


ECONOMIC REVIEW - A REDEDICATION

Cinar b et ben Sacmdes 1l Zenphe s Dok Ecgnomis Reylew has
prabifelen fiznk as e maring aveuzimsd nueeal i Se Leake. The
Liling sl publisalivi. parians L likst of itz ez rn ik csureny ufilled &
FeLpeh Fab mees T raading ralens nodnsekpiresl ard inermalivas)
affairs speclslby far par sensoolar readers. ~he manlhly s BTt b
Eavisve, 1hrough it boighepravnking civar sindirs, leataras, 2ohemns,
ilugliations ard stalistbonl pres=ralara draumenled Lre mainands
cuperds ard Lards of e wrbaled drcaies ol 23700 and 1960 & anrd
hecarre one of iha -rost guoied socrce walanal o e malebaam mediy
ard he araderic cizlrs

The Ecenomic Rowiew covars @ brge spectium of deuckspin et issies
il Ao R S Larsan, 85 wall as inbengiknal presesiive. Theistiues
el b bas raised fan-smirngral part of =ne ratizrsl debats o
gavelnomenl Ha tssdnns ot cles senin is lodiss won@pd nubel fear
peadurics sad rasrarckers of ha eanminy. A redlar sparial e dee s
iredealli Wik a padicukar davanpmenl mede Al RS ALE redeals 8
csrehenshes giclire on P zerenl sbata o tha saiiest, neuring ke
s reeear .

The Pocple's Bank with a2 o naere fealing of coomnitarei 2 19 ihe

Co ey i Aerees, word e by ar mdention ol 2rhanc g ared s g
e rimved edige e stareniss al our 2k o e lales. davanpmeals f
taediclds of Fuiran krovlzsge, Lag qenaroasly wlesles b dirarcal
rogeLries 10 This pabishig Yeniure sarni e lael 19 years, The Bauk,
whiar beirging s warnes, A8 nes ke s it yourey rren A
dnrran of S Lanisa, plerdnns is coriinlizad sLpnom ang sloeslragarar
inihis mush worky causn.

111 kieapenig wil b masl baditicn, ok Tuluere issies =f our jaurmial welll carny
srme: o the Fnpetlart aurrers fogive ot &1 nad inerested 11 afbairing

' an pdeph knastedae al S saaken devenperenl o peanikzlg= arel Thid
Wiold gevelnemenl grobizing 0 qraess

The Econcmle Fevinw calors ix lwestech vraral axislena won e
prablizasion of sor Anrl 1523 iexiie. A1-Hs mporank jusiies, e cxpres:
gl Paarifal gratitods Lo the nrg lied @l erreresic radizmal ard e e siienal
corinim o= wha ennced tha pages < s ourral Las) sl e re
IRast we sncerey thark aur readers g earicstl auk turenrl {or the s
cortiues oereEien o ersctisagamare, Crice apaln wa i Lier
i soldd EVET eAMFrars sis s dnaesticng o imgreys 1hs qae iy ol ks
feuinal.

e arEcatamic Baview wils rededizabng on neves Lo el chijrntives,
il Lo ped s aur sincene pppescedion B s Tiseanes Sanasoer
wlvr Adtited this juunal bora perizd of Tuur wesis 1230 1EE and RIS
Peozle's Sank ey,

= 0Or. L. Siriwaniens
Oiractor of Bosearcly, Panple s Bank
Editor, EconpiG Faview




Volume 19 Number 11 February 1954

CONTENTS
<] o tha Tag:le's Hank
'J.:r:urr'r |'.'r|II ! COLUMNS
prlam & Smridhitr Maotha 2 Ecanamir BE=eession  EHighlighls
M, H. 8. Dayaratnoe 7 Southern Aiea Develepment:

Ao Replonal Planning Straieny

AT Lo Aberkaon 31 Evaluniary o Popu ketlon Pabicies
and Frograrnmies [ 5l Lanka

Special Report
Erinomic Recession

B, Kelegams ] Thoe ¥nrld Eennemlie Rerassun
7 Hetesslon and the Developing Countries

11 Bersliencs of Axia Duclng Brecess|on

FREATURES
B M. K. Belnayake 18 Prvechy i Chardeterlsties of the Ueban 2aor
L1 Kingaley Bomard 24 Adjusting e the Europran 1 ininn
Next Issue —
= REWEW i anbiindad 10 E : "':-.?__
lecga b ord ool m ke : : o o)
g el In|.1::E;p::: = %  Human Eesouree Cheveleprient, v = :
} - An appreach (¢ overall development. ¢ | 4
silage. focts and dehals, - HBEI: throueh trajsing -
TEE FEORIMIC REVIE'W 1d & commiL by ;" 1
apralce pralecs of the Pecple's ook +  The Now Eqdeanment Oeder d ] i
et ey iT arn b roaulb ef !
-:!t:r:ll.:ﬂl- only and : # - The Tummver of Imgiton Manngsmeni 5 = s

Ok @l

Cover ¢ Destpned by Shantha K. Heisth

a.orawelooTo,
is pubiahed

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




-
i
P

B e
e

HIGHLIGHS |

. THE ECONOMY - 1993

(Percentage change on year earlier)

BEATRECEAEE S,

TR R W T

e aad
Py

o . &
e . &
e
et
.
s

INFLATION

Bl coP CJIND-PRODUGTION 3 INFLATION

GDP & INDUSTRIAL PRODUCTION

CHINA

HONG KON G
INDIA
INDONESIA
MALAYSIA
PHILIPFINES
SINGAPORE

BT T 7T G R

TAIWAN
10 THAILAND
[1"ARGENTINA

i
COUNTRY

12 38 4 &5 6 7 8B 9

. REAL GDP GROWTH
(AVERAGE GROWTH FOR YEAR)

JRPAN FRANCE K. maLY il

TZ.

L WGERMANY

B 1991 (1992 [3 1903.[4 1994+ [ 1008+

INFLATION
- (AVERAGE GROWTH FOR YEAR)

70
8.0
5.0

4.0~

T
SWITZ

T T e T
JAFAN WOERMANY FIANGE UK ITALY

B 001 O 1s02 [ 1903 ¥l 1sa4r [ 10e5

® STWIAS BANK CORPORATION ESTIMATES

SOURCE : THE ECONOMIST JANUARY 15TH 1994,

(o]
22

11 CHILE

13 MEXICO

14 VENEZUELA

15 GREECE

16- 1SRAEL

17 PORTUGAL

1% SOUTH AFRICA

SOUTH KOREA 1# TURKEY

10 CZECH REPUBLIC
2] HUNGARY
11 POLAND

et [ B R R IS i = R

UNEMPLOYMENT
( % OF LABOUR FORCE )

140
1204

100+

Al

: i b
usa, JAPAN

WEERMAMNY  FRAAMCE -

ALY

M o1 K 1oon [ 1seax [A 1904+ 11905+

- GOVERNMENT DEFICITS

(IN % OF GDP )

; T
FRANCE

OERMANY.

LK. BWITZ .

B 1991 ] 1992 [ 199+ 199a% [ 1905+ -

SWISS BANK CORPORATIONFPRQ‘SPECTS' 6/1993,

DIgIiZed Dy Noolanam rounaation.
noolaham.org | aavanaham.org

Eébn_omi-c Review - .li_‘ebruaw_jsgq S




1 the major Indusirlabeed
countite are eilher o reees-
glon or are Tecnvaring, alleit
wiglshly, [rony  recesalen,
Crooth of rel GODP bn-these countrice
(3-70 fel) fraen 3.4 per.cent & year in
188258 fu 1.5 per cenf o LRS- 02 with
that of USA milng foom 3.5 gier cent Lo
(.6 per cenCand that of dapan decliniog
frary 4.2 per cent to 3.7 peroenl, Asa
regult of the reeeaslon o induslnaliet
countricaworld econemuie grawth =l rarm
4.0 per cenl g vear In VRSE-BO k1.4 per
cenl. m [RES-R2 whille the growmth af
warld tracls fell fedm 4.5 per cone a ypeas
e FBES-G0 o A5 per cont Lo L9102,

“Harlier economle [areensis pedoted
pencralbr doa higher prowth i 19835 and
190 tual |hese Iapscasos e been ce-
viser] dowmwiapds Teans time to tinie anod
frawlh peespects’ have become largely

Dr. J. B. Kelegama

uncertln, UM Barecasta in carly 1903,
forinstanee, estimals an recoomingmawlh
cate of 2.0 per eemlin 1503 s afiingr 1.5
per cenlobn 185 e the Industriabzed
canstteies but the foreeast by QOECD In
June thisyear ghetsa much Jewer ligure
1.2 per cenil swhieh s e learer e in
1092 Beemoiets grinrth 19 earlmated to
rlde L7 USA fromp 2.1 pereent tn T o
2.7 per cont in 18935 and 1o the T [oom
tulnus e hoper eenl be-1.7 per cend, b
growth proapecid dn clher mager Indos-
trialized countres are less veurahile,
For exampls, France, Germany accl Daly
aré experiencing megalive growlit he-
toreen 15962 and- 1K groarih in Frarce
% estmated fo Bl fran: 1.4 pec cent, to
aoeniaz 1.1 per cent I Germany Ioom 0.8
per cent o pdous 12 per ceni o laky
frem iH pér cenl te nefmilee 0.5 per
centt. In Japan; growlh wis sadler ex-
peeted ta 1l fram b G par eepldn 1.2 per

cent but e latesl Gescssls ncli:te o
nepnldve growlh rals of (L1 percent In
ririlina In s recesslore Japals 3 fecon-
any 15 fopedad by the apprectaning yen
whilcis redoeing the eompelil veness ol
her exparls

The recezsalon in Lhe drclusiralined
anumires |5 agdnvated b the unprs-
cedented coonemle collapse &l [apmet
Seviet Dnienand Easlermn BEuregee. Thede
cotlries are sxpedencing falllng pro-
diicion; thelr econemle growth as s group
was minus 160 per cenl m L5 and
minus [&.4 pereenlin 1922 with that of
[armer Soviet Uetlen being minua L7 pec
cent 1 1221 and minue 23 peresnl n
1092, They Brs all experied (o hawe
nepallve growth m 1985 tae but perhapa
later than I 19891-B2 oo account of
salne aicesss o feonembs staklialion
measures which are heing acdoptéd In
Crrohealikin, Hungay and Paland,
Thiers s Hicke eyldomes ofany recovenyin
the fonmer Sovlel Unlon sl s eco-
nomicehaos, rass|ve [.II.'I'I-'Er'l}'i!ﬂd |'J|'.']:|:I'l-
witlie.

