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labour thereby reducing the labour pressure in
the rural areas.

Anciher favourable factoris the contribution made

Dby the rural savings to the national savings. This

helps capital accumulation and augmenis funds

in financial institutions thus enabling themto carry -

out lending in order to create capital in the non-
agricultural sector. However, there is an allega-
tion that rural savings are not invested in the
rural economy as most major financial institu-
tions do notlend much to rural sector, compared
tothe deposits mobilised from rural economy.

The rural economy also helps 1o save foreign
exchange tremendously and helps to reduce
the bafance of payment deficit by producing ag-
riculturalimport substiutes. The export of agri-
cultural output of the rural economy also helps to
eam valuable foreign exchange which is needed
for importation of capital goods, intermediate
goods or raw materials for the other sectors of
the country. The gamings from minor export
crops could be taken as an example.

Export of other Agricultural Products
in Sri Lanka
Year Rs. Mn. ;
1998 1027 |
1999 1597
2000 n7mss |
2001 ; 12,174 |
2002 | 11,784 ‘

. ltems exportedinclude vegetables, fruit, arecanut,

cofiee, pepper, cinnamen, cloves, nutmeg, mace,
cardamom, sesame seeds, other oil seeds, be-
tel leaves, cocoa products, iobacco, essential
oils, cashew nuts and other minor agricultural
products produced in the rural economy. There-
fore the development of the rural ecanomy can
rnake a major contribution to sustain healthy eco-
nomic conditions and promote economic growth,

Major factors that cause backwardness in
rural economy

The backwardness of rural economies of devel-
oping countries is a common feature and ac-
cordingly it is necessary to identify the major
factors that cause backwardness. A good un-
derstanding of such factors or issues, is very
essential for the mobilisation of resources witha
view o bringing in prosperity to the rural sector.
Some of these features are discussed below -

1. Small Family Farms

- One main feature of rural sectoris the smal size

of thel family farm. The major inpuits of produc-
tion are land and family-labour and production is

sometimes limited only for the family subsistence.
This happend due to the land fragmentation with the

- expansion of family due to nonavailability of netw

land for the new generation. However, cash
crops production is largely geared to the needs of
the market. For example Chillie, Bombay Onion, a
variety of vegetables and rice grown on large ex-
tents ir"gated laid areagbare directly marketed to
earn cash. Butin many instances, the relationship
between the farm size and the family size is in-
versely proporioned because of the fragmentation
of farmland. This also has accounts for a substan-
tial degree of inequality in the distribution of rural
income and wealth.

2. Average Crop Yield

The low average crop yield per hectare of land, and
the resultant low income is anather reason for rural
poverty. Low yields underlie the problem of gener-
ally the low productivity of resources utilised. This
is due to a number of reasons such as, poor land
quality, lack of fertilizer, inadequate capital, and poor
technology. Some of these unfavourable conditions
account for the poor quality of products and low
productivity even in the non-farm sector of the rural
economy. :

3. Use of Technology

Although the world is rapidly going through a very
advanced technological development, one hardly
sees the use of modern technology in our rural
aconomy. In agriculture, traditional methods still
dominate. Moreover, due to the land fragmentation,
farmers who do not own large tracts of land for
cultivation find it difficult to use technology. When
individuals own small plots they cannot be culti-
vated under mechanised systems. Hardly any ef-
fort has been made by responsible authorities to
convert those fragmented farmlands to integrated
large tracts where mechanised farming and other
modem farming practices could be deployed.

4. People's participation in Rural
Development

Various governments and non-governmental
organisations have made innumerable attempts fo
build up an equitable, planned and sustainable rural
development structure and special programmes to
address the specific issues that were introduced
from time to time, However, the experiences and
evaluation of many progammes have revealed that
secloral programmes taken up in isolation do not
bring any lasting solution to the rural agrarian, eco-
nomic and social problems. Experience also indi-
cates that the rich have embezzled the major ben-
efits of these programs leaving the poor worse off,
There was no fransparency in the allocation and
utilisation of resources. People who participated in
these events, ai the grass roots level, were igno-

A
rant and therefore there was virtually no active

. participation. Subsequently to avoid this situa-
“ tion a new strategy called the ‘integrated rural

development’ programme was introduced, with
a view to consolidating and optimising the
utilisation of the limited resources and greater
people’s paricipation. Overall the new approach
ofintegrated rural development, failed to produce
the desired results, but some component of the
program bore frult, However, lack of proper
people’s participation in the matters of decision- |
making and implementation, was cne of the major |
causes for the poor performance of rural devel-
opment programmes.

