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' Economic Policy“in Sri Lanka:
Issues and Debates

. Edited by Saman Kelegama, Sage Publications, New Delhi, India, 2004, p. 522.

The essays contained in this volume discuss
thee hishorical evolution of Sri Lanka's social and
economic policy and the ideclogy and debates
gaverning il. The contributions in this volume
are dedicated fo Gamani Corea - one of the
foremost S Lankan economists of national and
intemafional standing.

Corea played a key role in shaping Sr Lankan
palicy during 1950-72. In 1975 as Permanent
Secretary of the newly created Ministry of
Planning and Economic Affairs, Corea virtually
became the sobe architec! of economic policies
of the nation during 1965-70. In 1974 Corea
was elecled fo the prestigious post of Secrelary
General of UNCTAD, a position he held for 11
years fill 1984,

In an introduction to this volume, Saman
Kelegarna, editor of this volume, and Executive
Director of the Institule for Policy Studies of Sd
Lanka points out

Under Corea's leadership UNCTAD
bacame a hive of intellectual
activity......The codes of restrictive
business practices, multi-modal transpaon,
liner conferences, the charter on rights
and duties of states, the cancellation of
debt by poor countries, the concept of
generalized schema of preferences, were
all achievements of UNCTAD via a
dialogue with developed countries, Corea
was instrumental in introducing the
Integrated Programme for Commodities-
commonly. known as the ‘Corea Plan’-
which was among the finest of his
achievements.

The essays in this volume bring togelher
contributions of 23 eminent econamists and
socid scientisls. The essays in this book have
been grouped under s Parts, based on themalic
IS5UES,

Part | of the book deals wilh development
strateqy and policy. The implications of tems of
raca detencration for the devedopment efios of
commadity dependent economies (in paricular
of Sri Lanka) has been a dominant theme of
inteflectual concerm in Corea’s long and highly
influential career. Prama-Chandra Athukorala’s
anafysis (Ch.1) of Sri Lanka's terms of trade
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from 1948-2002 makes an interesting departure
from Corea’s long-standing pessimism on this
issue. He demonsirates that owing to changing

composition of Sri Lanka's exports following

reforms in 1978, the country's barter lerms of trade
has started improving, particularly since 1984.
When income lerms of trade are noted, factoring
in increasing export volumes, the improvement
|5 even more marked, Conventional analysis of
income ferms of trade factors is based only on
export volumes but leaves oul increase In import
wolumes, which in my view, is parfial analysis.
Perhaps such an analysis including both export
and import volumes could be worth attempling.

One apparent paradox in S Lanka's develcpmeant
experience is how this country, having achieved
remarkable sirides in its human development
indicators even prior lo its independence, could
nof translate this to accelerate its economic growth
similar to East Asian counlries. Late Lal
Jayawardena provides an exptanation 10 this
inconsistency (Ch.4). He laments that the root of
S Lanka's problem lies in emoneous policies that
widenad the ethnic divide. The two major policies
he refers 1o in this context are “Sinhala only’
language policy andinroduction of ‘standardization
of mearks' that made it extremely difficult for students
in urban areas (by implication Jaffna Tamils) from
enbering the university. Failing o do so, they chose
to become the leaders of the Tamil insumectionary
movement of Liberation Tigers of Tamil Eelam
(LTTE). The financing of the resulting intemal conflict
hiad risen to the equivalent of 6 per cent of GOP,
which in effect, replaced the food subsidy (p.95).

Dushni Wesrakoon (Ch.2) points to the mixed
results achieved dunng the decades of neo-liberal
policies based on "Washington Consensus.’ In
fact, perceptions of inequity in access 1o he Doneéts
of market driven policies is argued Lo have been
a contributing factor in heightening social and
political tersions in Sri Lanka in the |atier part of
the 1980s. The search for new answers
recognized the need for a broader set of reforms -
referred o collectively as ‘second generalion’
reforms- focused around the need o develop
inslitutional capacity for reforms with added
emphass (o privale secior paricipation and poverty
reduction. But this, the author believes, may not
be easy lo achieve given the compbexity of the
issues involved,

Late J.B. Kelegama (Ch. 5) laments the dedlining
role of public investment in Sri Lanka's economy
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with the adoplion of free market policies of

derequlation, privatization and liberafization.
Drawing lessons from the East Asian
experience, he shows how privale investment
calls for public investment. The problem with
Sni Lanka however is that of mobilsation of
pubiic revente and is brought out in the section
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Part Il of the book relates lo macroeconomic
policy. In Chapter & D.D.M.Waidyasekera
analyses the effectiveness and efficacy of the
prevalent fiscal and laxation system and
discusses the declining trend in govemment
revenue in relation to gross domestic product
(GDP) over lime, The author critiques the
effectiveness of regular amnesties granted. He
sugpests that careful attention must be paid o
the economic and fiscal aspecis of devolution
to Provincial Councils from the very beginning.
Im the next chapter Nihal Kappagoda shows
hiw govemmend tax revenue to GDP declined
between 1992-2001. He gautions thal revanue
constrainls may cause problems in repaying
both domestic and forsign debl.