Dectiniog BHuslnezs

All mapor businessss are [Ering Oag-
ging demandand laying ol workers, The
brgesl sl ustrdized o I the world -
Gareral Matars - for Instance, has renal
a Joay for three copstcathve yesrs 19000
u-- the total loan excesding 3 Fhllien by
the.end of 1992 -- and hes ansounced
Ihiel i will cuf 74,000 |ﬂ|.'lﬂ-. It i3 ¢3kl-
inated that 110 & Amerlcan employses s
affzeied by The Tosiness o General #o-
In7e [rinan tyee designers o adveriaesa
and sich anahrats. Simtlarty [EM oper-

. oating ac 3 leas, has reduced s global

workfcroe [romm 4400000 o 300,000 ard
plana to cnl addliienal 25,000 this vear,
Proclor & Gamble lRewise plans to
elimninale L300 suhs ansd elose 30 0f s
147 mranu e urlng plantiworldwide over
The nekt Chree ¥eirs

Caraales lnWearern Enreps in 1963
ave catimated vo Bl by 2 milllon o 16per
cent over 1002 Cenecal Molers ssil-
metes ils satee in Ditnvpe In 1980 W Tt
14:3 TaT crentt eses fieam b TSR Baord
astimnctes s Bliopean gaids to @ S5y
18.8 pei centand Yolkewagen by 80 peg
cent. Fremehcar cutput mthe Josl Iour
martha of 1993 vas 19,6 per cenl lower
thar that in the same pecled presoay
year while [allsn Fial's prafits fell From
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$ 280 million in 1991 to $ 11 million in
1992. All Japan’s major trading compa-
nies except Itochu Corporation experi-
eniced a substantial fall in their earnings,
up to 41 per cent, for the pertod April
1992 to March 1993 and their invest-
‘ment losses amounted to billions of dol-
lars, Marubeni Corporation alone losing
$ 2.2 billion. They all project a flat
performance in 1993-94.

Rising Unémployment

There are now over 32 million unem-

About 36 million pebple are likely to
be unemployed in the industrialized world

by the end of 1993 as compared to 32.5

mitlion at the end of 1992. Unemploy-
ment is estimated to increase further in
1994 in Europe despite projected higher
-economic growth - to 9.5 per cent in
Germany, 11.5 per cent in France and
13.5 per cent in Italy. In the United
States, unemployment which rose to 7.4
per centin 1992 is expected to fall slightly
in 1993-1994, but the situation isnotyet
clear.
unemployment - about 2.4 per cent now
but it is higher than in 1990-91 when it
was 2.1 per cent and itis expectedto rise
o 2.9 percent in 1994.

Japan has the Jowest rate of

Recovery in 1994

The recovery which was to take place
in 1993 is now expecied to occur in 1994,
Economic growth in 1994 according to
OECD and the Swiss Bank Corporation
forecasts will be higher than in 1993 for
all major industrialized countries but
they will not be higher than in 1990
except for the USA and the UK as shown
in Table 1.
Factors Underlying Stagnation

The leading industrialized countries
thus are not growing rapidly enough to
pull the world out of its recession. The
recovery is anaemic and modest and
economic growth in the nineties in gen-

ployed in the industrialized countries Table 1 :

{OECD areaj about 20 million of which, Real GDP Growth Rates % :

forming 11 per cent oftheworkforce, isin : ' ; ; : i

Western Europe. Already more than ten 1990 1991 1992 = -~ {993 -~ 1994
" European countries have unemploy- USA 08 -1.2 o : Taiz gy
ment rates above 10 per cent of their Japan 5.2 4.4 15 o 1.0
labour force, for example Italy 12.4 per 'W. Germany 4.9 36 0.8 -1.8 0.2
cent, France 11.5 per cent, and UK 10.4 France 95 0.7 s onny ZELL 0.6
per cent. In Germany It is expected to UK 1.8 2.3 0.5 1.7 2.4
rise from 6.6 per cent {n 1992 to 8.2 per Ttaly 2.2 1d C 09 0.5 1.3
cent in 1993

Recession in western Germany?

For some time now, the question whether westerm Germany s in arecession has beena controversial
issue. Whereas from the analytical standpoint this is a matter of definifion, use of this term in public
debates is bound up with expectations that are directed towards economic policy and above all with
pressure on the Government fo spend; this makes it necessary to use terms with great care.

The popuiar definition of recession as two successive quarters of declining real GDP is inadequate.

tisonly possible to spealcof a recession if a phase of economic weakmess far exceeds what is normal
in ferms of its length, depth and breadth. The best indicator is macroeconomic capacily ufilization,
which {s admitttedly difficulf to measure, or industrial capacity wiilization, which may enly account
for roughly a third of GDP but registers the strongest fluctuations during the business cycle.

Western Germary's industrial capacify utilization has been receding from its unusually high level
since early in 1991. Yet up to late surnmer last year it was above s long-terrm average. In view of the

substantial correction was both inevitable and desirable.

As the tendency towards weakness grew unexpectedly stronger during last awlumn and
macroeconomic activity {s tely to cordract until well info 1993, the criteria for a recession have
probably now been met. However, a careful and responsible use of terms . has hitherto made s
refrain from characterizing the situation as a recession. It is hardly possible to say with any degree
of reliability today whether we have a mild recession which will make way for a recovery by the
second half of 1993, or whether such a development may not be expected before 1934,

Courtesy: Commerz bank Research

solid expansion at the end of the 1980s and the unifieation boom from mid-1990 orwards, a -

-eral is not expected to reach the high

rates of the eighties. The World Bank, in
fact, projects only an average annual
growth rate of 2.0-2.7 per cent for the
G-7 countries In 1992-2002 as com-
pared to 3.4 per centin 1982-89, Several

: factors underline thisunf avourable trend.

{a) Some of the causes of the current
recession such as repayment bur-
dens of large debts incurred by firms
and households in the economic ex-
pansion of the 1980s sustained by
liberalized financlal markets, exces-
sive private borrowing and exorbitant
inerease in asset prices as well as the
loss of consumer confidence and more
cautiouslénding by banks are ex-
pected to slow down the growth of
aggregate demand for some time to
come. : =

{b) The post- Werld War Il reconstruction

boom caused by pent-up demands of
the war period has now ended.

{c) The decline in European birth rates
_ and the slow growth of population will

S 4 Digitized by Noolaham Foundation.

noolaham.org | aavanaham.org
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resultin fewer people {producers) join-
ing the workforce on the one hand and
fewer new families (consumers) pur-
chasinghouses, automebilesand con-
sumer durables. (Population growth
in Germany forinstance will be zero in
1991-2001.)

{d} Labour productivity which grew at
about 4.0 a year before 1973 is ex-
pected toincrease modestly --by about
1.5 per cent a year now. Rapid post-
warrise in educational levels pushed
up worker productivity but as higher
education has been widely avallable
since the 1960s, a significant rise in
labour productivity seems unlikely.

(e} Fall in Savings

World Savings have fallen from an
‘average of 24.8 per cent of GDP in

1971-80 to 22.4 per cent in 1981-90
and further to 21.5 per cent in 1991,
In G-7 countries savings have fallen
from21.7 per cent to 21.1 percentin

the same period and in USAfrom 17.5 .

percentto 14.8 percent. Poorsavings
performance hasresulted mainly from
large budget deficits in most coun-
tries led by the United States on ac-
count ofreluctance of governments to
curb social welfare expenditure and
raise taxation. The low supply of
savings tends to keep real interest
rates high and thereby discourage
investment. The increasing demand
for funds on the other hand for Ger-
man unification, reconstruction of
Eastern Europe and former Soviet
Union, rehabilitation of Afghanistan,
Vietnam, Cambodia, Iragand Kuwalt,
strengthening of capital bases of
American and Japanese banks and
development programmes in develop-
ing countries s likely to reinforce the
tendency for the real interest rates to
remain high.

{f) Decline in Investment
The low supply of -savings is also

expected to affect eapital! investment.
Global Foreign Direct Investment (FDI)

after a rapid growth in the second half
of the 1980s declined from a peak of
nearly $200 billion in 1989 to $182
billien in 1991 and further to $159
billion in 1992. The greater part ofthe
fall has come from Japan whose FDI
declined from $48 billion in 1990 to §
31 billion in 1991 and then to $17
billion in 1992 as a resulf of the fewer

. surplusfundsavailable to firms. Japa-
nese multinationals may not increase

- their private investment much in the
near future in view of their
overinvestmentinfactories and equip-
ment both at home and abroad while
Japanese banks saddled with sub-
stantial bad debts, and not expected
tobebiginternational lenders, United
States FDI which averaged about $ 50
billlon ayearin the 1980s feil to $ 27
billion in 1991 and rose thereafter to
$35 billion in 1992,

(G) High Labour Costs

. High and rising labour costs in West-
ern Europe resulting in labour inten-
sive production being farmed out on
sub-contracts to Asia and Eastern
Europe on the one hand and in adop-
tion of labour saving techniques of
production on the other, will tend to
reduce investment and increase un-
employment. For instance, wages in
Germany, France and Italy are higher
than in the USA and Japan and a
recent survey of corporate executives
in Germany found that 35 per cent
were seriously considering moving pro-
duction abroad as compared to 6 per
cent last year. High labour costs
which undermined European com-
petitivenessresultin cheaper imports
which too tend to reduce employment
opportunities. East European steel
for instance undercut European Com-
munity's steel prices by 25 per centor
more and the number of European
steelworkers has fallen from 887,000
in 1974 to 370,000 in 1992. France
lost 50,000 jobs ii1 the clothing and
designing sector alone in 1991 and

" expects to lose 200,000 more jobs in
the near future.

Jobless Growth
A sallent feature in industrialized

countries is "jobless growth" - economic

growth without creating new employ-
ment - resulting from productivity in-

. creases through robotization and au-

tomatization of production involving use

of less labour per unit of preduction. It
has made possible vast increase in pro-
ductivity and economic growth using
little labour. While manufacturing has
increased its share in the GDP of Europe,
USA and Japan, its share in total em-
ployment is shrinking. Thus, in the
period 1973-1987 Japan's GDP rose by
an average annual rate of 4.6 per cent
but her average annual rate of growth of
employment was only 0.9 per cent. In
the case of France, Germany and UK,
employment actually declined when their
economies were growing in this period at
1to 2 per centayear. In UK for instance,
steel preduction was raised between 1980
and 1990 whereas the steel workforce
was cut from 166,000 to 52,000; simi-
larly, Europe proposes to reduce her
steel production by shedding about
100,000 jobs by the end of 1994. In-
creasing unemployment meansless con-
sumption and prolongation of the reces-
sion. Of course, while technology de-
stroys jobs it also creates them in new
and expanding sectors, but this process
is likely to be tardy in time of recession.
For instance, some 45 per cent of unem-
ployed Europeans have gone a year or
more withoutajob and furthermore most
of the new jobs created are mainly part-
time and are taken up not by those on
unemploymentrolls but by women, older
workers and immigrants.

