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WORLD TRANSFORMATION: CRISIS
AND CHALLENGE TO THE LEFT

letrdnction

hl b arld historical chaogs are Taklg

placy-al an geeslersiing pees: the nen-
libzrel secendaney and trpnsfor-
mafnmes of the 970% and TSI bdve
crepiad the eapditians far anew raund ol

Ward. Eronomid cersst dnd social wphad
wals i e 1990, ]

Tnherenr to the changes impnsg:l Ty
ned-linerals was the logc ol saciat palasi-
zation: aver-espansoo ol (osanos and
penl petars apemlatios relecive toopro-
duacsive efivity, leading to ceisia- and

walability ol insekera. foiplhcic b the
uneern develuproental bty and sbuna-
i poker between the rival impecial
Blon wid Ltholikelkbood of g srteapt by
tho 005 teibipoes its military sipreacscy.
Al the relendless dpplivasan of Treo
bt bt capetaliam in Fast Bureps anid the
Lhlrd World oponed chs dooy to bo

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org

Hervam iy B leors Jumied il B2,

—



R TR RIS 1 T 11, R e T e

intersibcation al Western pillape, scoom-
sl By idewnnnrd spitnbwithona end
I eiphr The fuaer remsinns resciiiie
Teo the <enngformrtians of | th TEFs
ond " [98% s aowerid ol belihoened
intzroatinm] ennflicss, setumiliod glaksl
comperifinm ang deenening secial megua-
[iri=e; ribjecties mpmiilind Rps for s oew
ol of sl apnesy sl eershetal £
thespiergeios of new Saciaspaolitheal
apencive phle o insect themuelvrs il th
e srplsive fonrext wadarganie Tadiced
alternativess bl dedse-for the deds in
suctesalally dgtesiens, i mmsk aore o
Erip Swifi she geage-and depthc nlothe
ward-histarien]l changes ol e Fair
decades nnd identiby fhe weak inardics Ta
benk-the chain,

Tromfwromadioss of the 170 s apd | 98NS

The 197078 aud (980% meye pgeciad af
he ovo-tiboraleouabsr-reyahibien threugh-
ot the wathd. Ty mach:ne eums and
death =pinda in the Sncth and hy noeae-
winp clectere] regimes nod constatticm
L'f]:l]'-f::ﬁil.'!ﬂ im the Moerth, public ]'.'L'-Ji.-.i:ui
et i mokian fae prneess e n -
tian of inssme arthe tnn, menginelizalion
er the bottom dod abdimZeion. 5ad
impotezive i s middls: S sranpmic
structugss maotod i fmaveial porses and
inbuarie unal cotporations inxed tneach
wiins theowoh privats elecibonie cirovitr,
unclermueed donweanie: marksts, shifred
gtate aubaidiee from welfpes prigrams o
garizliring private capidnl Inses. Iacsa.
sinply, Eapital tormed Trem prodoiiiva
periyities bo sperolalicn do (hs se-callod
services, pithiebne e slats sud (botoasiip
wealin ha des dloing lebowt ead Ledra-
ducing ¢ ovkiung techiale ey The eperonls-
b o scalled  poed=linduareial eagisrg™
whE, e maere tald by 15 spokespeEmsons, d
Liphot ships of eapite Bam, fmmune to the
ceisc nadl oecles af “=nshiec imdlusinal
scTEL,

Aoceacpauying the ner-libsrel canntsr-
revulyrten aid thesace Sdpacs of apemila-
L = fiogiGe vepitgl waa the incoraged
roce befaeen she three majnr canitacist
oana = o mamps b HvE supesanty;
for Ao oUn et abons afimpenal blacannd
v beneteate And exasnd nomarkers nf
carnieptitoes, T he reviszlofinter imperind
rEnlfiss between capitalist coonirics
renbived the bi=paler voidle] belwetn rhe
B i Lhe Savid Enlan. The morld
mazrkuthicanse L battheficld of the rival
Insperiel bleca b the mid- 2060%,

Tr= dikard transfozmzatlon of che
pm\'i_mla decade wus the dI:Lul-:g-.'ur'.m af’
Stalinism, the méacginslizalon of U ef-
mmsintisk oppualiioln aad he scendapcy
ol the aco-liberal reginss dhrmaghas
Fastrn Bubgpe and many of che Soviet
g wblica: The demiseod Bialinism hacd 2
duzlefTeet of weskeniop rhe arnde wd il
apperluziiies Tob- gati~eanitalist
moveiaenteim the Third Woarld and
ppelag npotheir econamies ke cdpilatial
pitlage and penerratinn; 0= wiond, calead-
i_'|;|;g rhe gomaim ol Wesletn hepsnea®,
The ntker side ol Lhi: diaiceteaT Stadsise
collapes, hawsver: s vhe #z2etispie
oppnctamity dir nestacch 1A fenstraction
ofnew mvrmoilsand visices ol demoer-
i oilechivis i sgsinat bl the irean-

The fifth trmsfrrmazion was o colizral
trars fartmton renfet in the practices and
iduadagy ol r-llbazadiarz: ootk oo fiad,
the heliel bzl " growd wass o] ™ el upeerasl
rektinility alany caast wesrs [Ds marchmyg wnes
of |:||_'r_|.p‘|'|:'ﬂr, won e mther hand, merensess m
the police i ertlorey Uie insubslon Auge-
cepation of r'h:-'. wenllh from the slecuying 1ife
il the pois. The Thind Warld was inaparied
o s b ar dlafd of the wost aagsie ilopal
mmigranls o e tuper aaplivisd Al ikl
bl the oemopal Tevels' iF raprachiczion;
the grire i w class, ol bonllne peopls s
roa] carste cnpidn! hecnme the center of cap-
b sy laios dod sealthy elonicg ndis-
Ei.'dﬂ.ﬂ.tlitd.i:-ii:ll,s {1TF

The trasshorcrentions thisd ook place in the
1970% and 19580°y have Jefit a doep mark on
the structiures of the state, clayses, ectnomy

cratie autaoritarinaism of Sralinisoo pod
Lew. pitlapee Bl vielstes:of the ®free
(TR W

The teurrh tromsbormntion wos the
cetcason o ebosiural oo Lo et
arcad of the Laird Wotld and Solrbola
aipd Hastoyn Burops poesldadly poled by
milieary Tepioes Aol one part® dictnoor-
plripg, The procsze dutibhed b the mase
mediaac M rransirians o dsmocTnce T, wan
mrgEly. ins=red An puchémitaren et
struchires nmd =litse nea-Theril ecrnimrie
systeme that immsdia Ty wnd Lelinibivel
defined the aolitivel Giononiie gicoda
The electoral r=gimes were desipned tis
priavide hepitimady o thd meo-liberad
racidel, Wektern pillape of thewmaimomicy
aad fhs valsting slale alowsiires.

ang eubtore; industriad worket's have been
trapsformued into self-employed or low paid
servier wirkers; indusiriafisis replaced by
Fimanciers and specslstors, copilicers by
investment advisors; the poor into stroet
people. The state no longer defends capital
b aliopating expenaditures Lo social welfare;
its role is more ditecty tied to swcializng
vaprial losses and privatizing weofitabie
public enterprises. Bronomy is inreasingly
Moating on a mormiain of debt and cradit
fimanesd consummption.

IAe sisth Lansformation of the 157
and 1950 was Lheworld-wide idealom-
val and political integration of the tradi-
Ll doeiz 1 dem roratic and Cnmmuaist
Fatties Foothe ‘nen liheral prasscl’ sl
the comversinm ol many-of the ax-lftist
nf the 1961% o the semc process, From
Bancaern Furnpe o Soutk Americs; fom
Paris to Bareclong, Warsas to M anngns,
T e =ttty oo d the celebrarion of
e mackal as the most: sffident mecon-
mmm [ior Orpaid e The Seanomy — even
ae their seeatecs webs disintegrating
wheder Hes Rammsr blows of the marked
The infergration znd’ subvnlpation of
the erarlitional parlive and the flight of
Lha jadcieeraals from the mrvements
Lk luatitnies, stremgrhensd ruling clos
Buprinutf ated ereated niremendogs gup

Teonom|c Roelows June Tuly 1852,

Digitized by Noolaham Foundation.
noolaham.org | aavanaham.org



between the political-electoral intellectual
class and the mass of victims of neo-
liberal economies,

The seventh transformation was in the
area of personal values and relationships.
The informing principles were derived
from Hobbes: “war of all against all”,
Personal power became the supreme value
of both elites and their supposed adver-
sarics. Social solidarity was stigmatized,
disdained orrelegated to marginal groups.
Privatization of life increased as public
conditions were degraded and outsiders
were brutalized Personal interchanges and
friendships were replaced by impersonal
exchanges and instrumental relations;
universal distrust became the higher
wisdom, Calculation and manipulation
replaced spontaneity and solidarity. The
ideals of the ruling class speculators
found expression at all levels of the
society; drugdealersimitated speculators.
The image of passive subjects at work,
mindless objects in politics and spectators
of media (sports, sex and crime) in leisure
become the mass cultural reality of the
1960%.