5. I*ion-_farm activities in the Rural Sector

Non-farm activities in the Rural Sector, occupy
an equally important position as the activities
connected with agricufture. The non-farm activi-
ties in a rural economy where agriculture is the
principal source of income, is a major source of
alternative income. Non-farm activities produce
income as well as generate employment oppor-
tunities in the Rural Sectors of most developing
countries, andis therefore, a veryimportant eco-
nomic factor. This is the acivity which provides
employment to the landless peasants, low-in-
come smallholders and other general fanm work-
ers, during lull periods in the farms.

The non-agro-rural economy also plays an im-
portant role in providing employment to the ex-
cess population resulting from the inability of the
farms to increase activily to keep pace with the
increasing rural population. Construction work,
masonty, carpentry, frade in home needs and
sundries, transport, fishery, handicrafts, hand-
looms, textiles and processing could be identi-
fied as non-farm activities in the rural economy.
Hence, itis necessary that top priority must be
given to these opportunities, in the Rural Devel-
opment Plan,

Despite the potential role-played in employment
and income generation by non-farm activities in
rural economies, there is an inadequate recogni-
tion of the importance of these activities. Although
some work had been done in this field in the
past, very little attention has been given to the
importance of the non-farm sector in employ-
ment generation. According to some survey find-
ings, this sector provides nearly 50% of the job
opportunities in the rural sector {Shand 1981).

- The importance of non-farm acfivities can be

based on three main criteria. (Rizwanul Islam)

i, Thequantitative importance of non-farmem-
ployment in rural areas;

il. The productivity of and returns to the non-
farm activities in which members of
rural households engage themselves and
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i Hural Economlc He\rt\ral Fund

Contd from Page 33

Fund ln addrtron fo thc 1000 mrttron rupees wrll be released to this Fund. - -
| forthe purpose of plirchase of equipment:under a lorig-term repayment
|- facility. Discussions are under way regarding the contribution, the indus-
trial concems which presently enjoy Tax Holidays, are expect ted to make.
towards this Fund. The Compa ny Taxin respect of those companies with:
' ataxable income that i is subject to an annual tax of Rs. 5 million, il be:
reduced 0.30% with effect from 01.04.2003. By this measure, the Go
~amment will stistain a loss of Rs. 2 billion. Nevertheless, the Govemmem
will direct each of such companies to depasit 50% of the total amount of
: money they stand tosave thereby ina Human Resources Beneﬁts Fund o

' -Euer since the Open t:oonomy Pollcy was |ntroduced i 1978, 2 Iarge'.' :
_number of Tax Reliefs and Tax Holidays have been granted to date. But = "'’
“how far have these reliefs fulfilled expectations? As such, gettrr_t_g themto i
-divert a part of these tax reliefs into a such a special Fund would be -
 another investment, because it wil assrst in the task of generatrng skrlls i

through In\restmen on educatlon i

- The function ot thrs Fund for wihich & sur of : !
'_allocated by the budget is to fumish relletand assmt_anoe fo prorects in the'
“Small and Medium Scale Industries category and the Fisheries Develop-

mentindusry. The expendrture expectediobe incurred on such projects
: durrng the yearthrough thrs tund Is rupeea 200 mrtlron

:\jThe outline accordlng to the Budget Is as follows

_::-About 15 /o of ihe GDP is provrded by the tarmer communrty The Gov i

: A Ftural Eoonomro Fte\rwal Fund has been estah[ished to extend assrs— i
“tance tothe Small and Medium Scale Indusries and to on-going fisheries
"rndustry and itis proposed to al[or.ate Fts 200 mllllon tor thrs Fund next_
§-year _ B

