savings. Tn the short run th.is is a painful exercise. 
Nevertheless one cannot slzed the lesponsibility by 
postponenlcnl of decisions if we were to achieve any 
meaningful results in economic develol-ment. 

I n  the face of these deficiencies, fiscal policy 
although not an adeqv.ate substitute for all these 
shortconlings, can be used effectively to rectify and set 
right much of it by creating the proper econcmic climate. 
I t  can be used to stimulate th.e prccess of saving. 
It can be used to  channel such savings into in.vestment. 
It can be used to step up tlic level of financial intermedia- 
tion. Tt can be used to revitalise and I-estore the interest 
rate mechanism as pn elyective instrument of policy. 
These by no lnealls are colisistent gcals. The objectives 
ofone policy may conflict wiihtl'e aim ofanother, 5ut 
the Government has to strike a balance in its overall 
policy. 

I n  regard to raising the levcl of savings, the Government 
can use budgetary pclicy to effcct both tlie voluntaxy 
aud fcjrced savings. Voluntal-y savings is a matter 
for both fiscal and monetary incentives and the 
institutianal framework. The scope for fiscal ~ o l i c y  
is mastlv in the  sphere of forced saving through 
taxation and it deserves more ccniment. 

Taxation we know could be both direct and indirect, 
Dil-ect taxcs can be levied on inccme and aft'ect the 
disposable income. Indirect taxes could be levied cn  
expenditure by taxing gcods alid services ava.ilable for 
salein themarket. U17.derboth.methcc's it sffectsthe 
realincome of the people, to the extent that a share of  the 
resourcc is channelled from consunipticn into savings 
in the form of taxation. Yet a.nother alternative wE.cn 
one fails to take tlae decisic?~~ to postpone curl-ent 
consumption is to generatc resources for econcmjc 
development through inflatio~~nry means. TE.is again 
in the long lun hns the  effect of a tax. In tlzc first instance 
it brings about a transfer of resources to the Sta.te, but 
the consequent incsease in prices and the el csion of 
real value of inccmes constitutes tke element of tax. 
Consequently, it is a method with strict limitations 
in regard to both cost a.nd yield. Fustli.er if lcst control, 
it can lead to inflationary sitcations as was witnessed 
in certain Latin American cour?t~-its, Indonesia or Korea 
in the recent past. Then it follows that there is no 
painless short cut to lnobilise 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 constraints 
the revcnuc-expendi ture pc l~cy  of the Governnlent. 
Taxation as an instru~nent ofpolicy has other advantages. 
I t  can be used to redistribute income resulting from 
from the fr-ee working of market forccs in the econom!. 
However, tlze multiple objectives of state policy to 

provide public goods, welfare and development 
expenditu.re tend to obscure the purpobewise boundaries 
in taxation. Purposewise boundaries are important 
since they have major imp1ication.s for expenditure policy. 
The state has a prime responsibility to  provide law and 
order an.d the basic public goods. T1l.i~ needs taxation. 
Then the state can pursue a policy of redistribution 
through taxation. 'This latter justification for taxation, 
commits the Gover~lment to  certain welfare services, 
Thirdly, t he Governnlent can use taxation to generate 
savingsfor economic development, Now th.e real problen; 
begins at th.is state. What is the levcl at which taxation 
for the s~apply of public goods 211~1 redistrib~~.tion ends 
and taxation for development begins. In practice, it is 
allnost lmpcssible to draw a distinction. Tn normal 

fiscal cla~sificaticns all proceeds from taxes con.stitute 
current revenue; and it could be claimed to finance 
redistribution oriented expenditure with a certain 
degree of justification. Nevertheless, cne cannot avoid 
a den~arcation if eco~lomic develoyment wit11 dilcct state 
intervention is a declared objective of the Government 
fiscal policy. 

Economics in Expenditure 

This obviously is a difficult political choice a ~ l d  
thc problem may be apploached frcm another angle by 
examining the level and magn~tude of cleslred re-distr~bu- 
tion. Posed in this manner one lias to examine the 
relative merits of different forms of red~strlbution as 
against the need for development. 

I n  Sri Lanka even with massive re-distribution 
progl-amn-ies the authorjtics Izave at tlic best beell. able 
to make only a marginal improvement in the living 
standards of low irlccnie groups. If  the state were l o  
raise the level of consunlption and the living standards 
of' these classes into what could even be remotely callcd 
"acccpta.ble", massive doses of rurther welfare 
cxpenditure will be called for. Such a solution while 
perpetuating povel-ty and discontent will only remove 
the dig~lity and sclf-reliance of the large base in the 
population. In the altertlative, a more 1ongJastin.g 
solution. appears to lie in economic growth that co~rld 
broad base the reven.u.es of employment and enha.nce 
the income levels of the population. Between tlie two 
extremes of all welfare and all develo~ment, a ccmprcniise 
solnticn seems to exist in selective weli'are oriented 
re-distribu.tion with a s~bstantial a l lccat ic~~ of tax receipts 
for development expendit~!re. 

Selecti ity in welfale leads to an examination of 
relative merits or  consequences o f  the several k~nds  of 
welfare programmes now in operation. 711e bulk of 
such expenditure falls under education, health and transl'er 
palments to  ho~seholds In the form of focd subsidies 
and pensions. 

Herc again, one cannot look upon re-distribution a ~ t h  
a ~ e l f a r e  objectwe as something d~stinctly alienated Ircm 
in~estrnent and growth. So called ~~e l f i l l e  ex~enditule 
lo  enlzance the quality of liuman capital bj  raisrng 



the standards of education, h.calt11 a.nd nt~trition makes 
a positive contribution for growth.. This h,owever needs 
further elaboration. Usually in the standard 
classification of Government expenditure, out1a.y~ on 
hospitals and schools are undisputedly regarded as 
capitalexpenditure. Similarly, the outl~sting equipment 
used in education and hcalth is also classified under 
the same category. But salal-ies and wages in either 
instance is regtirded as current expenditure. This 11ow is 
a debatable point. If investment in. hospitals and schools 
is regarded as capital, the expenditu~e on doctors and 
teachers who contribute to  the productivity of these invest- 
ments should also belong to the s;me ca.tegory. If one were 
to use a concept of l~uman capital there should be no 
dispute on this issue. 

Regardless o f  this debate, the sta.te tlvough its 
policies over th,e last several decades is committed to 
provide free education and hcaltll to the public in this 
country; and the real issue is thc ability of the state to 
undertake these services and maintain adequate standards 
befitting the development in these fields elsewhere in 
tile world. Absolu.tc1 y I'ree education and health 
services though a laudable effort in prol~loti~lg welfarc, 
impairs the capacity of the government to nlobilise 
resources for f'urtl~cr development viosk. Further, one 
has to note that these serviccs are financed fsom tax 
revenue and exanline wllether it is within the reach of the 
state to dcvote a still higher share o r  :he revenu.e to 
finance these scrvices at the expense of alternative 
development projects. 

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

Given the political environmellt in Sr i Lanka and the 
widening role of the state in economic management, 
one cannot dispute the right of the state to undertake 
these services. Necessarily it does not follotv that tlae 
state should bear the f~lll  financial burden of these services. 
As much as there is rz. right for t11e state to  tax the 
corninunity to defray the costs of public goods su.clch as 
law enforcement and basic utilities, the state could 
exercise the right to tax the services rendered by educatiolz 
and Iiealth. This could very well be done ~vithout 
violating the principles of equity usually observed in 
enforcing a tax. A gradu.ated scale of subsidies 
offered t o  each individual depending on his or her 
circumstance would not violate tlzc welfare aspects 
crnbodied in the current progra.mmes. Thcse who are 
in destitute circumstances who fall below an officially 
adopted poverty line could contirlue to receive the same 
benefits they receive now, and the others depen.ding on 
their ability could be made 10 pay for the services 
they receive. 

111 the field of health, a system of insurance analogous 
to the national health insurance ~cheme  in U.K. mzy be 
adopted to service tlzc working population. In the 

field of education absolute free education could be 
extended upto a certain level but the state financi~lg of 
fu.rther education could be subjected to mitable csiteria 
of selectivity. A system of public assistance could 
finance the really promising students regardless of 
their circumstance. The criteria for selrctivity are Jnnny 
and could be worked cut to  the satisfaction of the 
community, provided the principle of selectivity is a.doptcd 
in the first instance. Adoption of this principlc will 
certainly go a long way to improve the quality of the 
services that could be rendered and improve t11.e State of 
public finances in this country to acccmmodate further 
development projects. to jncrease the prcdtlctivity 
and enhance the level and quality of the ccmmunit.p at 
large. 

Food subsidies that corlstitute tlre bulk of the 
transfer payments of the government could be I~andled 
in very much the same mann.es. Here again one does 
not question the desil-ability of a food su.bsidy extended 
to  those who real!y deserve a subsidy. What  nay be 
questioned is the need and desirability of exterlding this 
subsidy to  all, regal-dless of their circumstal;ccs. 

Ho\vever., the food silbsidy that constitutes tile bulk of 
the tral?sfer payments f~c,m the Government to tlle 
public, hss acquired a degree of pclitical sensitivity 
unparalleled in matters of cconcmic mai1agemen.t elsctvhere 
In the world. Tn the first instance, it appears to be due 
to  a policy of wooing the consumer for over tbrec 
decades; but the more fund,imental reasofis could be 
found in (a) the relative stsgnation of the econ~my  
with. low growtll rates that h.as failed to make an 
appreciable increase either in the per capita inccme or 
in thc level of employment in the econcjmy and (b) the 
failure of the domestic food grain sector to meet tile 
demand for cereal prcciuction. 

Since a political solu.tion. to appease the consumer 
further, would only perpetuate the 121-oblcm and trap the 
government in deeper political irnpassc; a mcl-e lz.sting 
solu,tion has to be found through a growth oriented 
economic policy that would transform the su1:sistent 
agriculture to  a market oriented scctor and raise th.e 
peasant incomes to a level above a minimum poverty line 
through suitable investment programmes. 

I t  is clear tha.t investment in agriculture lo upliii 
the pt.od.uc,tive capacity of the ru.ra.1 farmer, and ill. 

industry to create more employment without sacrificing 
the productivity of su.ch projects, dcm.ands the l~ighest 
priority: but assuming that plans and projects to realise 
these objectjves are forthcoming, the issue for fiscal policy 
is one of raising resocrccs. 

Alterr~atives for the policy-maker are fairly obvious. 
Wesistation to contain welfare expenditme at a level 
warranted by tax revenue would retard growtll activity 
and defer the opportunity to extricate the state from this 
vicious circle; and mezsu.res to cut subsidies on the orher 
hand is likely t o  receive instant ho~ti lc  reaction frcm 



the public. In view of this delicate sitnation, one must 
riecessarily question the desirability of a subsidy to 

tli.ose\vilo rcallyneedit. Wh.:ittnayi~lfact bequestioned 
is thejustiiication of extending i t  to the bulk of th.e 
community who really does not depend on i t  for their 
survival. If the state werc to adopt a principale of 
selectivity 1 0  cxclude those who do not depend on it for 
rhcir very survival, and essential food items at 
subsidised prices are issued to that section of tb.e 
pop~i.lat.ion that falls below a suitably defined poverty 
line? considerable savings could be generated to  
fiilance tlic riceds of development. 

h~plications of dcficit finnncing 

With altnost the ILIIOIC of total revenv.e used to 
funance current expenditure, the progressively incre:ising 
development expenditure is ftn.anced frcm Roa.ting a debt, 
both foreign and local. Co~wequently. fiscal managcmeut 
in the poht-war period moved progressively tnnurds 
deficit financing the b d g e t .  Throughout the period, 
the Justificatioll for the debt was tE.e need to incur public 
expenditure to increase the productive capacity of the 
econoniy. Growtl?. of the debt was relatively low in the 
earlier )/cars, but the phase was more accelerated 

7 ars. in, t Ire nlore I-ecent ) e 

Q u ~ t e  apart from the Ihsues lelated to debt 
i~~anagernent, m y  st~eablc public debt wortld tend to posc 
a pi oblc~n of debt burdcn w ~ t h  ~mplicatinns for Balance 
of Pajments. 