Living

Love became sex, sex became exercise,
exercise became fitness, fitness became
food; all became commercialized. Freud
was harnessed to Adam Smith: the drive
for sexual expression was dissociated
from a broader personal and social
context; the ideal was isolation, physical
power and affluent surroundings. Psychia-
try turned to “stress control” instead of
studying the stress controllers; the
polluters of public places subsidized the
managers of private feelings, Private fecl-
ings of frustration, impotence, frigidity
were dissociated from the impersonal
and personal forms of control, manipu-
lation and trivialization. Depression
became a way of life; and isolated,
impotent routinized life devoid of sponta-
neous relations and authentic affection.

Crises and Transformations of the 1990’s
_ These transformations of the 1970%
and 1980’s have, however, not ended
history. On the contrary, they have set in
motion immediately in their wake a new
set of challenges, conflicts and crises that
define the conditions for revolutionary

o

stamdards in Africa—an all times low?

politics in the 1990’s, In the subsequent
section, I will proceed to identify and
analyze the nature of each of the impend-
inig or unfolding crises and transforma-
tions and conclude with a discussion of
the challenges and opportunities they
pose for the left.

The transformations that took place in
the 1970°s and [980°s have left a deep
mark on the structures of the state,
classes, economy and culture: industrial
workers have been transformed into self—

“employed or low paid service workers:

industrialists replaced by financiers and
speculators,. engineers by investment
advisors; the poor into street people. The
state no longer defends capital by allocat-
ingexpenditures to social welfare: its role
is more directly tied to socializing capital
losses and privatizing profitable public
enterprises. Economy isincreasin gly float-
ing on a mountain of debt and credit
financed consumption. The class structure
is increasingly polarized between an
affluent 15 or 20% who operate through
private circuits of education, health,
communications and transportation and
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and seek private solutions, Nonetheless,
the crisis of post-industrial capitalism
and the wide net of social classes affected
adds bank depositors, homeowners,
skilled technicians to the large numbers
of former industrial workers, imigrants,
minorities and women adversely affected
by the privious of capitalist “restruc-
turing”. The crisis of post-industrial
capitalism has created a very skewed
polarization against itself; the breadth of
the polarization, however, is also marked
by the heterorgeneity of the forces that
make it up and the variety of sites in
which the real or potential conflicts occur;
work, housing, credit, (repossessed)
consumer goods etc. The challenge for
the left is to start with an understanding
of the new classes created by the neo-
liberal restructuring and the different
points at which the conflicts emerge. The
most difficult task is to fashion a program
that brings together the victims of the
first wave of capitalist restructuring with
the second, the former victimizers turned
victims. -

The programmatic challenge is to
fashion an alternative that avoids a return
or recovery of the “service economy”, as
well as a return to previous high pollutant
“industrial society’ one that links high
technology of the post-industrial society
with low pollutant productive industries
of industrial society. The crisis of post-

‘industrial society, at a minimum, has

destroyed all the illusion about its stability
and security; for the left, an historic

opportunity to pose an alternative has
emerged.

The fifth crisis of the ninctics is the
declining legitimacy of the electoral
regimes and processes on a world scale.
The electoral regimes tied to neo-liberal
global political economy have profoundly
alienated voters everywhere, East and
West, North and South. In the last
Congressional elections in the U.S. only
36 percent of the voters turned out. In
Hungary and Poland, the so-called new
democracies, attract a minority of potent-
ialvoters - as the socio-economic policies
of the electoral elites inflict terrible punish-
ment on the voters. In Colombia, less
than 25 percent of the electorate vote, less
than a third in the totally corrupt Mexican
elections and similar trends are evident
throughout the region, as the electoral

for the left.

regimes betray the pre-electoral democra-
tic promises through harsh IMF style
gusterity programs. Similar voter aliena-
tion is evident in Western Europe as the
differences between the traditional left
and the conservatives converge on the
neo-liberal agenda and the Communist
Parties shrink in the face of their incapa-
city to respond to the new conflicts and
crises. Majorities everywhere have con-
tempt for the bourgeois politicians who
are correctly perceived as corrupt and
responsive to the established powets;
muss media campaigns to stimulate voter
participation are ignored. The soccer
matches attract more attention than politi-
cal campaigns. They provide the distrac-
tions {rom the political deceptions, econo-
mic insecurities and hardships resulting
from policies of the political elite.

The gap between the military-ideological
power to impose free market client regimes
and the incapacity to sustain them means
that the U.S. cannot convert military domi-
nance into hegemonic power': it means that
the ideological power of the U.S to overthrow
its adversaries is quickly eroded as its poten-
tial clients discover that there is no economic
support behind it. This is clearly a crisis of
the “new order” that is an effective opening

As voter abstention and alienation
increases, the legitimacy of the political
system is seriously eroded: who can
believe in the representativeness of a
Congress elected by a plurality of I8
percent of the voters (as in the U.S.).
Clearly, the electoral abstention of the
popular majorities exposes the elitist
nature, the non-representative nature, of
theeletoral process. Even bourgeois social
scientists “explain” that it “costs” 10-20
million dollars to elect a Senator to the
U.S. Senate. With mass media, party
financing and state regulations severely
restricting electoral choices and party
visibilityin elections, it is clear to growing
numbers, perhaps majorities, that electo-
ral parties and campaigns are not the
means to redress grievances, let alone
bring about change. It is becoming more.
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mass murder machines become routinized
under electoral facades, they become
acceptable and legitimized in the Western
media. For the electoral regimes far from
dismantling the murder machines have
provided it with a pseudo legitimacy and
impunity for past-and present crimes.

The moral disintegration of the West,
its acquiesenec in the ‘crimes apgainst

humanity in Central America is the

prelude to the mass media’s active compli-

city in the mass bombings of the cmes in.

Iraq.

The liberals, Social Democrats and
Christian Democrats have abdicated their
moral responsibility through their compli-
cityin magsterror and state disintegration
of the Third World. This moral vacuum
creates an opportunity and challengé for
the left; to inform the moral conscience of

the people and to formulate new moral

standards that destroy the techno-
imperial myths. People everywhere sense
they are being lied to about Central
America and the Middle East, even if
they cannot smell the bodies burning or
see the eyes gouged out. They know the
U.8S. is not innocent when military offici-
als on the U.8. payrolls murder Jesuits.
They know that B-52 bombers drop
bombs that destroy entire blocks of
housing, not just military installations.
The challenge for the left is to activate
that moral conscience to renew sensibility
to the crimes of the murder machines; to
fight against the acceptance of bureau-
cratic routines of mass killings.

Social disintegration has spread widely
and deeply in the U.S. and Europe.
Homeless people proliferate everywhere,
‘What a decade ago was seen as excep-
tional has now become routine. Entire
generations of young people have “no
future” in the dead end, low paid service

" sector, less in high tech industries. Entire
neighbourhoods are condemned to drugs

and crimes and early death or are taken

over and demolished by rentier capitalism,
Increasingly, the disintegration impinges
on the middle classes, as they lose hold of
their precious possessions, health and
educational awards and their own employ-
ment becomes precarious. A deepening
recession can become a great equalizer
between the lower and middle classes.