; 'Agticuttural En"terp ses Funo

2 The pnncrpat ob;eotnre in establrshrng thrs Fund rs to prowde assi
“tothe small.and medium scale farmers, in cultivating promising agncuttural :
habits, mtroduorng new crops and technology, and maintaining the tanks -
‘intheirareas. To begin with, the Fundwill have Rs; 100 miliontoits credt,
butit's hoped toincrease it with coniributions from prospective subscnbers :
with whom discussions are being held for this purpose. Agncultural' o
; -'Enterprlses Developmentat Fund shallbe estab[rshed with the co-oper
“tion of an acknowledged institution atthe apex| Ievel ‘Relief at the begr o
“ning; the Government will contribute 100 million rupaes; Dlscussrons are:
" afoot with prospective contributors, with a view o strengthening the Fund
The Budget stated Rs. 3000 million will be released immediately to enable:"
: f'the farmers o install Drrp Irrigation Systemsand to purchase essentral :
_agrrcultural equrpmect ; o

"';.'Moreover assrstanoe will be provrde [0:1aise |mproved \rarretres of
I'potatoes, hananas and pineapples by means: of Tissue culture, after estab-
:;:Irshrng a Hybrid Seed Industry. ltwill ensure that paddy farmers will be
-given enough incentives toi |ncrease p
5 ernce nce rs our stapte food.

'_'-The Govemment will contrnue 1o maintain the system of paying a: gua S
‘teed price.of Rs. 13 perkg. of paddy at the threshing-floor. Supply of

od otron and rmpro\re the harves

-'healthy marketrng far:llrtles has afready begun in respect of trurt and \reg- '
: etabte tarmrng . : :

_ Frve more Economrc Centers wrll be opened durrng the course of 2003 in
' additionto those at Meegoda and Embrhprtrya with the sole intention of
: ohtarnrng a hlgh prroe tor and promotrng the manretrng ot rural products

ocatronal Educatlon of Youth Force e

“towards agnculture isthatitshould be made Very attractive. Acoordlngly :
. ithasbeen proposedin the Budgetio create a system ofeducationthat

. could give access toa high technological standard and a vocational bias,
in order to drspel The elements ot !ow productrvrty and tow mcome

: The proposal fo torm a Jabour force - that could meet the demands of the
labour market, from within the Youth Force to be created in parallel under
- the proposed system of education, would helpto achieve the above goals. .
‘The main cause for high'rural unemployment has been the lack on a. |
vocational biasi in school education; The vocational trarnrng proposedtobe | |
“given through 160 Youth Force Centres which will be: establishedineight | |
Divisions with the'intention of providing a solution to the issue, will be of |
.great help. The first step will be to establish one Centre in‘sach administra::
e Division, and to provrde opportunrtres for 40 000 ‘rrouth'

Farmer Organrsatron

+ Inaddtion twasindicated that Farmer Organrsatrons woutd be established ||
- withthe intention of revamping agriculture by supplying agri-equipment on:

& hire basis, o those farmers who are unable to purchase: them: The |
farmers could also purchase their requirements, from the Farmer-;f
Organisations, when they receive their relief. Furthermore, the Farme
Organrsatrons couid ohtarn state tunds to marntarn the rurat tan

-Low Interest Housmg Loans

'Among the many proposats put forward for rural devetopment throught

Budget were a low-interest Housing Loan Scheme for the Rs. 3,000~
-~ 15,000income group. The amount of the loan is sub}ect foamaximumof-
< Rs, 500,000 and could be repaid over a period of 15 years and a pait ofthej"
. interestwill be borne by the Government. Itis hoped that 10,000 dwelling
2L umts would be hurlt through thls scheme and would thereby'hel to-

: Funhermore the proposals aimat giving a fillip fo sports activities i
- tural schoots that wrtl result in mental and personalrty devetoprnent

physical rntrastructurai facrlrtres in the vrllages would be greatly enhanced i
up. Inthis connection, care must be taken to see that the flnancrng ofthe .
5 de\reiopmental programmes are oausecl out by ad hoc rurel orgnarsatrons';i'

