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NICARAGUA AT THE DAWN OF THE
500TH ANNIVERSARY: A DIFFICULT
BUT SURE STEP ON THE WAY
TO NEO-LIBERALISM

Francois Houtart
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credit on the hand and the opening of
internal market for imports of consumer
goods on the other are important factors.
Some 00 enterprises have closed their
doors, Textile and the metal industries
have been the hardest hit, The result is
that the commercial deficit increased
from 295 million USS to 402 million
between 1990 and 1991.

To revitalise production, investments
are necessary and one of the problems
will be the role of foreign contributions
and conditions that will be invelved. The
role of free trade zones risks not yielding
big benefits for the country, by way of
employment or financial revenues.
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The first s ces ol the

“adjustments”is the increase of unemploy-
ment. This spreads to all the sectors of
economic activity. In 1991 it has increased
by 10%, among the salaried employees,
reaching a level of 46% of the active
population, without counting a rate of
20% of underemployed. The hardest hit
sector was that of public services which
reduced itself by 30.7%. Industry saw a
fall of 126, agriculture 119 and trade
7%. In Managua alone, by the end of the
year, there were 115,672 people without
employment.

In the whole country one counts some
747,000 unemployed persons, that is,
53.5% of the visible and invisible un-
employment. This figure could rise to
nearly a millionin 1992, Every year some
40,000 young men reach the employment
market,

The income of the workers is also
constantly going down. At the time of the
devaluation of March 1992 which reached
the rate of 4009, the wages were revalued
by 200%. In January 1991, the average
salary was 165 US$ per month and in
December 120.2. In agriculture it was 35
US$. In relation to a constant whole of
basic products necessary for the life of an
average family, the salary represented
83.3% in January 1991 and 73.5% at the
end of the year. For the agricultural
worker, it represented, according to the
FIDEG, 23.6%. The same source says
that 70% of the population can’t meet
their basic needs and 20% live in total
misery. One needs to remember that the
PIB has lowered itself by 42% between
1980 and 1990, :

In the field of health, the indicators are
morediscomforting. The medicalconsulta-
tions have gone down by 26%in 1991, the
tate of hospitalisation has been reduced
by 13%. The consultations for infants
have gone down by 25.6% and the
prenatal consultations by 10.3%.
According to Dr. Porra, secretary of the
health workers’ trade union, the infant
mertality, in 1991, has cost the life of
some 2,000 infants more than in the
previous year. As a result of the adjust-
ment policy the health budget has been
reduced by 309%. The infant mortality
rate reached 71.8 per thousand births in
1959,

The housing problem is hardly in a
better position. In 1985 the housing
deficit was considered at 350,000 units.
Today the government itself puts it at
400,000. Yet, Nicaragua always has a
very high figure of demographic growth,
one of the highest in the world (for the
years 1980-85 the average rate of growth
was 3.3%). For the period 1990-95, the
latter is considered at 3.2, Without taking
into account the increase of the popula-
tion, one would need, at the present rate,
33 years to solve the housing deficit, The
present plans of construction for houses
of 30 m? are about 12,000 units and they
are rentable only with a monthly rent of
40 US$ which is not affordable for the
majority of poor families,

For education, the reductions have
been very heavy too, The literacy pro-
grammes have been omitted or “priva-
tised", The rate of literacy, that had been
reduced to 12% in 1982, has risen again to
250 in 1991, i.e. about a million people.
The number of non-school-going children
has increased considerably, From 1992
the parents will have to pay 5 cordobas (!
US$%) monthly for primary education and
10 (2 USS) for secondary onc. Today,
346 of children of school-poing age do
not have access to education. The budget
of universities has been reduced too.

In short, as Cardinal Obando y Bravo,
Archbishop of Managua, admits, the
counftry is sinking into an economic
model where the rich become richer and
the poor become poorer. It is hardly
astonishing to learn that between 1982
and 1990 the criminality rate increased
from 36 to 75 per 10,000.

Certainly, all these negative indicators
did not take place after 15th April 1990,

date of the new government holding
power, The war and the deterioration of
economy had already had their influence
upon these factors prior to this date.
What is grave in this case is the fact that
the policies embarked upon in a context
clearly more favourable, of peace and
foreign aid, do not direct towards the
improvement of the social situations, but
on the contrary, mainly benefit the most
favoured social sectors,

Speaking of the war, one nceds to
recollect that it still has a number of
negative consequences today. Thousands
of war casualties are in need of physical
and social rehabilitation. The orphans
count by thousands; the material weight
of military operations remains consider-
able. There are, for example. some
130,000 mines to be destroyed and the
experts say that the disposal of these
mines will be more difficult to be solved
than the problem of the 600,000 explosive
devices in the Gulf rcgion. In fact, in
Nicaragua, they are found in moun-
tainous and rainy regions. For the next 3
or 4 years, a sum of 4 million US$ will
have to be devoted to this.

It is naot a question of only economic
adjustment with disastrous consequences
on the disadvantaged population, it is a
case of the whole society undergoing a
transformation in depth. Despitethe war
and the enormous economic difficulties,
the Sandinist regime had succeeded in
promoting a social policy and mohilising
the working-classes. The present govern-
ment states that the measures of restric-
tion will lead to the boost of econemy
and notably the production. The Minister
of Finance, in a televised message, con-
gratulated the Nicaraguan people on
having accepted a policy of austerity that
will bring better days. But he doss not say
who pays the price of this austerity.

The content of education is revised
from top to bottom. The new school
manuals have been provided from the
academic year of 1991. They were
financed by the AID (the American co-
operation) and contain the “new”
thinking. Seven million manuals financed
with Finnish aid from the time of the
Sandinists have been destroyed. The
University which was open to the
working-class circles is undergoing
pressures so that it becomes more elitist
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1. Entroduction

The primary stimulas to intensify
European integration originated from
the growing perception that Europe was
lagging behind the U.S.A. and Japan in
terms of technological development and
world market shares for high-tech pro-
ducts, The fragmentation of the Euro-
pean market in particular was seen as a
major obstacle to the development of
new products and new technologies,
Moreover, European leaders felt that
Europe should play a more powerful and
influential role in the field of international
trade relations, notably within the tri-
angle comprising of the United States,
Japan, and Europe.

The creation of the EC internal market
has been deemed a massive supply-side
economics programme designed to

Paper presented fo a seminar on “Sri
Lanka’s Export Strategy in a Changing
World®”, organized by the Federation of
Exporters Associations of Sri Lanka,
BMICH, Colombo, 5 Noverber 1992.

strengthen competitiveness, accelerate
economic growth, and promote techno-
logical development on a wider level, The
internal market is expected to generate
manifold state and dynamic benefits. It
will give a boost to the EC economy (add
about 6 per cent to GDP) and, as a
consequence, will also stimulate
economic growth world wide. Tt will
reduce inflation (consumer prices will be
6 per cent lower), create new jobs (1.8
million new jobg), and provoke an exten-
sive restructuring process and the deve-
lopment of new technologies.

In 1993, a very large trade grouping
with 380 million consumers will emerge
in Europe, to be known as the European
Economic Area (EEA = European

- Community [EC] + European Free Trade
Association [EFTA]). A gradual integ-
ration of Eastern European economies
into the stream of European economic
development may also take place during
the post-1992 period. Consequently, in
the next few years, the trading conditions
in the FEuropean market will change
rapidly. Some of the factors that will
influence such a change will be:

economies of scale in production and
realizing the internal market, the outcome
of GATT negotiations, and closer
ecconomic cooperation with Eastern
Europe. Developments such as these will
have serious consequences for suppliers
outside Europe, in particular, developing
countries,

The implications and repercussions of
the EC market on economic relations
with developing countries have to be
studied thoroughly in order to enable
these economies to adjust accordingly
and react positively to impending changes
in the international economic environ-
ment. The Community has endeavoured
to allay the fears of third country enter-
prises and has maintained that the notion
of “Fortress Europe” bears no truth in it
as the Community itself has to depend on
global trade. But there has been no
official policy document in regard to EC
trade with developing countries, The only
reference is the statement that “the corm-
mercial identity of the Community must
be consolidated so that its trading
partners will not be given the benefit of a
wider market without themselves making
similar concessions”, However, broad
principles and puidelines in regard to the
Community’s trade relations with third
countiies have been outlined as follows:

{a} The achievement of a single market
will ‘benefit both the European
enterprises as well as those of the
third countries;

{b) Liberalized and free international
trade is vitally essential for the
Community, hence it will not resort
to protectionism.

{c) All its multilateral and bilateral

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

Econemic Review January 1993



[ A e e o I S PR PR A AR St 2

commrbenks with trnding paTrners
will he respected
{il) Withthe rreatim ol aRing = hlaricsr,
tac Mahional Legsiative measnr=s
wili he replaced by Community
AT IR E R
{z) The Commwidly toleads b scek
balaner o advaplapes aod nospro-
ciey L itz felations with thizd wauznzy
palncesowkn would heneht ha Ehe
econamit ndd vantages nifersd bee rhe
szop o enarkel.
Altkoieh doappears that gie ugheprated
mpz kst ith 150 il nreamsimere ancd n
phifnem. ser nf nmarms nnd ecandnrds
apaingr |3 different sets oo stnndards,
wild provides miTe pppoTidnitics (o
truding pustners. in uctuzl practice this
mity nat he bhe o cases L Prosalinl,
Jaesy s Bredors cisvs ga0d Leal “ab Lo vy
ipur pacbiord do nod reavzl to prelce-
Livobion o diiosiog tacks 13 ue sShsai Lo
s Lo ek Ue oflensive L these arcas.
Dy acwsperile i kel by our opeaiess
Bauf tleie copetiine s moer ek paea o naiars
Thus the implicatisn af the Cammon
marger fordevelnping em:niesc dnee nine
apnent o be very cleac,

Tn rhe pha=ces of oo offleial policy
gratement o7 the Commuitiiea toade
aulicy wis-aepis thitd cnentries itis nos
'_Tu:mi.h'lz tn make speciBc staremeEnte on
the. implications thnd would fallamw frr
third cownbry aarknesss Hiowever, 5t 3
clizar that the integratinn of Futppe d nes
oul ciczo Lhat sclling in Ahe Furopeun
enacked wonld be casiar Iowill besd s faec
alig, 1o 8 eingle wst of steadarda wad
quetity canrral requireniente. Mew repn-
Intinns conceTning packsging nnd
[ahelting will apmie ints foree, Preawentiye
hierith mescures aad envizanmenral cos-
cermns wiil niithce o grent deal afatrenrion,
Thiswruld mean that the ECs tending
partaems themeeleec will bGave o gn
Lt o proscasss ol ad yptuatinto remain
vt bl asarkel,

Egopomisig oee nacectaliy aboul the
sxhct fmpact of the EC on (hied world
critmkrisy, SRrE srnnanlcerg gay that rhe
completion of the FC will reduce impocta
imia the PO from deselaaing cottiles by
15 per ceor on the asaimprion that the
lopg-ps dvoemic paing of ke sogle
marker pre fully realized. Some ochecs
kove argued, pmthe ntker handd, rhat nen
resicH ol higher intnmes in the BC (2es0-
rmiEnk that incomes ncmease by at lease 5
Pl ciut | I pedis feom developlive coun-
braes dnbe Le Coge pidnaty world tovmd s

by aboit 3 por oot L Fhal appus
faor e thes cpae L5 £hat bhere will b chrens
a8 well pa ppporionities for daveleping
coontries from the RO Hoawver soigll]
e shroen -m this paper, o@r=nt treade
paintta oers thrents thar spporiniibics
emerging fram the Camman mrrier,

IT. EC Trade with Tievelnping Coumires

o) Beckground

Im sbs trasle mach develiyping countmes.
(e L adopls s aobsdels syslas of
crade profepeites amd Joiponn seatpicieis,
Onder bHes LOME Convention, 48 Afii-
cap, ncibbean, nond Pacific { ACE) con-
eriga Lpve besn aocorded dute-fres aeesas
for their zxpoma of manvfaebnsed iteme
and. mnst agoeulineel produeis aat
cevered npder the Common Apricolthiss
Podicy {EAF) Tweebe devsloning conne-
triex in the Mediterranean hosin bove fte=
arcesi-le Lo EL market lur must mane-
frerpped spd semi-stesnfetioed goeds
with pestrictiops euly on Jeiposts of
textiles and clarhing, Apciealtual pro-
fucre mat cavered By CAE beodlil fram
tarill” mechictinas, T contrasr, the daove-
lupzng wosetrizs dn Agin heve 8 bower
pridecontial status in th= T markst thea
o ALE dmil the Mediterranean d=we-
hapiing #ov by . Asian de vel sping eann-
triga bewchny (oum tasidl prelerences arder
the. Communics's Genecallied Yvswem ol
Preferanoes |GEF) solbmc. Fheve prefed
Teroes hiavs et peled uvic the years by
Teductinn in the Magt Farowiod Nation
(M EMS sratns by pobdscculive reunds ol
GATT nepariations, &l b asing limics
nlaed on accessto preferantisl raees. Ll
uy briclly examine come o the apoeelfic
Llicgats.