But disintegration does not necessarily
lead to leftist radicalization or the “inevita-

bility” of social upheavals. Downwardly
mobile classes can resist their downward
mobility by ever more clinging to their
marginal status differences through racist,
exclusionist or chauvinist politics; violent
frustrations can turn inward toward the
household and self; individual assualts
are as likely as collective uprisings. As the
neo-liberal model crumbles, the strategy
of the ruling class is to ‘insulate’ itself
from the rest of society; more police,

~prisons, judges, more security systems,

private police and armies. The “bunker
mentality” at the top, with its television
towers, mass spectaculars and overseas
wars to distract the masses or externalize
their aggressions. But even here the dia-
lectics of opposition emerges; the mass
spectaculars turn into street wars; the
conscieusness of the returning soldiers.to
the ghettos harbour deep resentment after
‘serving the rich and returning to poverty;
theimpact of media propaganda repeated
too often, in too many contexts, loses its
effectiveness.

uprisings.

The world emerging from the neo-
liberal model resembles less John Stuart
Mills® liberal utopia than the Hobbesian
world of “war of 2l against &l1”. Contrary

~ to Marx, the saciety of self-organized

producers will not result from the “sociali-
zation” of existing capitalist economy.
What relations do the millions of uprooted
by speculatwe capital have with stock-
markets, leveraged buyouts and office
buildings? Socialism will not and cannot
grow' out of capitalism that atomizes
producers and destroys communities and
breeds passivity and individual vielence.
Against the economy of pillage, there is
little to build from to a new society. Its
sites ol economic activity are not the

arenas for popular organization and

struggle. On the contrary, the organi-
zation and struggles begin outside in the’
streets, assemblies and communities that
encircle the sources of pillage and prepare
to take over and uproot the institutions
of pillage and the “hot air” industries that
surround it (lawyers, publicists, market
and public relations experts etc.)

Marxism’s relevance is built on the
notion of class exploitations and class
struggle. His ‘scientific’ discovery of the
contradiction between social productions
and private ownership became the basis
for his dialectical notion that capitalism
creates the condltlon for its overthrow in
the very forces that it creates to reproduce
itsell. What I am suggesting is that the
algebraic symbols, “classes” and “class
struggle”, are historically and socially
determined and specific to each phase or
type of capitalism. In the present phase, it
is not only classes of workers and capital-
ists that oceupy center-stage, but a mass
of uprooted young people with specific

Disintegration does not necessarily lead to

- leftist radicalization or the “inevitability” of
social upheavals. Downwardly mobile classes
can resist their downward mobility by ever
more clinging to their marginal status differ-
ences through racist, exclusionist or chau-
vinist politics; violent frustrations can turn
inward toward the household and self; indi-
vidual assaults are as likely as collective

gender, age and racial content that con-
front a concentration of "fictiticus capital’,
that this “class conflict” takes place not at
any particular productive site (the factory
or industry) but throughout the society(in
homes, streets, stores, culture etc. In
which fictitious capital operates) and itis
a total struggle in the sense that the
survival and reproduction of fictitious
capital does not depend on healthy,
educated workers {(as was the case under
industrial capital), but in the continual
and deepening marginalization and
perhaps, in the most extreme case, their
physical elimination (through disease,

. malnutritionin the South, through drugs,
. jails and local wars in the Notth).

Cont. on page 12
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'THE BENEFITS OF A NATIONAL SHIPPING

| M. H. Gunaratne L

A national shippinglineis auseful require-
ment for any country. Developed coun-
tries which are mostly in the category of
traditional maritime nations have conceptu-
ally a broader nterest in national shipping
Tinesthan developing countries, The develop-
ing countries require a national line basically
to lift their imports and exports and function
as a stabilizer between stronger fleets of de-
veloped countries. National shipping lines
have been reoogmsed by international rules
‘and conventions in dcference to the greater
social response to the cause of these lines.

The United Nations Conference on Trade
and Development has already obtained werld
concensus on the effective role of national
shipping lines with its far reaching policy of
40:40:20 cargo shipping rule in iniemational
trading between countries. This confirms the
cross trading potential available to all linies in
addition to the sharing of their own naticnal
cargo.

The developed maritime nations have

been engaged in cross trading for along time

‘and their interestin national fleets is to sustain

thisinterest and additionally provide employ-

ment to - their nationals whilst catering to

political and military interests. To this extent

the interest in their national fleet is broader in
. concept.

The importance of a national line of a
developing country is better illustrated in
“achievements than by theoretical presenia-
tion. This is a better yardstick to meet the
criticism of certain self interested people who
propound various theories against national
shipping of developing countries.

It is proposed in this note to bring out the
direct and in indirect benefits of the presence
of the Ceylon Shipping Corporation to the
country during the last 20 years of operation
particularly recounting the vistas opened by
thelineand the contribution irl the movement
of Sri Lankan cargo compeling with other
lines, Shipping cannot be treated as a factory
operation. There are many exogenous factors
that affect an internationally trading ine. The

Manager -Research & Development

rising cost of chartering, volatility in bunker
prices and currency parities, the trade imbal-
anices duc to change of demand are examples
of exogenous influences. The usefulness of
national shipping thereforehasto be evaluated
inanentirely different perspective, C5C whilst
confronting these had 1o struggle with local

‘expenses. This was particularly evident in the

delivering value of the Sri Lanka rupee against
hard eurrencies, In 1986 US Dollar fetched
Rs. 28.5 whilst in 1989 it was Rs, 40.0. The
Japanese Yen oonunanded Rs. 0.18 i in 1986
and Rs. 0.28 in 1989

The start up of CSC under a system of
cargo protectionism was not expected to be
inimical to the economy. In fact developed
countries still operate cargo reservation
schemes to ensure cargo for their national
lines particularly movement of ‘aid cargo,
militarycargo and to ensure aversatile national
crew a very valuable requirement to them.

It is understood that the French Govern-
mentcargo is lifted in French bottoms and this
is also so for certain German cargoes. In
reality USA is one of the main proponents of

‘cargo reservation in the world as 75% of all

US food to developing countries has to be
camcd in US ships.

I the above circumstances developing
countries arenot alone in cargoreservation. In
most fields developed countries pﬂ}\’ldb the
lead. .

.. Freight rate policy of a national shipping
line is of tremendous. significance for the
future prospects of exports and earning of
foreign exchange for the line. On the basis of
commercial principles a line is not obliged to
lift any commodity below its marginal cost of
operation. Promotional rates also should be
above themarginal costof operation bulnotat
the highestend of the schedule of rates. When
competing lines only prefer 1o lift high rated
cargoes, the national line cannot bargain, the
future of low freighted cargoes. [tisobliged to
liftall cargoes for the sake of national interest.

Flexibility in rating policy is a condition

aspired by anational line for dedicated service -
to the nation. This could be only financial base
of the line. If the lines are unable to ensure _
operational surplus a flexibility in rate struc-
tre cannot be expected. CSC however hasa,
proud record of providing freighting eppor-
tunity for a wide range of products due fo_

operational surpluses.

A National lines freight rate structure is a
vital instrument of policy. Proper handling of
the commodity liftings would enable her 10
divide the impact of ‘freight ratc increases
between buyers and sellers. With regard to
some commodities, the burdens of increase -
could be passed on to the buyer. This brings
us to the concept of elasticity of demand
which if properly handled with apprepriate
niegotiations with seller could ensue consider-
able exchange earnings, The national line will
provide this opportunity to sellers.

On the subject of freight rate it should be
emphasized that National lines ensure net
foreipgn exchange savings, Over the 20 year
period vnder exchange savings CSC has a
proud record saving a considerable amount,

At present there is a general tendency
towards liberalisation of trade and services
including shipping and withdrawal of subsi-
dies and protectionism. This general tendency’
has been accepted by certain countries but
certain others had not. If this is the position
again the equation will be unbalanced. The
effect of the Corporation’s activities un-
doubtedly assisted the port in its modernisa-
liont programme.’

After operating a conventional services
for a decade in the 1970's the CSC was
bounden (o intreduce cellular operations to be
competitive in international transportation.
When other shipping lines were reluciant to
use Colombo for container operations CSC
initiated such a operation with the Neptune
Crient Lines of Singapore in the UK/Conti-
nental service. OF this initiated extension of
the QEQ for container handling, CSC pro-
vided the port with assistance additionally in

- Cont. on page 12
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This paperis an attempt to explore the
dynamics of ethnic conflicts, the actors

involved, and issues raised by contending :

groups or parties in three countries,
namely: Indonesia, Malaysia and the
Philippines. Moreover, general recommen-
dations were suggested varying from

political, economic and socio-cultural -

measures, It is hoped that this paper

would reflect the needs and demands of
heightening ethnic and racial conscious-

ness and the growing social diversity and
cultural heterogeneity of the masses.