Frnally, it has fobe stated that rt the P _ \ .
Budget are executed or implementedina direct manner, exactly as ormu-.-‘_
i Ea_ted wrthout subjecting them to poirtroal tnokery, strong toundatron muld :

y
reduction of fertilizer subsrdy o poor relief; the genuine |mp|ementat|
the above proposats will oompensate for those hardships.
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Face to face

State Policy for
Rural Development

Interview with Hon. Bandula Gunawardena,

Winister of Rural Economy and Deputy Minister of Finance
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aclmowledgethefact that some step
has to be faken in this regard ?

That can be changed, especially if ag-
riculture is based on Greenhouse sys-
tem or drop Irrigation technology. The
difference will be thatthe farmer willbe
able to wear a pair of Denim pants,
and visit the farm on a motorbike, in-
stead of getting - into the muddy field
cladin a loincloth and with a mammoty
rested onhis shoulder. Cultivation of
omamental flower plants, are an ex-
ample. Theydon'tcall them -
selves farmers, and they don't identify
their flowerbeds and nurseries as a
farm. They say with pride that they
have & farm. Such an atfitudinal change
ig necessary, Omamental flower plant
cultivationis one example. Thatis quite
* different from the paddy cultivation con-
cept. While such an atlitudinal change
is taking place within the youth, that
change must necessarily take place.
Why ? This problematic situation will
bedissalved, after leading the youth o
~asocial stratum where they could be
proud of their entrepreneurship and
where they could enjoy a larger in-
come than the white-collar worker in
the city. There was no such thing
as Beauty Salons about two decades
ago. If at all there were, i was imitedto
thie Colombo city. But now this has
spread all over the country. Dressing
of bridesis another avenue. In the good
old days people laughed at fashions.
Buttoday those who are engaged in
such activities are living well. They
don't look for Government jobs, That
means an attifudinal change has taken

place. That is how the income of the -
youth within the rural economy could .

beincreased andthe standard of living
enhanced.

At the same time, what is the plan
you have for the Smali Industries
in respect of rural development 7

Yes, Itis good o estabiish Small and

Ministry of Rural Ecenomy — Summary of Capital Expenditure

Development Activity Rupees Hundred Thousand
1. Rural Economy Resuscitation Fund 100
2. Rural Export Promotion & Development of
Agricultural Ventures
Godakawela Export Processing Village 16
Rajanganaya Expoit Processing Village 20
Angunakolapelessa Export Processing Village 1
3. Rural Industrial Development
Printing Industry Based Industrial Park, Panaluwa 169
4. Rural Productivity Development
Agro-Technology and Community Services Centre - Weligama 1
5. Rural Handicrafts Promotion
Sigirlya Handicrafts Park 195
Centre for Handicraft Produ@ts, Sales and Exhibition
~ Folk Arts Centre, Battaramulla 25
6. Rural Market Promotion
Meegoda Economic Centre 670
Embilipitiya Economic Centre - 520 |
7. Rural Self-employment pro”hftotion “Thuru Sevana” .
Sales Promoation Centres Programme 275 |
8. Technology for Village
*Watareka Computer Training Centre 5
* Kirigampamunuwa Computer and Yocational Training Centre 25 !
9, Rural Salas Promotion :,_
Rural Products Sales Falrs Programme 24 i
10. Rural Education Development 5
* Computer Unit for Primary Sections of Government Schools ¥
11 . Rural Community Services
* Bus Halts and passenger Shelters 13
12. Rural Products Capacity Promotion
Provision of Capital Products Free of Interest (1000 Four Wheel Tractors) 6000
Total : 8184
*  The grani allocated to Ministry of Rural Economy Approximate Estimate