[h] Threals
L} Preferental Teade-may pxis bn ilse EXC

Alheagh 3835 enid raet wosfsicoel
ohdding poslivies oroeld baeliminared with
Loe advent i @ Commoan matksr aooe
szholuss hive argusd rhatanegaa ] 1reai-
ment ol dewslonme envarcss will con-
tiniue even attar Briropsan e gratio it
in argued that snme sem of | poelcs o
sl om0 R P Ferm) will prewnil for
AP and Modilcrednean cpentriss th
nffser pdwires e ffodts to thuse cooniries
Lkt result Irom thednrsprntiog of Spaln
#od eriugal toche FO

15 Toreease A Byt - Tadl Burmiers

Drorivp, fle lasl Lon pdur, B2 trade
policy 0z bosn charadserised by an -

LA mon s b d widiarray ol nom-
=il Barciesa CANEBT. Fhiss tischude:
1] Yoluntxre Expurl Restruont £ FR

HE Ebaidiss sod Comman Ansiculzal
Palicy =which regalzr=c npmcslinrnt
ATt

Nzl Ant—lemping palices.

el Procommeil polvivs and tochnbal
slandzmds.

Loy dud- P9Es, Ueeie wars L3 VERS o
the B represearing ahowt balf of 2l
VER: mpintnmed by induvariinbhzed
countriss. The nes of YERS has hnen
Tapidly increasing in the EC. ¥YFRs nie
inerensingly applied ra fmparcts from
developing crmntres amd offect zgricui-
leral prisloets, fextile and. gothing,
“maechime tuoals, Lrarionrl eguipment and
[ERTEIRTYIHTR

Buzparding subaicics; & dpaor boon ol
EL s baidies pffeerino ioiparks [oode e
laping conmitiea pelzte ro gpricniipe i
the context of the Cammen & pricnihral
Priicy, Thers ars glen indicect giud
implicit subsichies for indugere, Ttis said
that thereawill ke greafsr raciticricna on
sinte subsidies it the foroTe i soder to
promirte sllective competitinnin che EC,
A5 regargs anti-dumming, ot presene the
BL oo, under Article 115, fothnrnre
miteber-states o Unpogs fustrictions on
jotpore whal theze 14 a threal tis the
demestic imlistoy. With the remavnl nF
Berder cantrols aleer 1993 recaurse th
Adtigle 1% vill s longer he possible.
Whether sl these mensitns will be imple
mebred at declared remaop le be s
Technivel arandacda: nes discasicd in Lhe
ceniert of the post-l®2 prood Lates 1
the ext,

[n:ring the formacion of the B2 vo-
siderable sopmomic adjostoent wal ek
Pluce A0 lese developesd ELC connkise,
suchas, Portugsl, Spain. Gioeece, =t It is
fele by “EC wbarymrs’ that the adicstmant
codt moay be bapifeocd be developing
cnnirica in fhe form of pearclelive poi-
1ol harriera.

Al jncall, the sxpericoes oo Tar lins
prosed rhist the stroaper the Buronedn
Commnaity pete, the m o profeetionsl
Lt b s Th B toteasrrthy that the EX
market s bovoming Wwlcaiiely scll-
sictficient, Farinstance, althomgh the B
iz-the largest impocter nnd expocter of
e xtiles amd clothing, mpstalftheirodein
thas sevtor faket place wathin the FXC
mirkek. fMorcoser, io (9735, 3004 per vent

Erommmic Heview January 1943

UIgitZed 0y NOOIandr Foundaation.
noolaham.org | aavanaham.org



RS R R TRADF B elaasy

of total EC trade wvolume took place
within the EC and by 1990 the total
increased to 59.2 per cent.

(3) Income Effect may not cause a positive

Trade Effect

The positive income effect in the EC
may fail to produce the expected positive
trade effect in developing countries. The
dynamic trade creation effects arising
from increased competition and
cconomies of scale may offset the benefits
from trade diversion cffects. Thus, as
European industries become efficient,
some amount of import displacement
may occur with adverse consequences for
developing countries. Estimates for

potential percentage decline in EC -

imports from developing countries is
quite high; office machineiy; 66-68 per
cent, footwear: 25-35 per cent, textile/
clothing: & per cent, artificial fibre: 4858
per cent, carpets: 20-24 per cent, and
electrical household appliances: 24 per
cent (Smith and Venables, 1988,
Emerson, et al, 1988). Thus, in the long-
run, there can be an increase in trade
within a self-sulficient Europe, thus
limiting access t¢ many developing
countries. .

{4) Closer ties with Eastern Europe may
not be favourable for developing
countries

Closer ties with'Eastern Europe will
lead to preference for exports of Eastern
Europe to those of developing countries,
and diversion of EC aid to Eastern
Europe. Low-cost exports to the EC
from Eastern Europe will reduce the
market in the EC for exports of deve-
laping countries, especially of garments,
shoes, processed [oods and vegetables.

Along with trade diversion, investment
diversion will also take place. The EC
may divert investment to Eastern Europe
as profitable opportunities arise. It is
worth nothing that during the 1980s there
has been a cansiderable EC disinvestment
in Africa and Latin Amecrica. Less invest-
-ment and aid to developing countries will
adversely affect the development efforts
of devecloping countries, thus reducing
their export trade.

{5) The EC will use reciprocity as a
bargaining chip in gaining access to
European markets

Reeiprocity will be a major drawback
for developing countries, who will be

forced to open their economies to
European manufactures if the developing
countries desire to sell their manufactured
goods to Europe. If reciprocity is defined
as equivalentsalzs rather than equivalent
access, as defined by mutually agreed
tariffs and non-tariff barriers, then it will
be more desirable for developing
countries.

{6) The issue of European standards

European industrial standards will be

- developed by the European Committee

for Standards (Coinite European de
Normalization — CEN) and the
European Committee for Electrotech-
nical Standardization (Comite European
de Normalization Electrotechnique —
CENELEC) as appropriate. The CE
mark, which confirms that a product

“meets the set standards is as good as a

passport to the European market. The
standards that are enforced for high-
technology products: have already hit
Japanese exports of high quality TVs
called High Definition Television
(HDTV). Moreover, European standards
for food products (e.g. additives,
colourings, flavours, preservatives, etc.)
will be set according to the wishes of the
most demanding of the EC member states
much to the dissatisfaction of those
engaged in food processing in developing
countries, where present standards may
not conform to the European standards.

There is some doubt as to whether

developing countries will be able to meet
such standards considering the financial,
infrastructural, and technological cons-
traints that they encounter. By imposing
stringent standards, the EC may have
found a way of circumventing GATT
rules and implicitly establishing protec-
tionist barriers against developing
countries.

{7) EC quotas for Textiles and Garments
may not materialize

It is likely that the EC guota system
will be revised to ‘meet the needs of the
_poorer European countries such as Spain,
Greece, and Portugal, and the European
quota reduced, in volume terms, to a level
lower than the total amount of individual
country quota received by developing
countries. On the other hand, depending
on the advantage, potential European
quotas may not be considered as a sub-
stitute for existing country quotas, which
will retrict exploitation of the European
market as a whole.

(8) Local Content Repulations will come
inta play

LDC enterprises within the EC may be
requested to use high levels of local
inputs,i.e. European raw material (50 per
cent) in their manufactures to qualify for
non-quota trade. Due to such threats, big
Asian enterprises, especially in Japan,
Hong Kong, and Singapore, appear to
think that they must penetrate the FC
before it is made virtually impossible to
doso after 1992. Already, some cash rich
companies have invested heavily by
buying large European companies in
order to set up garment and automobile

manufacturing factories.

(c) Oppo'rtunities

(1) Fxporters who watisfy the require-
-ments in one EC member-state will
satisfy the requircments of all the
other member states, as any tests
they are subjected to in one country
and certificates of conformity issued
there, would be valid throughout the
e :

{2) Interaction between the private
sector in developing countries and
European firms, especially through
joint venturcs, will enhance the
economic prospects for developing
countries,

(3) The liberalization of the Common
Agricultural Policy will benefit
established food exporters in deve-
loping countries and the abolition of
Article 115 inregard to dumping will
benefit all exporters,

I. The Implication of the EC for St
Lankan External Trade

Sri Lanka's relationship with Western
Europe and Eastern Furope in economic,
political. and social spheres is shown in
Table 1. Clearly, Western FEuropc is
important for Sti Lanka not only in the
field of internatiopal tradc but also in
other arcas. From the EC perspective,
however, Sri lLanka docs not appear

significant in the arca of international

trade. For instance, in 1990, Sui Lanka
accounted for only D.04 per cent of the
EC imports, Although this is the case, as
Table I shows, for Sri Lanka, EC is
important in many ways.

The strategic importance of the EC for
Sri Lanka's international trade 1s high-
lighted in Table 2. As can beseenin Table
2, there was a surplusin trade in 1989 and
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TABLE |
SRI LANKA'S RELATIONSHIP WITH EUROPE IN ECONOMIC, POLITICAL
AND SOCIAL SPHERES
(All Figures are for 1991)

Factor . Western Europe  Eastern Euraope
1. Exports (goods+services) Ra. mn. (percentapge) 24,730 546
: (31%) {1%)
2. lmports (poods+services) Ra. mn. (percentape) 23,535 3RO
{ : } (18%) (0%%)
3, Aid Receipts — Rs. mn, (percentage) i 1,772 0
(75%) (0%)
Eepayments — Rs. mn. (percentage) 1,740 45
(36%) (1%5)
4, Investment® — Rs. mn, (percentege) 1.617 4
i : (17%) i (09%)
Mo. of projects 1991 approvals — Ra. mn, 2,157 11
(percentage) (14%) (0%)
No. of projects 70 i
5, Tourist Arrivals ~ Nos, (percentage) 192,054 4,155
07 B (147)
6. Remittances — Rs. mn. (percentape) 3,440 15
S : (19%) (©%)
7. Employment — Nos, ** 295 i]
: (0%5) : (09E)
B. Asylum seekers™™* 22,852 i
; (827} (0%e)
9. Media Representation A 1 0

Source: Dias Bandaranayake, Forelgn Aflairs Study Group, Colombo. August, 1992,
Notes: :
* Joint ventures are cateyorized under major investing country.

##% Based onthe data from the Sri Lanka Bureau of Foreign Employment and licensed agencies only (estimated as 40 per

sent of the astual).
*&* Tncomplete data,

Source: Department of Commerce, Monthly Bulletin of Statistics, Dec., 1990,

TABLE 2
SRI LANKA — EC TRADE, 1985-1999
Imports fxports Balance of
Year  fcif. Rs. Mn.) %  (fob. Rs. Mn.) &% Trade
1985 7622 15.5 6474 18.9 ©-1148
1986 ; 7673 15.0 7623 23.0 -50
1987 3 10293 [Ees 8711 22.0 -1583
1988 12165 17.3 . 110943 235 -1222
1989 : ; 12533 16.6 13996 25.6 11463
1990 15468 14.7 19359 259 +389]

: TABLE 3

EXPOBTS TO THE EC: COUNTRYWISE PERCENTAGE SHARES (1987-1990)
Country At 1987 1958 1989 1990
Belgium i 2.0 36 5.5 5.1
Denmark 0.3 0.3 0.5 0.3
France : _ 1.9 1.9 2.6 )
- Germany (FR) s 7.1 B2 6.7
Greece 0.1 0.1 0.1 0.1
Ireland 03 0.2 0.2 0.2
Italy : 1.0 1.0 1.4 1.9
Wetherlands ’ 29 34 2.9 RS
United Kingdom 5.5 54 5.7 G
Portugal 0.2 i 0.1 0.1
Spain 0.5 0.4 0.4 0.5
|_EEC Total 22.2 235 25.6 25.5

Sourse: Sri Lanks Export Development Beard,

1990, The surplus in these years was
rreated by higher export earnings from
garments and textiles, tea, desiccated
coconut and rubber, 25,9 per cent of Sri
Lanka’s total exports went to the EC in
1990 compared with 18.9 per cent in
1986. In fact, the EC is the second largest
buyer of Sri Lankan exports after the
USA. Imports from the EC (mainly elec-
trical machinery, mechanical machinery,
and others) declined from 17.3 per cent of
toal imports in 1987 to 14.7 per cent in
1990.