Commonaiities and Differences
of Ethnie Conflicts

The dynamics of ethnic conflicts in
Indinesia, Malaysia and the Philippines
can be characterized as problems of politi-
cal integration of multi-ethnic societies in
a nation-state. Conflict arises when the
State, as a political unit and an insturment
of socio-cultural cohesion, attempts to
establish to modern and integrated politico-
economic system, usually bourgeois and
capitalist-oriented, in complete disregard
of parochial parameters of the smaller
self-identifying communities whose social
formations are asymmetrical to the capi-
talist mode of production and where
cultural differences persisted from that of

- the dominant culture.

The effort toconsolidate and assimilate
the diverse ethnic groups in these countries
under their respective governments is one
of the more formidable challenges facing
the strivings toward nation-building. The
problem of integration of these multi-
ethnic societies is intimately linked with
the conflict processes that have to be
tesolved at the roots rather than pallia-
. tively settled by accommodation,

However, cases from the three countries
indicate that conflicts borne out of ethni-
city and cthaic consciousness have been
conveniently and effectively used by the
ruling elites to perpetuate a narrow ethno-
centrism and blind chauvinism serving
their economic and political interests,
thus sharpening the tense coni'hct sltuatmn
in each country.

In the Philippines, the political elites of
the Christian dominated governiment have
used “developmentalism™, as a moderni-
zing project and ideology, to homogenize
all the diverse cultures-and identities to

give way to a totally secular social order

defined within the parameters of capitalist

development and progress. This created a
uniform spread of commercial values and
conspicuous consumption based on
Western, specifically American, lifestyles
and the hagemony of the market. It is

‘assumed that the universality of the deve- ;

lopmentalism, as a culture, serves the

greater interest of “nation-building” and

“national development”,

It is further assumed that with the
developmental paradigm, ethnicity and
ethnic identities will wither away as an
anachronism, self-destruct, and yield the
diverse cultural terrain to the modern
State and modernizing missions. Tn other
words, secularism of the State is intended
to remove all diversities and undermine

1n Cordillera for instance, the attempt
to construct four dams along Chico River
Basin and Pasil River aimed at providing
1010 megawatts of hydro-electric power

- for electrification purposes of northern

Luzon would mean the displacement of
more than 100,000 people belonging to

 various ethnic groups, submersion of
fertile agricultural lands, burial grounds,

and ancestral lands. Moreover, the conver-
sion of their ancestral domain into &
logging area by virtue of a logging conces-
sion granted to a Marcos crony would
disposses the Cordilleran minorities of

; thelr OWn TESOUICES.

The State’s expression of ethnoqénti’ism
through its technocratic view of develop-

~ ment denies respect to other identities, its

culture, and ways-of-life. The process of

allegiances of ethnic groups based on
religion, language and culture and create
conditions towards a post-ethnic cons-
ciousness,

The superimposition of -devclopmcnt

programs and projects conceived by the

Christian majority, rather than accelerat-
ing the integration of the Cordilleran and
Moro minorities of northern Luzon and
Southern Mindanao respectively in the
national polity, engerdered a deep sense
of alienation from the system, the State
and the nation, The attempt to “moder-
nize” the so-called primitive cultures of
the minorities failed and instead ossified
cultural and ethnicidentities and provoked

ethnic conflict and communal violence.

hastening development through straight
jacketing and steamrolling all opposition
to its own view of modernity is not only
chauvinist but faseist. This process simply
precipitates violence and ethnic conflict.
It is to be noted, moreover, that in the
process of subjugating Cordilleran identity
and autonomy the Christian and accultu-
rized Cordilleran elites managed to retain -
vastsecular, both cconomic and political,
power and control over vantage pointsin
the State and sconomy. Ethnic conflict
was used for the purpose of centralizing
power to the elite class and eroding the
effectivity of major indigenous institutions
{bodong or peace pacts) in which the
people can participate in decision-making
affecting their own future and destiny.
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It must be noted; however, that the
nature of interna! conflict in Cordillera
and Moroland are of different complexion
although rooted in the same source - the
political: and economic disenfranchise-
ment of the minorities over their own
domainin their ownindigenous way. For
the Moros, conflict has been instigated
and perpetuated by the national govern-
ment through internal colonialism.
Policies of the government which encour-
age Christian Filipinos to intrude and
exploit the Moroland for the interest of
the national government have been per-
ceived as unreasonable and a form of
colonialism,

On the other hand, the Cordillerans,
_who are in the process of building a
nation of its own as a result of govern-
ment’s neglect over their welfare by virtue
of their geographical location, perceive
that the development efforts of the govern-
ment arc an affront to the indigenous
peoples’ socio-economic, political, and
cultural inteprity. In other words, the
majority - minority dichotomy in
Cordillera is largely a case of the super
imposition of the national government’s
policy that serves the interests of the
lowlanders rather than the highlanders.

For the Philippine case, the minority
and other dominated groups are often at
adisadvantage under the present arrange-
ment and find themselves being made to
conform with the requirements of the
-ruling ethnic majority or of its narrow
elitecomponent, Thus, in order ¢o preserve
their identities as distinct peoples, they
espouse interests and values contrary to
those of central government and the
dominant elite classes, Issues such as the
conflict between central and tribal legal
systems, the preservation and develop-
ment of indigenous cultures and utiliza-
tion and control of natural resources,
among others, have been long-standing
problem areas. -

On the other hand, inter—ethnic conflict
in Malaysia was brought about not by the
animosity between the indigenous and
acculturized people like in the Philippines
but the presence of large number of
immigrants, especially the Chinese and
Indians, who have acquired Malaysian
citizenship. This caused tremendous psycho-

logical threats to the Malay indigenous
population who wish to retain the Malay
identity.

The multi-ethnic composition of Malay-
sia was a result of the indirect rule of the
British who took advantage of the cheap
labour resources of Asian peoples to
work in Peninsular Malaya. The migration
of the Chinese was encouraged in the late
19th and early 20th century after the
economicupheavalsin China, They domi-
nated the lower levels of the planting,
mining and merchantile sectors of the
economy. On the other hand, large-scale
Indian labourers were transported in
Malaysia froms Southern India to workin
rubber plantations. The Malays, however,
remain to live in an established feudal
order with its own recognizable social,
cultural, economic and political institu-
tions, The Malay rulers continue to

dominance has always been seen as a
threat to their economic position. The
differentials in terms of economic activities
and income distribution aggravate the
already existing cultural differences.

On the other hand, psychological
insecurity among the Chinese likewise
existed in terms of education and culture,
They fear that Malay political control
will bring about an increasing degree of
Malayization of Chinese education and
culture, Thus, government efforts to
proniote Malay as the sole official and
national language are seen as deliberate
moves to undermine Chinese education,
These perceptions are very important in
reinforcing ethnie prejudices and fears.

_Furthcrinorc‘ Malaysand non-Malays
arc differentiated between Bumipufra
(Malay indigenous people) and non-

exercise dominion over their small sulta-
nates but stripped of effective political
contrel over the affairs of their polity in
exchange for fixed stipends provided by
the colonial master.

For the Malays, the feeling that the
large number of immigrants, especially
the Chinese who dominate the economy
fear that they will eventually take over
the nation’s political power with the
growing nummber of professionals and
intelligentsia coming from the ethnic
group. While the Indians have mainly
tapped in the estates, the Malay remain
as a backward group living in the rural
areas.

The psychological factor which arose
from the feeling of insecurity among the
Malay population resulted in a rather
tense situation. For the non-Malays

{Chinese and Indians), the Malay political

Bumiputra(Malaysian citizens but having
their link with the immigrant groupseven
if they were born in Malaysia). This
dichotomy is a major consideration in
almost all spheres of political life in the
country and affects all forms of activity
whether political, cultural, economic and
educational.