Lack of Expansionary Poliéies

It is not clear whether the leading
industrialized countries will let their
economies grow sluggishly and increase
unemployment in order to avoid inflation
or counter recession by adopting expan-
sionary macro-economic policiesas there
are wide differences of view among them
on the appropriate mix and stance of
policies. In the United States, the Clinton
administration proposes to spend an
additional $ 220 billion over four years
on infrastructure improvement, worker

training and other social programmes ..

but whether this will be large enough to
offset the weakness of private spending
remains unclear. At the same time,
federal budget deficit growth is to be
reduced by $ 496 billion over five years,
In Japan, the government has embarked
on a rescue package of $ 87 billion fo
reflate the economy but this is not €x-
pected to prevent the economic slide as
consumer debts ae high and banks re-
main burdened with substantial bad
debts consequent to the recent stock

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

Economic Review - February 1994



imark=L 1.'|:-|I'.:||'.|:|.-= amnd fall ol properiy
prices. . The faHure of ecariarmles of Ttk
L5a and Japan torespond ta lowrer
Intereat rates, reflect the erlsis 1 condl-
denrawhich deler= holisehold apeading
amith aeneslmenl

W apipesar s that Germieny achieh hias
et Busops s Micderetve e past can
n - disrgger play ot fole. | As shoor
carbier, It will have lover and negathe
prownh and higher unemploynaent this
weex bul ot 15 oppassd o rellaticnary
aticses m fear af inltller, Gemarsery's
mede problens lathe need to divert abont
3 per cent of Wesl Geemeany's ODP fe
tebi lEd the saslerm giact ienel T s s by
public: borrewhy necessituling higher
Igerewt ratas.  In addatar, she brs i
face thie poselbility of wage inflackar s
real wages hare tisen at a higher ot
then producthdbr in the past oaa vears.
This 19 enmpounted oo b the ratsing
af whgss consenuenl la siplkes of Easl
Gernia werkers Teceniy wdth o corre-
xrlu:u'll:lg Ineresrss dr Lhiedr poachartpetby,
Canseryiiet oo the high el of finamial
tntepration betaeon Goromeniy acd atier
Buropean geonomdes, the ather mem-
s ol e Eurepsan Commumntty heve
140 be=n lorecerl O kesp Thedr dnlerest
raies ata Jevel higher ciac s fastifled Loy
gomeste econatles conalderatons, The
conlict betoern Germany's pollcy of
mainlajming high miecesd catea (o pre-
eeril nllalion and- The destre of other
Etrapean Cronrounliy mernbsrs (o iake
ApEYEpilate mensures o oesroomne The
recesslon cawaed byrauch tenatonswithin
the European Monetary Srsiem renired
vound the Edropean r“:-:c'h.:u:u.[r Tate
b=chanesm [ERM) that they fed UK and
[laly Lr s spend thels mul‘l:u:rehlp Inthe
ERM-and letting thelr cumenetes [agl

while Itefand, Spaln, Senmark and Fos-
bugal devalved thele currencies. To fend
afl spreulation against the other weaker
currencies n e systam, 1he ERM rulex
were rélaxed ln Alpuat to permilt such
currencies (o {loal withio 8 wider band
This glves tThem grealer fsedom 1s pur
=i Thelr awn ecanarnle palieias bul 1135
dinlachal whether thas alore s suiflcient
whan Geroaniy anll Tenidne determimed
to caaditadn high iterest rates and ta
au pport the Mack by confnung sith the
TeceEsinn.

Growing Protectionlam

Therteressiomimr] e decHnedn warld
trade are motoally relndoicingg. Warld
trade huas been thereasing 1o velume at
An Ereree ol mors tham 4 per cent & year
Ior The pasl L decades and tkls 2on-
Erilairtesd foamel reflecisd the b 2o
femie growrtls L thispecied. 10 1897-82,
there haaboenamarked slowlng dowa al
frowthinthe trade cfindostrleadized eaun-
Iries, Theirexporls which grew sl 6,7 per
aenl [ 198 and 5.7 perooenl fo £9RH)

Sagpiacncled Ty A per cenl i [0

and 31 procent o 12EE wiille el
Imports whick toge v F.5 pericent in
FRER and 4.6 eent i DAL dnnreased by
drihrd S peccent 26 1891 and 3.7 per ceadd
o 1515,

Tlie :i'.:l'.q.'irl;_-_' ol e, Tec=ssinn
atd HiLwia W u:|*.'.|1|'|:|||]-'|1|i.-.1'|L beiee led Lo
ncrexssg tiade wisrs, siaplicazlacly e
parding subsidized agrlioalbare e he-
tapen LS4 and the Furopsmn Cmamn
nity and the suceceaful pensctmtan ol
Amarican snd European marketa Loy
paimese gands, which heve lznded fo
strempiiesr prolectanls=t Lend=ncies In
the indegtrialized epantrizs.  These i
turitend to reatizer wosld oracde fozthier

anddelay poonomie recovery Jonger: This
raplalns why |be indusirialized coun-
[rieswers crmzing ther feel in eemebod-

I1.£ the 1IT||H\"'I|-J_'f Rueaariel of teache Gallkes L
Wberallze world trode. W hisch s expected,

accordiog to U eetimades, to reault in an
eoconomin upsnrge and the creatlon of
1.4 mlion {eiss wiorldwlde @ the vear
Bewlng The ronclusion, - Sweh hrpht
provsiesls din net appearc boweser: In
have rapvincer smme ooeires aebin Tear
Irarle Hhes lisatier asa et ool
thelr protected] emmwenic sectors.  The
peetectbonlat sentinm ity have béen
sirongly expressed in countmies ke
Frerice w'hﬂrt:l.n_gr_'.' fi=Hermen ﬁ'r.m:lull'lj
destron stac ks of iportec figh and Tavi-
18 dump Gults imported from Eastern
Eurape nla (he rlver, and maJapan whers
rice lurinerd vehesently sppase Aee Lin-
perre The cetablshment of the Worth
Ameriean Frae Trade Asecolalion [MAFTA|
Ty LEA, Croads. and Mexdee wilh s
resirivive riles -:|[r\-|_'_|.|§.:1'_| tn profect par
Heakar |I"f.|1-"||'.r|lfi anincled nlso oppear s a
pracectloilat devies to divert rade, Buelh
reatriete fuiles of arigin could adwersehr
affect companent outssurcing, oo m-
stancs the exdsting srstiem ol e orporsl,
Ing pleliore Lites macls in Asla with TV
gets apecmbled o Mexice for the U5
market and diverl Irade fram Aslan La
Merth Arnciiea producera.

They eauld alse disoapl the nlm-
e Lrade betwern Al and dnecles in
horizontally dnregrazed lndwatiics.

eesliping  connlilss belng
hieawily degeradenl o indas.
telalmed counties b bracls,
Investmient, ald and credizs,
e generally affeeted By thedr econaonie
coiaditicre sl |micies Ih'rl:-1:|__l;'h el
channela sweh aa demaickand mezker
eeoems Jor eapacts, terms of trade and

terms amid llaws nl palemel Onance, The
Wi ld Bank estinatesthat o ansper cenl
decline in econemle growith fu the Shdus-
Lriad leer] world resuldls nca Teduetion m
cognarlc gronth of the developing world
by 0.4 per cenb & year b the abort s
mnd 7.7 perocenl o the syslamed me-
chidan-cevin. This the shonosh reoesry
and ‘abow groeth of the lndwate faligend
couniHes is cetmated bo cost the devel-
aping counloes in e nexl bae vears as

Digitized by Noolaham Foundation

rmich ne Ee=l =xnocl revernue as I'h,r;..'
ceceive i afficlad develepinenl dsshat-
RO

Eronide- grawth e The develogring
countricsas s whele i 1989 1-92 doea et
ApEAT Le hemrs hesn Tainkh REerled by
e fecessinn i the indasis Ll ized €otan-
rlcs and their perommsance 0 1482 aius
i fagt better than in a1l the three posvl:

ool prers: There weee Tires 1min e

Erapcmile Beudea « Fehruary 19594

noolaham.org | aavanaham.org

ul



k-

_sons for this. The first was that whereas
trade growth in industrialized countries
declined in 1991-92 it increased in the
developing countries from around 8 per

cent a year in 1989-90 to about 10 per -
cent in 1991-92--both exports and im-

ports - mainly on account of the increas-

ing intra-trade among the developing

countries themselveswhich reducestheir
reliance on industrialized country mar-
kets. The second was the marked rise in
foreign direct investmentin 1991-92 even
when global FDI was falling, and the

thirdwas the domestic upsurge of growth

in China from about 5.2 per cent in 1990

to 7.0 per cent in 1991 and to 13.0 per ]

cent in 1992,

It is impertant however to make a
distinction between middle - income and
low-income developing countries, par-
ticularly as the latter's performance ap-

pears to have been adversely affected by -

the recession. The 50 low-income devel-
oping countries, other than China, In
contrastto the rmddle income countries‘

-experienced both lower economic growth

and reduced net resource flows (less
loans, FDland grants} and consequently
a further deterioration in their poverty
and deprivation in 1991 -92,

: Commod!ties

The recesston and slow growth inthe

industrialized countries has adversely
affected the developing countries by slow- -
ing down the growth of demand for their -
Primary commodities which
still constitute about half the exportsiof
developing countries have felt the impact . -

‘exports.

of the recession perhaps more than other
sectors. Non-fuel primary commodity

prices which declined in realterms by 51

per cent between 1980 and 1992 were at
the lowestlevel since the starting peintof

the World Bank index for eommodity °

pricesin 1948; real prlces of agricultural
‘exports were down by 39 per cent - cocoa

and coflee prices70 percentdown sugar o
60 per cent arid cotton and natugal rub-

ber 50percent Between 1989and 1992
alone non-fuel commodity prices in cur-
rent dollar terms fell by about 22 per cent

andbetween 1990 and 1992 export earn-

ings declined by more than 20 percentin’
coffee, sugar, pepper, cottomn, jute, sisal,

" natural rubber and hides and skins.
World Bank projections indicate that -

commodity prices will remain more or
less at the present depressed levels until
about 1995 and possibly thereafter if the

recession is protracted, recovery is less
than ex_pccte_d and there is no decline in.

the production growth of coffee and co-

- coa.