F I X  tlie context of the burden i t  is perti~~.ent Lo exau~inc 
111c tirne spread 0Tth.e debt burd.en and the cost of benefit 
to cac11 generation. It is kllown that the domestic 
tlcbt raised to Ilarncss unemployed res0u.l-ccs is 
l?et~.ciicial to both the present and future generation. 
but interest paid on that debt is an irrelevanl subsidy 
to ti1.e present generation at the expense of filture tax 
il;qers. Tile Inore efficierlt ~ i~e thod ,  purely in the 
coiltext o r  burdcn wonld be t o  finance sucil projects with 
inlcrcst free creation of currency or in.tcrest frce borro\ving 
l'ionl tlrc Central B a n k .  Sf sucll. credit creatiotl is solely 
for tl7.e purpose of utilising unemployed resow-ces i t  
c a~ ino t  jicricratc a substantial degree of itiflation. 
011 111e other hand, i ['the debt is floated to  shift factors of' 
protlu.ctinn to a preferred area. it is hound to raisc tl1.e 
ti~al-keL rnte of intercst a n d  adversely affect tlze rate o f  
pt^iv;~te investrncnt. Here again thc bur-den is shifted t o  
ki l i~ture generation and inte~est paid n.ow i s  ;I subsid? 
o ~ i  t l ~ e  present gencrat ion. 

. -, . - - - - .- -. - .- - - -- . . . - - . - - - - - . -A - - . . - . -. - . - -. - 
* The sylnt)ols stand for thc folloning--- 

The exter~~,tl debt in elther i~ista~ice 1s a transtcr 01 
teal resources rn the current per~od  whcse binden IS 

invarrably shifted to  a futmc generatlot?. Further. tile 
external debt has a direct bearing on the Balance of 
I'aqments. III an operational sense one could show 
that the debt contracted to finance the C;overtimcol 
Budget constilutes a built-ir. import content into the 
econonlic system. Similarly, i t  1s also t1u.e to say 
that a Government deficit not financed directly with 
external loa~ls  also cause a deficit in the Balance of 
Palrnents. Tllat IS. no matter hon tpe biitfgel i s  fiaanccd 
ally deficit is Itkely to show up partly as a deficn In the 
bnla~iee of payments and pattly as a savrng 111 the 
non-government sector in tlie natlonal accounts of 
the economy. Tlirs could be shown oonve-nisntly 
rn the frameworli of Keqr~esran income Pdentit). 

* Y = C -,- I' -;- G - 7 , X -- M. Tbis cxprcsslon 
could be transformed and rcwritle~i as G - T = (S--f) 
-- (M - X) 

Since a deficit jn one sector h.as to  he fiilanceci trq. 
otlter sectors in the economy, it follows that a deficit iji 
the Government sector is invariably financed by savil~gs 
in the private sector (S -I). and tra11sfel.s lrcm 
external sector shown as (M--X). ?he  external 
sector savings transferred to tke econcmy appeal- as 
a dcficit in the Balance of Paynlents. i t  docs not 
tiecessarily follow that the Govern~nerit clcficit i s  financed 
\vilI~.externaI borrowings. but i t  rlieails that the Govcl.~anent 
deficit will induce an import demand in excess of exports 
in ttre rest ol'the economy. Tt can Dc sl!o\nn that the 
expenditure that const itutcs the Government dcficit7 
raise output and employn~ent until plarlnctl sa.ving 
equates planned ir~.vcsiment arid t1l.e planncd s~tvings. 
if not released through tlle d~nle~ticSCCtor is forced throu.gh 
a deficit in the extern:tl sector. It is c1ea.r ~ ' ~ C I T I  [his that 
unless a.n increase in Govern~i~ent expenditure (G) is 
followcd by an increase oftaxation (7)  it  is bouttd to apgra- 
vate the external deficit in the economy sooncr or. later. 
Tllc usual rcmedy suggested to cl~.oke cfl 111is demand fi3r 
imports is a cievrtlu:lticn of the exchange rate, h u t  
tl2e1.e is no clear evidence to suggest 1ll.al this will 
b:~la tlce the extern:~l account. 2nd the savings to firlallcc 
investment in botli. t l ~ e  Goverr?mcnt and priv: tc sector 
accounts will  ccrnc frcm 1b.c private sector. Tn flrct. the 
expericncc in Britain and Jtaly in rcccnt year!, h:is bee11 
that private i~~vcstnlcnt rcsc as mu.cl? a s  priv;i~c 
savings and thc balance of pilqn7ents tlcleriorated as 
mucl? as the budget dcficit. 



The Export Processing Zone 
the new Economic policy 
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A pro~>nsal to e~tizblislt a.n Export Prcicessing Zone 
ir.parL from havin.5 its own merits and  national ben.efits 
syn~holiscs a signiiicnnt change i1-1 the content and 
direction o f  cconc:n:ic pcclicy. The previoils S.L.F.P. 
gover11l11ent too \ ~ : , s  intcrestcd in setting up an Export 
.Pi-ocessing Zonc i l l  Sr-i L:rr;k::, a~icl tlre fact that tb.is 
propos:~l WLIS c~~is ic ler~ci  ~ i i I l i 1 1  the fi-aixlewor k of a system 
or' !rigid controls is a virtual acimi~sicn tl-.at th.e earlier 
ecor-iolnic policy bliscd 011 incre;rs;ng rcstricticl?~ and 
state intervention h ~ c l  prvvcd to bc a nliserable failwe. 
The new cconor.r?ic policy of tl?e present government 
niust be lookecl :I! in ti1.c light of the policies of successive 
governments since 1956 a ~ i d  con~cq~t.ently the need for 
a co~nplete reorientation ol' strategy. After 1970, tb.e 
cconomy beci!mc rigid, dc:lnilla~ed by i~~\njarc!-!cckin.g 
policies and :in cxtensivc s y s t e ~ i ~  O F  controls which 
tended to debilitate the c c o ~ ~ c m y  and create a very 
~inf~~.vourabIe cli~-ni~te for domestic anci loreign investment. 

Incrcasilng Controls 

Sli La.nka in~~eritecl ;I systcni of controls from the 
Sucorid World Was [ind was also committed t o  a wide 
range o r  wclfare expe~lcliti~re from about e1l.e same time. 
71-1.ese 1i.ave been tllc m:l.jor obstacles to rapid economic 
growtli ill  the last two clecndcs and has contributed 
to virtual stagnation in certuin, sectojs and an inward 
Iookiiig approach to eccncmic development. TE.e most 
irnportanl conlrois introduced in the war years were on 
f'oreign cxcl~angc. After the cnd of the wa.r, these 
controls continued to tte in operation fcr the purpcse 
o r  conserving Ihrcign excl~.at~ge. Import ccntrcls 
\lie!-e i.ntroclu.ccti in the early fifties with. the object of 
ceylonising foreign ti-adc, wl?el-c liceilces were issued 
priri~arily to Ceyl~nese hr;sinessmen and firms. 
Aftcr 1960, tl1.e ac1rnii~i~ts:tticu believed that tl7.e adoption 
ofextensivccont~.ols would I~elp to improte the balance 
o f '  payments si!v.:rtion ;:nd promote investment in 
industry. This w::s the o~it<cillle of a static view of t'l1.e 
balance o f  paymc~lts. \vhe~-e ir w:is bclieved th2.t the country's 
foreign cxchnngc c;irnin2s can only come from existing 
cxlx~rts and through import sn lings and not thrcugh 
export dive~sification and the attraction of forcjg~l 
investment. 

T!~LIS  a liberal and fr-ee ecGl?.omy which existed in the 
e;ls1!; fifties gave way to one of increasing controls. T1l.e 
;~.dmi~~istration did not realise that i n  the context of 
dwindling f-orcig excl~ange reserves an alternative 
coru-sc of action would have been to invite foreign 
investrncnt witirout I-esorting to restrictions. Had the 
ecoilcnly become !css restrictive and state interference 

as a Component of 

in the economic life of the nation kept to a minimum 
the devel~pment  process in Sri Lanka would have taken 
a d~fferent course. Foreign investors kept away after 
1956 because the economic climate for investment 
became increasingly hcstile, especially uith the policy 
of nat~onalising both. lccal and f ~ r e i g n  enterprise. 
The only way of diversifying the econcmy and making 
it more export-oriented was through greater liberalisation, 
and not within an increasingly restrictive framework. 

711.e proposal to establish a Fiee Trade Zone must be 
evaluated in the light of the contribution it would 
make to diversify and promote exports an.d the new 
cvelseas market opportunities it would open for domestic 
industry. 111 the last 17 years, Sri Lanka's dev.elopment 
has hzd a heavy bias towards idustry .  Despite the 
appreciable progress in :tgricult~~re, the central planners 
have been largely preoccupied. with the welfare of th.e 
new urban manufacturing industries. From the outset 
these were given a wide range of tax and other incentives. 
Although. there are more thnn 2,500 new industries of 
varyingsizes, mcst of them have survived because ofthe 
heavy protection aEorded to them in thc internal market. 
Domesticsalcs have been. very prcfitable because of the 
high protective tariff's and severe import restrictions 
that fully insulated thcm from foreign competition. 

Export Performance 

I n  a protected market, under the conditions of 
scarcity, industrialists are able to determine the prices 
at  which they sell, their prcfit margins and the quality of 
their prcducts. Even with incentives cffered to 
exporters su.ch as FEECs, the Convertible Rupee 
Accounts, lcw taiiffs on , aw  materials and macl~jnery, 
duty rebates on expelts and handsome foreign exchange 
allccaticn.~, mcst ilidustrialists in Sri Lmka  have not been 
able to export. Even the establishment of ,specialiscd 
agencies like thc Export Promotion Secretarint have 
not made mucb cfifl'erencp to Sri Lanka's export perfor- 
mance. Tl:e export figures Sor industsic1 and manufactured 
goccis show t l ~ t  tllc bulk of thc earnings in this 
category still come from the exports of n-cfincd petroleum 
products. In 1976, out of a total of Rs. 755.7 million of' 
manufactured exports, petroleum pr-cd~icts amounted to 
about Rs. 505.2 million wF.ich shciws that man.ufacturers 
only contributed. Rs. 250.5 ~nillicn, which was abcut 
5 per cent of total exporfs and only abo~1.t 30 per cent 
of exports of illdustrial gocds. T11e relatively ~r.niinpressive 
export pcrfol-malice of manufacturers has been due 
to  several f~.ctors. The qual~ty of the prcducts have 
not always stood up to th,e esact1n.g requirements of 



foreign buyers and industrialists have not found it ezsy 
to secure sustained export orders. This is partly because 
they have not been able to tie themselves up with 
recognised international firms who have wellestablished 
markets and sell th.eir prod.~cts under popular brand 
names. 