Apart from the psychological factor
which maintain the division of the popu-
lation along ethnic lines, the introduction
of the New Economic Policy (NEP) in

- 1970 further distinguish the Bumiputra

from non- Bumiputraespecially for legiti-
mization purposes and for mobilization
of the Malay masses by the Malay elites.
The NEP promoted the interests of the

. Malay and non-Malay elites and consoli-

dated Malay capitalist class in political
circles rather than solving rural poverty

. within all ethnic groups.
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The dichotomy of Bumiputra and non-
Bumipntra contributed to the prejudice
and enmity among various ethnic groups
in Malaysia, As the Bumiputras assert
their political hegemony, the non-Malays
feel that they are discriminated in their
‘own country. This identity crisis forms
the basis of social conflicts - ethnic,
religious and class based,

The paranoia between and among sthnic
groups in Malaysia strengthens the ethnic
identities of each group. The sense of
insecurity which grips the mind of the non-
Bumiputras lead into a deep sense of
alienation from the national policy. This
in turn produces fanatics and fundamenta-
lists who take on a more aggressive stance
against the Bumiputras. The latter, on
the other hand, matches the paranoia of
the former that pives rise to majoritarian
chauvinism. Apparently, it is this kind of

psychic state of mind between the Bumi-.

putras and non-Bumipufras that has
been the continuing source of potential

cthnic conflict in Peninsular Malaya.
Unless the source of this brewing conflict

is defused, any temporary alliance between
ethnic groups welded by the elites will
eventually collapse.

‘The Muslim-Christian conflict in Indo-

nesia, on the other hand, is not aresult of
majoritarian chauvinism as shown in the
case of Malaysia but a paranocia of the

majority. The Pribumi Muslim majority

invoked a scntiment of “threat to the
unity of the country and Islam™ the
presence of the Chinese Christian minori-
ties who have done better sconomically
compared to the majority who continue
to languish in poverty.

Although the Chinese comprise merely
four percent (495) of the population, the
Pribumisfoment a desp sense of alienation
and discomfort as Suharto and the elites
Have maintained a strong vmbilical cord
with the former for its own economic
‘benefit. The stréss and insccurity of the

‘indigenous people comprising the

majority have been internalized by indi-
viduals, gtoups and entire social strata
thus leading to violence.

‘As the Muslim majority feels belea-

_guered by the minorities that are seen as
" having preferential treatment from the

State in terms of eCOI'lelC concessions

and support, the minorities do not suffer

from “minority complex™. Apparently,
the Muslim-Chrstian conflict in Indo-

nesia is a creation of the majority as a
result of privileges, favours, and patron-
age extended by the State to the minori-
ties . —. the economic elites. However,
what is narrowly seen as communal
-violence and conflict between religion is
simply a reflection of deeper conflicts
between a fragmented civil society and
the State.

The Muslims do not simply see the
Christians as excluding them butview the
latter as the instrument of the State for

- disenfranchising them from meaningful
- participation in the economic and political

affairs of the country.

As these vulnerabilities are created by
the State, each time it intervenes to-—create
social security, new fears are generated in
peoples’ minds that the State is merely
acting to re-establish the hegemony of the
minorities,

-Resolving Ethnic Conflict
General Recommendation

From the three cases, it can be conclu-
ded that ethnic diversity is a resource that
must be built upon to create national
unity rather than a problem that must be
managed. Itis a basicresource emanating
from ontological human as well as naturai
orders, It isan essential characteristic of
culture inherent in human history and

_therefore ‘must be recognized as if is
‘rather than altered.

Inasmuch as the issues besetting ethnic
conflict border on the quest for political

- and economic power of ethnic groups

and/or a more equitable distribution of
power whereby these groups can have a

" better opportunity to define their own

future, a movement for political decentra-

lization must be in place. The devolution
of powers and’ autherities from the
national centers to the lower governmen-
tal apparatus would provide the various
communities moze space for self-gover-
nance and place their identity and pride
within the larger human setting.

Diiversity would only endure on the
basis of unity which is neither imposed
nor passive but are rooted in mutual

-respect of various diversities, multipli-

cities, and co-existence and togstherness.
Moreover, it must rest on a political
system and structurally arranged where
justice, equality and authenticity of
diverse cultures and lifestyles are respected
and promoted

T he concept of unity through diversity
is inherently democratic and can effective-

ly sustain a process of change without
leading to glienation, justice without pola-
rization, and a framework of peace that
conditions self-affirmation ofindividuals
and communities. It is through the recog-
nition of ethnic diversities that conflict
can be transformed as a catalyst for social
change towards a more democratic and
pluralist society. .
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cated markets of the developed countries,
which even the large business houses of
the developed countries find difficult to
penetrate. 15 not an easy task; one can
understand the diffidence on the part of

Small/ Medium enterprisesin the develop-

ing countries to enter the export market.
small and Medium enterprises suffer
from a variety of handicaps inherent in
their organisational structure even when
attempting direct entry into the export
[ield with products which are competitive
in price and quality.

Lack of modern technical know-how
and cquipment, inadequate knowledge of
the technigucs of modern technical
know-how and equipment, inadeguate
knowledge of the technigues of inter-
national marketing, poor facilities for

quality control or attractive packaging
all add to the problems of Small/ Medium:

export enterprises. The absence of a well
arganised export cell with wide overseas
contracts, limitations of finance and igno-
rance of the changing needs and tastes of
the foreign markets all point to the
necessity for an organisation which has
the necessary capability to intervene in
the international market and assist in the
full exploitation of the export potential
that exists in small and medium enter-
prises,

Various models of intermediary organi-
sations exist to assist the small and
medium cnterprises in the_ developing
countries to export their products. They
Al i

(a) The multi-national, establishing a manu-
facturing company in the developing
country to take advantage of its low
wage structure and the policies of the
government which encourages the
establishment of such companies;

{b} The large trading house, established
purely for the purpose of trade as a
result of aggressive government
policies for export promotion.

{c}y The large manufacturing organi-
sations, highly successful in the domes-
‘tic market, setting ip an Export House

“to take advantage of the policies of
government that encourage formation
of such Export Housecs.

(d) The Coopcratlvc type of hxport

; Houses
(e) Thestate owned orgamsatmns mobili-

zing the handicraflts and cottage sector

produetion.

The issue is which of these models is
most suitable for 8ri Lanka? Which model
is likely to serve the interests of Smallf-
Medium size enterprises in Sri Lanka
hest and assist them, not only in breaking
into new markets, but also get a better
price for their produce, improve their
production process, and 'u'p'datc' their
technology? The socio-economic condi-
tions in Sri Lanka, in sub sectors of the
economy, in various Provineial Council
areas vary and it is difficult to identity
any single model that will universally
satisfy the needs of all the small and
medium enterprises in Sri Lanka.

However experience in other countries in

the Third World has revealed that the

Export Development Companies would

be more suitable.

The international competitiveness of
exports from Sri Lanka would depend
not only on the cost advantages in the
production of goods and services but also
on the efficiency with which certain
packages of services are provided to
establish exports to take place. These
packages of services comprises, generally
the following elements:

{a) Handling the pmduct in thc homc
country;

(b} Export logistics;

(c) Dlsmbutum market rcscarch and
product promotion in the importing
country; and

(dy Export financing,

The cost of producing the above
services, which essentially represents the

cost of exporting a particular product,

is the value that is added to the product
after it leaves the factory gate. These are
the services that an Export Development
Company attempts to provide to adomes-
tic producer/ manufacturer.

The services that are rendered by the
export development companies, no
matter by what they are referred to, are
varied. The Japanese-Sago-Shoshas
not only provide the classical services .
related to market development, product
develepment, export logistics and finance
but also in addition involve themselves in
# wider spectrum. of activities. : These
involves joint venture, training, product

-assistance, counter trade, off-shore

trading etc. The United States Export
Trading Company Act, a guideline for a
United States entrepreneur to establish
an export trading company, lists the
services to be provided by an Export
Trading Company as follows:

* Consultancy

* [nternational Market Resedrnh

* Advertising
“* Marketing

* Insurance :

* Product research and design

* Legal assistance

* Transportation, including tradc docu-

mentation and freight forwarding
* Communication and processing of
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. ment companies which leads to delay
studies in taking decisions, This is due to
lack of delegation of powers, when the
firm is large, This is an important contri-
butory factor to the relationship between
the export development company and
small/ medium enterprises, A major draw-
back for small and medium enterprises is
their inability to deal with bureatcracies
and they should not be required to deal
with this at the export development enter-
prisc organizational level.