Middle Scale industries. There are loan schemes
too for this purpose. Although there are loan
schemes, there is a problem related to capifalin
most instances. Both capital and weak capital
glve rise to marketing problems and a whole lot
of sich problems. The basic problemisthe capital
problem. They cannot enter the compelitive
market within this economy where the expendi-

ture Is 100 high. Because of this, my firm belief is
thatthe Interest Rate must come down to a one digit
figure. Secondly, we must prepare the market for
him. Thirdly, we must provide him the opportunity
of improving his technical knowledge. | also seein
this respect a major weakness in the Commercial
Banks and Developmental Banks. This has hap-
pened in respect of small and middle scale loans so

far. This is how it happens here too. But the
question remains whether the craftsman and the
actual industrial worker in the village gets this
money. Hence, we all have to discuss and
open a dialogue on this matter and find ways
and means of infroducing this Loan Scheme fruit-
fully fo the village. Such a course of action is of
paramountimportance. '
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Marketing of Produce

in Rural Economy and
Related Problems
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of the retail price . However margin between
producer and retall price is about 40% of the
consumer rupee -
Producer's share of consumer rupee of
upcountry vegetables (beans and carrot) was
ranged between 40% and 60%, and (leeks
and tomato) ranged between 30% and 45%,
(cabbage) 30%. Producer’s share of low coun-
try vegetables was 20-30%. There was a
huge margin between wholesale and retal
prices, Though there were many refailers in
the markel the margin indicates abnormal situa-
tion, where consumers were unable to getthe
benefit from competitive market structure. Cost
of production is about 20% and farmer gets
about 30% of the retail price. The margin be-
tween retail and wholesale is about 40-60% of
the consumer rupee.

Considering the fruits market only Kolikuttu (ba-
nana} and pineapple producers get about 60%

£ from the consumer rupee. Ambul (banana) and
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papaw producers get less than 40%. The gross
marging were more or less equal for ambul
(banana) compared to kolikuitu {banana). Dur-
ing the latter part of the year, margin between
producer and wholesale price for papaw and
banana was higher than that of the wholesale
and retail price; when the Ramazan fasting pe-
riod and Christmas season oceur.

Producer's share of salaya varied widely com-
pared o hurulla and balaya, Decemberthrough
April, producers of salaya get lower shares
than that of other months. The highest share
obtained in August. The absolute margin be-
tween wholesale price and retail price of salaya
and balaya was above 40 percent of the con-
sumer rupee, while that of hurulla was less
than 40 percent. Though there were lesser
wastage for salaya and hurulla compared to
balaya, retailer's margin does not show it clearly.
The higher margin of small fish and balaya at
retaillevelis body affected to the poor consumers.

Producer prices of eggs are not available in
HARTI, Hence we used the data collected for
the poultry survey in 1999 (Messers Rupasena
and Ratnayake), Accordingio that survey data
producer gets about 0% January through April
and more than 70% during the rest ofthe months
except July. Wholesaler's margin was about
13-19% during the year. The retaller's margin
was ranged from 3-35% during year and the
highest was in March and July, while the low-
est was in May and June. Retailer's margin
based on 2000 data base showed that it was
less than 10% during the whole year except
the months of May, October and November.
The margin at retailer's level is higher than that
of wholesaler's level.

The Wholesale Margin is Higher due to fol-
lowing Reasons ;

Non existence of fair weather roads connecting
the village to the market and sometimes the vil-
lage market to the nearby primary market hinders
the efficient flow of agricultural produgts. In addi-
tion it is.also responsible for inefficient and time
consuming modes of transportation. When the
wehicle is hired by the farmer, the cost of shifting
the produce fram village to the town is great.
Moreover, the physical loss of produce incurred
during the transportation, loading and unloading
was an additional cost.

The unigue features of production and consump-
tion pattem of this country are also responsible for
the high cost of marketing.

On account of lack of proper storage facilities there
is considerable waste due to damages of food
grains, seasonal losses due to damage to the pro-
duce stored in private slorages are estimated to be
about 1.5 1o 2 percent.of the quantity stored, while
in the case of public warehouses they are esti-
mated to be around 2 to 3 percent. The eostan
account of these loses are passed on fo the con-
sumers in the form of high prices. (PMB evalua-
tion report & HARTI Surveys)

Cost of transport and storage, as a rule are to
relatively high for products that are bulky in refa-

~ tion to their market value such as grains and pota-

toes, vegetables and fruits. Distance from the
market is also an important element in transporta-
tion costs, so important indeed that this charge
often limits the market areas within which prod-
ucts can be sold profitably.