Impact on Exports. 

One of the major objectives of setting 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 rssured of export 
markets and would produce goods of high quality. In 
India, a large number of industries producing goods for 
the domestic rnarket and for export have tied themselves 
up with leading manufacturers in the U.S.A., U.K., 
Germany, France and Japan. Much of the success in 
Xrtdia in the export of manufactures has been largely the 
outcome of these tie-ups. Unless this is done, it is most 
unlikelv that Sri Lanka can rnake su.fficient headwav in 
pushing exports of manufactures. The objective should 
be to step up expol ts of industlial plcducts from the present 
level of Rs. 250 million to at least Rs. 1,000 million. 
Forinstance,in 1976, tea,a;traditionalprcduct,brought 
in Rs. 2,100 million in foreign exchange. 

Once the Export Processing Zone becomes operative, 
tlae investors in the zone would become the principal 
mcans of promoting exports because they would be in 
a better position to expand sales ovelseas than the 
official agencies like the Export Promotion Secretariat 
on account of their superior knowledge of foreign 
markets, techniq~~es of market i~~g and preparing and 
packaging products for export. However, existing 
ezport promotion agencies would have a role to play in 
Sri Lanka because they would still have to pay attention 
to exports from outside the Export Processing Zone. 

The inward-1cokin.g approach to industrial 
developmerit and tile limited size of the Sri Lanka's 
market has considerably precluded industrial expansicn. 
At the present level of incomes and the deman.d for 
manufactured goods, one or two medium or large units 
could supply the entire requirements of the coun.try. In 
some cases, large units bothin the public and private 
sector are unable to work conti,nuovsly to capacity because 
of the limited size of th-e market an4 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 boost 
internal demand.. People still tend to spend the bulk of 
their income on basic essentials, mainly-food and clothing. 
Furthermore, incleasing inflation in the last 4 to  5 years 
has also made inroads into 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 produ.ction, either through greater 
capacity utilisation or through the establishment 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 th.e generation of new 
employment has been very limited and the total industrial 
workforce has hardly increased in the lnst few years. 
The labour absorptive capacity of industries has been 
very low due to excess capacity and very often to 
the use of inapproapriate technologq. In the present 
 circumstance^, an Export Processing Zone cov.ld act 
as a catalyst and provide the momentum to activate 
a virtually dormant manafacturing sector. 

The success of the Zone and the facility with wl~ich 
foreign investments cou.ld be attracted wov.ld depend on 
appropriate policics and the concessions which the 
government would provide. Move to liberalise the 
economy through the relaxation of controls and th-e 
introduction of a more realistic exchange rate that would 
help to boost exports ?part from creating a favourable 
investment clim2,te. will make investors feel tPat ihcle 
will be fewcr bn~cauclatic contrcls and a greater 
frcedom to take decisions on their own. This would 
give confidence and an assurance to the investor that 
government interference wo~1,ld be at a minimum. 

Characteristics and Impact of Industries. 

Local industrialists have had a wide range of incentives 
and concessions to develop their industries. By now, 
most of the industries set np in the sixtles and early 
seventies have utilised their tax holidays, devclo~ment 
rebates and other incentives upon which they were 
able to grow and survive. There is a fear amoilg local. 
illdvstrialists that investments jn the Export Prccessing 
Zcne would tend to wipe them 0~1.t. This is u-nwarranted 
because it is unlikely tlmt investors in the Export Prccessing 
Zone would get greater concessions than oth-er export- 
oriented indvstries in the rest of the country. At the 
most, they would get a tax holiday plus all tke 

that indu.stries in Sri Lanka enjoyed in 
their initial year. Beyond this, the main advantage of 
the Export Processing Zone is that tlie 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 procedures 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 gocds for the 



domeatic mar le i .  Export industries are rclatively 
more ckficicnt : Iian those that cater to tlie local market. 
F~~rfhcr i i iorc .  goods produced in the Zone will 
nor t i i :~ l l~  not cntcr tl1.e country, and even if they do ,  
Ibc I I S ~ : : ~  customs duties and (urnover taxes will have to 
bc i7i1ir.i. '[-his i l l  ::if"rd protection t o  industries in the 
rc5t 0 s tI1c LO Llllt I,!,. 

r!ivc\tni.s i l l  tllc Zo9e will have the liberty to decide 
nil 1.il.c :eiIl.lloLogii.~ they employ? th.e met l~ods  of prcduction. 
I !  J 1 1  i I t i  d u c t  PI-esumably, 
irl\i,es~i:r< \ < . i l l  I ~ : l v t  the i't.cedom t o  produce whatever 
gootis t hey \v ; i i l l .  provided they are  exported. The 
a p ~ i i ~ . a h i l i [ )  r ! t '  1;lhour laws anti regulations could be 
!.e~\s:riiig~:~~(. S i ~ ~ c c  production is Tor export, manufacturers 
wiii  i l , ; ~ v e  i o  Ini.ci> ;t I ? ~ c ; I s I ,  01' teclruc~logical advancements 
i n  tllc i.csi 01' tiic \\orlcI if they are t o  permanently 
es~ilbli5!1 ~ I ~ c i ~ ~ s c l ~ e s  iii csport  ma]-kets. I t  does not 
rlei.i'a<;iri I !, 1'0 l l ow I iia 1 I ii hour-intensive technologies would 
l)r c!:!plo;c~l ~l i l i i .<)r~l~ly  in, the Zone. Especially In the 
ficid., i t i c l l  :* cl ? i t  ~ r c r ~ ~ i c .  g(ii7ds. veliicle an.d maclsiilcry 
coi:i;x,i-~c.;it~ ;in<! cl l .c~~~icals,  sopll.isticated equipment 
n1ii,il: 1:'. i?roi;::ll~ in ;ind tllc e~nployment opportunitjes 
gci:zl . t i ik r I  i n  t!i,c.sc il:,itistl.ics coulif be less than wh:it. i s  
I !  ( 1 1  hc'r :L;-C;IS SLLCII as garruents, tlre asselnbly . . 
( t i  \>:.:iiclS. ( : i l~~iC~: i i ) i ie~\ .  food canning and agro-based 
i r ! C ~ , i i  I I(.,\. (I:cl,e is cori\idcr:tble scope for the elnployll~.ellt 

I I ..$I I i:iciustr-ies cou.Id iiot bc expected to  use 
Iahiir~~.-iii t c~ i i~ i \~c  ~r.cl~riologits. 

i ilc . / .~ I )c '  ~'iotiltl.  th.~ret;)rc. ilaxe a  nix of indmtries, 
>(:iilc hbt>ctl O I I  sripli.iskic;:ted tecl-rnolog!~ and others 
I I l o -  Ho\vever. since a large i lun~ber of 
ill(,! i~:it t.iih> \\ ij!!lri cotnc het-c [ o  take advantage of the 
co::\idci.;lhl;; ! r ) \ \  cr l;ll>o~~.r costs, many of' them o n  
! ? ; L I ; ~ I I C ~  i i  I-c l ikcl?, to nxe labour-intensive metl?cds of 
~>rmJuclion and c,l~c-rosc investments wl~.erc laboul- can be 
~ c .  I 'Phis is one factor which could help 
Lo 3.i; r;tci t I;c l \ i r l c i  0 1 '  i~itlvstries whicll. the government 
i t  I 1 I .  0 1 1  tl?is 1 ~ a s i s ~  withiil ;l pcric:d. of 
:i'><)ijt If' I I I O I ~ ~ ~ : <  ll~.c ; i ~ i i ( ~ ~ > , ~ i , t  or direct en~ployrncnt i t1  

tlle .Lcini. coiiici n;clI exceed 50,CCO. T S  the Western 
C O L ! I ) I  I .ICS d o  ti01 i i ~ t c ~ ~ s i f '  rlt~.ota sestr ict io~~s 011 textile 
procil!~./s. il 1;1rgi'r nu.111ber o r  garnlcllt man~~ . fac t~uer s  
;~lrc:irl! o!:cr-:rtir:g i i i  otller countries \vould be interested 
i i l  coil~ing i?c!.r.. I I I  the first year, if 10 garment 
rnanut';~ctu,ririg r~iiits :ire set i?p in the Zone, a s  many as 
30.(f i#) to -IO.,O(!O lobs could he folind in th.ese industries 
;l!ont. 

.I:itlilion:ill~. ail equal amount of jobs nlny be found 
11 the rcsi ot't be co~!nt  q- as a result of primary employment 
11 the Xonc. These will la-gely bc jn services such as  

i r;in';pc)rt:tt ion. conimunicrttion~, advertising, packaging. 
~;nainrcn:cncc anti the ~~ipj31y of food and raw materials 
and ciitzri.ainn~t:r)~. The salaries and wages paid to  
labour in rkre Ztlllc wc?u!d bend f o  be higher than in She 

rest of tlre cou,ntry, and all  this money wo~1,ld be spent 
h.ere by the Sri Lanka nation.al working in  he Zone. 
I~ldu,stries that want t o  get started 21s soon as possibli. 
will tend to  take the most skilled and talented worl ,xt~ 
from other industries it1 the country am1 to d o  this ilrey 
will h.ave to  pay them higher wages. T11.c rnovemei?t ul' 
skilled labour into thc Zone will open ilp new avenvcs 
of trailling and eniploylnet~t in  olcler establislled industric.s 
i n  the rest of the country. Througli this process. th.c.1-c 
will be mucll. greater diff~tsion of skills and rnidtlle 
mana.gernent expertise. Tlre employment generatins. 
effects of tf1.c Zone in illore than one way wo~ald thus 
tend t o  spread to  other areas in the country and n i l l  1:et 
be confirled to the Zone itself. 

Business a.ctivity i l l  the Export P~.occssii-IF Zt)~-.i: 
would not be limited t o  mant~facturc. Thc S~rilction.; c i ;  

the Zone could progressively increase as i t  clxpanc!s ;illd 
new activities especially in the area of finance, ballliin? 
and entseport trade coulcl emerge. Thc conccssioris in 
the Zone could provide a slirn~l.1~1,~ for the dc\relopn;.cni. 
of these other activities. Foreign goods rli:ty be h:-otrg?21 
into the Zone witl?out peynzelit o f  cu+ststc,lns d ~ ! i ~ ,  i;.,,1, 

trans-shipment, re-exportation, 1-01- rurtl!er pr~:ccssiiip 
for export o r  with ;I view to tl.ltimalc impel-tatic:n info 
the loca l~narke t .  F i rmsopera t i i~gin: i~~.c%oncco~~! t !  
engage in tl1.c as~cllzbly, manu.factut.e o r  the stu~.;rp,c 
of knocked down ccn1pot1cnts in ordcl- to gel rclicI'la.::x!~. 
customs duties and other le\~ics. Since most countries, 
illcluding S1-i Lanka, I e w  \rely higli customs dutics 
and taxes, imports into the Export 1'1-ccessit~g %cnc 
would be free oftaxation,  tariff laws and similar reg~iIuiic.~ils 
which llormally apply to the rcst of tbc country. 