The dampenlng effect of the reces-
smn has come at a time when there are
secular forces operating to keep com-

 modity prices low in the. long-term.
Firstly, there is a tendency to oversupply -

as developing countries are forced to

-Increase production and exports to re-
" pay their heavy external debts. This is

compounded by new producers entering
the market and new techniques raising

“productivity such as new clones and

hybrids in palm ¢il and cocoa and new
technology in mines.

In the industrial countries on the
other hand, the process of manufactus-

- Ing cheap substitutes by technological

improvements to replace natural raw
materials goes on, e.g. synthetic fibres to

substitute for cotton, silk and jute, syn- .

thetic for natural rubber and glass fibres
for copper cables in communication net-

works. Inaddition, more efficlent indus-

trial processes are resulting in the use'of

- lessraw materials and energy per-unift of
- output which means that raw materials

form a smaller proportion of the selling
price of an article. Japan, for examplg:>
has reduced both raw materials and
energy used to produce a unit of GDP by

. some 40 per cent since 1975. This

process of "dematerialization” naturally
tends to reduce the demand for com-

: mUditjes

'fhe decline in commodity prices has

“been paralleled by rising prices ofmanu-
factured imports of developing countries

and conseguently their terms of trade

* have deteriorated. Despite the reces-

sion, prices in all industrial countries
are rising year after year and this is
compournded by the appreciation of cur-
rencies of countries such asJapan, Ger-

“many and France, UN price index of
manufactures shows a rise of 16.1 per -

centbetween the average of 1987-89and
1992.

out substantial external ald.

International atlerpts to stabilize .
prices of primar} commodities and pro-

- vide some retief to producers have failed.

of the five commodity agreements - cof+
fee, cocoa, sugar, tin and rubber - only

- that for rubber remains; otherscollapsed

part]y due to lack of resources and partly

. on account of disagreements between
- producers and consumers. Compensa-

tory finance extended by international
financial institutions to cushion the im-
pact of commodity price fluctuations 1s
inadequate; besides they only provide

.relief not a selution to secular decline in

commodity prices. The long-term rem-
edy is diversification of production which

‘some middle-income developing coun-
" trieshavesuccessfullyachieved, butthis

requires substantial investment in physi-

- calcapital to develop new industries and
in hitman capital to train the workforce

to new skills in new fields which many
low-income countries cannotafford with-
In the
meantime, Jow prices result in reduced
income, higher unemployment and poor
maintenance of plantations or mines in

thie developing countries.

Access to Markets

Recession and growing unemploy-
ment and the consequient weakening of
faith in free trade and strengthening of
pressures for protection have resulted in
the industrialcountries raising their trade
barriersagainst developing countries pre-

~ cisely at the same time when developing -

countries are embarking on liberaliza-
tion of trade and export orlented devel-
opment. Of the 24 industrial countries
20 are more protectionist than they were
ten years ago and their effective rate of
protection against developing country -
exports is much higher than against
industrial country exports. Average lev-
els of tariffs inindustrial countries which
developing countries face are 7 to 10 per-
cent and they escalate with the level of
processing, for instance, 2 per cent on
raw sugar but 20 per cent on refined
sugar, thereby discouraging processing
of agricultural products by developing
countries,

Further, about 28 per cent of indus-
trial countries’ imports from developing
countries are affected by non-tariff bar-
tiers which have increased by about 20
per cent between 1987 and 1990; non-
tariff measures are imposed mainly on
more competitive labour-intensive ex-

- ports of developing countries such as
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per cent in 1987 but was slightly below
the ratio of 22.8 per cent in 1981. FDI
formed 1.1 per cent of GDP and 4.5 per
cent of the gross domestic investment of
all developing countries in 1991 but its
importance varied from country to coun-
try. Thus, while it accounted foronly 0.4
per cent of GDP and 1.0 per cent of gross
domestic investment in the Republic of
Korea, it formed 7.4 per cent of GDP and
20.5 per cent of gross domestic invest-
ment in Malaysia.

A disquieting feature however is that
FDI by Japan which accounts for one-
third of all FDI in developing countries
fell from the peak of $ 14.5billion in 1989
- to $ 11.6 billion In 1990 and to even
lower levels in 1991 and 1992. This is of
special relevance to Asia which accounts

for over 60 per cent of Japan's FDI in
~ developing countries. Japanese compa-
nies invested $ 37 billion in the rest of
Asia between April 1986 and September

1992 and shifted a substantial part of
their operations to cheaper countries.
Partly because they are not strong finan-
cially to go on an investment spree now
as in the late 1980s and partly because
there is little incentive to expand opera-
tlons with slack demand caused by the
recession, there will be little FDI by these
companies in the next fewyears. Infact,
a survey in March 1993 of 3477 leading
Japanese companies revealed that 80
per cent of them have no plans to invest
abroad in the next five years while the
rest indicated that should they decide to
invest they would give preference to China
and ASEAN, :

It is important to realise that FDI is
concentrated in relatively a few develop-
ing countries, mainly the middle income
developing countries which account for
75 percent. Inthe period 1980-89 about
74 per cent of the $ 16 billion of FDI went
to 10 countries - the better off and faster
growing ones - whereas the Least Devel-
oped Countries received only 2 per cent.
In recent years FDI has shown a distinct
bias towards East and Scuth East Asia;
in fact, over one-third of all FDI now goes

- to six countries - China, Republic of

Korea, Indonesia, Singapore, Malaysia

and Thailand. Latin America's share of-

FDI has declined from two-thirds in the
early 1980s to one-third in 1989. FDI is
guided by profits and this changing pat-
tern of investment reflects the varying
profitability of the reglons. Thus, aver-
age realrate of return on FDI in Eastand
South East Asia is 13.5 - reflecting her
higher level of technology, labour pro-
ductivity and infrastructure - as com-
pared to 11.1 per cent in Latin America
and 6.8 per cent in sub - Saharan Africa
The real return is of course highest in
developed countries - 17 per cent - and
this explains why nearly 80 per cent of
global FDI goes to those countries.

Increasing capital {nvestment also
reflects increasing private portfolio flows
- both bonds and equity - which rose
from an average of under $ 6 billion a
year in 1982-88 to $ 34 billion in 1992,
This has resulted from the improved
creditworthiness of the developing coun-
tries which have carried out extensive

- economic reforms as shown earlier and

opened up their stock markets and pri-
vatized business enterprises to direct
participation by foreign investors. The
main benefit from the equity portfolio

flows is the reduction in the cost of
capital to the host developing country.
Prices in developing country markets
have risen sharply consequent to open-
ing to foreign investors which has re-
sulted in a fall in the domestic rate of
return. Portfollo investment flows how-
ever are directed to a few developing
countries and more than two-thirds of it
went to five countries, They are further
volatile being guided by the equally vola-
tile international interest rates and the
developing countries need to be fully
geared to meet the risks of their pulling
out unexpectedly.

Ald (ODA)

While FDI has been rising there has
been a decline in devzlopment assist-
ance to the developing countries. Net
Official Development Assistance (ODA)
from OECD at current prices rose from
$ 46.7 billion in 1989 to 55.6 billion in
1990butfell to $ 55.5 billion in 1991 and
inreal terms from $ 47.6 billion to $45.7
billion. Both in 1990 and 1991 ODA
remained at 0.33 per cent of the GNP of
donor countries which is less than half
the agreed target of 0.7 per cent. Only
five countries reached or exceeded the

target in 1991 - Norway, Denmark, Swe-
den, Finland and Netherlands; the ratio
of USA was only 0.20 per cent and of
Japan 0.32 per cent. As about 70 per
cent of ODA is bilateral, it is influenced
by political considerations and allocated

- inaecordance with the priorities of coun-

try donors and not necessarily according
to needs. For instance, in the period
1986-90, 59 per cent of US bilateral aid
went to five recipients - Israel, Egypt, El
Salvador, the Philipines and Pakistan -
while 48 per cent of Japan's bilteral aid
went to  Indonesia, China, the
Philippines, Thailand and Bangladesh.
ODA per capita to Arab states is $43
but to South Asia $ 5; India $ 1.8 and
Pakistan $ 8.8. Further, ODA as a
proportion of GNP Is as high as 17.2 per
cent for Egypt but as low as 0.5 per cent
for India. The figure for Sri Lanka is 9.1
per cent, for Pakistan, 2.8 per cent, for
Bangladesh, 10.5 per cent.

The arbitrariness in the allocation of
ODA is further illustrated by the fact that
the ten countries which together have
more than 70 per cent of the world's
poorest people receive only quarter of
global aid and further that only about

6.5 per cent of ODA on a bilateral basis

goesforhuman priorities. Further, about
44 per cent of ODA from OECD-DAC in
1989 was tied to purchases from the
donor countries. World Bank estimates
that if all aid is untied, the economic
benefits to developing countries would
be worth as much as $ 4 billion a year.
There is also a change in donor objec-
tives of ald with environmental protec-
tlon and observance of human rights
being given high emphasis in the guiding
criteria for allocation of aid.

There has been a general decline in
the share of aid going te South Asia
perhaps on accountof the fall-off in Arab
aid, particularly te Pakistan. This share
may fall further on account of new claim-
ants to aid such as Eastern European
countries and former members of Soviet
Union, Angola, Mongolia, Afghanistan,

~ Cambodia, Iran, Jordan and Vietnam,

Prospects for the Nineties

The World Bank forecasts a 5.3 per
cent average annual growth in GDP for
all developing countries for the decade
1892-2002. This is higher than the
growth rate of 3.8 per cent a year in
1982-92." Hlgher growth in developing
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in spite of the recession; between 1989-
90 and 1991-92 average annual growth
rate of China rose from 4.2 per cent to
10.3 per cent, of Hong Kong from 3.0 per
cent to 5.1 per cent and of Talwan from
5 per cent to 7.0 per cent. In the case of
China and Hong Kong, growth rates of
both exports and imports were also
higher. The only other Aslan developing
country which accelerated its growth
during the recession is the Republic of
Koreawhose growth rate in 1991-92 was
slightly higher than in 1989-80. .China'
also reversed her current account defi-
cits in 1988-89 to surpluses in 1990-91
and attracted more foreign direct invest-
‘ment in the latter period.