When the larger quantities of products handled,
greater facilities such as warehousing, cold stor-
age, equipment, loading and unloading,
machinaries eic, are available at a cheaper costto
the wholesaler. Inthe case of retail sales, mar-
gins tend to be high since the units handled are
small.

When all kinds of ungraded products containing
dirt, andfor impurities, transport from village to
market, higher transport costs are unnecessarily
incurred . When the produce reaches to the mer-
chant, he cleans and grades itin accordance with
the preferences of his customers. The higtier price
thus goes to the middlemen and not to the farmer.
In fact, farmers should clean and grade their pro-
duce, s6 that they could abtain the higher price.

The cost of marketing perishable products is al-
ways higher than that of non perishable ones. In
the case of easily perishable products like fruits,
vegetables, fish and meat, special provision will
have to be made for their proper preservation and
keeping. Hence the marketing cost is always
high. Often cold storage equipmentis necessary

andthisinvolves additional expenditure. Break-
age intransit, shrinkage, damage and wastage
from deterioration not only in transit but also at
wholesale and retail stores are more common
and losses on this account, therefore tend o be
heavy. When the sales of such perishables
are not quickened they become unsalable, due
to poor quality. Thus the product is more per-
ishable the marketing cost is greater.

The traders of fruits and vegetables try to raise
prices by keeping higher profit margins for their
sales from the morning till noon. They gradu-
ally go on reducing their margin till late evening
asthey are aware that they are not able to get
anything for the rest of the stock in the next
morning bzcause fresh stocks reach the mar-
ketin the morning.

Seasonal agricultural products.Jike fruits and
vegetables are valuable during the off season.
Middlemen have to keep their cost lower by
handling a sufficient variety to maintain a con-
firm volume throughout the year. The handling
of seasonal products resulis in higher cost of
marketing. Consumers desire to have a fresh
flavour at any time has to be considered.

Losses and waste due to unfair trade practices
increase spread between the farm gate price
and retail price of the commodities.

Praduction for the market involves substantial
risk that adds to marketing costs. Risks of
price fluctuations, quality deterioration, physi-
cal losses, government policies etc are impor-
tant items which raise marketing costs.

The services rendered to consumers by the
marketing system, specially the retailers, rea-
son for high marketing costs. Retail shops re-
main open at night as a convenience to con-
sumers is yet another service. However, the
rendering of consumer services which resulis
in high costs and great satisfaction does not
indicate inefficiency in the marketing system.
By the same token, low marketing costs bought
about by absence of service do not indicate
existence of a high degree of efficiency.

By increased efficiency in the performance we
have the greatest opportunity of reducing the
marketing cost. Increasing the volume or the
size of the business is one of the most effective
ways of ircreasing the efficiency of the busi-
ness firm's operations. Increased efficiency in
physical handling includes self-service, retail
food stores, prepackaging of perishable prod-
ucts, use of trucks in fransportation, refrigera-
tion equipment for perishable products - increas-
ing use of mechanical gids, telephones, adding
machines, modern counters, and display cases,
would raise efficiency of the business concems.
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have varied between eiforis to control, direct,
improve or provide facilities for private trade,
and direct participation in the distribution sys-
tem by nationalization or ife creation of statal or
parastatal organizations to perform specific trading
functions.

In Sri Lanka, mainly rice, big onion, potato and
chilli farmers face problems compared to other
crops. On the other hand consumers com-

plained the high prices of these commodities so-

that governments fake ad hoc policy decisions
in favour of farmers as well as ccasumers.
However, both the farmers and consumers were
not benefited in many occasions. When the
duty wavers are given for rice imports, the
government looses the income. When the rice
stocks reach the country millers purchase paddy
at a lower rate, so that the farmars loose their
income, when the imported rice prices keep at
the prevailing rice prices, anticipating to keep
the retail prices at a higher rate consumers un-
able to buy imported rice at lower prices.