Althoughduties and concessions -\vould a p p l ~ , l o  
firms operating in the Export I'roccssing /:c.nc. thc I:~t;cl- 
u,ou.ld be subject to t1.e civil: commcrci:ll a n d  bali?,!~:p 
laws of  tile country. Th.ese woi!ld inclutic t11.c i-c,risl~:;tic~i 
of cou!mercial and bunking companies. lau  s pertainiiikp 
to  public health, security, penal clTe~~cc.s. ant1 il?c 
preservation of the envircnmcnt, clc. B~tsincbs i~rici 
personnel ta.xcs wocld also bc i~l)plicablc r \ i t l ? i r ~  t l . r 8  
Zoae. Direct revenu.e to [he 1i.cst countrj, \ \o~ll i l  
accrue throv.gh personal taxes and levies S L L C I ~ .  as ;I. ti:rlil!i 
turnover-tax on manu.factuued gc;c;crs. As thc Zc,~it: 
espands, tbese would be :i s1abstanti:iI sc~u~.ce of inrtiiiic 
and  much. revenL1.e could also accr-u,e ft.om turnover i ii re* 
levied o n  the multiplicity of services provided. Ihtiec; 
o n  goods exported fscm the Zone to th.c rest tof' the conru !:- 
become payable when they cress the bound;irits which 
will have to be clearly demarcated. Nol.nially sunx 
kind of  customs ~wvei l lance  C A ~ S ~ S  o n  the pcri$l~\rti>l.? 
the Zonc in ord.er to  prevent srna~ggling and illici! 
trading activities. 



A v:iriety of goods cou.ld be broug11.t into the zcne, 
but this would n.ot include gcods that are ncrrno.lly 
prohibited i n  tl1.c hcst caul-!try. Nal-cotics, da.ngercus 
drugs, fire-alms, explcsives, prccicus metals acd  
precious stones w~hicll. are normallll dcnicd free entry into 
the host country would n o t  be per~nit tcd into t17.c E x p o ~ t  
I'r-occssing Zone,  unlcss these items are requiled for 
ind~rstri:il purposes. Within 1h.e Export Prcccssjng Zone, 
retail trade in goocls rnan~~.facturcd in tb.e Zor1e is prohibited 
a116 even if  suchsales arc allowed they would be subject 
t o  tll-c regulations that w o ~ ~ l d  apply to tll.em in the 
rcst of the cou~ i t ry .  

A n  Export Processing Zone sl~.oultl not be confu.sed 
will1 a free port whcre consv.mcr goods cov.!d be purch.ased 
frce of  customs duties an.d oth.e~- taxcs. The Zone might 
house a few duty frce shops to  cater to tovsists ai1.d 
foreignvisitol-s u~ l~ .o  wou.ld lnake purchases in foreign 
currency. Furthel-~i~ore,  peoplc are not encn~!l-a.gcd 
t o  live in an Export Prccessing Zone unless tb.ey 11.appen 
to  be the owners of busirless entcrpsises o r  are senior 
technical, 1nan:tgcria.l 2nd spccialised perso~lnel. Workcrs 
i~sually com111ute to the Zone and residence is discou.ra.ged 
bccau.sc the Zone \vould not cover ;in extensive area;  
since land values o.rc Ijiglz and it would be wasteful t o  set 
up housing colonies wit11 in tI1.c Zone. Moreovel-, with 
fewer residents living in the area it would be easy t o  
police the Zon.c and n~uintaiiz scc~r.rity. Th.e p r o ~ c s c d  
Export Prciccssinp Zonc area around Kat~~nr!yakc wculd 
be Iargcly ca.rmai hcd for mediuin and s ~ ~ ~ a l l s c a l e  industries 
and I-esitlcntia.1 hov.sing with in the area wou.ld be c1iscoura.g- 
although l?ou,sing colonies woultl have to cclne u p  in 
the adjacent arcxs. 

Benefits to the lrivestor 

To tlre fol.eigl1 investor, tile Export Processing 
Zone offers a wide I-ange of benefits. Most important 
01'these is th.a.1 thc bii.sincssma.n arid trader will find tlrat 
t l~ey  could econcniise on thc usc o f f l ~ n d s  by not blocking 
the111 for the pnylnent of cu.stcms duties, import  taxcs 
a n d  for goods in bond. H e  could take advanta.ge of Icw 
j3rices for raw materi:~ls in world rna~lcets and import 
in bulk because foreign exchange woulci not  be a. problem. 
'The Export Processing Zone coulci have indv.stries 
wit11 r:icilitics for I-eiining raw 1nateria.l~ o r  prcccssing 
then1 further for cxpol.t. i n  s~x.ch. ceses, there wov.ld 
be 311 increase in va1v.e added and  the i n ~ ~ r o v t m e n t  in 
quality would. res . l t  in considel-able saving in fi-eight and 
duty  for the  importing cou.nt~-y if the duties are  leviable 
o n  a specific rather tllail o n  an ad-valorem basis and the 
exporter ~ o ~ l . l i l  gct better prices. The Zone wou.ld 
be the  ideal place for packeting, ma1 keting and labelling 
o f  goods  in  accordance with customers' preferences, 
and  i t  coil.ld be a centre fo r  man.u.fact~~.rers to  assemble 
a n d  prepare goods according t o  specificatici~s for  
particular markets. I t  could operate as a wholcsa.!e 
supply centre and  thereby co~ l ld  help to  redu.ce the time 
lag between the  pla.cement of a.n order zn.d the date  c!f 
delivery. Improved 1oca.l delivery schedu.les could be 
acbieved by firms in the Zone if they carry stocks of raw 

lnaterials and finished goods in ailticipation of orders 
which would be forthccming f1cn1 the hcst coimtry. 'The 
Export Prccessing Z o i ~ e  conld also act cs a shop window 
to attract b ~ y e s s  became it could h:i.ve a pe~mancn t  
exlzibiticn of the  wide raage of gocds it produses. 
Foreign bu.yers wou.ld prefer to opcn vp  agencies in the 
area so  that  they c o ~ ~ l d  keep abreast wit11 the new prcducta 
which are being put  ov.t by manufact~i.rers and a.lso 
endure that  manufactures corlfo~rn to spccificatic~: S. 

Planning the Infrsstri~ctirre 

The experience of a large n ~ ~ m b e r  o f  o t l ~ e r  Asian 
countries shows that the Expoit Prccessing Zone c o ~ ~ l d  
produce substantial rcsu.lts provided fle'xible cccncmic 
policies are put into operation to give invcsto~s in the 
Zone maximurn assistance and facilities. 'Ihe adndnislra- 
tion of the Zone shou.ld be vested in an :itrtoncmous 
agency. 7'he Zone Au.thority shov.ld have over-riding 
powers over other organisnticlls inorder to ei!sur.e thtit 
the infrastrnctu~.e will be qu.ickly mat'ic available. 
It slzould not be faced with the obstacles that 1101m:tily 
confrcnt government corpcr:~tions. Tt shou!d he ohlc 
to operate free of bureau.crr.:tic contrc;ls a.nti take dscisic~ s 
withcut any hindrance and havc the power to get j o l ? ~  
done by other government agencies and departments LII I  

a priority basis. The succcss of the Zonc wtluid largci?; 
depend on the qi1,ality of the basic infrost suct~~l-c  and thc 
wide range of  ancil1a1.y scrbiccs ii will be able to ~ ? ~ - o ~ i d c .  
The Zone authority sho~1.1d be in a pcsiiinr~ to p~-o~.l i lc 
the prcspcc~ive invcstor with ;i ccmplcte record of'dnta 
and other relevant info~riia.ticn c n  invcstmcnt. Tt 
shou.ld have docu.inents spelling o~1.t the finan.cial I:IMS 
and other details pertaining to irzvcsiment in the 
count1 y. 

International private iaveslru.ent today is very 
competitive and it is extremely sensitive to cc,ndition!< 
in the local en.vironment. Thc foreign investor no~ni:iliy 
has a largc n.umber of options and he ivould pr-efer t o  
lccate his industry under ideal ccnditions. It is prcciscly 
these conditicns that  the Au.thority ~ h o u l d  cndea~cu l  
to provide, jn the other words, the quality of the serviccs 
proviied in the Zcne should be superior to those 
ill other locaticns. I t  is fs~~.itlcss to think that foreign 
invcstots wou.ld ccrnc to Sri La.nka regarc'less of 
disabilities a.nd unfavourable ccnditiol-s prevailing it1 

the econcmy a~l lcss  it has scme cc'rnpel?satic~~ in tlre 
high quality of services cffered in the Zc1:e. 

The success of the  Export Prcccssing %cne a n d  its 
capacity t o  attract foreigr, invcsiment frill deyel?ti 
essentially o n  how much p!alining has gor:e into Iccati(,in 
and the  making of the infrastru.ct~1.re. Jtlvcstc~s lock 
far  ahead and  they woiald make a caref~1.l stri.dy of overail 
econclnic policy an.d the genet-a1 cnvircnmcnt of 
Zcne. The:! will examire the relativc adilantages and 
diszdvantagcs of tbe Zone as apci;:st fhcilltics available 
elselvhere. They \vcu.ld, a t  the vezy c~~. ise t ,  c x ~ c c t  a 
basic statement of  yolicy, not cnly  in regard to the Zcne, 
but also, indicating the attitudeof the goverrrncnt t c u a r i s  



foreign investmer;.t, and what safeguards would be given 
to  the foreign investor.. The promotion of the Zone will 
have to involve an cslended publicity campaign overseas. 
There ha.s bsen very little publicity given to economic 
activity here in  the 1cn.ding overseas financial journals and 
~nagazines. Wilhoct publicity, at an international 
level prospective invcs~oss may not know what Sri Lanka 
has to offer and su.ch publicity should be mdertaken yell 
in advance. 

The ilzfl.ast~.~~ct~~.re will liave to be carefully planned 
and in pnrticular !he land earmarked for the Zone would 
have to bc adv,~naagtously located and clearly demarcated 
becausc it wjll have to satisfy a large number of require- 
ments not only at  thc begii3ning but later on. It would 
have to haw pi-opcr tirainage, should not get water logged 
and shou.ld be c;isily :icccssiblc to the network of major 
roac!s: atieq~tate 1;ir:d n11!st be availablein the vicinity 
for housing colonies xnri s;~ltelite towns. There shou.ld 
be ready rnc:lns of access to poits and airports an.d the 
communic:~tii~n n.erve centrcs. Altl~ough a considerable 
arno~int of land inay net be required in the initial stagcs, 
i t  is re:~son:iblc to assi!.me that 30 to 40 l'actory 
unils m;iy be nl~cs:~ting in  the first year to 18 months and 
the initial I;inci area req~~ircd niay be 500 acres although 
at least another 1,500 acres may be earmarked for 
further cxliansion. 

The government will have to  decide at the outset 
whether p1lysirr;l l~I:~llning of the Zone will be entrusted 
t o  the priva.tc seclor or  ~ I I C  govenment dcpal-tments. 
Problcnis faced by private i~lciustria.lists a.11 over the 
Island is the I x k  01' ;: stablc electricity and water 
supply aild cfYicicnt telecomniullicatioi~ facilities. These 
three services wil I have to be given greatest priority. The 
supply oi'elcct!.icity sho~!.ld be good enough so that 
most t':lctc?sies wc;ultl bc ablc to o[:er?.te without standby 
supplies. Tn scgard t o  watcr, a permanent water 
purification sd~ernc 171i1.y liavc 10 be installed for water 
not only to indu.srries bu.t also the housing colonies 
around the Zone. i f  the Z o ~ c  is going to be located at 
Katv.naynke, it  may not be advisable to link it t o  the 
Colombo supply because i t  does not have the capacity 
to meet the requirernerlts of Colo~nbo ar,d the Zone. 
The water supply to  lhe Zone m.ay have to  be based on 
separate purification plrrnts linked lo the Kelani Ganga 
and situated to the north ;tGf thc river. 