An analysis of the geographical destina-
tion of exports to the EC show that
Germany is Sri Lanka’s the largest export
market, followed by the U.K. (Table 3).
The increase in garment exports to the
EC made the major contribution to the
expansion of exports to the EC, The EC,
which imported 26.6 per cent of Sri
Lanka’s total garment exports in 1990
compared with 25.5 per cent in 1987, is
the second largest buyer of garments
after the USA (Table 4). '

Sri Lanka’s garments exports to the
EC is governed by a bilateral agreement
under the GATT Multi Fibre Agreement
{MFA). Under this scheme, export quotas
forthe EC are available for four categories
of garments covering: men’s and women’s
trousers, blouses, shirts,and winterwear.
Sti Lanka’s EC quota has increased subs-
tantially (33 per cent) over the 1989-91
period and the quota utilization rate has
remained at a satisfactory level of around
80 per cent during the same period.

The fate of the MFA, of course,
depends on the Uruguay Round of GATT
negotiations which has stalled tempora-
rily, The original intention was to integ-
rate trade in textiles and garments back
into GATT but.the EC has maintained
that increased liberalization of trade in
textiles and garments by the EC countries
needs to be reciprocated by strengthening
GATA rules, viz., discipline in regard to
safety standards, subsidization and
countervailing measures, as well as
opening up of developing country
markets for the EC exports. At present,
what appears to be the case is that the
MFA will be gradually phased out in 10
years time. From the complete abolition
of the MFA, Sri Lanka may stand to lose
because more industrialized countries
such as, Hong Kong, Taiwan, and South
Korea have a competitive edpe over Sti
Lanka in the Enropean market,

. Digitized by Noolaham Foundation.
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INTRODICTION

an’gn Triret Tnyeetment {FDI inchy
industrinlisntinn proresa or in e moedér
risarion netivities afdevelaping o itiic
ol Axin kg heeame g tepic Zor coagider-
uh'ls disopsgion amone pubilicians. due-
dernizians pod maj eriokeenatisnal cres-
oisations like the TIN syetens, the [k
gad the Werld Ban® after the S=oond
TWorld War, Muay of them hawe helisveid
thar the Aroowtzen ol FEI infoes inin
develnping ceonmaoies L5 i key strlatiom b
resalve some eracisl declo-cceoom
prahlema faced By thess: counzies, 13ke
wrempinFmenr, delicit ia the Balancd ol
Lidc! naymente, saneire o forepn sx-
lizmge, pont technalopical capacity, lack
ef skilie) Lohoor and canital, otz

The ahrve nintics wes ey dlseosswd
with partimalar amhaaia e e dbart szl
telarinabip hetween FTIT Gndoows 2 nd
growtl af peal Girmss Wationn! Ponduct
[GMPY The suceegaful coungmic perins
mances of Adisg MIEs [Hene Eong,
siogapore; Senmth Eorew il Lsiwan)
WL cxtrncted ns evidenes to ghow the
abuve relztienship. However, aomc
vuonormists arges that there ame oo alpni-
Evunt veses of initintion of oatioosl
incerme prresth by foreipn caplisl. For

cawmple, Laksbman 1 I9%1:1] argues that
Elia positlve pelatiossldn uiEabiely
reflecra cavaslity, nanning from the FLI
wariphls tnothe gromch yaoahls raisiog
the egp-ncachicket question . He forthere
st Rt itisdanheal wheathar mndecn
wiitld history, specilically nher Warld
Yor BT, hox-any sigmficomt caces af
imitiatizn of narional dAcame greasth by
[oreien capital This oTgoment is gitite
e pdahle iF we comsider rhe msre rifin-
Lol mutivmdl inceme groath hy the
izl ol loreien cepitel. bat it isdnahtlil
wincther thy aveeleration f the rate of
porore i e d e ozl Liveo nes e ovear- Sasan
eoratess, prrlicolac]y Ui Asiazn NIBs.
and Liv ASEAS aiuatrios has takcn plas:
thraugh rie jncrerze of farsign (nwest-
menr ot af thasaime nEaemilphle fareian
sanital.

Lo inflow ol Togeaei bivcetovent Uik
Eqe Aman region s mot wcoew plicne-
mensE, Hut 55 smeting which ovieinelad
mainly dunng the eolemal periad: This
Ump-pessieeent Sureign vapatal in Asia
ealhe divided ntnfwa maarcatsparies?
ancnrding to their hnmogsnsity nfnanme:
the first ‘e the petiect enciave invesnent
which gnasists ol the colomial solees?
nrestments nomining anl  plantation
activitics =nd 0 the creation ol saEe

bl wpe vl Mulbinatignal Carp
rutivn (MM the =ecarncl 15 the semi
cawla iy siaeealizi it wioek wonuprises juinl
virture gond B port Promotion T roces
sime Famex [1PF] or'Free Trade Fones
(FLEL? The Inrmer type al Inrteign
Leveshinent {exeeps the Japaneas colonisl
investmenrs in re Korean peninsila acd
in the Tamwan!! was predominantly isn-
lutee] Irom the domestic ecompmy of the
Aoxi countcy: the mmst exseniial produes
Lion dopuls-like abour, capilal uad bsch-
awloey weie provided loum vatsid tbe
domestic ceooanty ol the st cointre. (o
atic: waeds, FOI ia tbe Tea, Rebber,
Ciconil aod Sugar Cane plantations ol
Axiaclid nat gomerate much hack wand oz
Corweand Juskags szl Ude meulbed in b
poot freaafse of the prowth beacfibs of
FIH trthe fponl econems [Lakehmnn,
4 L g B

Althenagh the latter tvpe af investment
hae nlen snhstantin iy eoneicted of the fall
enclave slermm=nts, it has hod sames kack-
wunl inflcenee oo the improvement af
procluctinm and prizfoctivity ol host
cmnisy throwgh transler amd di Fesionm al’
reodes n bechnologicel know-Eow -and
zilvanced monmgement systems, Thesuc
ceachil econoamic performeanoss of rhe
Aginn ™IS and of AREAN cin be Inggeiy
explined as resulting frem [nllaming this
sumi-enclavs Evps ol iovatoin b In roz:nt
dexpdes, horh aneialist wad espiralise
crnntriesin Asin hinve incrrdnosd nossrss
of fnr—reaching r=forms which kove stima-
leted their coomaoies. by o pemmieing
vaticius impori-capart . pestockions and
granting varow incendives® [or these

Digiized Dy Noolanam Foundation.
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semi-enclave investments, to deduce a
significant contribution to elevating
economic development through industria-
lisation.

This paper is the one-third-way result
of an on-going joint research project on
“The Pattern of Economic Development
and Foreign Aid in Asia® under the
assistance of the Monbusho International
Scientific' Research Programme. The
study undertaken by me comprises a
survey on the “Role of Japanese FDI in
the Economiic Development of Sri Lanka
and Thailand®”. The survey is intended to
be carried out within three years in three
major steps as indicated below: firstly,
the prowth pattern of Japanese overseas
investment and its significance in Asian
economies, particularly Sri Lanka and

. Thailand; secondly, the role of Japanese
investment in economic development of
both countries at macro-level; and
thirdly, the micro-level contribution of
Japanese FDI to various economic acti-
vities of the host countries’ local eco-

- nomy. The present paper consists of the
analysis of the first step which is mainly
based on the statistical and literary survey
conducted during the last year. The
purpose of this paper is to ascertain the
growth pattern of Japanese FDI as a

supplier and its relative significance
within Asian as a demander, It will, in
particular, this will attempt to examine
the general characteristics of the com-
position and structure of Japanese FDI
in relation to that of total foreign invest-
ment in these countries using case mate-
rial of Japanese FDI in Asia with special
emphasis on Sri Lanka and Thailand,
However, it will exclude the Japanese
colonial investments and perfect enclave
FDI in the discussion due to coverage of
the study.

JAPANESE FDI IN OVERSEAS :
AN OVERVIEW

The inflow of Japanese investments
into various countries of the world was
initiated in the mid-1950 and came in
small volumes of capital. This was
dramatically increased during the last
four decades, particularly in the 1970s
and 1980s. The gradual development of
domestic capital at home and its increa-
sing dependence on international trade
and foreign resourses resulted in this
movement of Japanese capital overseas.
With its sharp increase in Asian countries
during the last two decades, it not only
arose as a major political issue in the
discussions on economic development in

TABLE 1

3 1951-60: 1961-70
Neorth America: 3
Amount B8 824
- Share ; 39 26
C. & 8. America: Yy
Amount 85 481
Share 37 15
Middle East: s
Amount 1 150
Share 0.4 5
- Eorope: ;
Amount : 3 636
Share 1 20
Asia: ;
~ Amount i 549 703
Share 22 22
Africa: ;
Amount 1 91
Share 0.4 3
Oceania:
Amount 2 i e
Share 1 9
___Total Amount 228 3165

Asia, but also gradually became a major
topicfor academiciansin both Japan and
in the host countries. Major academic
efforts on the Japanese side® emerged in

- the mid-and late 19705 and inevitably

they reflected the specific features of the
decade. Japanese FDI in this decade
concentrated on résour(_:e extraction, on
import-substitution manufacture for the
host countries and on the production of
parts and components required by final
manufacturers in Japan. Howcver in the
1980s, these characteristics of Japanese
investment changed dramatically both in
scale and in character and now, exqport-
oriented firms bepan to dominate
{Phongpaichit, 1990:28). On the host
country side, many economists engaged
themselves in the analysis of the backward
and forward linkages between Japanese
EDI and the host country economy,
laying particular emphasis on the experi-
ences of Asian NIEs and ASEAN econo-
mies.”

‘The inflow of Japanese FDI into the
Asian region has occurred according to
the changing pattern of two major
factors: firstly, the condition of the host
countries demanding investment, such as
their social, political and economic stahi-
lity, availability of resource endowments

JAPANESE FOREIGN DIRECT INVESTMENT IN KEY REGIONS, 1951-1990 (UNTTS: US S MILLIONS, %)

1971-80 1981 1982 1983 1984 - I985

R886 2522 2905 2701 3544 5495
9F GmeR ATy o e

601 1181 1503 878 2290 2616
s e sl i S e

1925 D624 0 17505 2T
6 1 2 4

L]

45
0.4

L]

3831 798 © 676 990 1937 - 1930
12 9 9 PRS0 16

9081 3338 1384 1847 1628 1435
= 28 AR {8y A gstl 1

1352 573 489 364 326 172
4 6 6 5 3 1

2276 424 421 191 157502825
T 5 6 2 2 4

32919 8931 7703 8145 10155 12217

10441

1986 1987 1988 1989 1990
[3357 22328 133902 27192
47 46 48 50 48

4737 4816 6428 5238 3628

2 14 14 8 6
44 62 259 66 S0 a9y
0.2 0.2 1 0.1 0.0
2469 6576 9116 14808 14294
16 20 20 22 25

2327 4868 5569 8238 7054
09 272 653 671 331
1

992 1413 2669 4618 4166

22320

10 15 12 12 12

33364 47022 67540 56911

* Nominal price values.
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(b a= pad raabsrinis) Coadition ef e
damustic capitalist sEcenr, ecrnamyic
pilicy trwa=iks Lereigncapdtnl angd Froret g
Lrade  wnil Lhe lews] ol incentives for
Eoveion javistnisol: aod wxnnmlls, the
parnre ol the spendmie sevtonnnt ol
Fhe anapiplay aide: ioo e pad > 0 1id suaply
s pares i rensnns knvsenveed che
incTanss nf Tapnness dnvecrmant i thae
ASIRT oo, v Ch) the eolsriails oo
fipthes aeramilation af altead ¥ accwma-
[ahed Dudviessial cnnitnl gr ok moyguired
rivezses s lacitinng fos fomhes soovmila-
tan, Theargmment nins a9 s gradoal
loxe o the compitative advanraas of
Yapancse oooulactused aroduces® ar
Lumlos b Lhe searcty vl Taw matennis,
Bl eosl vl praductor. particularly the
prsrof Lahedtr, Sphicalie doriceimeal
regilarions st becnil eliocks] (b} L
trisnsfermaticn e He Finz nrizl znndicion
ek Tapaai s commamy, sqecilically the
B e eiation ul Ui Y el und the lihers-
Lratin b capitel mictilamw=H nnd tegds
Liitlon with the D54 zrel B e bhs
in:pl:l:-'.l:il:-n v vibriowas birills and nunchs
dpatast dapan becsilvienonl cnenkhes
The puprecipriog of ac &el capivd o
Ir=eer deraendd For Inpakgae oocdvets Ui
Hrernaiiomal markers aq o morsesdt el Has
loedi praee. et bon thete was a dsccer
conparative wilvantuge Tar Inpansse
prodinee whivi wirs prsleccd in dasan
szt feb the strectural chaage ol the
Tapanese econprmAy ™ nleng with rhs
champs Bslomdhsirey rom Jnhsar-inten-
sive B panitul intens ve

ike growik palbzra ul lapencss FL
i ziaie Uos Lt LTow ol s Lo Koy o glocis
ol ke weald ia poven in Takis L The dnca
reveals the gradun’ inorence of fapaness
nraroegd invectmant which o closels
assmointed with the stroctusia change nl