ASEAN

The four fast growing economies of
ASEAN - Indonesia, Malaysia, Singapore
and Thailand - also experienced high
economic growth.like East Asla, in 1991-
92 - the growth rates ranging between 6
and 8 per cent - but it was lower than in”
1989-90. Unlike East Asla, they were
adversely affected by the recession; aver-
age growth rate fell in Singapore from 8.8
percentto 5.7 percent, in Thailand from
11.0 per cent to 7.8 per cent, in Malaysia
from 9.3 per cent to 8.6 per cent and
Indenesia from 7.3 per cent to 6.3 per
cent. The fall was greatest in Philippines
from 4.1 per cent to 0.5 per cent. The
slow down in economic growth In ASEAN
to a great extent was the result of the
decline in their growth rate of export
values, for instance from 18.0 percent in
1990 to 12.7 per cent in 1992 in Singa-
pore, from 17.3 per cent to 11.9 per cent
in Malaysia, 16.6 per cent fo 10.9 per
cent in Indonesia, while in Thailand it fell
from 23.1 per cent in 1991 to 17.8 per
cent in 1992, In spite of the slow down
however, growth in exports in ASEAN
was still relatively high. This is partly
due to the fact that one-third of ASEAN

_exports are sold in develeping countries
of Asia - the proportion exceeding 40 per
cent for Malaysia and Singapore. The
recession also does not appear to have
affected much the flow of foreign direct
investment (FDI) to ASEAN. Total FDI

actually was higher in 1991 than in
1990; it was higher in Indonesia and

Malaysia but a little lower in Singapore

and Thailand.
South Asia

South Asia by contrast, shows lack-
lustre performance. In the period 1982-
1992 as shown earlier, its average an-
nual growth was 5.2 per cent as com-
pared to 8.0 per cent in East and South
East Asia. Average annual growth in
1991-92 in South Asia was also much
lower than in East or South-East Asia;
India 3.5 per cent, Bangladesh 3.8 per
cent, Sri Lanka 4.5 per cent and Paki-
stan 6.0 per cent. In most countries -
Bangladesh, India, Bhutan, Nepal,
Maldives - economic growth in 1991 and
1992 was lower than in 1989-1990; in

Pakistan, however, it was the opposite.

SriLanka's growth which was poor -- 2 to
3percentin 1988-89-rose to 6.2 per cent
in 1990 and then declined to 4.6 per cent
in 1991 and 4.3 per centin 1992, Export
growth declined in 1991 in all the coun-
tries except Pakistan with India experi-

encing negative growth, but it recovered
in 1992, although the recovery in hoth
India and Sri Lanka was modest. In
India negative export growthin 1991 was
succeeded by a positlve 5.1 per cent
growth in 1992; in St Lanka it declined
from 25.0 per centto 2.8 percentin 1991
and recovered to 7.6 per cent in 1992.

Commodities and Access to Markets

Two problems in trade which both
South and South East Asfa in particular
are facing are the secular decling in
commodity prices and the growing re-
strictions in industrialized country mar-
kets on their exports. Nearly all the pri-
mary commodities of export interest to
South and South East Asia have de-
clined in recent times: their dollar prices
now are lower than in 1992 or even in
1990 as shown in Table 2.

Tarff and nen-tariff barriers to ex-
ports of selected developing countries in
Asia in the major Industrialized coun-
tries are shown in Table 3.

Table 2

Commodity Prices in US$
Commodity Unit 1880 1992 1993 June
[. Rice - ton 315 3 Ih 250
2. Maize bushel 2.76 2.45 2.08
3. Wheat bushel 3.22 3.52 2.74
4. 0il : barrel 15.70 21.12 17.30
5. Platinum troy oz. 476 370 376
6. Gold troy oz 347 342 368
7. Silver . troyoz. . 4.79 4,12 4,29
8. Tin - ton 6155 6575 5050
9. Copper : ton 2575 2278 1839
10. Aluminium 1b. 0.74 0.59 0.55
11.Nickel ton 8550 7105 5541
12. Zinc ton 1678 1379 g19
13.Lead - ton 827 542 392
14, Wool Ib. 2.58 2.20 1.40
15. Cotton Ih. 0.77 0.59 0.54
16. Jute ton 410 310 260
17. Rubber : Ib. 0.46 0.47 0.44
18. Sugar Ib. 0.13 0.11 0.10
19. Coconut oil 1b. 0.16 0.29 0.21
20. Palm oil 1b. 0.15 0.22 0.21
21.Soya Bean bushel 5.76 5.89 5.79
22.Tea : Ib, 0.82 0.92 0.84
23. Colfee : 1b. 0.77 0.48 0.52
24, Cocoa ton. 1393 1047 1145
25. Lumber }]939 C 202 223 242

{Asiaweek, June 30, 1993)
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factors. Firstly, nearly all the countries
in South Asia have been slow to improve
the institutional and policy framework

and to undertake structural economic

reforms, liberalise their tradeand invest-
ment regimes, achieve fiscal and mon-
etary stability, reduce the size of the
public sector, increase savings and uti-
lize foreign capital. They are all in the
process of making those adjustments
now with inevitable destabilizing effects
in the short-term. Secondly, most of the

countries still rely on primary commodi-

ties for a substantial part of their export
earnings and their prices have been un-
favourable for quite some time. Thirdly,
their intra-regional trade is limited: in
1992 only 17.1 per cent of their total
exports were sold within the Asfan region
or among the developing countries of the
region as compared to one-third in East
and South East Asia.. This makes them
more vulnerable to the recession in in-
dustrialized countries and renders them
less resilient than East and South East
Asian countries. Fourthly, savings and
investment levels are low. Savings and
investment form 30-40 per cent of GDP
in both East and South East Asian coun-
tries (except Philippines) whereas they
are 5-25 per cent in South Asian coun-
tries.

A major factor underlying rapid eco-

nomic growth of East and Seuth East

Asiais the rise in total factor productivity
or the increasing efficiency of both la-
bour and capital, partly as a result of
liberalized trade and investment and
partly as a result of the increase in the
level of educationand skills ofthe labour
force. Open economic policies have by
creating new export opportunities pulled
capital and labour into the most produc-
tive occupations; allowed imports of ma-
chinery and equipmentwith higher tech-
nology: provided competition from im-
ports to raise the competitiveness of ex-
port Industries and enabled entrepre-
neurs to keep track of new products,
production and managerial techniques
and shifts in market and consumer
trends. Continuing improvements in
education and skills of the work force are

essential to remain competitive in inter-

national markets as better educated la-

bour-helps firms to absorb and adjust
raplidly to changes in technology, prod-
uct mix and work practices. 1t is signifi-
cant that East and South East Asia had
a higher growth of total factor productiv-
ity in the 1970s and 1980s when it was
higher than that ofother developing coun-
tries and was also double that of indus-
trialized countries; in the 1980s it was
1.7 per cent a year.

Total factor productivity is rising very
slowly in South Asia both on account of
the ohsolete technology used and the

- poor educational and skill levels of the

work force. India, in particular, has
found that her obsolete technology has
teduced the competitiveness of her ex-
ports and it is mainly to upgrade her
technology that she has opened the coun-
try for foreign direct investment. It was
found, for instance, thatIndia, in spite of
her lower lahour costs; has been produc-
ing steel at a higher cost than the Repub-
lic of Korea. The poor levels of education
and skills are illustrated by the low adult
literacy rates which are below 50 per
cent in India, Pakistan and Bangladesh
as compared to over 75 per cent in East
and South East Asian countries; educa-
tional attainment and mean years of
schooling are both less in South Asia:
scientists and technicians per 1000 peo-
ple are 3.6 in India as compared to 47.3
in the Republic of Korea and tertiary
education enrolmentratio is 3.0 per cent
in Bangladesh and 4.0 per cent in Sri
Lanka in contrast to 16.0 per cent in
Thailand and 39.0 per cent in Korea.

Foretgn Direct Investment {FD]) fi-
nally, which is contributing so much to
the rapid growth of East and South East
Asia, plays only a limited role in South
Asta. In 1991 for instance, total FDI in
South Asia was about $564 million
whereas it was $ 10,210 million in
ASEAN or eighteen times more and $
4344 million in China alone or nearly
eight times more, (FDI amounted to $
261 million in Pakistan, $ 200 million in
India, $ 102 million in Sri Lanka and $
1.4 million in Bangladesh). .FDI pro-
motes physical capital formation, brings
foreign finance, transfers technology,
upgrades managerial skills, develops
export markets, stimulates local pro-
ducttvity through backward linkages to
service suppliers and the labour force
and serves as models of working prac-

tices and management techniques. By
creating export-oriented manufacturing
industries, they have generated new ex-
ports of manufactured goods which have
contributed to the rapid development of
East and South East Asian economies,
Foreign firms for example, account for
more than half the manufactured ex-
ports in Malaysia and the Philippines
and nearly three-quarters in Thailand.

An important feature of FDI in Asiais
the high propertion of intra-FDI among
the countries themselves, Japan isthe
leading single foreign direct investor in
Asia. In 1985-88 for instance, she ac-
counted for 37 per cent of all FDI in Hong
Kong, Republic of Korea and Taiwan
Province, and 22 per centof all FDI inthe
four ASEAN countries - Indonesla, Ma-
laysia, Philippines and Thailand. The
four newly industrializing economies -
Republic of Korea, Singapore, Hong Kong
and Taiwan Province - too have become
important investors in Asia in recent
years and they accounted for 23 per cent
of the FDI in the four ASEAN countries
mentioned above, which was even higher
than Japan's in that period. One NIE -
Hong Kong - alone accounted for 62 per
cent of all FDI in China in this period.
Both Japan and the NIEs- however,
showed little interest in South Asiain the
eighties. In 1985-88, Japan's FDI in
South Asia was about 2 per cent of her
FDIin the four ASEAN countries and FDI
by NIEs was about ene per cent of FDI in
the four ASEAN countries. Further, FDI
by Japan and the NIEs formed only € per
cent each respectively of the total FDI in
South Asia.

Japan began to relocate her labour-
intensive export industries in what are
described as NewlyIndustrializing Econo-
mies (NIEs) (Republic of Korea, Singa-
pore, Hong Kong and Taiwan Province)
on account of rising labour costs and
subsequently, theappfeciating yenwhich -
made exports made ih Japan uncom-
petitive in world markets. However, when
with rapid economic growth, labourcosts
began to rise in the NIEs, Japan as well
asthe NIEs themselvesrelocated some of
their labour-intensive export industries
in lower cost South East Asian countries
like Malaysia and Thailand. Apart from
afew garment factories, South Asia failed
to benefit from this industrial relocation
process and consequently foreign direct

investment {(FDI) hasbeen limited, South

Asian countries have just begun creating
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POVERTY AND CHARACTERISTICS OF THE |
URBAN POOR

Dr. R. M. K. Ratnayake

Director,Nutrition and Poverty Policy Division
Ministry ‘of Policy Planning and Implementation

Introduction

overty, in a rather fundamen-
tal sense, is a relative and a
subjective phenomenon. As
poverty is multi-faceted, it
may be perceived, differently according
to places, cultures, attitudes, people and

so on. Though poverty {s multi-dimen- .

sional, most of the literature on poverty
is obsessed with the Issue of monetary
deprivation where individuals or [amilies
_ are unable Lo secure resources to oblain
goods and services which are considered
necessities for a decent living by the
society. However, although income dep-+
rivation is undoubledly an important
aspect of poverty, it provides only a par-
tial explanation to deprivation.