Wit11 regard to factory building8 and installation of 
plant, a large n u m k r  of services would haveto gear itself 

to meet the relatively short deadlines for coastru.ction and 
installation given by foreign invt-stors. They wov.id bc 
normally acc~lstomed to sophisticated constr~~ction 
techniques in their own cou~ltrics an.d would bc 
unfamiliar with the niethoc's ~1sec1  here a.nd may not 
be satisfied with the slow pace a t  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 to meet the exactin2 
requirements of the foreign i~~vestor.  As the progi-amanc 
gocs a head shortages of certain ski1Is may occur both at 
the construction, stage an.d later ~ 1 1  for indnstries 
within the Zone. On account of the hemy drain o f  
technicians a'nd skillcd W O I ~ E I S  to thc Middle East, 
schemes may have to be launchcd to train technicians 
of all varieties and pcrsoni)el of middle managcnient 
grades in. order to cater to t l ~ c  skills required for 
industries in the. Zonc. 

The bulk of the equ.ipmen1 alid raw materia.1~ for 
industries in the Zone will have to come through the 
Colc.mbo harbour, elen thor~gh it is possible for some 
part of the light indusLrial I-aw ni:i.terials to ccnie by air. 
This will involve csfficiency at two points. Thcre will haw 
to be a very efficient system of transport between Colcmbo 
and Katunayake, moving raw materials cne way and 
finished p r c d ~ ~ c t s  on the other. What is even Inore 
important is that the scrvices of the Coltmbo port 
would have to be pepped up to mcct the necds of the Zone. 
I t  is clear enough that tbc Colornbo port as it is presently 
organised cannot ca.ter to the neecis of the Zone. Apart 
from frequent labour problilns and managerncnt 
inefficiencies there are also ina.cicqu.ate berlhs and 
unsatisfactory loading and unlnading facilities. 
Additional warehousing space will have to be built 
to handle cargo to and frcm the Zone which would 
probably keep on arrivir~g or leaving cn a con.tinuing 
basis. Furthermore, as Ihe Zone gets more ~o~liisticatcd, 
the bulk of the cargo will either arrive or  leave in 
containerised form and thc Colcmbo port does n c t  have 
a single container berth. All this calls for immediate 
improvement to the facifitics in the port ar:d such 
improvements should be affectcti well in advance so 
that the investor would not have second 1hou.ghts about 
his investment here. He will realise that if he does not 
have excellent Fdcilitics for the movcment of his raw 
rnateiials and finished prodtrcts he \?:auld be at a great 
disadvantage. 





shirt is also priced a t  a.bou?t the  s;me level. A pint of' 
inilk earns the dairyman 40 cents, while a bottle of aerated 
water costs h im 50 cents, and a thl-ow-away ballpoint 
pen is tile ccluivalent of Rs. 1.25. The ri1,ral surplus 
is also pilfered by the cities th1-0u~gh the provisicn of finance 
at  exorbitant rates of interest. Often,, the  financier 
is also a tradcr,  and  thc loan and interest are rccovered 
t'hro~r-gh excessive trading prcfits. The urban. 
transport contl-actor toc,  takes his share of thc spoils, 
and absentee l:irtdlordism is still another methcd of 
siphurling the rural surplus to the towns. 

.It is interesting to  observe th8.t the exploitation of 
the ruritL ccot~omy by the urban, takcs pra.cf.icnlly the same 
forms as the exploitation of the ~l.rban econc.my, in tu.rn 
by tne imperialist ecoocmies of thc d e v e l o ~ c d  countries. 
I n both cases, the econoniic s u r g l ~ ~ s  is appropri:tted 
tllrough the terms of [riide, transport, finance and 
property ownership. Thc rural wbnn relationship is 
a. ruirror image of  tllc urban-foreign relationship: even 
f'riithf'ully copying a phencmencn si:ch I:S the b~-ain 
dra.in. Further, by being n satellite of the v.rban economy, 
which is itself cxploitetl by foreign eccncmics, the rural 
cconorny, i n  spite or its apparent isolation, is dra-\vii 
111.to ltlc niainstrc:im of world capitalist dol11ina.tion a.nd 
;i:ltl e.;ploilo.tion. Our rur;~l C C C G O I ~ ~ ,  therefore, is u 
ciouhly cxi7loitcd one. 

'The St ;~te .  it is 11-tie. has attcnlpteti lo redrcss the 
h;~.ia~i.cc s o m c ~ ~ l ~ a t .  tlircufih instit~ctiollo.l and other devices. 
I t  h:~s pr~)iiioted the growth of c o n s ~ ~ n i e r  and,  to a. lesser 
extent, service cc-operati'ves. I t  11;s spc!rsortd 
co-operarive and rural bznking. [t has curricd cv.t 
measures ofland reform. I t  has instituted State Malketing 
schrrnes. n n d  has guaranteed the prices of  certain 
;igric~!Itilr.al c o ~ ~ i ~ n o d i t i e ~ .  It 11i1s established a. n e t w c ~ k  
of' cxte~lsion and advisory services. It has subsidiscd 
l'ertilizcr i11pu.t~ for some crops. It is also attempting 
to  chalulel fu~ ids  to  the rural areas tliro~l.@h District 
1)evelopment Councils anci decentralizecl budgeting. 
7 ' 1 ~  measures appear quite impressive, bu.t the res11.11~ are 
not. 'I'his is because these efrorls have not evcn tov-clied 
I I I C  11e;ti.t of the ru.ral-urban conflict, nor tr:!r,sfo~med the 
economic re1;itions within the rt1.ra.l eccncmy, which are 
the twin fetteis imprisoning the rural prcductive forces. 
These tneasures, t:iken by tllcm sclvcs. ::re 1:s refc)~mist 
and incffectivc a s  the  altempis to  solve t1:e br;sic 
capital-labour con.tra.diction thro~l.gl1 1uEov.r lax%s, prcfit 
sh.ariilg, diffusion of shares and Workers' Com~cils .  o r  
 he b:~sic imperial-colon.ial contradiction through 
cconomic co-operation, conirnociity ngreernen.ts, financial 
:lid and i~ltcrnational currency manip~1,lations. 

The essence of the rural-urban contr:tcliction is the 
ilomination ol ' the ru.ra1 econcmy by the urban econcmy. 
In Nat~a.e as well as in Society, two mutually contradictory 
cntities ( o r  aspects) coexist as a. unity, because they a.re 
:itso mutually interdependent; bnt t hey never coexist 
;IS e q i ~ a l  partners. One is dominant, the other 
~ubor-dinate. The cha.racter of any phenome~lcn.  is 
essentially determined by the dominant.aspect.o. the 
contradiction within it. Whatever the changes that may 

take place in the mutual relations betwccn the two aspects, 
s o  long as the  dominant aspect reta.ins its position of 
dominance, the character of t l ~ c  phenomenon remains 
basically unchanged. The phencmtncn changes into 
something essentially and qualitatively diff'ercnt, as 
oppcsed t o  mere quantitative changes, only when the 
dominant aspect becomes su.bor-ciir~:ite 2nd the  s~l.bordinate 
aspect becon:c-s tlcminant. Hencc, i f  the rirral-QI ban 
relationship, which is one of b o t h m ~ l . l ~ ~ a l  intcrcie~;endence 
and conflict, is to be qualitatively char,gcd, the rural 
economy inu.st becclne domir~a.nt and the  urban economy 
subordinate. En our  prcsent s i t u a t i o ~ ~ ,  this is the 
only way of releasing o w  riiral productive forces from 
the chains t1v.t restra.in then!. Anything sbort of this 
is only a palliative, and will 1 x 1  result in a fi~ndamental 
t r a~s fo lma t ion  of the rura.1 eccncmy. 

I11 c o ~ ~ ~ l t r i e s   liere re the  ~1.rba.n e c o ~ ~ c m y  has a.n 
in.depe11dent mcmentrl.m of its own and can carry the 
rural econcmy a.long with it,  though as a subordirrate 
sil.bject to its explortatlon, such a fil.ndan~cntal 
tra~lsformation of the u.rban rural rclaticnship may 110t 
be necessary. But in  countries su.ch 21,s OLLIS, where 
the  urban economy is not self-generative, and is 
incapable of further growth wilhout larpe doses of 
fbreign technology, e q n i ~ m e n t ,  inpv.1~ and skills for 
which it does not have the mca.ns to  pay, ir is fast b e c o ~ t ~ i n g  
inert and totally parasitic. 1t must thercforc be made 
subordinate, if the  countly js to survive and not  be 
dragged down with i t .  

Wha t  docs subordinating the u.rban econcmy to 
the rural mean in practice'! I t  means a co~nple te  
reversal of Government priorities, politics, attitudes and 
thinking, in respect of investment, research :ind 
technological innovaticn, cTepl~!:rncnt cif skilled 
personnel, internal mal-keting and the terms of trade, 
l~ousing,  transport, education, health administration 
and cultural activities. It means that  the G o v e r ~ i n ~ e a t  
must organize a trernenclous shift of resources to the 
r1~ra1 economy, a.t the cxpense of the irrb:in econc.my. 
The only r.esou.~-ces that sl~oil.!d be allccntcd to tlie 
urban econcmy are thcse that wo~r,lti serve t hc development 
of the rural  productive forces. 71ie ul.rba11 econcrny 
must be redc.ced to  the stati1.s of a sa.tcllite, the direction 
and pace of growth of  which is solely dete~tniucd hy 
the  devclorinent needs of the r u.ral cccncrny. 

In the field of  investment, the Governmen.t should 
give ave ry  high priority to  rural electrificaticn, which is 
the power base for the cieveloyment of the rur.a.1 
productive forces. The essence of ru.ral electl-ification is 
the  supply of' cheap power to the rural econcmy; and 
o u r  ~i le thods  of generation. transmission, ctistribu.ficn and 
protection will have to  be changed so  as to ruakc them 
as iiiexpensive as possible. The ancillaly electrical 
equipment i~xdustries for the pscdv.cticn of transformers, 
motors, meters, irlsula.tors, circ~r.it breakers, etc., 
must be established and  located, ~vherevcs pcssible, 
either wholly o r  in part i n  the rural areas. Along with 
rural electrification, the other investment priorities are 
agriculture, the manufacture of agricultural implements 



: t i ~ t I  agro-bnsed rural i ndu t ry .  The provisioll of 
krigiitioo and drainage facilities to existing cultivable 
Ii111d by the restoration of village tanks and the 
tiraining ol' s\zrarnps 2nd marshes, must take precedence 
ovcl. I he opening ~1.17 of new land u.nder costly irrigation 
~ f ~ e o l e s  wilicll have a Long gestation period. Investnlent 
\ho~l.ld. :11so t>c directed to  the rnanufactu,re of  basic 
:iyrIcult~:ral iniplcments and ~?nsophisticated eqiiiyment 
1 oragrobi~sccf r.u.raI industries such as food preservation 
;inti proi 'e~sil~g,  s~ lga r  ancl paper manv,f:icturc, power 
j c ) { ) ~ ~ i  icxlile wenving, timber impregnation and wood- 
workin?. distillatio~l of cssentinl oils ;md utilization of 
wilslc matcsiuls Like c0canu.t shells, coir d~l,st: saw 
t l u i i  and orgar~ic refuse. The next in order 01' irivestnlellt 
i>r!ol'itics ilrc ~ f ~ e  ~.egcneration of  the rural fishing, boat 
1 .!iil!ctir~g ~111cl ccrtrmic industries, ancl the provision of 
r l ~ ~ , !  bi~,lls ;111d iri(;en?iilittion facilities for the upgrading 
i l U  rhr: local cut1 le. 