JAPAKESL IUREINK DIERCT INFESTMENT BY RECION AND RROAD ACTIVITY (UNITS: US 5 MILLKING, 7)

the Japnese ecanom anrd rhe arbes kay
Lactirs mentinnel ahove. The comuprive
Jepaoese FLIE in dhe beo decades,
1951 70, amoonted to U5 53,343
REillEnn, whichiis apprissimare Ty [0 imes
logdics e 971 B fgan, Ll was FasLhecr
Fwrcesud By clght by a0 T9ET-90
Huebvez, this upiard treod of lapsieic
TATESUELE orerseng wot aaly declined 1o
derpta of rofal eapital by L6 percoal in
190 o passd borhe presicdayest, b
also declined i terme of the number of
projects from G356 in [959 40 506F in
1B80 pr Hy | ¥ perocent. This i3 2 vecw
wneommen letwee ol fpunese F1I
inilows during the Tast dheoade (pomnt

Iy},

Although e bave amphosired che
epicdd antlow of Tapanese FEIT infa Arian
EIOOOLLE, It UEnTiEse aily t'-||,|:'~—¢i|__r.||1_||
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rrmainel- ot around 12 per cent dznnp
tBe last hive yearx Thowewer; if we
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FLi in Asia for Lhe piziol 7951 90, it
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ravecy. '] Bis siecals thue o large numhber aff
frmelabeul THEM cass] ans operating
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Growih Falleen of Japanese FDV in Aala

Altbongh Jepaaeas lvearmont siil
Le pesatits pminos percoatace o d crosstie
investren: {except Singapnre)and i ths
chare ol toetal Topanece TEIT n Asizn
tuantries, fapanese TTH became o mngor
pulatical s ws in ehe sl loprent polas
nlfAsinin the 1950k, especially ' ASFEAN
cranfEes: Alrme wich the inceepse ok
Japnness invesiment in thece crindree,
investraenc drom Western crundries, pantis
cularhy - che LSS pradusly abechiner.
My wunlivs o Asla devio thal dupe-
pube kL will play e erseder robe L tbclr

utduztcializatioz - penivitica becanee Lo

Japanese firmas are recently activpfed nn
rxaoTi-oriented manniactemng, uEing
acennced tezhnplogies,

Trhie 3 Tresenis claty oo the pornzzsiioo:
distritusion. of lapamci: LM 10 Asanl
CONTATiES countsy-aise and T n-wiss
separivie Ty b laeilitate Lor uodeestandiog
of th i e paree o ef Tnpanses ez pital
djm:*_]g‘ veered 0 Fhis enntinent Tour
little drzpane ar se-called Asinn WITs
nnd AFEAN cnuntties comeenbrated
pars rhan Gk qer cert of the Tipunesc
FOT during the péciod 1450 0 fexecpl
12675 Sould Bsly wad vhlsar covuetrkea e
nepllzibdy e L eoztexr the shavs nf
Japancss vapiad orovie it foay o jor
cutulizes of Soulh Azs THaveladesh,
India Pzt and Sl Lanka)aiodied

lz=s than two. per c=ntoaver the [#s
[excepd 19R3). This uneven dictribntinn
iof Japaneas caplisl Lo s inte the Asizn
replan revealsebatthiy fullow the pustem
of the lepsteountey s teguen= end nwment
ad ceonemie codition In particular,
and the political stabilily 200 ather
Faclars Hi geaeral, Fur exzmple, o latpe
partion &f the toral Japancac Livdcstount
in ASEAN, paricularls o Lol
whna aomsenctated on resoures-delabed
prejeces or om resnorce excencring, Lokl
985, Tndone=cin was ome af the lnrpso
destinatinns within the AT AN pepieg
[or Japsact: capital e almosl all ypears,
Lbe wouilry 15 well-known as tich: in
wurivbs resaeuries Y Thus, Japanese Frme
wllen meaove intu relstiesly develnped
countries:in Asia This peplaing the log
([SHIETH ]P.EI'IEE": investment in rhe Fhilio-
pinees and in Soelh Aviz which remzined
ad Lowg Jevels ol wincanic aerhermance 1
angdhnd ponr manor - endamie s, ¢
Thos, mast Tapenese ficmg hpve ropeea:
trated mmre s Ehe =connmic condidiom
al the hest countsies meher thanoon their
ecxnnmic polcies cwnrds Fereipinyac- ;
ment xuch =s wncondthionzl Acanomie
inmmtives.. Fos esample, 2n.meTezse in
Liarshare vl Tupanesa capital movinginrg
Phiitazul «lgring the last three ‘vearg
C19BE-90Y ix cmphasized by Lakshman
19012y ax o resude of ke wery hiph
rowth ratein the ARTAN cegpn, Tn

TARILE A

1w, the lapasede share of caplial o
Thadand aecounted for the klglet level
stood ondy oo Hoop Kope. T additien,
the meailakility of dooestic capital for
Joind veotares alseo enneed this drmetic
expansion of JTapaness capital in Tow-
Tnnd sorpessing other countres: Civne-
talty, most Fapanese lirms tavacred johint
ventures tather thao Jwlly-savsod - slib-
sidiaries, with wwen smiall callaberalan
neoepted, These requirements af Japanese
firmz riere most probahly avallahie o the
ahove countries sinc tocy el deselo ped
ibis deoicatle cepstallsl aecoer eai-
siderahly."”

Tl digrcibiion pateery of Tapanese
FO by dndiieers ponly the mannfachming
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TABLL 4

Activity

Food

Textiles

Lumber & Pulp

Chemicals

Iron & Steel/ Non-ferrous Metals
Machinery

Electrical{ Electronic Equipment
Transport Equipment

Other

Total

DISTRIBUTION PATTERN OF JAPANESE FDI IN THE MANUFACTURING
SECTOR OF ASIA (%)

19571- 70 197780 198190

7.2 2.9 7i5)
314 191 6.7
47 3.0 2.7
5.9 16.5 136
10.6 B3 12.6
4.7 6.1 9.8
14,1 11.7 25.8
4.4 5.9 A0
15.0 it 1.4
100.0 100.0 100.0

steel/non-ferrous metals emerged as a
dominant industry, contributing about
one-quarter of the total investment, In
this decade, the major product areas in
the manufacturing sector of Japanese
FDI in Asia were iron & steel/non-
ferrous metals, chemicals, textiles and
electrical/electronic equipment, in order
of merit. Their rate of contribution was
about 71 per cent of the total manufac-
turing sector.

These changes, specifically the emer-
gence of chemicals as a major product,

and the decline of the share of some

products reveal the problems which were
faced by Japanese firms at home and in
the international market in the 1970s.
Heavy industries in Japan mainly con-
fronted an increase in the cost of raw
materials and high competition with
Asian NIEs which produced similar
products at a low level of production cost
for the international market. These two
factors caused the decline of the com-
parative advantage of Japanese products
originated at home and thereby changed
the manufacturing structure. However,
the Japanese firms overcame the above
problems by introducing energy-saving
devices and developing new products
under research and development (R&D)
efforts undertaken by both the public and
the private sector.

In the last decade, (1981-90), elec-
trical/clectronic equipment arose as a
dominant product, amounting to more
than one-fourth of the total products. At
the same time, the sharc of transport
equipment and machinery increased con-
siderably and textiles declined rapidly.
Five major products such as chemicals,
iron & steel/ non-ferrious metals, machi-
nery, electrical/ electronic equipment and

transport equipment have altogether
accounted for 72 per cent of the total
manufacturing sector, Thesechanges also
imply a similar pattern of problems faced
by Japanecse firms in the 1970s; parti-
cularly, the appreciation of the Yen and
the high cost of labour resulted in the
rapid loss of the comparative advantage
of many products over the 1980s. Con-
sequently, many Japanese firms shifted
to product areas like electrical/ electronic
equipment, machinery, chemicals and
transport equipment in which Japan still
had the comparative advantage in the
world market. These products required a
high level of technological know-how in
the production process, which still
remained at a lower level among firms in
the NIEs and the ASEAN. This has
helped Japanese firms to continue with
these products, enjoying a comparative
advantage on a large scale. However, this
situation may not remain unchanged for
long because the above two groups will
soon catch-up with the Japanese.

FOREIGN DIRECT INVESTMENT
IN SRI LANKA AND THAILAND

The promotion of foreign investment
in the industrial sector, especially in the
export-led industries, has been a signi-
ficant policy issue for financing the deve-
lopment of the industrial sectors in both
countries (Sri Lanka and Thailand) since
the 1960s. The policy issues in this context
have been introduced mainly under the
framework of Import Substitution Indus-
trialisation (ISI) and Export Oriented
Industrialisation (EDT)} with special
attention paid to overcoming some speci-
fic socic-economic problems faced by
these two countries.

Under the IST policy, Sri Lankal® and
Thailand'® ‘established a framework for
encouraging investment, including
foreign investment, upto the laters1970s
and early 1980s, respectively. Both coun-
trics had never felt an urgent need to
promote foreign investment as a means
to achieve economic development. How-
ever, both provided a variety of facilities
and incentives to attract FDI under sorme
specific regulations or restrictions which
were needed for the protection of
domestic firms. Faced with the emergence
of a high debt burden, a huge trade deficit
and many other socio-economic cons-
traints in the late 1970s, both govern-
ments introduced various incentives and
facilities under the EQT policy to attract
FDT within a relatively open economic
framework, abolishing restrictions en-
countered by foreign investors under the
previous policy. At present, both
countries arc following a relatively similar
policy towards foreign investment,
providing various incentives under an
open-door policy.,

In addition, both countries introduced
specific types of administrative facilities
for foreign investment, aiming at the
centralisation of the administrative
decision-making process on FDI. This
was mainly expected to minimize bureau-
cratic red tape towards foreign capital as
much as possible. The Greater Colombo
Economic Commission (GCEC) and the
Foreign Investment Advisory Committee
(FIAC) in Sri Lanka and the Board of
Investment (BOI) in Thailand®® are the
main administrative bodies, responsible
for the promotional and administrative
activities related to foreign investment.
Although, the BOI in Thailand deals with
administrative matters on foreign invest-
ment regardless of their location and
activities, the GCEC and the FIAC in Sri
Lanka were engaged separately in pro-
motional and administrative work on
FDI projects which operate within the
1PZs and outside, respectively. However,
the GCEC became the “one stop centre”
to service foreign investors after merging
with the FIAC in January 1990, At
present the GCEC deals with all foreign
investments irrespective of their location
and type of activity.

Pattern of Foreign Investment
in Sri Lanka

Although the origination of foreign
inward investment in Sri lanka took

14
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units before small tanks situated within
the watersheds are restored in isolation.

3. Issues, Constraints and Opportunities
3.1 Data and research gaps

Although the soil erosion rates have
been assessed in different land use settings,
a similar emphasis has not been given to
quantifying the on-sitc and downstream
impact ol soil erosion. As aresult, there is
not much basic information available on
following influences: the reservoir sedi-
mentation and impact on life span and
capacity of the major reservoirs; the
influence on the hydrological regimes of
the rivers and increased threat of flood or
drought; influence on the hydrological
regimes of the watersheds of dry-zone
reservoirs and the potential threat onthe
sustainability of irrigated agriculture; soil
nutrition losses and the resulting loss of
on-site crop yiclds and farmers' income;
and influence on the siltation of irrigation
canals and the resulting impact on
recurrent maintenance budgets. It is
necessary to evaluate the social and
economic costs associated with the above
impacts to convince policy-makers and
political figures to promote watershed
management as a national priority.
Unfortunately; the present arrangements
for the following are not very effective:
monitoring basic watershed management
activities; collecting basic management
data and information, identifying priority
watersheds; and conducting research.
This nceds the early attention of  the
policy-makers,

A wide range of preventive measures is
being undertaken to prevent soil erosion
in watersheds and preserve them, by a
wide range of government institutions.
The preventive measures are: regulation
of land use; afforestation and preservation
of critical watershed areas by declaring
them as reserves and sancturaries: improve-
ment of on-farm land use practices; and
physical engineering measures. Several
strategies including the Integrated Rural
Development Approach; donor-funded
special projects; subsidy and incentive
schemes; farmer demonstrations; and pilot
projects are being adopted to implement
watershed management activities and to
obtain people’s participation in these
activities, ;

3.2 Institutional Arranpements

Accloserexamination of the implementa-
tion of the above measures reveal the

following weaknesses and constraints.