The other aspeet is the actual marketing

of the prodicts. The relevant baslc‘

capabilities are:
{a) Geographic specialization;
(b) _Fun_cit_inh__al Speci_aﬁzation;_
-{c) Counter trade. 3

The main operational divisions of the
Export development company form the
primary attack force. This division
executes the policy decisions of the
management and converts the marketing

strategyinto reality on the ground. Simul--

taneously, they also provide much needed
feed back to the company team which
analyses the market trends and also to the

technical back up team about the field

reaction to their innovations. This divi-
sion has to be'in constant touch with the
small/medium enterprises and also with
the importers. Thus, it has a major role to
play in the small/medium enterprises/-
export development company relation-
ship.

The marketing of existing product,
leading to the eventual introduction of
the product into new markets is but one
chain of operations in export marketing,
To progress through the successive stapes
of marketing, the “area desk” of export

development companies must be active.

These desks, specializing in geographical
area, are a vital part of the operational
division of the export development
company and the future strategy of the
company is dependent of thisinformation
base. The greater the accuracy of market
intelligence gathered by these are desks
(eg. Far East, ASEAN, SAARC, EEC,
Australia, Middle East, North America)
the more efficient are the company’s
operations and greater are the profits of
the small and medium enterprises. This
market intelligence leads the way to the
next step in the export market develop-
ment, its product development.

In order to succeed in exports and
maintain supplies, it is necessary for
export development companies to apply
new techniques to export marketing. One
such technique is counter trade.

Counter trading arrangements are as-
suming considerable importance. It is esti-

mated that nearly 25% of world tade is
conducted on the basis of counter trade'

swap deals, off- shore tradmg Or compensa-
tion trading.

ducts if it is able to market these products
successfully in the domestic market.

However, success in expert market
involves standardization and  quality
control if the product succeeds, the export
development company, will find that
volumes are such that a single small/
medium enterprise is not able to sustain
the demand of the export market. An
Export devclopiri'cntf‘Trading_ House
essentially works on low gross margins
but large volumes, Consequently, the

Counter trading arrangements are assuming considerable 1mportance Iiis esﬁmaled that
nearly 25% of world trade is conducted on the basis of counter trade, swap deals,

off-shore trading or compensatlon trading.

More countries are stepping up their
trading technologies to be in line with
swap deals and the like, to increase their
export earmngs

It may be possible for even Sti Lanka to
give greater atiention 1o this type of trading
which can provide outlets even for difficult
to sell items.

Most of the developing cﬁuntriés who

are involved in counter trade doso on a

government to government basis. The
utility of an export development company
involving itself in counter trade and third
country trade has much scope even in
SAARC region.

Another trade related service which an
export development company has to carry
out and which has a bearing on its
relationship with small/medium enter-
prises, is product promotion. Marketing
of the existing products and the upgrading

of the products, designing and packaging

are part of the same function. A small/

product - promotion concept, that also
involves the introduction and populari-
zation of new brand names, a common
logo (say a “Sri Lankan Elephant”, a
“Peacock”, a “Lion”) in the export
market. Once a popular brand name and
a logo has caught the imagination of a
particular export market, it s spread to
other export markets become easier,

While the small/medium enterprises
expect the export development/Trading
Houses to popularize their prodiuct in the
cxport market_ by effective product
promotion measures, these measures are
extremely expensive, The entire cost of a
promotion campaign for a product cannot
be loaded on the product. Any campaign
of this nature not only has elements of
product prometion but also projects the
image of the export development
company/ Trading house. Consequently,
the apportionment of costs between the
product directly and the marketing over-
heads of an export development /trading

1t may be possibie for even Sri Lanka to give greater attention to this type of trading
which can pmv:de outlets even for difficult to sell items.

medium enterprise (say in cottage
industry, handicraft, toys, handloom
textiles, herbs, spices, essential bils,
processed products, rural industrial
products) will frequently approach
Export development company or Trading
Houses for assistance in export intelli-
gence and export marketing for its pro~

house become complex and have a great.
bearing on the continued association of
the export development/ trading houses
and small/ medium enterprises,
Supporting Infrastructure Related
Services

This is an area which is not given much
attention but is important for develop-
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consumption-is 400,000 MT, Only 9000
MT of fruits and vegetables are exported.
Where India exports about 40 types of
fruits and vegetables, Sri Lanka exports
only about 20 types of fruits and vegeta-
bles. Fresh fruits and vegetables exports
brings in Rs, 137 million (1989) and
processed fruits and vegetables Rs. 141.0
million {1989) compared to Rs, 1.4 million
and Rs. 6.7 million in 1977 respectively.
The main constraint is inadequate
supplies. Spices, coming from a 33,000
ha. of small holders earns Rs. 924 million
(1987) and here too production is a
constraint. Essential oils earns Rs. 75
million and has much scope. Cashew of
commerce carns the country Rs. 195
million (1987). Medicinal Herbs consisting
of 535 native spices and 15 naturalised
exotics earns Rs. 23.06 which is 0.01% of
the world market for herbal plants which
is. US '§ 476 million (1980). Export of
handloom products from' Sri Lanka is
Rs. 7.6 million (1989). These trends

reveals, that the canvas before Trading

Houses in the incentive package offered
by the GCEC recently is quite interesting
and challenging,

Some small/medium enterprises have
the capability to export directly and they
need to be further encouraged as revealed
in the said statistics. But, in general the
need for organisations which could act as
a marketing intermediary between the
importer and the small/medium enter-
prise, in order to exploit fully the export

potential of small/medium  enterprises.

has been identified. It. was also seen that
the nature and character of the nordal
organization, a trading house or an export
development company has to be such
that it does not merely survive .in the
highly competitive. international trade
arena but also has the flexibility and
Lapdcm to solve the multifarious prob-
lems inherent to the small and medium
enterprises — small size, absence of finan-
cl ai flexibility, managerial inadequacies,.
pull of the domestic market, all of which
tend to dcter. the small and medium
enterprises from making that extra effornt

needed to complete in the difficult inter-

natlonal ‘market.

Nature of Policy Interveriﬂons' ;

- Sti Lanka has-its own type of export
promotion measures to assist manu-
facturer cxporters or merchant exporters

in their export activities, The Trading
Houses are expected to become the local
points for organizing exports for investors
below Rs. 10 million particularly for
smaller manufacturers for whom it may
not be practicable to embark on export
marketing by themselves, They are
expected also to match skills and strengths
of the international trading houses to
achieve excellence in marketing skills. In
this cost-intensive, t1mc-mtcnswe and
strategy-intensive operations there is a
need for state to assist in administration
and in finance, at least in the initial
stages. There is also a need for a selective
approach to Trading Houses and export
development companies so that their
number is kept low to enable them to
grow and effectively serve the small and
medium enterprises and the country.
Therefore, it follows that the pattern of
state intervention must cover both adminis-
trative and fiscal issues.
Administrative Policies

One of the first issues Sri Lanka has to
consider relates to the criteria for
according recognition to Trading Houses
under the GCEC incentive package. The
broad characteristies of a Trading
Company could be;

© *Structure, financing and trading deve-
lopment programme of the Trading
Company
* Export performance in three vears in
‘the product categories specified, the
number of small/ medium enterprises
assisted and functional and p:cngra-
' phic coverage. ;
* Import performance
* Managerial capability including
assessment oftechnologlcalstructurc
and capability = 1
. * Financial base.
* Overseas establishment; and
* Communication infrastructure.

If a Trading House in export develop-
ment is to succeed it should have a
minimum scale of operation which in
‘turn req uires an organizational structure
of equivalent capability. Fhese criteria
can also be used to separate Trading
Houses which are formed merely to take
advantage of government’s export promo-
tion incentives from the ones which truly
wish to establish' export marketing as
their main activity, A close examination
of the trade development programme of

the company is also of assistance, In

short, the primary objective is to
encourage Trading Houses which has a
minimum scale of operation.