I t  u.o~rId be observect that in this scheme of in.vestment 
priori:ic.s, there is hardly any place for capital jnter?sive 
~ndasr ries bascd on inlporteci equ,ipment and materials, 
!'or cxporl-oriented industries also dependent on. 
['. $ 1 ~  . clgn ' 111;1cI1in~'ry ; I I I ~  subject t o  the  mercy o f  capricious 
i'i)l-rign m a ]  licts. o r  Fort he asscmbl y indu.stries which 
in~i'cjri the major par[ of thei r  finished product. In fact, 
this ;rsscmbly t\.pe ofindv.sti-y is already cln the w3.y 
ciut, clue to dr;tstic reductions in exchange qu.otas. I t  
is nn.ly a ttlattcr of time before every inclustry which is 
!n:ririly ctcpendc:lt or1 roreign illputs begins to reel before 
t f lc  full h l ~ ~ s t  01'1 IIC gathering foreign exc11a.nge storm. 
It is thcrcforc impel.:~tive tlliit the  Government immediately 
~\vitches its irlvcstment priorities a.nd concentrates al l  
i(.: I.eSi)LlfCCs c011 developing the rural prcdu.ctive forces. 
-1I:is j i  tile ~ ) r11 )  wi ly  o f c ~ ~ s h i o n i n g  the impact of the mass 
ri.lr, , t ~ , c h m c ~ ~ i  T > 01' usban workers, and t.he other 
i:o:~i;i.c!t~cnlid clYec'(s 01' [he disiniegrntion of tile urban 
c-c~:l~:oit~:, wl~icli is in l r~ i inc~~t  

1-11 b.ccping wit11 t1.1is overall strategy, the Government 
al:ui;i cttungc (lie priorities, content, methods and attitudes 
in r-rspect oi' research :tltd technological innovations. 
A i l  the available skills and knowledge in these fields must 
R2 h;li.ne~,sed and purposef~rlly directed towards the 
ui?ir:ctive of' initiating a technological r evo lu t io~~  in (lie 
col.inrrysitic. Rescarch scientists, engineers, technicians 
; ;KC! .  other skillecl u ,o rke~s  must be made to  leave their 
laboriitorics, c;Hict. desks, conference tables and 
r.i?lo!i\.ely coml'ort:Lblc u.rhxn life, and to live and work 
xmong thc rural people, e d ~ ~ c a t i n g  them and at the same 
t i ruc:  lenr-ning I'rom (hem. Agricultu.ra1 experimentation 
.mi!.;: bc dotie i r l .  the cul~ivatoi-'s field and technical 
iml.irn~ination in  the vi1l:lge smithy with the full and 
in:c!ligertt particil,ation of the ru,ral people. The 
village must he shaken o11.t o f  its torpor,  a n d  tusned 
i i l r c ,  a1 I~ipe o f  lively discussion. creative thinking, 
tecl~nical innovation and productive activity, by a 
well pl~111ni.d ~incl or-g:~nized invasion of skilled and 
kt1o~vlettgc:ihlc t ~ w l l  folk w h o  are anxioi~s to teach and 
learn ia it spirit o f \~umi i i ty .  seeking, as it were, atonement 
for  their priniordial sin of parasitic existence, and 

~nteltectually rejuvei~atcd b) their d c l ~ v c i  ancc i'rc I : )  r I , ?  
soul-sapping, de -hu~nan j~ ing ,  ur ban I at-I; ce. 

111 the sphere of internal mark.eting. !he csploir:zti~~~ 
of the rural economy by thc urban .n?idd!t lncn ms~st be 
completely eliminated by the estitblisliment o r  a 
widespread n e t w o ~ k  of co-ol:crati~e ninlketittg arlti 
credit institutions, reaching out into euely 11ccli and 
corner of  the  countr). Here. ton, the n ~ ; ~ g ~ i l [ ~ ~ c t c  ot' the 
task and  its urgeRcy is such that i t  citrlno; !>L' i t f l  i n  ~ P l c  
hands of u few Co-operative Inspectois. as h i s  hccn ~ l o r i c  
hitherto. The best organization, inanagcr.iit1 ailti 

accounting skills available in, the rlsban ecc3r:t my. koC!>. 
i n  the Public and  LJrivate sectcrs. must be v:ithti;.;l~v?1 :inti 
utilized by the  Government for {his purpose. We ;12:iin 
come back to the basic theme: th;~t  subordinatir~g 
the urban to  the rural econonly meails t'hs t tlle cream of' 
urban talent. which incidei-tt:~lly is gn.ossly uncicr-uti1iir.d 
today, m ~ t s t  be thrown intii 21, i'i-c>ntaI :I tt:tcEc o n  r ~11itl 
economic backwarcln~ss. A prime rcspu11sii)i lit!; i)i' ?lie 
Plannillg Authority is to  plan. or,qa~l.i;cc ami <iisci.i 
this entire ccmpaign. 

The domination of the town b!, the vlli;!gc. 11 i :~c~ ' c i .  
means more than this. I t  inear1s tfltrt tlrc 111rii1 prciilucer 
must have preference over the urban conswner. ailtl thc 
rural consumer preference over the urbien protluccr. 
Hence the  terms of tr-ade !;.en :hc price re!:mtior~.tiip) 
between rural and urban commodities ~IIL!<~ bc signifi~.:!!~ily 
changed in favo;~r of th.e f'ol-mcr. rllc co~~vcq~rcticr. 
o f  this v\lilI be a lo\vering of the ~tiind:t[cl~ oflivin~r, oT ~vi.s> 
section o f  the ~b~ .ban  con.imimil)~. T!~is rnust t7c 
accepted a s  the necessary concu!ni~nnt !o  the r ; ~ i s i ~ ~ g  a%i' 
r ~ n n l  standards of li\!ir)g. The iioticn o t 's ir11~1It; in~:~.)~1-~i\  

both r ~ ~ s l . ; ~ l  anc!. UI.JK!LI lil'ing s!:!~~cI;trd.i i x .  i n  ( ~ I ! , I .  

present context, only a con'vcnicn t rnyt!~ u,liivJ~ l!i:l,pq 
helps to salve n t roubled ~~ , rhnn  c.orl~c.;er!r.c. 

The r~tilization o t' rcsotr.t'c.rs f o r  ~~.ri>:irl I I ( ; : : S ~ I I F  ilt:il 

transport must be stoppeci. '1 I I C  tlrt1:111 ~ L . ~ T I I ~ > ~ I I ~ .  thy 
itsell', i s  incapable of solviilg eitlicr its housing prohlctrr 
or  its transport p sob le~ l~ ,  the soiutiun to \\~hic.ll l i e s  in the 
rapid growth o f  the rtiral econcn~y.  Ie;!cfinp to :.r c.t:ntpli.rc 
reversal of  the directionof migralion. An). ex~n~t ld~~k~: tc  
o n  urbanhousing and transporf. tit t I~ is~i~.nc!~ir~ ' .  i 4  :i 

misdirection of resources. The cir ies \vi l l l~itvc to I~LT 
with their slunls 2nd shanties unli i tl!c ln:tr)pt.,\\.cl- 
requirements of :I huoy;inl ri1r:l.l ecorlc:.rny r-r.lie\;c 1 i . i ~  

pressure o n  urban housing. For rn:lny !'e;lis io 
come, they will also flave to  sufl'er their bclching );)L~s~S; 
decrepit cars and pot-holeci roads. The iinl\i!lg a!) of t i ~ c  
r ~ ~ r a l  economy thro~igh roatis : ~ n d  c:!r~:t.!s nlusr t:the 
precedence over the widening, niacailaniiring ; i ~ i r i  

carpeting of the urban. highw~iys. ?he movemen! d' 
rural produce mnst have prior it:^. ovcl- ?he  tJlc>VclllcIli 
o f  urban people. Esisting priorities ill cdi?,cttit!i~ ;in<? 

health services too, m ~ ~ s t  be invcrled. II trr-a1 schoolb and 
hospitals must be properly staflbtl u r~d  ey ~!ippcd. icnr? !his 
again has  obviously to be ELI the elpenre oi' 111c trrhur, 
facilities. Teachers and dccrors nlilst he il!clvd<bii in 



in the organized movement of skilled perso~!nei to the 
rural areas. 

A development strategy based on the rural economy 
being the dominant partner necessarily implies a 
far-reaching decentralization of administraticn and 
decision-making. The parasitic bureaucratic apparatus, 
which annually swallovls up half the Government revenue 
and still finds ~ t s  appetite umsatiated, must be dismantled. 
The hordes of file carriers, pen pushers, repolt writers, 
precedence addicts and conference flitters, who are today 
it terrible burden on the country's econcmy, must be 
shifted to more productive pursuits. Urging them 
to work a full eight hour day is beside the point; fcr, 
even if they were to 'work' sixteen hours a day, 
they would sti 11 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 ccnsiderably. It is 
ironical, but probably true, that the less the buleaucracy 
'wo~ks', the less of a weight it is on the national economy. 

All this must be done and still more, if we are intent 
on transforming the present rural-UI ban relationship. 
In the endeavour to make the village p~ilse with a new life, 
its cultural revival should not be overlcoked. l h e  
traclitional 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 cosmopolitanism. 
The lumpen language and culture of the cities must be 
dethroned from their positions of eminence, as part of the 
process of urban subordination. Every vestige of 
urban privilege in evely 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, thcn, 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 bised on urban dominance 

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 economy firmly 
established, mutual interdeperldence beccmcs the primary 
featwe of the rural-urban, relationship. As the rural 
economy takes cff, it will lift the urban economy 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 filrther developmeklt 
of the rural productive forces, econcm.ies of scale 
will beccme both necessary and pcssible. Thjs will 
again require the concentration. of in.dustry, services and 
decision-making in urban centres. The decentraljzation 
inherent in the develorment of the rural economy m.ay 
then come into conflict with the increasing need for 
cen.tralizaticn. Decentralism and centralism are 
not absolutes; the very decentralizatiorl which today 
is necessary to liberate the incarcerated rural productive 
forces, may eventually beccme a dra.g on the growth 
of the urban productive forces. 'Urban Centralization" 
could we1 J be the heretical cry of a future econcmist. 
The movement of the urban-rural relatianship may once 
again demand a reversal of the dominant and 
subordinate roles in that relaticnship. Their conflict 
wi l l  not end until the antitheses between. town and 
country finally d i s a ~ ~ e a ~ s  as a rcsult cf their beccming 
indistinguishable frcm one another. But all this will 
be many, many, years in the future, and we are in danger 
of leaving the domain of the econcmic analyst and 
getting uncomfortably clcse to that of the scothsayer; 
for who knows, the future generaticns of our count~y 
may, in all their wisdcn~, turn their backs on the 
western heritage of unbridled urban i~ldustrialism, 
and deliberately spurn its material benefits in order to 
avoid its atten.dant evils. l n  that event, the urban-rural 
dialectic may unfold itself in our country in an 
historically unparalleled manner. 