. About 38 government agencies under
12 ministries are involved in various
aspects of watershed management
including research, extension and
actual implementation.

ii, Although there are six comprehensive
legal codes that provide for the conser-
vation of soil, land and forest, they
have not been effectively enforced for
the protection of land or for legal
action apainst environmentally harmful
action on land and water resources. In
spite of the existence of these legal
enactments the problem of watershed
depradation has worsened.

ii. Different agencies implement conser-
vation activities within their specialized
disciplinary boundaries, For instance,
forest conservation and management
are the ohjectives of the forest depart-
ment as enunciated in the national
forest policy, soil conservation in the
tea plantations is the objective of the
government agencies dealing with the
tea sector, while soil conservation in
the agricultural lands is in the agenda
of the Department of Agriculture,
The degree of co-ordination and
linkage between these different agencies
is weak.

iv, Nosingle agencvoraworking arrange-
ment among these agencies exists to
study the specific problems of specific
watersheds in a multi-disciplinary
manner and to prepare comprehensive
plans for the selected priority water-
sheds. For instance, there are a number
of donor-funded as well as government
programs that focus on Upper Maha-
weli watershed areas, but the inter-
agency and inter-program linkages
are not very effective. This situation
can lead to some degree of replication
of work. It was only recently a conser-
vation review committee was set up to
review the issue related to conservation
of natural forests under the Ministry
of T.ands.

v. The management aspects of the dry-
zone watersheds have not received the
same emphasis as those of the upper
watersheds. Although the problems
are known, they have not been adequate-
Iy diagnosed quantitatively.

One option te ensure proper linkage
and coordination among these agencies is

to set up a National Steering Committee
on Watershed Mapagement with a
supporting' technical secretariat. Tt will
also be necessary to develop a master-
plan for watershed management. This
proposcd secretariat can be strengthened
with people from relevant disciplines
who should take the lead role in providing
technical backing and input required by
the committee to address and resolve key
issues connected with watershed manage-
ment.

3.2 Minor Tank Restoration

A distinct feature of the watersheds in
the intermediate and dry zones is that a
large number of small tanks are scattered
within a watershed area of a larger down-
stream reservoir. Some of these tanks are
in working condition while others are
abandoned. The management problems
in this setting have not received adequate
attention of the policy-makers.

The potential impact of the restoration
of a large number of minor tanks situated
in the watershed of a downstream tank
was evident from the Mahakanadarawa
case mentioned eatlier. Even now, the
restoration of minor tanks is being done
without a proper assessment of its aggre-
gate downstream impacts. In the present

.administrative setup the minor irrigation

works are overseen by the provincial
irrigation departments while many of the
inter-provincial schemes are overseen by
the central irrigation department, Thus,
there is a greater chance that these activi-
ties can continve to take place in an
uncoordinated manner even in the future.
It should also be noted that the watershed
boundaries of the major rivers as well as
of the major reservoirs do not follow the
administrative boundaries of the provin-
ces. This has resulted in a situation where
the watersheds of many large reservoirs
are located outside the boundary of the
provinces within which these reservoirs
and command areas are situated.

This situation calls for a need to adopt
a more rational approach in dealing with
the management of watershedsin the dry
and intermediate zones, This approach
should encompass not only the land use
and soil conservation in the watersheds
but also the minor tank restoration,
considering the larger watershed as a
single unit while paying due consideration
to the total hydrology of that unit, One
institutional innovation may be to set up
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provincial level steering committees on
watershed manapgement to ensure coordi-
nation among all relevant provincial and
central departments that are operative
within a province, so that all development
activities in watersheds can be done in an
integrated manner. The provincial steering
committees should also be linked to the
national steering committee already
proposed in this paper.

3.4 Dry-zone watersheds

The farmers in the dry zone primarily
depend on tank-based agriculture for
their livelihood. Many village tanks, parti-
cularly in the intermediate and dry zones,
suffer from insufficient inflow that makes
it impossible for annual double cropping
of paddy or other crops under those
tanks. The reliability of seasonal filling of
many minor tanks is far below a level
desired for risk-free cultivation of crops
twice a year. Therefore, chena has become
a source that not only supplements a
substantial part of the village farmers’
income but sustains their livelihood,
Experience shows that in the years of low
rainfall when the irrigation potential in
village tanks remains very low, many
farmers resort to chena cultivation.
Although the typical chena cultivation is
destructive to the cnvironment and to the
sustainability of minor tcsks, it has
become an essential component of the

village tank system. Any attempt to

improve income and profitability of the
agricultural production 'in village tank
system has to integrate the upland chena
cultivation as an integral component of
the system.

On the other hand, the demand for
land is gradually increasing. In response
to this growing pressure, the landless
_people are being granted lands in the
upland areas under the Presidential Land
Task Force, Although this may not be the
ideal use of the dry-zone watersheds this
practice is now inevitable. Imposing conser-
vative local agricultural practices in
uplands has therefore become a greater
need of the time than trying to eliminate
such land use. This has resulted in a new
policy directive to assist the people granted
with upland allotments by a package of
technical know-how and extentsion on
ways and means to maximize productivity
and profitability of rain-fed upland
farming. Adopting such measures as
water-harvesting techniques in the
uplands would be inevitable to sustain

the livelihood of people settled in the
upland areas,

These situations have implications on
the watershed management in the inter-
mediate and dry zones. The increasing
farming activities in the upland areas can
promote watershed degradation which in
turn may promote siltation of the tanks
and affect their hydrological regime, The
vegetative coverin the watershed actsasa
moisture reservoir for rainfall and regulate
quantity and temporal distribution of
runoff to tanks in a manner favourable
for irrigation with less risk to farmers.
The upland farming would easily disturb
this regulatory function of the watersheds.
On the other hand, it would also increase
the consumptive use of water and would
consequently reduce catchment yield.
Both these consequences are detrimental
to the sustainability of tank-based irri-
gated apriculture. Therefore, the trade-
off between upland farming in the
upstream and irrigated farming in the
downstrem in the typical socio-economic
environments of dry-zone tanks has to be
properly studied and clearly understoad
as a guidance for future land alienation
policies. Maodern catchment modelling
and flow simulation technigues will be
useful tools for this purposes. Also new
technigues and technology for conser-
vation farming in the uplands have to be
generated while searching for technigues
of enhancing and regulating runoff to
downstream tanks. Rescarch and develop-
mentare required to understand tradeoff
between these dual and competing uses of
watersheds in order to guide future policy
decisions in this regard. Such research
issues should receive due attention in the
research agenda of all concerned agencies.

Anotherissue that deserves attention is
the growing interest in adopting commer-
cial farming on the upper command areas
and its implications on the sustainability
of land and water resources. Recent
studies (Shand et al 1990, Land
Tommission 1987) have advacated the
idea of irrigation of ‘above the command’
lands through pumping water from canals,
river channels and groundwater for semi-
perennial and perennial high value crops,
perhaps on a commercial scale. The culti-
vation of upper command arcas will be a

necessary economic option for the future -

toenhance the productivity and profitabi-
lity of agriculture. However, this option

will be definitely attractive to the commer-
cial private sector, Also the present policy
of the government is to encourage and
promote private sector intervention in all
possible avenues. The cultivation of upper
command areas will penerate potential
avenues for economic development, but
it also can be counter-productive in the
long-run, if appropriate measures are not
taken to conserve soil and productivity
of land, In this regard, the adverse experi-
ences of tobacco cultivation on steepland
slopes without soil and land conservation
measures by the local private sector during
the last 15-20 years provides adequate
evidence, This evidence warrants a careful
policy study and analysis on various
issues before any initiative is taken in the
future in this regard. These includs the
research and recommendations of appro-
priate crops, land ‘types and land use
practices; the identification and allocation
of lands for upper command areas for
cultivation; feasibility of tapping surface-
water and groundwater and rights and
access to water resources: the regulatory
role of the government in preventing and
controlling watershed degradation result-
ing from large -scale commercial farming;
and ways of promoting conservation
farming, in order to ensure the sustainabi-
lity of 1and and water resources.

3.5 Peaple’s Participation

The forest, chena, village tank, irriga-
tion infrastructure, command area and
homestead are the mosaic of a typical
dry-zone watershed, Therefore, the conser-
vation of dry-zone watershed should essen-
tially focus on the full range of measures
that promote the conservation of these
basic components.

There are increasing attempts to obtain
people’s participation in watershed
management activities. People's partici-
pation is necessary because land capable
of bio-mass production in the different
mosaics is used by local people to sustain
their livelihoods. As the primary renew-
able resource users, local people are the
de facto watershed managers. Therefore,
an essential strategy in any watcrshed
management activity must be based on
educating, encouraging, assisting and
empowering local people and in obtaining
their full participation to sustain land
and water ‘resources as well as their
productivity.
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One difficulty in convincing upland
farmers of the necessity for conservation
18 the common belief that their efforts will
largely accrue benefits to downstream
users, and not to them. This is not always
the case. The upland farmers themselves
can gain on-site henefits throughenhanced
crop yields by adopting conservation
farming in uplands. A study conducted in
Sri- Lanka (Herath 1986) indicates an
annual benefit of Rs. 1,275/ ha/year from
stone terracing of tobacce land, Another
comparative evaluation on exploitative
and conservation farming over a period
of eight yearsindicates gradually declining
short-term benefits from the former and
increasing long-term benefits from the
latter. The net annual benefit from conser-
vation upland farming was Rs. 5,290
after eight vears {quoted in Widana-
pathirana 1991). This signals the need for
adopting different strategies to convince
farmers of the neccssity for consetvation
and obtaining their participation in conser-
vation farming,

Participation it a function of land
users’ current motivation and behavior.
Motivation and bchavior are in turn
related to the pereeived value, renewabi-
lity and security of land. Inducing moti-
vation and new behavior to preserve and
conserve watersheds on participatory
basis should be possible. But it need a
careful examination ol appropriate
approaches, strategies and implementa-
ticn mechanisms perhaps on a trial and
error basis. An opportunity exists in the
present provincial council administration
system where the planning development
interventions and authority and decision
making power are devolved to village
level. The possibilities of changing the
perceptions and behavior of villagers in
land use and implementing participatory
watershed management activities at the
village level should he explored through
this new administrative arrangements,
Various strategies like subsidies, incentive
schemes, demonstration plots, and pilot
programs may be some initially useful
interventions in this exercise.

3.6 Irrigation Rehabilitation

Irrigation rehabilitation programs have
potential to do a great deal in watershed
management. Unfortunately, watershed
management has not been considered an
integral component of the rehabilitation
programs undertaken so far. The scope

| IRRIGATION §

of activity of a rehabilitation program
can be easily extended to cover the
watershed area as well as the homesteads
and upland areas as these are mosaics of
another watershed of a downstream tank.
Forinstance, the main canals of irrigation
tan's in hilly areas usually traverse a
contour witit a sloping highland on one
side of the canal. Usually, the canals are
desilted and upgraded but no action is
taken to improve vepetative cover of the
upper slopes that brings silt into canals
with the lateral inflow of water. Planting
suitable trees onthese lands and in home-
steads and reforestation of degraded
watersheds can and should be incorpor-
ated into irrigation rehabilitation pro-
grams. These programs also provide an
opportunity to obtain the participation
of farmers in these activities through the
proposed farmer organizations in these
systems,

Many minor tanks are heavily silted
and some have reached their operational
limits due to continuous siltation over
time. There is a general request from
farmers to remove accumulated silt in the
minor tanks to increase their storage
capacity. These requests are usually not
accommodated in rehabilitation programs
duc to cost considerations. The irrigation
engineers usually discourage dredging
minor tanks because of the high cost
coupled with low apparent direct econo-
mic gains and benefits. However, a minor
tank is typically a silt trap of another
downstream tank. A cluster of minor
tanks may be trapping a considerable
amount of silt that would otherwise enter
larger downstream reservoirs. Sufficient
data are not availablc to understand the
extent to which the minor tanks regulate
the sedimentation of larger reservoirs
and the associated economic benefits.
Also increased dry season tank storage
generate other social benefits to the
farming community including recharge
of domestic wells around the tank. With a
proper understanding of this indirect
economic and social bencfits, it may be

" possible to entertain the request of the

farmer to desilt minor tanks. Tt is necessary
to study, at least on a sample basis, the
relative soctal costs and benefits, technical
constraints and ways of alleviating such
constraints of dredging minor tanks.

3.7 Guidelines for Development Activitles
There is aneed toincorporate measures
that minimize damage to vegetative cover

and earth slopes from the construction of
roads and buildings ete, These construc-
tion activities can lead to accelerated soil
erosion and consequently to downstream
sedimentation. The civil engineering
design of rural roads and appurtenant
structures and construction methods
should be reviewed with a view to incor-
porate adequate safeguards to minimize
or arrest soil erosion. There is potential
for incorporating structural and agrono-
mic conservation measures and to lay
provisions for adhering to those design
and construction standards. National
guidelines for design, construction and
maintenance of rural physical infrastruc-
ture should be preparcd and disseminated
in this regard.