Poverty is seen as the failure of some
basic capabilities to function - a person
lacking the opportunity to achieve some
minimally aceeptablelevels of these func-
tions (Sen, 1992). The functioning can
vary from elementary physical ones as
being well-nourished, being adequately
clothed and sheltered, avoiding prevent-
able morbidity, etc., to more complex
social achievement such as taking part
in the life of the community, beingable to
appear in public without shame and so
on. The opportunity of converting per-

“sonal income into capabilities to func-
tion depend on a varlety of Hfe-related
{personal) circumstances and external
factors such as living environment.

Poverty is adynamic condition where,
except for a small number of families,
others cross the poverty line at least for
a limited period during their life cycle.

Thus any study on poverty, involves the

definition of a norm or set of norms that

distinguishes the poor from the non-
poor. ‘Both the poverty norm and the
population will be distinguished by time
and spatial dimensions’ (Srinivasan,
1990,

Incidence of poverty is common

~ among families who attempt to build up

their own asset base at the very early
slage of their family building or become
poor during their old age. The poor, given
the opportunities, will attempt to inte-
grate with the mainstream of economic
activities. This may be referred to as

terminal poverly. Others may be poor -

during all thelr life time and may be
identified as chronically poor. The sec-
ond group may have individuals or fami-
lies with disabled people i.e. blindness,
menlal retardation etc. The third group
who are acutely poor will remain so even
if the best market conditions prevail.

Many approaches have been sug-
gested to measure the level of ‘depriva-
tion” or poverty at household or indi-
vidual level. These include the basic
needs approach, the poverty line based
on a income criterion and the nutri-
tional adequacy. However, all these
methods face one problem or another in
the identification of the level of depriva-
tion (see Sen, 1982; Behrman, 1991).

The behavioral approach, the tradi-
tional methodology of estimating a pov-
erty line, will estimate a per capita ecalo-
rie consumption function and calculate
per-capita expenditure level required to

achieve the calorie adequacy based on
the Recommended Dietary Allowances. .

This has now been widely used, but
using level of income as a ‘proxy’ to

consumption has caused some doubts.

" The norm of calorie adequacy or require-

ments vary from one person to other
depending on many biological and
behavioral considerations. The nutrient
requirements are also controversial and
there is a considerable debate about
adjustment capacities of individuals
{Payne, 1990].

The per capila poverty income per
month derived by using the minimum
cost food basket method which satisfy
the minimum nutritional level of a house-
hold has been Rs. 281 in 1989 prices.
This has been adjusted by using the
changes in wholesale price index during

- 1989-1992. The adjusted per capita pov-

erty income for 1992 has been Rs.
377.06. This would be equivalent to a
monthly income of about Rs. 1,885 fora

" family of five persons. The poorare there-

fore defined as those who are tnable to
allocate a level of expenditure that would
ensure a‘safe’ level of consumption (calo-
ries) for enabling them to maintain an
active and healthy life.

Though the poer in both urban and
rural areas are facing similar prices for
most of the food items, urban poor in
particular has to pay higher prices for
some of the other essential services

" needed for living. Thus the food to non

food expenditure ratio of urban poor is
about 70 percent compared to about 80
percent of the fural poor. Thus the pov-
erty line in respect of urban areas are
somewhat higher than that of the other
two sectors in the economy,

Characteristics of the ' poor’

The poor are not a homogeneous
group. The circumstances under which
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.share spent on food out of total expendi-
ture by per-capita income decile, ap-
pears to be similar to the poor in the
other two sectors (LFSES, 1985/86).

The urban poor allocate a propor-
tlonately high share of their household
expenditure on housing, compared to
those in the rural and estate sectors

(Table 1).

The urban poor allocate on an aver-
age more than 15 percent of their monthly
expenditure on housing. Thisisabout 10
percentile points higher than the hous-
ing expenditure of rural sector and thrice
the allocation that of the estate sector
households.

A small number of the urban poor
have self-owned houses. Those in the
lowest category of income distribution
do not have a shelter of their own and
many of them share accommodation with
others, mostly in urban shanties. Many

of the urban poor live in small houses

where average per person floor area is
very small. Large number of urhan poor
live in households where total floor area
do not exceed 25 square melres [SES,
1986/87}. Many of these houses have a
floor of prepared clay and a thatched
roof. Most of these housesare constructed
usingleaves/cadjans orwattle and daub
while smaller number of houses are con-
structed using bricks.

A large proportion of the urban poor
receive their drinking water from com-
mon taps or common wells and most of
them use common latrines constructed
by the local authorities. Among the ur-
ban poor the main souree of energy for
cooking is firewood. For lighting many of
the urban poor still rely on kerosene,
However in some instances they have
~ access to electricity from the national

. supply.

As the urban poor pay higher share of
their income for housing, they spend a
relatively lesser amount on other non-
food items. The expected result of this
high expenditure on housing is that they
are forced to spend less on other basic
necessities of lving. For instance, the
expenditure on fueland lighting and also
exgenditure on textiles appear to be pro-
portionally less than among the poor in
rural and the estate sectors (Table 2).

Compared with the other two sec-
tors, the poor in the urban areas have

Table 2

Average Monthly Household Expenditure on Clothing _
and Textile by Per Capita Income Deciles of Households
All Island /Sectors

PER CAPITA INCOME DECILE

Total Ist
Rs. % Rs. %
ALL ISLAND 112 10.8 62 12.7
URBAN 141 0.0 60105
RURAL 102 114 6L 12

ESTATE 141 144 aZ TR

3rd  4th

Z2nd

Rs. REs. % Rs. %
63 12.6 82 16.4 81 13.1
53 10.0 65 8.1 79 102
60 13.0 81 13.7 88 150
89 122 96 115 84 104

Source; LFSES 1985 /86, Dept of Census and Statistics

lesser amount of household amenities.
The commonest valuable item available
to them are the radio, the availability of
which 1s also confined fo those in the
category of ‘less poor’.

Table 3

Income Receivers in Poverty Group by
. Age Categories

Age Category Number ine poverty
(Years) [Percent)

<14 100
14-18 87
19-26 . 26
26-35 : 28
36-45 28
46-55 25
5-hb 20

Source: CFS 1986/87, Central Bank of
Ceylon

Many of the urban poor are relatively
younger and less educated. The distri-

- bution of income receivers whe are in

poverty classified by age categories are
shown in Table 3.

The data in Table 5 confirm the gen-
eral finding that most of the poor in
urban areas are new-comers and are in
the period of adapting to the urban la-
bour and/oer production markets.

Household size may be a factor that
relates closely with the incidence of pov-
erty. The general observation is that the
large families with greater number of
dependents would have a higher prob-
ability of being in poverty. A sample
study of the poor households shows that
about 50 percent of the households had
6 or more members and about 40 per-
cent of them are children under the age

Table 4

Incidence of Poverty and Distribution of Poor Households by Household Size:
: Sri Lanka 1986/87 E

Household Size % in Sample

1 1.62

2 6.38

3 13.58°
e 15.98
5 22.43

6 1531

7 10.00

8 6.34

9 2.84

10 1.43
>10 1.20
ALL - 100. 00

% in Poverty % Distribution of Poor
Households:
10,63 0.62
13.75 3.18
16.34 6.00
20.46 ¢ 14.01
27.51 22:37
33.36 18.52
40.20 14.62
44,42 10,21
45.77 4,72
42.57 2.21
35.29 1.54
27.59 100.00

Source: CFS 1986/87
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Halio % Hokrtoralds
1] ) IEN:S m.F
1- & 1.8 2R 4.5
20 - 2R ) Ak 2.0
28 - 43 88 20 hd
fila A 247 1.1
gl - Ga ] 11 ]
= 0.4 phd B Bl
ALL 14K Lot Hann !
oy CFS 19665,/87
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half of the main income - earners in the
sample had a secondary level education.

Data in Table 7 alse point to a de-
creasing level of poverty incidence as the
educational attainment level of the main
income earner increases, Neatly two-
thirds of the households in poverty have
main income-earners who have not ex-
ceeded education beyond primary level,

As there exist a greater relationship

between unemployment and poverty, it
is generally perceived that the employed
are better off compared to the unem-
ployed. The evidence however suggest
thatunemployed are not necessarily poor
and the employed are not necessarily
‘not poor’, as many employed are unable
to meet the basic needs of their families.
Surveys indicate that nearly 90% of the
households had their main income earn-
ers classified as being employed. The
poor for the most part are the “working
poor”. On the other hand, households
with main income earners falling within
the category of the unemployed and ‘not
in labour force', comprised, around 10
percent of the total poverty group. Of all
the households with employed main in-
come earners, nearly 20% were in pov-
erty in 1978/79 and 28% in 1986/87.

On the other hand the proportion of
the poor households with unemployed
main {ncome earners seems to have de-

clined from about 26% in 1978/79 to

23% in 1986/87. This indicates that : i}
the poor engage themselves in activitles
of marginal low productivity, and (ii)
labour productivity and real earnings
seem to have been declining, bringing
more of the ‘employed’ into the ranks of
the poor.

The distribution of poor households
by occupational category is shown in
Table 8. Among the categories where the
economic activities of urban nature are:
professional technical and related work-
ers and sales workers, Though a large
number of occupational groups falls
under the urban labour markets, the
distribution of poor housecholds falling
under each of those categories is small.
The type of occupation where a large
number of urban peor may employ show
a fairly high incidence of poverty among
them. They include workers not classi-
fied elsewhere, service workers, clerical
and related, chemical processes and re-
lated workers and food and beverage
workers. i3 ;

Table 8
Incidence of Poverty and Distribution of Poor Households by Occupational Category
of the Main Income Earner :
1988/87 « All Island

Occupational Category % in Poverty % Distribution of % in the Total

Poor Households Sample
Agricultural and animal
husbandry workers 38.17 25.90 18.72
Cultivators and Farmers 32.2 19.85 16.98
Professional, Technical and
Related 16.06 9.20 15.95
Sales Workers : 20.65 8.15 10.89
Workers not elsewhere
classified (NEC) 43.40 8.30 5.30
Brick-layers, Carpenters, :
other Canstruction Workers 40.54 7.10 4.80
Service Workers : 22.00 3.38 4.24
Clerical and relatecl _ 8.21 1.42 4,62
Transport Equipment Operators 18.38 1B 2.80
Miners, Quarymen, Well
Deillers and related 35.11 1.69 1.33
Wood Preparation Workers and
Paper Workers : 41.77 1.69 1.11
Chemical Processors and
related Workers e e | 1.53 1.11
Spiimers, Weavers, Knitters ;
and related 33.33 1.18 1.00
Food and Beverage Workers 24.77 1.38 1.54
Fishermen, Hunters and
related 20.78 (.82 1.08
Livestock farmers 32.55 1.40 1.24

Source: CFS 1986/87

The incidence of poverty in those

households where the breadwinner is -

employed as a professional, technical
and related category accounts for about
16 percent. These households make up
about 9 percent of all poor households.
Incidence of poverty shown under the
category of workers not elsewhere classi-
fied Includes large number of
employments found mainly in the urban

areas. In this category of workers nearly :

44 percent ate im poverly. This com-
prised of about 8 percent of all poor
households. Though poverty has seen in
relation tolargenumber of other employ-

ment categories the number of poor
household falling under those catego-
ries, of employment is relatively small.