Involvement in imports is also vital to
succeed in international trade. Nearly
40% of the turnover of the Japanese
Sogo-Shoshas are accounted for by
imports. If import entitlements can form
part of export incentives then efficient
import capability will permit Trading
Houses to supply raw materials to small/-
medium enterprises more competitively.

No amount of state intervention can
sustain the continued relationship between
a Trading House and the small/ medium
enterprises. The capability of a Trading
House to develop a product, enhance a
design, innovate a process and transfer
them to small and medium enterprises,
thereby procuring new markets and better
returns, assumes greater significance.
Therefore, before according recognition
and approval to any Trading House,
examination of its technical infrastructure
will be a good indicator of its capability
to assist the small and medium enter-
prises.

A minium scale of capital base is
necessary for a Trading House to secure
the required financial flexibility, Large
Trading Houses are capable of sustaining
profitable export ventures despite difficult
market’' conditions. Therefore, another
criteria for approval of Trading Houses
could be a sufficiently high degree of
financial flexibility.

A strong communication infrastructure
to meet intensive competition is neces-
sary. International trade is strategy inten-
sive. Therefore, the Trading Houses
should have the capacity to service its
impotters through its overseas offices
and-also relax market responsesto smallf
medium enterprises at the home base:

For a trading company, development
of ‘an export market is one of the most
crucial aspects on whlch the success of its
cxport efforts depends. This is not only
intense but also has a long gestation.
Therefore it needs very careful nurturing
once the market has been identified and a
product has been established. This is the
critical area for administrative inter-
vention, Therefore the policy initiatives
of the Government can take four forms:
{a)} Market development assistance for

export activities;
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More U S. Kids at Work, and in Worse Condltlons

=1 Gma Kolata

A fier nearly disappearing from Ameri

can life, child labor has reemerged
and proliferated in the last decade. Even
the recession does mot seem to have
stemmed the tide, and investigators say
many of the children are working in dan-
gerous jobs,

Federal statistics indicate thatatleast 4
million children aged 14 to 18 are legally

employed. But an estimated 2 million
other children work illegally, cither be- :

cause businesses or family members pdy

them incash to avoid {axes and minimum

wages, o, more ominously, because they
work 100 many hours, late hours, at haz-
ardous jobs, or are under 14 and thus too

young to be working at all except on -

farms.

“Noone knows exactly how many.chil-
dren work illegally. But evidence from
the Labor Department’s strike force, from
the General Accounting Office and from
states’ investligations and cmergency-
room records suggests that children work
illegally in the ficlds, in the gannent in-
dustry, in fast-food restaurants, on con-
struction sites and in mines, sawmills and
gas stations.

On the job, they suffer amputations,
bumns, deep cuts and electrocutions. At
least several hundred a year are killed,
according to investigators at the National
Tnstitute for Occupational Safety and
Health, Other children work late on schoal
nights, in violation of state and federal
laws, and sometimes fall asleep in class.

Jeffrey Newman, executive director
of the National Child Labor Committee, a

New York Times Service

non-profit organization founded in 1904,

said he is sceing a return of child labor

scandals reminiscent of those that oc-
curred at the tum of the century.

“I see the same kind of exploitation

that occurred then, in sweatshops, in the
ficlds, in unscrupulous business practices

that occur behind closed doors,” he said.
“It’s very sad and it doesn’t speak well io
our understanding ancl commnmenl 10
chjldren i -

Dr Philip J. landngml chamnan of
the Department of Community Medicine
- al Mount Sinai Medical Center in New

York, organized a recent conference on
child labor. He linked the growth of legal
and illegal child labor 1o thres factors:

® More and more families slipped into
poverty in the 1980s and early *90s,
and needed mcorne from their chil-
dren’s work,

@ The number of immigrants increased

sharply, with peoplc often coming from
countrics in which child labor is rou-
tine, providing a pool of people ripe for
exploitation. : '

@® Siateand federal governmentscuttheir
budgets for inspecting’ workplaces,
which made the discovery of viela-
tions less likely.

M. Newman and others stressed that
amajerfactor in the ncrease in child labor
has been lax enforcement of state and
federal laws.

Federal laws prohibit children under
age 16 from working during school hours

and limit the number of hours they can
work after school and on weekends,

Some jobs, such as mining, logging
and roofing, arc prohibited for anyone
under age 18. In agriculture, restrictions
arelesssmngent,hazardouswork]sbarral

until age 16.

William Halperin, associate director
for surveillance at the National Ingstitute
for Occupationa! Safety and Health,
called the magnitude of illegal child labor
“astounding.”

He called the staiistics gathered so far
“the tipofan iceberg,” becanse there isno
systematic data collection and becausc
many injuries and deaths are not reported.

~ One problem is simply discovering
violators, given the relatively few inspec-
tors the federal govemmcm employs for
that purpose. -

According Dr. Landrigan, the Occu-
pational Safety and Health Adminisira-
tion has 2,000 inspeciors, and the Labor
Department has 1,000: wage-and-hour
workers, who are responsiblc for detect-
ing illegal child labor as well as violations
involving adults.

Jay Mazur, president -of - the |
Internationall Ladies’ Garment Workers

~ Union, said that the safety and health

administration had so few inspectors that
84 years would be needed to getaround to
inspecting all the woukplaces for which it
is responsible. It would take 25 years to
visit every high-hazard workplace for a |-
surprise mspection.

With such inadequate resources, he
said, *‘we are fighting, to put it midly, an
uphill battle.”

by —.Courfe.sy, New York Times
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 TAX INCENTIVES

-Tools for Economic Development or Shots in the Dark?

1 C. Gaston Perera i

(The author was formerly a Commis-
sioner of Inland Revenue who retired to
servean assipnment as Consultant withthe

- Caribbean Community Secretariat in the
West Indies. This article is based on a
paper entitled "Tax Incefives v. Low
Taxes" submitted by him to the First South
Asia Regional Conference of the Interna-
tional Fiscal Association held in New Delhi
in 1988).

T he policy of a government expresses the
aspirationsof the peopleitserves and the
- society it operates in. Sinee economic devel-
opment is the common aspiration of all coun-
tries, especially developing counries, the fis-
cal policies, budgets and tax systems of such
countries derive their meaning ‘and direction
from thesc aspirations. It is with this objective
of accelerating the pacc ol cconomic develop-
ment that experimentalion began alter World
- War II in utilising tax laws to divert the [low
of investment and wealth away from con-
sumption and mnto activitics desirable for in-
vestment. Since then tax concessions or, 4s
they are variously called, tax incentives, tax
shelters, tax subsidics, came to occupy a
prominent place inthe armoury of the fiscal
planner. The trend in recent times however
- has been to look:at tax incenlives more criti-
cally and cautiously.

The technigues of tax incentives cover a
widerange and takes a varicty of forms. Many
coumtries provide full or partial exemptions
from customs duties. Many other countnes
provide for example exemption. from prop-
erty taxes, salcs taxes, various licences and
fees. Tax incentives:are most common in the
arca of mmcome tax and takes the form of
accelerated capital allowances, mvestments

credits, special deductions, full exemptions,

full exeption for a limiled period in the form
-of tax holidays or partial exemptions te [crmd
to as half tax holidays. ;

Alltax inccntiv_cs however, have onething
in commen — they reduce the quantum of tax

qultimately payable and consequently increase
the post tax income. The rationale of utilizing
the tax system to mohbilise and diverl invest-
ments is based on this characteristic. It is
bascd on the assumplion that mvestment de-
cisionsare influenced to amajor cxlentby two
considerations, namely

{a) the rate of return on the mvestment;

(b) the length of the period during which the
cost of the investment can be recovered.

As will be realised a higher post tax in-
come will favourably influence both the above
considerations. If there is a five year Tax
Holiday and the tax rate is 50%, the post tax
profits will be 100% higher because of the
incentive. This would increase the profitabil-
ity of an investment and reduce the "pay-
back” period. Such considerations would un-
doubtedly be a powerful investmentstimulus.