3.8 Land Tenure Problems

I.and tenure is an important factor in
watershed management. There are many
systems of land tenure, some of which
hinder the adoption of watershed conser-
vation activities. For instance, it is casy to
adopt soil conservation measures in
privately owned land, but it :may be
difficult in other lands, e.g., land whichis
encroached state-land or leased or land
which is with hidden tenancy. Although
the local land user is interested in maxi-
mizing economic returns through conser-
vation measures, his enthusiasm, initiative,
time horizons, level of risk taking, and
therefore, his investment are likely to
differ significantly depending on the land
tenure. While larger private land owners
are able to defer short returns and wait
for long-term benefits, marginal farmers
with various land tenure arrangements
are unable to do so. Studies are required
to understand the relationship between
land tenure problems and watershed
management in order to formulate clear
policy directions and strategies to imple-
ment watershed management interven-
tions within the different land tenure
complexities,

4. Conchiding Remarks

Soilerosionis acommunal and national
failure, and not an accident. Soil ercsion
in Sri Lanka has caused an irreversible
damage to watersheds and in turn to land
and water resources. Watershed manag:.-
ment is therefore a national priority.

Although watershed management has,.
received attention of the policy makers,
there are many issues that need firm
policy commitment and support. Policies
should be formulated on the basis of a
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POLICY MAKING AND THE FUTURE

1. Introduction

A structure to understand the signifi-
cance of the various policies is necessary
to be examined due to the complex
nature of the formulation and the subse-
quent enforcement and enactment of the
same. The published material on policies
define policies in three categories viz.
infrastructure, markets and price. The
evaluation of the total policies enforced
through acts, bills etc. elucidates the fact
that these policies are addressed at various
levels. Anyhow, the terms policy used
through out the published material convey
the substance of the policies but the level
of implementation in the heirachical order
is seldom emphasised. This phenomenon
causes certain confusion in the interpreta-
tion of the same in a contextual sense,
Infrastructure, market and price policies
as they are presented in the current
situationrepresent varied levels of enforce-
ment. The objective of this brief article is
to discuss these policies in a different
structure so as to identify the possible
levels at which the individual policies are
enacted and enforced. The lavers in the
structure proposed are three: Macro-
economic Policy level, Environment—
economic policy level and the Administra-
tive policy level. The afore mentioned
policies-infrastructure, market and price,
are then examined in the light of the latter
structure to understand the purpose and
the level in which either of the three
categories of policies — infrastructure,
market and price, are formulated and
then implemented to meet user needs.

2. Policy Making - A Model for the
Future

In the light of the different interpreta-
tions of the varied levels of policies formu-
lated: a model is proposed to examine a
type of categorisation that could be
considered for the future. This proposed
model is of three levels i.e, Macro-
economic policy level; economic—environ-
ment level and administrative level.

Level | which is the marco-economic

" policy level, is applied to the macro level

policies existing in the current context
which are targetted towards long term
goals viz. saving and earning foreign
exchange, employment generation and
self reliance in selected food items (rice,
sugar efc.). These policy stands have
come to pass through various bills, acts
and statutes approved by parliament and
implemented through various state
agencies at various levels in the govern-
ment structure, in various forms,

Level 2: Economiec environment
policies, are proposed to capture the
policies formulated to meet the changing
economic environment and the environ-
ment in general. Policies in this level are
morte in response to thed ynamic economic
and environmental conditicns that are
determined by the national, regional and
global economic situations, plans and
attitudes that arise to meet changing
nceds of the beneficiaries/users of these
various policy stands. These policies

Sub level policy

Figure 1
The Maodel
Macro Level Policy - Earning Foreign Exchange

- Main policy making agency

Economic-environment policy-Tixporting processed fruit

making agencies Administrative policies — Formulating plans and other toals to
implement the policy formulated by Agency A

Users/Beneficiaries

would generally encompass short and
medium term goals.

Level 3 is for policies formulated for
administrative purposes and in the model
are considered as administrative policics.
In order to explain the workings of this
model with the above described policy
levels the model is examined with an
example; i.e. a policy stand to export
proecessed fruit. This policy stand although
falls under the macro economic policy
stand of earning foreign exchange, but
since the facutal policy stand with regard
to the export of fruit is in response to a
given market condition at a given pointin
time. This policy stand would he consi-
dered. in its formulation and implementa-
tioninlevel two of the model 1.e. economic-
environment policies. The need to imple-
ment this policy stand at the field level for
results would require another set of
policics that would be necessary to mobi-
lise the respective government agencies to
act at the field level to make this policy
stand a reality (see figure 1).

The policy formulated at Agency A to
implement moves through agencies A 1,
A2 Aldand Ad

For purposes of implementation the .
agencies Al-A4d would formulate policies
to enable the delivery of tangible and
intangible inputs to the beneficiaries in
terms of credit, rebate on equipment to
be utilised for processing, protection in
the purchase of raw materials, market
intelligence to producers etc. These

_policies which are administrative policies

would be the basis for individual agencies
to develop tools—strategies and plans for
action and contact with the users/bene-
ficiaries.
3. The Purpose for a Model

As stated in section | this model is
proposed to identify the level in which
individual policies, formulated for
implementation could be placed in a
heirachical order to evaluate the type of
action, the nature and the position a
particular policy stand holds with regard
to the context within which it is formu-
lated. -
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substantial political stability of the
country during these years might be the
major reason for this upsurged in trend.
The second period symbolises the bare
survival of inward FDI in Sri Lanka,
This period is well-known as an atrocious
period in the Sri Lankan economy in the
post-independence period. Communal
violence and both Sinhalese and Tamil
insurgencies?? against the present
government gave rise to political unrest
in the country and thereby weakened the
country’s economy.2* Furthermore, the
imposition of various protectionists
measures by developed countries on the
garment sector wherein was the largest
concentration of FDI in Sri Lanka, also

more than one-fourth (both in number of

firms and value of investment) accounted
for the textile and garment sector. During
the period 1974-77, there were 13
factories with joint ventures of which
nine factories, or 69 per cent, were
garmeLt industries. The reason behind
this spate of investment in textiles and
garments both before and in the early
1980s was that investors from Asian
NIEs, on whom quotas were being
clamped, decided to take advantage of
the fact that Sri Lanka did not yet (until
around the mid-1980s) face trade barriers
in the attractive US and EEC markets
{People’s Bank, June, 1982:10). In the
recent past, although the GCEC and the

FIAC discouraged DFI inflows into this
scctor and various import restrictions
were enforced for the garment sector by
the USA, still for all this sector remained
the dominant industry among foreign
investment in Sri Lanka. Another signi-
ficant characteristic of the composition
of FD1 in this country is that the majority
of projects tend to attract labour-inten-
sive asembly operations and simple pro-
cessing activities based on a low level of
technology. Therefore, it is reasonable to
note that technologically advanced
sophisticated production processes are
very rarc among the inward FIJI in Sri
Lanka.

TABLE 7
SRI LANKA: FOREIGN EQUITY CAPITAL PARTICIPATION IN THE MANUFACTURING SECTOR
(FIAC TYPE PROJECTS ONLY)*
1971 (Rs. .’\{r'.fb'r.‘n) 1977-c3t. 1989, Actual Invesiment (R, Mr'l'l‘idn}
Numbher off Toral Fareign Cauntry Share in Number of Total Foreign  Country Share in
Country Pregects Fquity Equity Forergn Equnty, % Projects Faurify FEquity Foreign Equniyv
Developed Countries: a4 192.6 7.6 96,3 an 17659 10338 4.1
UK, 15 1462 R0 67.2 R4 4680 2569 18.4
S5A 4 6.4 59 4.7 L 2568 R4 6.0
Eurape (Other than 1K) 5 182 1 - J223 k1| 3612 1599 1.5
Tapan 10 218 147 120 4 6799 5326 8.2
Aslan NTEs: 3 43 945 24 138 T2RD 2853 0.4
Hong Kong 3 4.3 25 21 71 SRIN 2300 179
Singapore - 67 1472 8T 2.5
Sauth Asia: d 4.2 20 T 0 INRE 762 55
Tndin 4 4.2 20 1.6 n 1086 767 5%
Tatat g 41 20H.1 122.] 1.0 4 26036 13653 1000
Naote:

* Alt'iough the data in 1971 comprised only FDIT in the manufacturing

rotivites,

sector, the perind 1977 to October 1989 [neludes actual foreign equity in manufaciuring and non-manufactiring

Souree: Athukorala Premachandea, Direct Foreign Investment and Manufactured Expert Expansion: The Case of Sri Lanka. Vidvodaye Joumal of Arfs, Science and Letters, Vol 12,
February 1984, University of Sri Jayewardenepura, Nugegoda, Sri Lanka.

led to the discouragement of further
approvals of investment in this industry.
The above factors caused the wane of
FDI inflow into the country in this
period. Although the Tamil insurgency
still persists in some parts of the country,
viz. the North and the North-East, FDI
began to reintegrate from 1988, However,
it is premature to emphasize that this
upward trend will continue in the long-
run because Sri Lanka has still not
become a priority area for high-tech or
sophisticated industrial investment by
large MNCs in major developed countries.

Table 6 indicates the sector-wise distri-
bution was the manufacturing sector of
foreign investment, this facilitates the
understanding of the attractive areas for
foreign firms in Sri Lanka. Over the 15
years ending September 1991, there werc
628 projects approved/contracted by
both the FIAC and the GCEC, of which

TABLE &

DISTRIBUTION OF PROJECTS COUNTRY-WISE IN THE IPZ - 1977-90
Country Number of Projects Percentage Share
Developed Countries: 64 50.4

United Kingdom 10 it
North America {a) 7 55
Europe (b) 35 2901
Japan 10 740
Asian NIEs: 54 42,5
Hong Kang 24 19.0
Rep. of Korea 18 14.2

i Singapore S 319
Taiwan 7 5.5
South Asia: 9 il
India 5! i9
Pakistan 4 3.1
Total 127 100.0

Note: (a) USA and Canada, (b) [Includes Avatralia,

Source; Udayapala, M. K., Unpublished country paper presented at a Seminar held in Shanghai, China
from 2nd to 6th September 1991 on the Rofe of Export Proce: ng Zones in the Promotion of Exports and

Foreign Investmenis,
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total manufactured FDI in this decade.
However, in the first half of the 1980s,
textiles declined dramatically and metal
and non-metallic, electrical appliances,
machinery and equipment, chemicals and
paper and petroleum products emerged
as attractive production areas for foreign
firms in the manufacturing sector. Their
overall rate of contribution amounted to
80 per cent of.the total foreign capital; in
which electrical appliances was the domi-
nant product which alone constituted
about 29 per cent of the total manufac-
tured foreign investment, The major point
coming out of the data (Table 9) is the
dominant role played by electrical appli-
ances in the manufacturing sector

for more than two-thirds of the total
inward FDI over the period 1970-89;
however, there is a well-inarked erosion
of the relative position of the United
States after the mid-1980s. Until 1985,
the United States was the largest investor
in this country, but fell sharply from 54
per cent in 1985 to approximately 12 per
cent in 1989, This was a result of the
dramaticincrease of Japanecse investment
in Thailand after the mid-1980s. At
present, Japan is the biggest single
investor in this country taking 52 per cent
and 41 per cent of the total inward FD1 in

1988 and 1989 respectively.

Anothe

r significant aspect of the

nationality-wise distribution of FDI in

Thailand is the sharp increase in the share
of developing countries, particularly that
of Asian NIEs. Their percentage share in
total FDI increased from 18 in1970-80 to
30 in 1989; Hong Kong and Singapore
were responsible for almost all the share
of NIEs and ASEAN until 1986; there-
after, Singapore declined and was
replaced by Taiwan, In 1989, Hong Kong,
Singapore, Taiwan and Japan shared
about 70 per cent of all inflows of FDI as
Asian investment in Thalland.

The rapid upsurge of foreign invest-
ment in Thailand is mainly explained by
the following reasons: (a} political, social
and economic stability; (b} favourable
foreign policy towards FDI; (¢} low level

TABLE 10
THATLAND: NET INFLOW GF INWARD FOREIGN DIRECT INVESTMENT BY COUNTRY, (UNIT: MILLIONS OF BAHT, %)
{970-&0 TORI-B5 1986 1987 1988 1989
Country Amount  Shaye  Amovnt  Share Amount  Share Amourt  Share  Amount  Share  Amount  Share
Developed Comitries: 14256 T 22040 fiei 3387 R 6RIG 17 207R4 T4 28203 65
Japan 5870 L] BO75 27 n49 a4 3269 36 143591 52 17751 41
North America(a) 6523 13 10594 Ep OSSR k)] 1% 1827 n 3238 12 5175 12
Europe 1863 9 2471 7 el 13 1772 20 pLyis] 1 5142 12
Othet Developed — — — — 147 2 28 1 41 it 135 1
NIEe arad ASEAN:(H) 3512 18 1978 13 1458 21 2031 11 8122 28 13404 n
Hong Kong 2152 12 2797 9 956 14 796 9 insa 11 3783 13
Singapore L1R0 & T1R1 4 403 (] 538 6 1521 5 2216 5
Rep. of Korea — — - — 3 o 74 0 298 t 254 |
Talwan £ — — 133 2 6R7 7 3162 1 4992 1
Malaysia - - — — - R 0 —9 0 47 0 33 0
Philipines = ! - — —59 b A4 0 4 0 —2 0
Oither 2235 i GRS 21 63 1 ik 1 2 —2 2435 ]
Total 203 1 32897 100 HANR 100 dd 150 26244 100 43742 100

Mote: {a) Data in the {irst two periods (1970- 1980, 19R1-8%) includes only the United States. and therealter, data from Canada also s added.
(b} Data for some Asian countries in the two periods (1970-80. 1981-85), is not available country-wise. and these are included under the category of “Other”.