Incidence of poverty is also high
among the occupational category of sales
workers. In this category they have a
poverty incidence of 20 percent and they
constitute 8 percent of all poor house-
holds. The other sub categories falling
under this group having high incidence
of poverty are: Salesmen, Shop Assist-
ants and related workers and waorking
proprietors. The incidence of poverty in
other categories of employment which
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urban sector 12.5 percent of those who
are engaged in economicaly productive
activitles are fallen into the category of
poor. However compared to the other two
sectors of the economy incidence of pov-
erty in the urban sector is relatively
small.

Incidence of p'overty appear to be

high in households where the unemploy- .

ment ratio is high. Table 10 shows that
nearly 78 percent of the households are
employed in some type of economic ac-
tivity where about 22 percent are unem-
ployed. About 28 percent of the house-
holds are found to be in poverty among
households in which every one of the
labour force is employed. This imply that
a majority of those wha are unemployed

- at present are from households where at
least one member of the household is
actively engaged in some form of eco-
nomic activity.

The distribution of unemployed per-
sons by sector is sHown In Table 11. In
urban sector 17.2 percent are unem-
ployed, of which 13.3 percent of unem-
ployed are from poor households. How-
ever as the propotion of the absolute
number of the urban poor is small com-
pared to the estate sector. :

In conclusion it appears that the
urban poverty problem in Sri Lanka is
primarily a qualitative one and a prob-
lem of relative in nature. The number of
absolute poor living in urban areas is
relatively small compared to the other
sectors in the country. As the policies of
the government do not encourage the
rural workers to migrate to urban areas,
the growth of the urban population is
rather slow.

It appears from the available infor-
mation that the relative absence of ex-
tended family network in urban sector
contributes to the occurrence of poverty
specially among the single parent fami-
lies, old age people where no family mem-
bers to support and the ‘street children’.

The foregoing analysis shows that
the characteristics of the poor in general
and the urban poor in specific are com-
plex and multi-dimensional. For policy
making purposes, poor need to be iden-
tified clearly in relation to their living
environment. The change of time, place,
living environment and the socio-eco-
nomic factors that the poor at present
may face, may change with the change of
one or more of these factors affecting
their life-styles.
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the liberalized industrial and policy
framework to facllitate FDI but they are
doing so at a time of recesslon, slow
growth of demand and excess industrial
capacity when countries like Japan are
hesitant to invest abroad. Further, an
impertant foreign investoer in Asian de-

veloping economies - Taiwan Province -

which was the biggest foreign investor in
Thailand in 1988 and in Malaysia and
Indonesia in 1991, has shown little in-
terest in South Asia and is now increas-
ing her investments in China and Viet-
nam. [t appears uncertain therefore
whether South Asia's liberalization poli-
cies will result in a foreign Investment
boom as in South East Asia in recent
years.

-
P Lt I

Prospects in the Nineties

East and South East Asia, according
to World Bank estimates, will have an
average economic growth of 7.3 a year in
the decade 1992-2002 which, though
lower than that of 8.0 per cent in the
previous decade 1982-92, will still be
high. It1s estimated to raise its real GDP
per capita from $ 585 in 1992 to $ 1037
in 2002 or by about 77 per cent. South

" Asia on the other hand, is expected to

grow at 5.3 per cent ayear in 1992-2002
or more or less at the same pace as in
1982-92 which was 5.2 per cent and

. raise its real GDP per capita from $ 355

in 1992 to $ 498 in 2002 or by 40 per
cent. These forecasts are, however, on
the basis of favourable circumstances; if
the scenario becomes unfavourable on
account of prolonged recession, Increas-
ingunemployment, decline in public sav-
ings and growing protectionism in the
industrialized countries, then growth
rates will be lower; the estimated GDP
per capita on the downside scenario will
be $ 926 for East and South East Asia or

58 per cent higher and $ 438 for South
Asla or 23 per cent higher than in 1992.

Thus, the economic gap between East
and South East Asia and South Asia will
widen in the next decade. Per capita
GDP of the former which 1s about 65 per
cent higher than that of the latter now
will be about 108 ta 111 per cent or more
than double the latter in 2002. Even
under favourable conditions per capita
GDP of South Asia in 2002 - $ 498 - will
still be lower than that of East and South
East Asia now - $ 585! The main factor
underlying South Asla's mediocre per-
formance is India's moderate growth
which is estimated by the World Bank to
be 5 percent ayear in the nineties, which
is even lower than its average growth of
5.4 per cent in the period 1980-91. The
number of poor in South Asia is expected
to decline in the next decade if the as-
sumed growth rate takes place, buteven
in 2002 it {s estimated there will be
around 500 million poor and South Asia
will remain with the greatest concentra-
tion of poverty in the world!
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ADJUSTING TO THE EUROPEAN UNIONS (EU)
| ISO 9000 QUALITY MANAGEMENT

SYSTEM (QMS) :

THE IMPACT ON THE EXPORTS OF SRI LANKA TO EU

D.T. Kingsley Bemard

Director/Marketing, Sri Lanka Export Development Board

Introduction

welve member countries of the

European Community declared

a single European market; Eu-

ropean Union (EU) from Janu-
ary 1993 onwards; thus doing away with
inter-member cross-border barriers for
" trade. This is to ensure the free move-
ment of products within the union. An-
other decision of the members of this
. large economic bloc was that of requiring
uniform. quality standards for the prod-
ucts to be admitted to the EU,

As a consequence of this decision,
wasborn the “1S0 9000 Quality Manage-
ment System”(QMS) cutlined by the In-
ternational Standards Organization (ISO)
in Brussels. A majority of the member
countries accepted this propesal with
mixed feelings since the ISO series im-

. poses strict quality measures for the
prodiicts to be imported into the EU.

The Sri Lanka Export Development
Board (EDB) is assessing the possible
impact of the imposition of the ISO 9000
QMS on Sri Lanka’s exports to the EU.
The objective of this paper is to evaluate
the impact of the imposition of the ISO
9000 QMS upon Sri Lanka's interna-

tional marketing capabilities into the

future and to identify the benefits of
adjusting to these environmental
changes, early.

SRI LANEA'S TRADE
WITH THE EU

At present the EU is the second larg-

est market for the products of Sri Lanka. -

Exports to the EU accounted for 31.6
percent of Sri Lanka's total export value
during the peried 1988-1992. During
this same period the value of Sri Lanka’s
exports to the EU grew at an average
annual rate of 34 percent. Table I below
shows the value of exports to the EU
during this perfod. :

e T

Table 1
The Value of Sri Lanka's Exports
to the EU during the period
. 1988-1992

YEAR RS.MN. SDR MN.
1988 11,037 249
1989 14,037 265
1990 19,661 343
1991 22,460 369
1992 34,826 550

Source: Sri Lanka Customns

Business with the EU countries has
hitherto been very beneficial to Sri Lankan

. entrepreneurs than to any other regional

grouping who export a wide range of
products! to the EU,

Currently, more than 500 items are
marketed in the EU with the aboe men-
tioned items being in the forefront of the
export picture. The major twenty export :
items and exportvalues during 1992 are
shown in Table II.

THE IMPACT OF THE EU'S ADOPTION
OF THE ISO 9000 QMS ON THE EX-
PORTS OF SRI LANEA TO THE EU

The ISO 9000 QMS enunciates rela-
tively stringent and elaborate quality re-
guiremnents. The standards are applica-
ble at various stages of manufacture.

‘This involves Sri Lanka having to up-

grade production - marketing processes
at each stage in the flow of products to
the hands of consumers. The application
of the [SQ 8000 gMS extends far beyend
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These very features are found in
other areas of agricultural export pro-
* duction such as horticultural products
and other minor export crops. Perhaps,
more resources and energy may have to
be allocated to bring these product sec-
‘tors in line with the requirements of the
[30 9000 gMS requirements. Therefore,
adjustment problemsassoclated with the
upgrading of production of these agro-
based export products may be expected.

GENERAL IMPLICATIONS ON
EXPORT TRADE

The costs of quality adjustment

There will be considerable costs to be
incurred as a result of quality adjust-
ment processes to be adopted by the
local industries. Expenditure may be
necessary for the purchase of equip-
ment, tools and machinery- for testing
quality standards.

Furthermore, industrialists will have
to incur expenditure for converting or re-
arranging existing production processes
_ to sult the requirements of the [ISO 9000

QMS. The other areas where they will
have to bear additional costs are in [a)
the training of stafl, (b) quality certifica-
tion, and (c) quality auditing. Already,
exporters are having to pay heavy fees Lo

foreign organizations for purposes of

quality certification..
Price Uncompetitiveness

The additional costs that will, there-
fore, be added to the final product, will
tend to make our products less competi-
tive, thereby leading to a drep in our
market share in exports to the developed
countries. This is likely to be for a limited
time period during the adjustment proc-
esses. Once these are overcome, it is
hoped that prices can be reduced to the
original levels. The category that will be
affected are small and medium scale
exporters and producers.

Shortages of raw material supply and
other inputs :

The SO 9000 QMS imposes strict
quality control measures in respect of
raw materials and other inputs required
in the production for exports. Some lo-
cally produced raw materials are not up
to the required guality levels due to poor

attention being paid to them. This may
pose problems in the short run. Price
levels of quality inputs may sometimes
tend to rise as a result, causing the final
product to be more expensive for the
buyer.

Institutional  Arrangements for
Accredited Certification Processes
and Technical Advisory Services

A natlonal accreditation system for
certification bodies in accordance with
ISO 9000 QMS have still to be estab-
lished in Sri Lanka. SriLanka Standards
Institution (SLSI) needs to develop such
accreditation for Sri Lanka to be on par

with other acceptable accreditation bod-

iesin the developed countries so as to be
able to deal with the certification re-
quirernents of the EU.