Liberalisation of the Economy - 
Ata sssny itz bolitd~al .F,'cono?v y 

h l a ; ~ t  ol' 1l1c tic\,clol,nicnt r~~ocIc.l\ ~li-cscril-c[l rot. the 
Icss iicvclopccl counii.ic,i--vi' ~vl~ic l l  tl:cre :TI-c litet.all!, 
Iluudrei!~ accept ciflicr ; I  strong sqirnc~itaticin of  the 
OCUIIOI I I )  01. ;i ~ i i ; i ~ s i \ c  i~itc~-\eriliori on the part o f thc  
St:ttc i n  3I1ii;)~t ;:I1 : I S I > C C ~ S  o f e c o ~ ) ~ n l i c :  ;ic!i~it!;. 
Except i'ur L L  I ' C L L  ccoi~(\rllis~s. 1 1 1 ~ s ~  (11' l]li.5e have 
\vritleu 0 1 1  tlcvclol~n;e~:t;!I ecc;nc..n?ii-s Iiuve itnl~licily 
ativoci~tcd plcihora 01'  c t~nt rols  ancl r.;l.tioriing. 
;~iniiuntiltg In :I. S ~ I - o n g  (TI-clering of scciet\:. Perhaps 
the pop~rlal-11). 0 1 '  s~1,ch ~not lc ls  mu) Ii:!vc slcn?mctl i 'r(m 
Ihs cxpci-icricc 01' llic U.S.S.K.. eltd ilic I'eople's .Rel:~l.blic 
ol' Cllin:~. in .L,lcvirliiig t licn~sclvcs into Wor lcl I'owers 
of'tlic l'ro11.L l-allk. I-lo\tevcr. t h e c c s ~ s o f s ~ : c l i  develo~~mcnt  
i n  tcr-111s ol I ~ u n ~ a r i  11iiset.y anct st~crilice. i:i tci ms ol' the 
cor~tinuing cicp~.i-\l;~linn ol' h~!man rigiits slid i n  t e ~  ms 
of' the  cvcrloon~ing threat ol' trgr-ic~1.ltu.1-:ri crises 
Iiavo ;tpj);~rmilly hccil ignored. Elven the -\;iist ;ind 
still b~rrcly iaplxcl n;iill.l.a l ~.cso~l.rccs ul' sv.ch cou~ltr iel  
bavt not been taken iil to :I .CCOU.I~I.  Peth;~ j-s thcr-e \\!a> 
also II p ~ ~ c l i o l o g i c a l  Sactor. invc;l\,cd i n  making u retish 
~ t ' s t r c h  cicvclc~pmcnlal ri?c~clcls i n  tI1:11 in sil.ch ii~oc!c.l~: 
thc Econonlisl hccc:nies itnplici~ ly ; I  virtva 1 i!ict:~to~-. 

WIixL h:rs hcetl .;:lit] abovc is 1ncat1ingft:l i n  tlic 
light ol'thc cxperrcnce 0 1 '  S1-i l.a~lk:r, in its efTol.ts 
c[evrlol?t~1cnt. i n  (he  ca1-1! scvcnlics [lie In1 t l i  \\:is \vovc-n 
t1ia.t Sri L.ank:t. was ;I model \vhich 111ost le>s devclnpcd 
countries of' tbc wc~rltl >liould t1.y to c~? l~ ! l~ r l e .  Tn I';;cl the 
tiiiyth \\:as pc~wc~-t'~r l enotl.gl~ a:, to he~i i~tse  tllc Go\ernor. of 
lllc Wor-Id Biink. l'(.>t- he li:!ilecl SI-i L;ir~k;i's c f i i ) ~ . ~ s  ;it  

achicviiir t.ccin.c.mic gro\vtii \\:liilst ;~lso c~lsuring rncrc:ls!nz 
eclu.nlity 111. i r~cc~i ic  t!istl.ilst~lio~i. 111 L:ct a n~t~i iber  oS 
stl!.dics hipllli~litcd Sri L;irlh:l :is a nlocicl (11' i~:cr.c;tsing 
rerIi..;tr.ibi!t ion 01' iricotnc colr[-.li.d \v i l l i  g~-o\v[li. 

'1-1101~gl1 t1ic1.e \\!:!Y i~ j ~ ~ e l l i ~ i y  c110rtls o r  ~ I . ; I ~ S C  J ' O I .  
S1.i Lanha i n  s t~.i l \ ins ~ ] . I ; I I  j.\p;!s tcrrnccl a line halaj:cc 
bet\\.;c.cn g~.owth a.nd i ~ i c t , n ~ e  ~.ecIir~tibutic 11. tlicr-c \ \ ,c~-c 
ccortomists jv110 ~ L ~ . L S ~ I ~ ~ I ? C ~ I  this niytl~. O l ' ( ~ i ~ t : ~ s c  
their- voices \?:c~.c ~i l~r ted .  pcshal-s cvcr: l~u~l?ccl .  F;;I.III!. 
metlioclolog~ l:scci i n  birsic rcse:r~.ch. crl C L ! I ; I I  t l ~ i~ ik ing  
;I.\! lec!. 10 this gr ;~nd 111yth. 

Like !estcrcia):'s i l~sli ic~i\ .  t licsc i l l  lvi-jns rdctls 
c:~pltl.rc L!K niinds of C C O I ~ O ~ ~ ~ ~ S L S  ;!~icl t I1cn k'21i1e ;I\,\ 
1 0  i b i .  PL'I-I~LII?S ;IS I'rc~fi'h:~~. E .  .I. M i s l i ; ~ ~ ~  o ~ l c . ~  
pvintod out,  like ycxic!'d:~)'s iovcis ;.ccnc ~ I S ~ S  \ v r - i t t :  

lirst :~t;d rrcpcllt lalcl.. 2 

On top  o I ' ; I I I  rhis \ ?c  \\.cl.e rri-c>r~.gl) \.ct-c!clecI 10 tlic 
idea, ul'ct.ntr;!l;:,eii plannirig. We [-lac1 a (?Icihora o f  plar~'; 
O L ~ l ~ O \ Y J l :  S ~ S  !'cLl,l' p~;1115. tell !C:ll' !i\;!ll\ i l l l ~ i  lj\c jc11i. 171;:115 

AIloFL1:e~e pI:isis plotttcl bea i~~ i l ' t : l I~~  ii,e !-at11 ;ilon: \vIiich 
the economy woi!ld tr-:~vclse cl~u'ing [lie plnnnin! 
ne!.icii: t;!l.:;~Is IVC!.C 9i.l bc>t!: ' , ~ c . . l ~ ! . ~ l l , v  :i1icl ;ly!.,i!i!, 

ancl u ere put bcfo'ore the j?~l.blic .wi111 .I n.l ; l~i~~il . in~ ( J  i' 
l 'uni re  and solemn oaths of declic;rti(- n.  TI!chc p l ~ r s  
bring to n l r ~ i t l  ~illiat I'rcsSessor Du.d!ey S c c ~ s  ,s;)itl c:~:cc. 
r.cral -, ding \ \ l i a i  lie t e ~  rncd Pseudo 1'lal:n.ing: 

"-l-l-~c biisic 1--,1son \i'liy pseudo ~:!ars : i ~ c  \:rl. i i~:ccil  
arc not al\s;!y>> the same. S(:n1cLiii1cs Ilic lpI;111 i $  little 
more t11i1i-1 a n  ;ippenl for a id  s~ic;n.ing a I:!r.r,rc fore~gn 
e.tchonpe 01- savings "gap". . . . 
" . . . . . : I  plan i.; :L political tiSSC[.- nl~cr-c thcl-c iil-c 
c l e c l i o ~ l ~  a n  clecia~.;~l  : iset . .  . . . 

"Scmetimes the la~il'al-e \ \ i t h  \\I-icl? a ~pl:;ri 'x l o ~ z r i s  
:ire : t i ~ ~ i o ~ ~ n c c i i  is so lou<I t liat oilc s~~.sl:c.cls tl?c p~'b1ic;:tion 
o f  tui.gets h t ~ s  been confused niith ;ichic\lill~ them.'. ' 

H v ~ c v e i -  the \cry statistics ~ ~ l l i i l i  C j L I I .  ECC i n (  1111!,15 
tiseti to prove tha t  Sri L:inka hnd achicvcd a iir!c bt i l i~ i :~ i :  
bel\veen .I'ncome Redistribu~ion ant! Eco~:c.mic gl-owlh 
alsc) rcvculctl evidence which pro~.cd the ol?l:csite. 771i.p~ 
for c x ~ r n ~ l e  the Consvmer. Finnncc S L ! I \ T ~  carried o ~ 7 . t  by 
the Central Bank in 1063 and 1973 I-i.\calcd rllar 
bet ~veen I903 anti 1973, J X I '  cap it;^ co~lhc;lzll>lica of 
~.;ltioncil i ~ c c  i i c t ~ i l l y  fell especially i n  llie ciisc o i  t11c 
lower ~nconie g r o ~ ~ p s :  

C IIANGE IiV T H E  PEN CAP17 A C1OhSUR1kl''l'llOn OF 
J<ArTIOhE,D RICE 

(\Ieasures of ricc pcr 2 r~lvnll~s pcr spcr~di~tg 1 1 1 r i f )  

; n  :rdcirticrii to al! tllis. i!iicrnplo~n~ent ).\as hecc rnil?,g 
!I1~0h~~171 nt' g i ~ i l i l t i ~  p~-opor.ti(;i;s [(:!?ping the cae 

iiiillion ni;rrk. Aricl this unc~u~loylucri t  \vi.s clircnic. 
\semetl  never to cnc!-Ic~. [hcse LVIIO \~,cI-c i l n t ~ ~ ~ p l ( l y ~ d .  

;I is 111 this co:?tcxt t lrat  one n?itst lool; at the 
Iatcst colrcept which 11::s been of i rc t l  as a s o l i ~ t i c i ~  f o r  
t lie cou~-i;ry's i l  lr . I.ibei-aiisatio~~ (IS the ccoric iny. T l ~ e  
c!i!e~tion \r  1iici-1 ~rriseti I ? O \ V  1s \:fhctller tlicIc1n3 libel-alisnt~c!n 
(ir thc cconcmy is ;I C I \  o I ' i l e~pa i~ .  hl.o~rg111 : I ~ O L I ~  hy the 
l'~1i1l:rc oi'p:ixt ~)olicics or- \I htlt 1;c.r. r t is ;I  ~ n c ~ r t .  ~.csiliv'  
nieaningf'ul co~lcspt .  

I t  is a ~~ lean ingfu l  concept i fone  were to lcck at the 
U ~ i ! ! ~ : ~ i ~ ? x i s ~ j ; ~ ~ C > t i i  c(:t.:vc~ \!I;: !-:< 1~1 ;.I ~ ~ S ~ < ~ ~ ~ , ? - ; I ~ ? : I ] ~ ~ ; C  y p i ~ , ~  



I .  I 1  \\lc looh at ecoilorny as a s\stern c:~pahle 
of self-steteri:~nce ( \ v ~ l  Iirn l~mi t s ,  o l  c ~ : ~ i i s c , \  (11c'n we 
l::!ve to  locilc clcscl!: at tlie negative i'cctihilck rneciianihms 
\vhich ~ ~ r - c  built into ~ l i c  ecotic7rii! In  orcier thi!t 1 1  ma\' 
s~lsli~iri itscli'. ['or c\:im!?lc. x,Sio~-tag~s give rise to a 
rise i l l  prices n'liich i n  L~\i.li S I ~ O L L I ~  activ;ite the nepatlvc- 
keclb:ick riicclianisrn oI' inipelling p~.ccIttce~s prcdvc,: 
~ n o ~ e  ol'tlic goocls concernctl \\Iiich in tul-r! \ \ i l l  .iIIc\i;itc- 
I hi,: siiost;ig,e a ntl t.crl u.ce prices. 