Source: Same as Figure 2.

throughout the period beginning from
1970 to 1989, covering nearly half of the
total investment in 1989. Nevertheless, it
is reasonahle to conclude that there
appears to have been a broad dispension
of inward FDI in the manufacturing
sector, particularly after the mid-1980s.
A remarkable feature of this favourable
diversification of inward FDI is that
advanced countries have always been
highly active as dominant investor
countries. Table 10 presents data relating
to the nativnality-wise ownership of
equity capital in both the manufacturing
and non-manufacturing sectors for the
period 1970-89.

The major point being proved by the
data is that developed countries have
always been very active as investor
countries in Thailand. Developed
countries, altogether, were responsible

TABLE 11
JAPANESE DIRECT INVESTMENT (APPROVALS/NOTIFICATIONS)
IN SRI LANKA AND THAILAND, (UNIT: US § MILLION)
Srr Lanka Thaifand
Share of Asia (%) Share of Asta (%)
Year Case Amounf Case Amoint Case Amount e Amount
1951-70 — - — — 236 91 15.30 1210
1971-75 & 4 117 .36 258 118 Tkl 340
1976 - = — 7 19 551 1.53
1977 2 ] 039 0 I8 49 T44 5.66
1978 1 1] 015 1] 50 32 149 239
1979 6 1 0.79 (18113 3 55 896 564
1980 4 2 .62 0T 58 33 R9R 276
5 1981 10 2 1.40 0.06 52 31 7.30 0.03
1982 9 3 135 .22 66 94 .87 6.7¢
1983 8 &7 339 3.63 7 72 R.AS 3,90
1984 1] 6 1.48 0.37 76 119 11.28 7.3
1985 6 1 NER n.a7 51 4R 745 )
1986 2 1 .24 .04 58 124 108 5.33
1987 1 1 no7 0N 192 250 14.31 514
1988 2 1 .12 .02 82 R59 22,00 15.42
1989 ] | n.29 ]| 403 1276 2161 1549
1998 9 B .60 07 an 1154 2515 1636
Tatal 119 98 0.64 N2l 24p5 4424 13.23 9.31
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and the emergence of Asian NIEs as little
dragons,

The major important factors which
enticed the Japanese firms to move over-
scas were the low cost of labour, availa-
bility of resources, condition of the
domestic capitalist sector or the avail-
ability of local entrepreneurs and socio-
economic stability, rather than the eco-
nomic’ policy attitudes towards foreign
investment in the host countries. Among
these, the last two factors remained the
dominant inducements for Japanese firms
to channel investment into any foreign
country. This was witnessed the concen-
tration of the dominant share of Japanese
direct investments on advanced countries,
mainly North America and Europe, and
on some relatively developed Asian
countries like the NIEs and the ASEAN
(except the Philippines).

The noteworthy feature of Japanese .

investment in the Asian region is that the
share of Japanese investment in Asia out
of the total Japanese overseas investment
remained a small percentage, although,
in absolute terms, it upsurged dramati-
cally conquering the relative position of
America after the mid-1980s. Moreover,
the rate of increase of Japanese invest-
ment in Asia is slower than that of the
diffusion of N1Esinvestment inthe Asian
region in the 1980s, Nevertheless, Japan
still leads as the single largest foreign
investor in Asia.

Even though the relative size of Japa-
nese investment in the total domestic
capital of each country of Asia is not
much significant, Japanese FDI prevailed
as a major political issue in the industrial
development policies of most of the deve-
loping countries of Asia. However, it is
insignificant in both scale and character
in the Indian sub-continent because the
region remained one of the poorest in
both resource endowment and economic
performance, In general, the behavioural
pattern of Japanese investors in foreign
countries reveals that they were inclined
more towards joint ventures rather than
towards fully-owned subsidiaries; but this
was not quite possible in South Asia due
to the dearth of local entrepreneurs who
would be ready to enter into business
alliances with Japanese investors.

It has been found that not only Japa-
nese investment, but also other foreign in-
vestment in Sri Lanka is extremely negli-

gible in terms of both scale and character.
The dominant reasons arising from the
foregoing analysis could be summarizad
as follows: () poor resource endowment:
(b) low rate of economic growth and
resultant economic instability; () politi-
cal and social unrest in the recent past: (d)
underdevelopment of the domestic capital
secter and poor industrial environment;
and (g} relatively small volume of export-
import between Japan and Sri Lanka. Tn
contrast, the upsurge of Japanese invest-
ment in Thailand could be explained
largely as a result of the prevalence of a
situation quite opposite to that given
under the above five factors, The country

iswell known not only as having recorded |

a very high rate of growth among the
ASEAN in the recent years, but also as
possessing a considerably developed
domestic capital scctor which is avajlable
for collaborative ventures with foreign
investors. However, the pattern of
Japanese investment inflow into foreign
countries indicates that it will, perhaps,
begin to surge upwards in Sri Lanka too
in the near future with the increase of
labour and other input costs in Thailand,
and with the gradual improvement of the
industrial environment in Sri Lanka.

Although we have emphasized various
factors relating to Japanese direct invest-
ment in Asia, specifically in Sri Lanka
and Thailand, it is necessary to conduct a
detailed survey on this subject, to ascer-
tain the main attractive and unattractive
factors for the inflow of Japanese capital
into Thailand and Sri Lankarespectively.
Furthermore, it is also essential to carry
ocut a study on the role of Japanese
investment in the economic development
of both countries, particularly the impli-
cations of Japanese FDI in changing the
industrial structure, in generating em-
ployment opportunities, in improving
the balance of trade/payments, in trans-
fering technology and in contributing to
the domestic industrialisation, of the two
countries,

FODTNOTES

1. DFI by MNCrirom advanced countries like the United
Siates, Tapan, Europe. atd recently the Asian MICx,
has been rignificant i cach of the NICx and ASEAN 4
ecomnmies, and. in a member of industries. loreign
multinationals have played crucial roles i stimulating
growth (Nava and Ramsietter, 1991:4).

[

. See Lakshman (1991:1-2) for more details on categori-
zation of foreign direct investment in Asia

L

- The EPZ!FTZ special manufacturing enclaves bonmed
since the 1960k, despite some economisis’ donhis about
theis henefits. Although the first FTZ was set up af the

" Shannen airport in Eire ([reland) in 1959 (zomeone

=
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=

indicated. in 1956). the fiist sueh kind of enclave zone
swas esteblished in Tajwan in 1965, During the last three
decades. this eoneept wag diffused to many cauntries
whether socialist, capitalist, developed or developing.
At present, there are about 51 FTZs operating in
developing countries (outside Furope). of which nearly
40} per cent (30 zones) are Iocated in the Aslan region
{Westlake and Jayawardena. 1985:31; People’s Pank,
19R2:4-5).

.. Japanese colonial investment in the Korean peninsula

and In Taiwan largely eoncentrated on domestic agri-
cultute and related industries unlike the enclave
investments of European colonial governments,
Aceording te Oshima (1987: 13R), the Tapanese colonial
government developed industries more in Kareathan in
Taiwan, and Apricilture more in Taiwan than in Kores.
hoth grew fairly rapidly.

“All FPZs waive customs dufies on imported raw
materials and ather gaods if the final praduct is sold
clsewhere, But there are other incentives tog, rANEIng
from long tax holidays an profits to subsidised renis
and services. Swiss-siyle bank accounts and an gheence
of bureaueratic controls. Some offer investors nres-
tricted reparriation of. prefits. Cthers have thelr own
administrafive authoritics. their own infrastrubtre,
separate banking {acilities and even their pwn eommer-
cial palicy. Sometimes strikes are banned and minimum
wage laws waived" (Westlake and Jayawardena,
19R5:31).

The major studies on Japanese direct investment pver-
reas by Japanese seholars emerged mostly in the 1970,
Le. Rnjima (Fzb.. 1972; Tune. 1973: 197R), Yoshihara
(1976, 1978, 1988}, Ozawa {1979, 1985), Sekiguchi
(1979, 1980, 1983} ete,

. There are several studies an Japanese FDI {ram the

perspective of host eountries in ASEAN and South
Asian counfries. See Phomgpaichil [1990: 198R),
Lakshrman (1982, 198, 1991 1991(x)}. Chiasakul and
. Taniguchi [1991), Hill and Johng (1985), Hiemenz
{19871,

. See Phongpaichit (1990:2R. 93 for adescriptive analysis

of major {aciom relating to the demand side of host
countries and the supply side of Japan for direct
investment in Aria

| “The data show that by 1979, Tepan ne longer had

eomparative advaniage in textiles, textile yarn and
thread, ot elothing. It had been losing comparative
advantage inthese industries eompared to the NICs amld
ASEAN. . . In electrical and electronic parts and
comporents, Japan still enjoved comparative advantage
in the world markels, but in the key subsectors of semi-
comductor assembly, the ASEAN countries already had
anudvantage against Japan. and the N1Cs were restruc-
turing to shift fenm assembly to design and fabrication
work” (Phongpaichit, 1990:427.

. The Yen hatl heen appreciated unexpectedly againit the

dollar from 1971 onwards: it had risen 142.3 per cent
agrinst the dollar in the last two decades (1971 901,

. The first significant step came in Qctober 1967 when

overseds invesiment uplo § 200.000 wax guarantecd
automatic approval. Then, in the follewing year, the
limit of automatic approvel was increased o § one
million. And finally, in JTuly 1971, the limli was
aholished eltogether, and overseas {nvestment was
completely liberalized [Yoshihara, 19753

. The rate of cconomic growth i Japan increased by

aboul 10 per cent per year in the 1950s and the 19A0s,
This remained al around 6.6 and 4.0 per cent during the
perinds 1965 80 and 198089 rerpectively. Along with
this rapid rate of growth in the long-term; many
atructural changes took place in the Japanese economy
in areas like production, employment, trade. eto.

. In vulue terms, there was about TS § 1346 hillion worth

of Tapapese investment concentrated in North Ameeica
during the period 1951-90. This comprised abouw half
the total JTapanese investment overseas.
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14, Indonesia is exceptionally well endowed wilh natural
resources. the most important of which are ity oil and
gas reserves, The country's tetal oil reserves were
estimated in 1985 at 9,600 million barrels; this is of
particular interest to Tapan which i a very heavy
consurmer of hydrocarbons and which has relatively few
other sources of energy nutgide the Middle East (Wong,
1987-897

15, Countries in Seuth Asia were defined by the Warld
Bank as low-ineome econarmies (those with a GNP per
capita of § 580 o less in 1989). The growth rate of real
GDT‘;percﬂpirainlhiaregionwnsabuu[ [.2petcent, |7
per cent and 3.0 per eenf in 1985-73, 1972 B0, and
1980-89. respectively. Morcover, nearly hall of the
warld's poor live in Suuth Asia, a region that aceaunts
for roughly 30 per cent of the warld's population
(Warld Bank, 1990:2; 1991:3).