Even with the presently accredited
certification systems, it is necessary to
receive recognition, especially in the EU,
in order to assist CE mark for the prod-
ucts covered by the directives fssued by
the EU, At present, exporters obtain
such certilleation through foreign agen-
cles contacted through their own buy-
ers, This method of course is quile costly
butwtll have to continue until the neces-
sary accredilation is ohtained by the
SLSI

THE ROLE OF THE SRI LANKA
EXPORT DEVELOPMENT BOARD (EDB)

The EDB is aware of the implications
of the enforcement of the [ISO 95000 gMS.
It anticipates active participation in this
context in the following areas:

1. Updating the knowledge of exporters
in regard to what the [SO standards
will be, the adjustments that will be
required from the various market par
ticipants, the technicalrequirements,
elc., through conducting training
programmes.

2. Working with manufacturersand ex-
porters to implement quality assur-
ance systems thatconform to the ISO
9000 QMS.

The EDB is taking necessary sleps to
make the export community aware of the
1S0 9000 gMS with the asslstance of the
SLsI and other relevant organisations.

Table IT
Sri Lanka’'s Exports to the EU -
1992
Rs. Mn.

1. Garments 16,275
2. Diamonds 3,903
3. Bulk tea 1,847
4, Unmanufatured tobacco 1,631
5. Desiccated Coconut 1,236
6. Other Textiles 817
7. Natural Rubber 966
8. Footwear - Rubber 533 |
9. Electrical Machinery & parts 467
10: Tyres & Tubes 443
11. Toys Aisit)
12. Iron & Steel Products 432
13. Rubber Gloves 348
14. Leather garments, gloves etc.318
15. Wooden cralt items 297
16. Ceramic & Porcelainware 282
17: Tea in packets 252
18. Spices 201
19. Paper & paper products

{Brochures, pads etc) 210
20. Coconut fibre & fibre i

products 347
21. Vegetables 91
22. Frults 287
23. Processed Food 35
24, Marine Food 160

These activitieswillbe Introduced gradu-
ally in order to carry the message more
ellectively to parties that are likely to be
aflected by these impositions.

The changes required in respect of
industrial exports are likely to be greater
than those for the other types of busi-
ness organisations. It is expected that
the export oriented domestic businesses
will have to bear additional costs in
purchasing precision instruments, test-
ing apparatus and tools for upgrading
the gualily standards of their products.

CONCLUDING REMARES

Sri Lanka's international marketers
and related organisations are aware of
the importance of switching over to total
quality management systems. Quality
management {mposes certain strains on
a company's resources. In the early
stages, the call for such domestic change

Cont. on page 29
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of it Is in the dry zone, which constitutes
the most deprived area of the region
‘South East Dry Zone'.

The South has relatively high level of
unemployment but this will be seen as
an under-utilized resource for further

development in agricultural, industrial -

and related services. According to the
unemployment status survey of 1990
the total unemployed population in the
South was 145,408,

With the initial establishment of some
lead projects for the South, a regional
development strategy has been intro-
duced under a nationally executed High
Level Committee which has the fune-
tion to examine linkages between
projects, to remove bottlenecks and to
sort out problems of inter-relationships
among agencies, : :

Sixmajor programimes/ projectshave
been introduced to the South with in-
creasing emphasis on regional develop-
ment. These programmes/projects, at
present, are in various stages of the
project cycle; some are on-going whilst
the others have been finalised detailed
feasibility studles for financing which is

being negotiated. These six lead pro-
grammes which have been originated
based on the Government priority, are
Eoggala Export Promotion Zone, Ex-
tension of Southern Railway Line, De-
velopment of the Port of Galle, Alter-
nate Southern Highway, Southern

- Province Rural Development Pro-

gramme and South-East Dry Zone
Development. '

Regional Development Strategy of
the South.

ASouthern Area Development Unit
was established in the Regional Develop-
ment Division of the Ministry of Policy
Planning & Implementation, as the sec-
retariat for this regional development
programme, with technical assistance
{rom UNDP, which is operational since
mic 1991. This unit has been working as
the secretariatof the High Level Commit-
tee, which has established a few subject
specific sub-committees to examine is-
sues in more. detail, looking beyond
sectoral coneerns to the gaps, potential
linkages and planned future prospects.
TheHigh Level Committee has beenreor-
ganised at present, as the National Steer-
ing Comumittee under which seven sub-
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committees h:ivc been established to deal
with the subject level issues.

The achievements hitherto gained
under this exercise are given below:

ajldentlfication and development of a
mechanism to coordinate and monitor
the lead projects that are operational

- in the South. The Southern Area De-
velopment Unit has been engaged full-
time in coordinating activities and find-
ing and introducing linkages for these
projectswhich has facilitated the coor-
dinated project implementation and
input monitoring.

b) The sub-committees that have been
operational have generated additional
inputs towards achieving Integrated
development in terms of activities,
funding and management; eg. (i), un-
der the Sub-committee on Koggala Air-
strip Upgrading, a project proposal
has been prepared for the use of pos-
sibledonors, investors and implement-

.- ing agencies and negotiations are un-
der way. (ii). under the Sub-committee
on Roads, the Issues of road bottle-
necks, traffic management and new
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PORULATION

EVOLUTION OF POPULATION POLICIES AND
PROGRAMMES IN SRI LANKA
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. their own. Under the Land Development
Ordinance, the main eriterion in selec-

 tion of settlers was landlessness or social
need. :

Since the 1960s due to the'g.rowing

problem of unemployment among edu- -

cated youth, priority has been given in
some settlement schemes to selection of
educated youth, particularly in collec-

tively operated settlementssuchasyouth

- schemes, co-operative farms, divisional
development council projects and settle-
ments established on estates acquired
through land reform. More recently, set-
tlements have taken place in newly irri-
gated land under the Mahaweli develop-
ment programine.

Under indirect policies the eradica-

- tion of malaria and rural development

programmes can be Ineluded. Undoubt-
edly endemic malaria was one of the key
factors in the de-population of the dry
zone, Successful eradication of malaria
through a speclal campalgn not only
brought about a rapid decline in mortal-
ity but also facilitated the movement of
people from densely populated wet zone
to the sparsely populated dry zone.

Since the early 1950s, the rural sec-
tor recetved priorily in Government de-
velopment plans and® programmes.
Among the policies that had an impact
- -onrural living conditions were free medi-
. cal and health services, producer subsi-
dles and pricing pelicies. A nation wide
network of roads and institutions equi-
tably distributed these services and fa-
~cilities to all parts of the country. This
resulted in narrowing the disparities
between rural and urban living condi-
tions and turned the terms of trade more
favourable to the rural sector. Asaresult

the pace ofurbanization in SriLanka has

been slow.
2. Mortality

The decline in mortality in Sri Lanka
can be attributed to both direct and
indirect policies. The public sector ex-
pansion and development of health serv-
ices was the key factor in the decline of
mortality. Even prior to independence,
the Government recognition to improve

- public health facilities was evident by
the measures taken to control communi-
cable diseases. SriLlanka contained chol-
era successfully from the 1870s, mostly
through quarantine measures. Preven-

- tive and curative medicine was amalga-
- mated under the Ministry of Health in
1926. The successful tmplementation of

campaigns to control communicable dis-
eases was also a key factor. The Anti-
Malaria campaign in the late 1940s was

able to almost eradicate malaria and

thereby bring about a sharp decline in
mortality.

Since the early 1940s there was a
gradual expanslon of primary health’

care facilities, Considerable expansion
of the cadre of medical and para medical
personnel took place. The number of
traditional birth attendants progres-

sively replaced by trained midwives. The

introduction of medical technology such
as application of DDT, immunization
agdinst. communicable diseases, and
antibiotics [urther strengthened the
health services. Sanitary improvements
such as provision of safe drinking water,
sanitary methods of sewage disposal and
public health regulations also contrib-
uted to the decline in infant and child
mortality.

Socio-economic factors also have in-
directly influenced the reduction of mor-
tality. The economy based an the exports
of primary products made il possible to
import foeod which contributed to im-
provement in nutritional levels among
certain segmants of the population and
eliminated periodic famines that were
characteristic among subsistence farm-
ers.

The food subsidy programme which
operated for more than three decades
also resulted in the improvement of nu-
trittonal status of the poor. This no
doubt wounld have had its effect on infant
and maternal mortality and the general
improvement of the health status of the
poptﬂation,

The rise in educational attainment of
females has been anather factor leading
to mortality decline in Sri Lanka. The
fémale literacy rate increased from 8.5
per centin 1901 to 83.2 per centin 1981,
This has resulted in more mothers mak-
Ing use of modern health facilities for
preventive and curative purposes,

3. Fertility

Policies with regard to fertility can

also be grouped Into direct and indirect.

po‘]icies.

Strong Government commitment to

reduce fertility has been a key policy

concern since family planning became a
national programme in 1965. The for-

-mulation of a natic nal population policy

and the importance of population plan-
ning received serlous government atten-
tlon in the latter part of 1970s. Therefore
in 1977, the subject of population policy
formulation and implementation was
assigned to the then Ministry of Plan

Implementation.

‘The national population programme
became more supply-criented by the end
of 1980s with motivation for family plan-
ning hecoming strong among married
couples. Therefore, in 1989, the subject

. of population policy formulation was

assigned to the Ministry of Health and .
Women's Affairs, thus bringing popula-
tion policy planning, information, edu-
cation and communication (IEC) strat-
egy implementation and service delivery
under the purview of one Ministry.

For the first time the Government
established a nattonal goal for the popu-
lation programme by setting a target of
achieving a total fertility rate (TFR} 01 2.1

equal to replacement level fertility by the

year 2000, with a view to stabilizing the
population at about 25 milllion around
the middle of the 21st century. In Sep-

lember 1991, the National HealthCouncil

which is chaired by the Hon. Prime Min-
ister, issued a population policy state-
ment to this effect.

The service delivery programime was
stregthened by upgrading medical insti-
tutions to carry out sterilization and
provide other clinical temporary meth-
ods of family planning. At the same time
medicaland para medical personnel were

- given training in the delivery of services.

Inn 1979, the Government introduced
an incentive payment scheme to medical
teams that carry out sterilizations and in
1980 an out-of-pocket allowance was
given to acceptors of sterilizations who
qualified under certain stipulated condi-
tions with regaid to age and number of
living children.

The population information, educa-
tion and communication (TEC) activities
in SriLankahave contributed to creating
a favourable climate for acceptance of
family plamning and in sensitizing the

a2
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