Thus ;In\:  me:r~iingi'~!I pI:!nningm[ist t r v  rloI 1 0  dcsi~.ii! 
: ! ~ c  huilt in clrl'cncc r>~ccI~i in i~nis  i n  the cconc.liilc,s!,~tclli 
I~ui  to sll-engtlicn rllcrn :!nd m::ke thcm \\o11i n101.e 
c t'ilciciit ly. 

Wliat I ~ a s  hecn s;litl :;bcve is very ~ i l ~ l l > l c  ei.ollimlc- 
li;c.cr.y hut 11o11c. tile les.; ohi.11 I'orgoLtr~~. 

(11 I'iict \L hat had h:!pllencd i l l  SI-i Lani<a i n  tlrc 
past was [hat  ( h e   tilt i l l  defen.ce rriecliii~iinis t re  
ilclibcratcly :~tropliied h} ill-concei\'cct a n d  ~ i i ;~ss i \ e  
intervcntioli O I I  the 1:;i1'1 ol ' lhe Sl:~le. 

[II  I'iict SL:lte irlterventioi~ clo\\n thc rlscaclcs ~ i i i c ~ '  
l ~ ~ d c p e i ~ i l e i ~ c c  wus r.estl.ictive i n  the esrrenle, ~ ? i z ~ c i i t  111g 
tl.te econ.nW I'si>in I'ii~iclioniag i:sopel-iy. i n  1';ict 
cluasculoting 1 l . 1 ~  ccoricm)'. L.el LIS ti:lic :I few e \ :~n i l ? l c  
oi' ~ I O L V  tlic C C O I I C ? I I ~ ! ~  pot ~ I I I ~ I S C L I ~ I ~ ~ C ' ~  ;IS :I I . C \ L I ~ ~  0 1 '  
jn:lc;sive St;11e i i~~tc~~vcn.t icn.  

Wc h:~vc I I ; I ~  a consuiuies subsici) and r-ntic~rii~ig 
sc l~e i~ ic  n hicli t o  say I lie least hiis hccr; ~ G U I I ~ L ' J . - I : I - ~ . ( ~  L :CI~ \ .C  
When the constl,nier is gi\ic.n rice either I'scc 0 1 -  i i t  :I grcs.\I\ 
.;~~.bsidiscd price, the price mechanism is so  ::lTc~tcd t!l:it 
(lie ~ , I . ~ ~ L I , C C ' I .  Iiiis to be given an incetltivc to proil~~cc.. in  
t lie form c? I' 11. gu:tr-:liitccd price I'or. Isice. 7 his Ibrcis 
t h t  Govern mcnl to buy sonie minil.m~!m quantjt!: 0 1 '  
rice SI-OI~I;I~I~O;LL! it1 order to meei its cc~l~~ni t rner i l s  t o  
rlic cons~uner 1'01. \1'IiicS1 incre;~si~lg ; I I I I O L L I ~ ~ S  of l'oreigll 
t.scb:tiigc have to be iiiade, availublc. This :[Is0 !in!, 
I'ti!.tIicr elTects iln the cc,:rioniy. sei.iot!sl> nfrecting 
C>ovc~.nnlent cspcnci it  ~1.1.e i :~ i  the current i~cco unt. 
c:~i~sir-~g h~!dget;ii-!- deficits ;ind :l.Kecting :id\t.~-sely the 
cosl 01'  living. 71'ii~!s i n  ['act clespite tlie sitbsidics the 
cclilsunlel. is not bcuefitetl for I he go\esnmeiit's desperale 
; L I I E ' I - I I ~ ~ S  :I[ i.sising \ ;~~fficic~it  revcntie c;iiiscs tlic pi.ice 
1-\els to rise c o n l i n ~ ! o ~ i l ~ .  tSii:s i1esti.oying the 

aims oi' the stlhsicl~ sc1iLmcs :ind i r  c:~using the 
government to txtelid tllc s ~ i k ~ i d i i s  :!lid I-ntionirig 
schen7es in :I dcsl:e~atc blcl t~ ~ L : I  b the rising cc.sts oi' 
l i v i ~ ~ g ,  7-hi\. i l l  t t ~ r  n ,  givcs rise !o  I't!i~tlier bt!dgetasy deficits . . 
nn.ti spil-nll~ngccst of living. Here is a clcssic example 
<)l' the oj?posiic ol' the negi~tive feed-back mechanisn - 
!lie posit~vc Ik~'d-b:~cli mechanism \\jl~cre subsitlie5 
anii ~.::tionirif give rise I c ~  grc:~ter budgetary 
cieficits \\l~icli gi\:e rise to ~.isingccst ofliving which in t u . 1 1  

impels  lie g~\~ei.nitieni lo  extend the rationills arid 
\t!hsjdy sclic~iics \\ hich :!gain pive rise to further >vbsid~cs 
:111tl so 011. 

J 11. I'iic(. even t h~:  pir.:~t-;~n teed p~ic-e sclifrne l'cir rice 
has failetl to m':l\c the coirntl.y. relati\-cly ~pcclhi~)g.  self 
.;u.Rcien.t in tile protlu.ctic:n of its staple fcod item-rice 
f ' o s  cfespjt? ti>sl!> ! eo is : ~ n d  more o f  the C i t ~ i n ~ i t e e d  Price 

Scheme n r ~ c l  tlie I . C ~ L I J C I I .  c,\rrij~slon 01' [llc a:eit ~tndcr 
ct11t1~;rtrc:n ; ~ n c i  oilici s u p p o ~ t i ~ l g  serLiccs 1'01' 

n y r ~ c i ~ l t u r i s t ~ ~  we :)I-e still sacit), far- au,ay I'r( rn lke :cia1 
ol'sel C$~~iiicir~:c); i n  the pr-cititlcljcn of' i.icc. . . .1 he 1~:1Sc)ii  

hi. 1 he Su21-antecf Price Schcmc. h e i i l ~  ;I I:iilui-e \\?'as 
tllal aiiioiig cithcr- thinfs tJie / ) I  ice ~ i n d e ~ .  tlic G~~:iraniei.ti 
Schcine \ \ a x  ol'tc~i belo\+ tlic ~l,cili:~l 11iar.k.ct price or  eLCll 
the c c ~ t  ol' pl-cciuctinn. For tlie cc;ntin~iiill> \vide~~ill~:  
U L I C I ~ L ~  deficits [lnrl licsts oi' rcstr.ictio~~s on ltie cconiniy 
have giver rrse L O  spira I l  ilig p l icc~.  In f;:ct. lhe I'allner, 
dcnred tlie most important inl~uls S L I C ~ I  :is ;I ~ .egt~/: irsup;?l~ 
o f \ <  ater 2nd clie:ip [ c i t i l ~ ~ e r  ciclts 1 1 ~ 1  l inci  th::L the price 
~!iic!er- the Ciuar:lnteec! r'licc Scliinie gives him an), 
i;iccntive lo increasc his proci~rc~ion. 

Laite~.ally Iiuntl~-cc~s of' such cx;l.mnlcs ol' sc\,cre 
~-ectrictic~:.; ol' 11ie ccc\i~.c my could kc cnur?ci:~tcd I:t11 
I think [lie pc\ilit h:is hccn tnadc nc.\b. 

l'litir: all the massiv,e iii:crvenlic;ns c:n the 1 ~ 1 r i  oi 
the State ;ii the \\ot.kings ol'rIlc ecc,ni nr!; p t e  s i x  to the 
cmnsculation ol' rfie negative lbctl-back ~iiccliatiis~i~s o f  
~ I I C  econc,my :!lid Icci to tlic opcrr~tic:n o i ' uh i~ t  11~1s t ' e ~ ~ i  
c:; [led positi\e I'eed-back rnecliani>ms \-i liich clropgeti Ihc 
eccinonl!, deeper- :ind dcc1:er- illto the 11ii1-c. 

li' Lve Icc;k :it the ccor,c,m) i n  this I';isliion then the 
teim libe~.alis;:ticn o f '  the ecc ~ic.iii!; hccc ~ilcs 1nea11ingf't1l. 
1'1 dces no1 riiean non-inter\,cntiori (.n IIic J X I I I  ol'tI?eSl;ite, 
i i  does not mean Lo icsez Faire Cn1)itnli';m: i t  means that 
Lhc goveri~~iiciit \v i l  l i i ;ter~ciie i n  the cccnc-niic d'i:ii~s 
o i ' thc  collntl! 111 olclcr to ;icti-vale. sti-cngjhcn and 
1.. . ' .  

O I L I ~ \ :  [lie ncg;iti\,e Sced-b:!ck mcclie~~iams 01' llle 
ecorlomy : i t  mealis Lo steer. the eccr!c.niy \+Iicn ncccss:li !' 
and nor to gl!ide i l  f'o~u:ir-cs 1;): 1:uIl;i;g a l  the i:c-se 
sings! Thiis l i l~er- :~l isa t ic~~ cl' [lie ec t .~ ; rn?\~  I S  no1 to 
ol:en lhc dco l s  uic!e Cns u i.ep,i-ersicn to  the late 
ninc~ec-nth ccntul!. \\lien ca~itnI '>ii i  stctcl cxj -c~cd red 
in roc1111 ancl cia\\;. condenined hy : ) I 1  u,itli a sccial 
conscience. 

Ho~\.e\lei. thc ti.aiisition f'r.rm a ~scxtrictetl a1ider:1~1117~'(f 
cconcniy to ;I. mole 1iisc1.u I J I I ~  h ~ ~ o l , a n t  eca[li-my colr.itJ 
be p:~irif~~I and a pl.i;!setL cur pr-op~:~m MI<: t~lci be 
nece\snr y tu achicve (lie ti.alisiticn to a lit?er-nl:sed 
econcmy peacef~1,lly. 7 his is nc;t mere cconc-mics but 
~lolitlcal econcmy fc;r sul-sitiifs ;rd r;itic~~iiig S C ~ K ~ I I ~ S  
did shelter ;lnd c~isliipn tlie cc P S I  mel- i'~ c m ~ i i c ' c ! c n ~ h ( : ~ k ~  
 lid left Ii111l c!epcndcnt L I ~ ( ? I I  llie s~lbsidics and ixtioning 
scllemcs. The ccnsLi.incr cc.~l.ld I-ccent--- i:o he mig,ht feel 
i t  ~pai1iI'~1.1-lhis sudden t1,alisttIcIi. Tllrs i s  w h ~ !  this articic 
\v:is t~tletl "An c,s:;), i n  T'oliticnl Ecc.~:c n:?". 1'01- 
I'tcrn tlie point ol' \ie\4. t7i' ~?~Iitic;rI C C C I ' ~  1 1 ) ) ~  ;i \\CIS 
thought out 13:;cliage deal 11;:s to be iH'c~cd to the people 
<illring the transition pel-iod. IHiis \\;ill allcviatc thc pains 
of tr-ansition whilst keeping ~:cl~tic:rl st;ibility whicl.1 is 
,I 1 1  i m p ~ r t a n t  ii'the c c c ~ i ( ~ i i ~ ! ~  I?:is to be S c t  n1;c.n the rn:td 
01' :apitl a n d  sell' xust;rini~ig gl.ot111. 
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