160 As a proup, Snath Asian countries are not nearly as
resaurce-rich as the ASEAN econamies. In fact, they
are. on the whole, endowed with asmall resource base
relative lo their population size. much like the NiEs
Weng. 1987:7).

o See Suehien (1989:42-286) for a descriptive analysis of
the historical development of industrial eapital in
Thailand, such as the rise of capitalist groups during the
period 1855-1932. economie nationalism in the period
1992-47, } atcapitalist develop in1947-57,
emergence of multinational and demestic enterprises in
1960 19R0 and capital accumulation in the last decade,

par]

LB, In the first decade of the post-independence period. the
5ri Lankan government applied & fairly liberal poliey
on the approval of FDI. However. upte about the end
of the 19608, no steps were taken lowards diversifying
the export structure. In the 1970x, the foreign invest-
metil approval procedire turned oul o he more
sclective and stringent. However, first priority was
given to encourage export-oriented industries under 51
pelicy. Inthe posi-1977 period, the government intro-
duced unprecedenied incentives for FDI which was
intended fo invest in export-oriented industries in the
IPZs. Al the same time, the government ahnlished
export-import restrictions. entering inte 8 more open

‘economy (See Athukorale, Feb.. 194R:21-23;

Tuly! Aug. 1984:426; Lakshman, 19FF:400 405 Centre
for Soclety and Religion, April. 19R3:1-10: Vatage
Enterprises. June, 1977:2-9),

19 The povernment policy of Thailand towards FDT
highlighied both the provision of meentives and the
imposition of restrictions until the beginning of 1980,
The major reasen behind this was that the That
government had never fell an urgent need to promote
loreign investment as & means to achieve ecannmic
growth, Theré are six national development plans
(1961-66, 1967-71, 1972-76 1977-R1, 1982 R6 and
198791} implemented in Thailand during the last three
decades, The first two plans were expected to foster
industislization and encourage joint veniures tnder the
policy of import-substitution. In the third plan. the
emphasis wis shifted towards the promotion of mani-
factured exporis and inereased import-subetitiution of
intermed jate goods and raw materals, In the fourth

* plan, emphasis was given to the provision of incentives
to éncourage linkage between industry and agriculture.
The last two plans placed special emphasis on effective
investment incent{ves to remove various restrictions to
expor and to generate more employment opporiunities
(Wikoonchutikula, 1987:12213; Phongpaichil,
199078 81 3

20+ Beside the BOT in Thailand, there are af least another
four major povernment institutions connested with
export promotion policy-meking: (g the Cabinet; (k)
the Economic Ministers Commiites; fe) the National
Econnmic and Social Development Board; and (d) the
Export Prometion bev:l«pmcnl Committee {Vora-
thepputipang el al, 1989:9).

1,

Data on inward FDT in 8ri Lanka during the period
1930-77 is not available for proper snalysis and thers-
fore, halance of payments data on FDI was used to
arrive af the general pattern of FD inflow and outfow.

22,

2

See People’s Bank. {(Tune, 1982:9) {ar detalls on visible
incentives for foreign invertment in Sei Tanka.

23. 5riLanks is one of the natarious countries in Asiafor
human rights vielalicons in the recent past. According to
4 Enropean-Human Rights Team, 60.000 people have
“disappeared” in southern Sri Lanka sinee 1987, when
secur{ly {oroes responded ta = compaign of terror by
leftist rebels (The Tapan Times, 199016}, Furthermore,
Stl Lanka'’s civil war has claimed at least 17.000 Lives
since rehelsfrom the Tamil minority began their violent
struggle in 1983 [The Dhaily Yomiuri, 1992:4). Bath
these sources of information stated that, pessibly,
starey of people were still vanishing each week.

24, The growth rate of réal GDP in Sri Lanks remained at
arcund {ive per cend per anmum from 1980 (o 1985, hut
therenfter, it declined to 4.3 per cent, 1.6 per cent and
2.1 per cent in 1986, 1987 and 1989 respectively { Asian
Development. Bank. 1997:21).

25. See Suehito (19R9:71-904, Phangpaichit (1990:78-80)
for more defails on the gradusl rice of the Chinese
capitalist group in Thailand in the 19th and 20th
eentury.

26. According to Phongpaichit (199079} during the 1960s
and the 19705, Thai enterprises were not only confined
to preducing goods for the domestic market, but
branched out inte successful export business in
jewellery. garmentr, processed food, artlficial {lowers
and other consumer goods, Several Thai-owned cong-
Iomeraies emerged. such as Siam Cement, Charoen
Pokphand, Mitr Phol and Saha Upion.

27. See Turton (1991:365) for & deseriptive analysis of the
political unrest of the country within itsell’ and with
neighhouring countries in the 1960% and the 19705,

2B. The available material pertaining o Jepanese direct
investment in Sri Lanka s nut guite adequate for &
satisfactory analysis: there is also a certain degree of
confusien in the availahle statistics. making it difficult
to ascertain whether they refer to “approved ™. “con-
tracted”™ or “actual’ investment {See Lakshman,
J9RRAN9-4 10 1991 164), Furthermore. alihough there
are ‘various’ sources of data on Tapanese FOT in
Thailand avaitahle in Japanas well as in Thailand and
ather countries, the data give different pictures on the
sume {igures depending on the different sources. There-
fore, it ix guite difficult to estimate the approsimate
aclual Japanese investment im hoth countries. Thiy
canstraints was minimized by using only the data
available fn the Japanese ¢ources perfrining to the
ahove suhject.

29, “The history of Ceylon (S0 Lanka records the exploi-
tatien of its commerce by the Portuguese. the Duteh,
the British and the Tndians {or aver three hindred years.
Even af present ifs entire rrade is run hy forcigners.
fureign capital. foreign labaur and foreign brains. The
naon-Cevionese element has kept A stronghold on the
husiness, trade and industries of the country. and few
opportunities have heen allowed to the average
Cevlonese to engage in Prade and industries. either by
Gowernment or by husiness firms"" (Imperial Govern-
ment. Ceylon Banking Commissien, Sessional Paper
XX, Ceylon Governmenl Press. Colnmbo, December
1934:22. in Lakshman, 1988:406).
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Cont. from page 9

TABLE 4
EXPORT DESTINATION OF SRI LANKAN GARMENTS
(Value Percentage)

C’ou.ﬁ(.ry

1957 1988 1980 j99p

USA

EC
Canada

" Sweden
Naorway
Japan
Others

67.3 66.2 68.9 66.4
Pt T | 239 26.6

26 2.6 2.5 27
1.0 0.6 0.7 08
0.4 0.3 0.3 0.4
o e 1.0
L) 26 24 21

Source; Compiled by the author using S0 Lanka’s Customs Returnas.

It is worth focussing on the possible
threats in the non-quota market for
garment exports. In the EC, Sri Lanka
will have to face competition from: (a)
Portugal and Spain — members-states
with low-cost labour, (b) Mediterranean
countries such as Turkey and Morocco,
which have preferential agrcements with
the EC, (c) Eastern European countries
with a lower wage structure, which are
likely to join the EC or, at least, get
preferential treatment, and (d) ACP
countries which receive preference from

the EC. These factors have to be seriously

recognized by the Sri Lankan garment
exporters,

Textile and garment producers in the
Community have vigorously pursued a
variety of new markcting and production
strategies and this aspect must also be
taken into account. Notably, technical
innovations in labour-saving equipment
that is taking place in the EC clothing
industry can offset the advantage that
developing countries such as Sri' Lanka
has in cheap labour. The following are
some of the recent developments in the
textiles and garments sector: (a) lasers
being introduced in the cutting process,
(b) computer-aided design and automatic
handling of materials, (c) new automated
sewing operations, and (d) a shift away
from mass production of standardized
products towards small-scale production
of more exclusive and high fashion
products to serve more affluent markets
(this has been particularly the case in
Germany and Italy).

Besides garments, Sri Lanka’s major
exports to the EC arc desiccated coconut,
“sheet and crepe rubber, tea in bulk,
coconut mattress fibre, and coconut oil.
Most of these exports enter duty free to
the EC market either under MFN or

GSP. These products normally contribute
over 45 per cent of total foreign exchange
earned from the EC countries.

It is clear from the list of products
mentioned above that Sri Lanka’s major
exports to the EC, other than graments,
are traditional items and a few non-
traditional forms of traditional items. Tt
must be noted that most of Sri Lanka's
traditional exports will face severe com-
petition from Asian, Caribbean and
African countries. In order to face this
challenge Sri Lanka should consolidate
its existing base and expand its traditional
exports. Availability of traditional
exports in required quantities and at
competitive prices will induce exporters
to manufacture from traditional items
semi-processed and processed non-tradi-
tional items such as, packeted tea, tea
bags, flavoured tea, activated carbon,
coconut oil deodorized and in packs, coir
mats, speciality rubbers and rubber-based
products such as gloves, mats, rubber
parts for machinery and toys.

Products such as foliage, artificial
flowers, precious stones, leather
products, umbrellas, textiles, etc., may
find the single market too difficult to
penetrate mainly due to non-tariff
barriers. It appears that these products
and fresh and processed fruits and
vegetables will be protected to provide a

_favoured status to the poor members of

the EC, viz., Portugal, Greece, Spain,
Ireland and Denmark. Whatever losses
of export earnings from these products,
which amount to 30-35 per cent of foreign
exchange earnings from the EC, willhave
to be covered by increasing the exports of
established products and potential new
products, Already, Sri Lanka has
requested further GSP consessions for
items such as, coconut oil, fresh foliage,

passion fruit juice, fresh cut flowers,
gherkins, etc. :

What are the potential new products?
Apart from the already mentioned value
added products from traditionals, identi-
fication of new products is not easy, and

‘above all such products may emerge

according to the theory of comparative
advantage. However, various studies
conducted by the Sri Lanka Export
Development Board have identified
certain products (not necessarily brand
“new” products) for development and
promotion in the foreseeable future.
Amongthem, those that can be promoted
in the EC are: cashew, tobacco, essential
oils, brooms and brushes, animal food,
natura! fibre products, medicinal herbs,
porcelain ware, marine food, imitation
and costume jewellery, glycerine, metallic
ore, among others (see Kelegama et al,
1992).

IV. Policy Options for Sri Lanka

For effectively meeting the threats
posed by the EC and profiting from
opportunities offered by the EC, S
Lanka should consider the followmg
measures:

(1) Sri TLanka lacks the resources to
invest in companies in the EC to
manufacture garments or to grow
foliage. However, she can establisha
few trade centres and distribution
outlets. Large companies or conglo-
merates should be emcouraged to
establish sales and distribution
outlets in target EC countries. It is
said that Sri Lanka is far behind
most Asian countries in the eatab-
lishment of sales and distribution
outlets within the EC. In fact, this is
an area that needs immediate atten-
tion. These centres need proper
planning in regard to site, selection
of companies, products for promo-
tion, etc., for cost effective opera-
tion. The cost of establishment and
market promotion will have to be
subsidized by the government and
the marketing efforts will have to be
closely monitored along with
changes occurring in the single
market. The non-tariff barriers such
as quotas, standards, consortia for-
mations, competition and changes
in comparative advantages of other
Asian countries should be closely
monitored and reported to Sri Lanka
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by Sri Lankan embassies in the EC
countries. ;

The share of industrial products
(except garments) in Sri Lanka’s
exports to the Community remains
marginal, compared with that of the
agriculture sector, This reflects the
non-availability of manufactured
goods in sufficient volume and a
competitive prices. The answer may
partly be to look for joint ventures in
selected areas with the Community
enterprises, with possible buy-back
arrangements. Such arrangcments
are normally effective in circumven-
ting protectionist barriers. This
would invole a comprehensive evalu-
ation of our export and investment
promoticn policies and a vigorous
drive to promote joint venture
arrangements.

Consumer demand for many pro-

" ducts varies across the Community

because of differences in taste, habit,
language, culture and income. The
diversity of consumer tastes, and the
products and services needed, te

- satisfy them, may increase as incomes
are expected to rise in the post-1992
" period. Sri Lanka may hope to
exploit these trends by identifying
particular market segrments and
catering to them. ;

4

&)

It may be necessary to canvass more
vigorously, in association with other
similarly placed countries, for streng-
thening and extension of the Com-
munity GSP Scheme as a mecans of
protecting Sri Lanka’s export inte-
rests. For example, in processed
agricultural products, there is a
possibility of the Community enter-
prises in the food processing business
merging to achieve economies of -
scale in the enlarged market, The
resulting composition would be
damaging to Sri Lanka.

Identification of sectors where
special policy instruments could be
utilized for inducing appropriate
changes required for exports to the
single market. For example. techno-
logical upgrading and establishing
new manufacturing units embodying
needed technolopy in the identified

" sectors so that the country could
manufacture the products to the
standards required by the EC, as
well as maintain their competitive-
ness.
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country an added symbolic value which

Cont. from page 21

Inshort, one may say that Nicaragua is
hardly an exception on the whole of the
Southern nations which adopt neo-liberal
orientations, participate in the new phase
of capitalist accumulation. In a certain
way, the policies followed are comparable
to those of Argentine, Brazil, Costa Rica,
Guatemala, Peru or even Pakistan,
Indonesia, India, the Philippines,
Morocco, Kenya of Ivory Coast. What
distinguishes Nicaragua however from
these other societies, is the fact that the
country in question has known a revolu-
tion. It is true that a majority vote had
punished the Sandinists in 1990,
following the difficulties produced by the

political errors, but the reyolutionary
process has profoundly marked the
society and it cannot be eradicated by
mere decrees. For neo-libaralism, it is
however important that the project
follows its course, as it possesses in this

makes it exemplary.

n:

HH PY e N | oo I

i

ar—a-y

- J
noolaham.org | aavanaham.org



A Publication of the
People’s Bank
Research Department.

Price Rs. 15/~

Registered as a Newspaper at the G.P.O. under Q.D./59/News/92

é&

It is true that a majority vote had punished

the Sandinistsin 1990, following the difficul-

ties produced by the war, the economic

blockade and some political errors, but the

revolutionary process has profoundly marked

the society and it cannot be eradicated by
mere decrees.
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