Sisira Jayasurya in his discussion on the
exchange rale i Chaples 8, bings out the ‘worst
case’ scenario. He cautions thal if the deficit is
monetized and the cumrency continues o float
frealy, the resulting pressura on the cument
account deficit will lead 1o continuous decline in
the nominal exchange rate. But what if the Sri
Lankan currency is allowed to remain
overvalued? Whal is the ‘fundamenta change
in policy’ he has in mind is not speit out explcitty.

Part lll of the book deals with secloral analysis
of the Sri Lankan economy. Nimal Sanderaing
in his paper (Ch. 9) on agricuftural development
states that debates regarding agricultural policy
issues have been rather limited except in
academic circles. However, mone recently there
have been controversies regarding the
liberaization of rade in agricultural produce, the
removal of production subsidies and the
imposition of waler fax. In this context the
aulhor needs 1o highlight how the binding of
agricultural tarff under WTO at alow level of
around 50 per cent caused distress to high cost
S Lankan farmers.

Sarath Rajapatirana in his paper slates thal

industria policy (Ch. 10) is not a proper response
1o mesrket distortion. In his view, il is better fo
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farmulate specilic intarveniions [hrough
I appropriats instiiutional arrangements, not

through fade policies. He suggests that targetad
domastic subsidy be administered by a public
COMMISSION in & [ransparent manner over a
predelemmined penod. What Rajapatisana misses
15 that a nautral pedicy that uses selective
intarventions in the marka! s also a componant
of indusinal policy and does not connote the
absence of a poficy.

In Part IV relating to employment and labour,
Ravindra Yatawara's paper on labour
productnvity and growth eslablishes a direct
relationship betwaan the two, The study is
unable |o establish total productivity growth
owing to unreliability of Sri Lanka's capilal stock
data. However it is didficult to accept that its
omission ‘'does prevent making misleading
pronouncements”. Could not its omission be
ihe cause of this problem?

The problem of youth unemployment is one of
the very destabilizing factorsin the Sri Lankan
economy. W.D.Lakshiman in Chapler 13 brings
this out very cogently and persuasively. The
author's data reveals a marginal deciing in Sr
Lanka’s unemployment rale since 1590s. Bul
&wen so, as many as 11.5 per cent youth wers
unempioyed in 1936-07 in spite of a dechining

lrend in S Lanka's iabour force growth. An ILO
tissionin 1971 had laid strong emphasis on the
structural mismatches betwean the quality of
available manpower and their employability.
Currently, emphasis is being given o low levels
of capital accumulation and sluggish growth. The
twor kinds of arguments are however nol mutually
inconsisten]. But the fact remains thal even today
on Lanka produces far too many graduates in the
liberal arts as compared lo science, enginearing
and medcine.

Parl ¥ of he book deals with institufions and
govemance issues. In Chapler 15 David Dunham
examnes ihe allemalive views in the discussion
ol ingtitutional reforms and economic liberalization
in S Lanka, Ha stales thal relom is located in the
broader polfiical agenda of paricuar govemments,

and implamentad salectively 1o sarve its
ends. Malathy Knighl-John (Ch 17) too argues
that better results coutd have been achieved ina
rmore elficient instilutional setfing.

The last par of the book (Part Vi) deals with
social wellare. Laksir Jayasuriya’s paper deals
wilh the colonial ineages of a weliare siale. Amala
de Silva presents an overvicw of the healih secior
(Ch. 20). She examines how with the introduction
ol universal franchise in 1931, politicians
determined the supply of healih cara in line with
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the electorate's damand for services. Harsha
Alurupane (Ch. 21) shows how education
mvesimen] appears to have a strong impact on
economic welfare and poverly reduction in 4
Lanka. Buddhadasa Hewavitharana in hs paper
on poverly abaviation calis for mvitalization of
rural development by commercialization of
tarming and rassing of iwestmenl and refumsin -+ |
agncutiure by means of more slable market |
based trade and price policy, locusing of
research and extension on cempeatilivensess,
libzralization of land market and fosiering niral
nen-fam activilies.

The editor of this volume needs to be
complmenied for having brought logether such
a comprehensiva collection of essays covening
almost ail facets of the Sri Lankan economy
from very rendwned schofars from both within
theé country and abroad. The coliection of
essays tells us that high social development is
an enatling factor in economic development. [t
neads 10 serve a social purpose 1o permit
sustainabla economic development, In S Lanka,
growth rates have improved during periods of
peace. Butthe peace dividend has s far proved
to be illusony. Until such times this is realized,
the counlry has lo be content with growth rales
that are much below its pcﬂenu'a:l..

L“