The main argument fortax incentives rests
on the premisc that tax considerations are
paramount factors in 'invesiment decisions.
Or to put it differently taxes constitute the
main obstacle loinvestment and consequently
the granting of tax benefits and concessions
would induce domestic and foreign investors
cither fo imitiate activities which they otherwise
would nothave undertaken or toincrease their
investments in already existing enterprises.
Accordingly the removal or punimization of
tax obstacles to myestment would encourage
mvestments that would otherwise not bemade:.
If is further argued that tax ingentives make
ctherwise unpromising mvestments —high
risk or pioneer ventures — atiractive. Finally,
tax incentives make available to an entrepre-
neur additional funds for re-investment m the
enterprise or to meet the demands of hqumhty
problems.

Tax incentives are also said to generate
certain spm-off benefits. These concern the
image that is projected internationally of an
open society that welcomes foreign capital

and is favourably inclined to foreign invest-

~ment. It is an advertiscment of a desirable

location and investment climate. Besides
faitureto offer advantages thatother competing
couniries {launt openly to the prospective
investor would be a serious drawback that
would result in diversion of investment to
those countrics. :

Advocates of tax incentives look upon its
administrative convenience as a further ad-
vanlage. A government that would undertake
direct expenditure to divert capital resources
1o & particular economic activity-in the form,
let us say, of subsidies or interest-free loans-
launches itsell on a formidable administrative
exercise. It has to organise and maintain a
scparate institution with all the attendant
problems of personnel and financial man-
agement in addition to setting up and super-
vising procedures to achieve its objective and

_monitor its progress. Especially in a context

where the administrative machinery is not
noted for its efficiency, imposing added bur-
dens could be an intolerable strain. Further
direct government-based programimes have
another disadvantage. The procedures are
criticised as being full of bureaucratic red-
tape, unnecessary interferences and delays, In

that sensc the administrative costs of tax in-

centives are much less. They do not involve
either the administrative detail called for in
dircet government expenditure or theunpopu-
larity associated with govemment activity.
Like Adam Smith's “hidden hand" tax incen-
tives are said lo operaie automatically. A
related advantage they are said 1o enjoy is:
political invisibility—in that /it does not
attract the same glaring publicity that a dircci
government payment would to persons who
are undoubtedly in the upper income brack-
ets. This cheaper political costissaid tobeone
of the attractions of tax mcentives.

_ Proponents of tax incentives have a ready
answer to those critics who write off tax

incentives on the grounds of revenue loss.

'I’hc,y point out two relevant facts. In the first
place they argue (hat it is wrong to talk of
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ducted in the total investment in the in-
dustrial sector where capitalisation in un-
dertakingsis over Rs 1 mullion, it has been
found that out of a tota] investment of Rs.
275 million as much as Rs. 205 million is
held by only 11 family groups.”

On all counts therefore tax incentives fail
in the equity test,

Tax incentives have also been attached in
relation to efficiency. The efficiency of atax,
as is well-known, is measured by the extent of
its distorting effects on mvestments, on sav-
ings, on the price mechanism, ‘on work, on
effort. Inthisrespect, critics charge, tax ncen-
tives have some disturbing side effects n
relation to special circumstances prevalentin
developing countries. Gt

One such circumstance relates Lo theplen-
1iful _Supp]y oflabourin developing couhtrie_s.
Not only-is the supply plentiful, it is also
undkilled and, with high population growth
rates, rapidly multiplying. The consequences
are lowlevels of output, low marginal produe-
tivity, unemployment and under-employment.
The impetus given by some tax incentives is
not to meet and counter this challenge but
rather to aggravate it. Accelerated capital
intensive industrialization as opposed tolabour
intensive projects. Tax holidays whilst not
aggravating the problem stay netural. In 1976
theInternational Fiscal Associationconducted
a survey of 20 countrics on the topic "Tax
Incentives as an Instrument in Achieving
Govermnment goals”, In their General Report
on the survey, Surrey and Sunley had this to
say of the Argentina experience —

""The Argentine Reportprovided aqualita-
tive analysis ol incentives to promote eco-
nomic activity in the province of
Tucuman, a province highly dependenton
sugar canc production and characterised
by chronic high unemployment. The in-
centives did induce additional investment
i that province. However, the incentives

* had the effect of making capital cheaper
than labour. As a result the new invest-
ment went into capital intensive projects
‘with alow input of manpower. The report
concludes that tax mcentives for invest-
ment can worsen the problem of chronic
unemployment".

Where capital is made cheaper this distort-
ing consequenceis bound to arise. In factboth
qualitative and quantitative studies are neces-
sary as Surrey & Sunley point out, to assess
the ultimate impact of tax incentives. For

instance is it not possible that the real and
ultimate beneficiary from 4 tax holiday for
house or hotel building is the construction
mdusiry?

A somewhat relaled issuc is concerred
with foreign mvestments. Attraction of
capital=both domestic and forcign-is the
objective of incentives the quid pro quo for
whichis the tax benefit Inthe case of aforeign
mvestment, where there is a remiltance of
exempt profits or dividends, the foreigncoun-
iry may on the residence principle impose a
tax on that income. In such a situation the
ultimate beneficiary of the tax benelit is the
foreign tax jurisdiction. The anomaly is ag-
gravated where the home country is a poor,
developing, capital-importing country and the
foreign couniry is a rich, developed, capital-
exporting country. The poor country would
then forego itsrevenue which therich country
G(}]]CQLS‘_ The answer to this, of course are
double fax ireatics with tax sparing provi-
slons. |

Another charge often made 'against tax
incentives is that of revenue costs. Tax incen-
tives are erosive of the tax basc and thereby
reduce the quantum of revenue 2 government
can receive. In the context of the increased
demand for resources that arise from the ac-
celerated development programmes this would
be an intolerable siluation.

Studies into this aspect of tax incentives
werc initiated by Stanley S. Surrey, Professor
of Law at the Harvard Law School. He intro-
duced the concept of "tax cxpenditures” in
this conneclion. Tax expenditure are taxcs
foregone by a government and is defined as
"an implicit payment of the government
through areduction of a specilic tax liability".
This approach focuses attention on an im-
portant aspect of tax incentive—that by
foregoing revenue a government would nor-
mally collect through iis tax. system it is
mncurring expenditurc as much as if itincurred
the expenditure directly through funds voted
through the Budget. :

The most accurate approach to a study of
this aspect and therefore the real revenue cost
~of lax incentive was, il was suggested, by the
preparation of a "tax expenditure Budget”.
This was defined as "a test of the major
respects in which the current income tax base
deviates from the widely accepted definitions
of income-and the generally accepted struc-
ture of an income tax."
The study made in 1976 by Stanlcy Surrey
and Emil Sunley through the Auspices of the

International Fiscal Association on "Tax In-
centives as an Instrument for achieving
Government Goals” was referred to earlier.

This involved a survey of 20 counirics and the
preparation of tax expendilure budgets by
thern —LF.A. Studies, Yol. .Xia. Two of the
mostilluminating conclusions they arrived at
were the paucily of empirical data and the
unsystematic approach io tax expenditure vis-
a-vis direct expenditures.

On the subject of data, their General Re-
port on the survey stated—

"With a few exceptions especially
United - States, Germany and Japan —the
‘Natienal Reports stated difficulties in
providing reliable estimates for the tax
expenditure item. The basic obstacle hes
. in lack of statistical data regarding these
tax provisions. Where data are not
available...then resort must be made to
partialresults and guesses...Butitisrecog-
nizable that the obstacleis alack of data,.,”,

And as regards the lack of & systematic
approach their observations are—

"On enactment of a tax expenditure little
thought is given in most couniries...as to
whether the economic or social objeclive
sought should be achieved through the tax

route or the direct expenditlure route...".
And again—

"Th most countries there is alack of aware-
ness that arclationshipexists at all and that
tax expenditures and direct expenditures
can be scen as allemative ways of spend-
ing Government funds...".

Finally, on the subject of monitoring the
mnplementation of tax incentives their con-
clusions are

"Governments...present policy arguments
and perhaps some data when a tax expendi-
ture is first enacted. But after that it is left
imbedded in the tax law...with only occa-
sional contact with the government agencies
directly involved..It is not to be reviewed
periodically as are dircct budget expendilure
andnoreal data on its effects or costs are to be
maintamed"”,

These telling strictures. would: therefore
suggest that the real criticism of tax

" incentives is not merely that they reduce tax

Tevenues—as they obviously do—but that -
their unplanned and unmonitored manner of
implementation must place an even heavier
burden than is imagined,
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