To protect the local farmer exira duty was im-
posed. In general big onion is a yala crop and
the crop is marketed during September to De-
cember. Big onion farmers know that most of
the produce can not be stored for a longer pe-
riod because of the immature harvesting. Most
of the farmers try fo sell the crop immediately
after harvesting due to weight loss and high
risk. Big onion farmers are also consumers
during the rest of the year. Large stocks of im-
ports come to the market during the off season
and all the consumers are unable fo buy the
produce at lower price during the off season
also due to high tax.

Duty on potato imporls is also affected badly to
the vegetable cultivation. After imposing an
extra tax (Hs.20/kq) for imported potatoes, the
margin between the CIF price and wholesale
price was above 100%. The retail prices have
increased up to Rs.80/kg. As a result, con-
sumption of both local and impaorted potatoes
declined sharply according to the traders, Asd
result quantity imported also declined sharply.
On the other hand there was not a bumper crop
recorded. Since potato is used as a curry,
prices of other vegetables have also increased
and as a result vegetable demand also de-
clined. Duefoabove reasons demand for pump-
kin, ash plantain and local yams has increased
as substifutes.

Farmers complained about the quality and high
cost of seed, fertilizer, agrochemicals and labour,
Though there are improved technologies farm-
ers are not able to get those techniques. Farm-
&rs buy seeds from the private traders and the
quality of the seed can be seen only the later
stages, especially after harvesting. Some of
the rural farmers face many problems to bring
the produce to the market, due to nonexistence

of fair weather roads. Moreover, the physical
loss of praduce incurred during the transportation,
loading and unloading is an additienal cost. Lack
of proper storage facilities there is a considerable
waste due to damages.

Many times farmers are not able to get the assis-
tance from the relevant officials for the crop de-
ceases. Hence they have to depend on the chemi-
caltraders.

Producers think fiat whatever they produce shotld
buy the consumers, Consumers always try to
buy what they need. So that it is necessary to
sort the produce and grade before selling to the
traders. Ifit is so one marketing service can be
shifted to the feifimers to obtain better price.

Conclusion

itis revealed that the low country vegetable farm-
ers get the 20% of consumer rupee while up coun-
try farmers get 30% to 60%. Potato, chillies, big
chion, red onion and paddy farmers get more than
50% of the retall price; Market structure revealed
that prices are competitive in nature and transmit
signals over space and time. Producer’s share in
consumer rupee of agricultural commodities var-
ied widely. The highest share recorded was 80%
for potato. The lowest share recorded for low
country vegetablas anthit was 20%.

The cost of production as a percentage of con-
sumer rupee was also calculated. This analysis
showed that the cost of production of paddy equiva-
lent to a kilo of rice is 49 percent. Cost of produc-
tion as a percentage of consumer rupee for red
onion and vegetables varied 27% and 20% while
producer's margin was around 10%.

Considering the price fluctuations of agricultural
commeodities, during the off season prices in-
creased between 10-20 percent on an average.
However in the month of June it was above 25-
40%. It is advisable to cultivate as much as
possible to reach the market during these periods.

The innovations of recent years have usually been
of a congrete, tangible nature such as the con-
struction of feeder roads, market places, storage
facilities and supermarkets. Always government
officials prefer build supermarkets to develop infra-
structure facilities. Building of markets has not
been affected to enhance rural farm income and
this should be further studied.

It is important to consider all the sectors before
taking policy decisions, because any distortion in
one secor directly or indirectly affected to the other
sectors also. -

The govermnment has adopted a ‘laissez-faire” at-
titude towards the private sector, infervention has
been predominantly through indirect controls on
the market. A major tool in this form of control has

been price policy. Governments have tried to
control prices by direct legislation, by releasing
of government food stocks at strategic times, or
by restricting the possibilities of private trader to
create or exploit irregularities of supply.

Some other areas of tangible support which
could be of considerable assistance to the mar-
keting system have been neglected. Some
examples are aid in the purchase and mainte-
nance of vehicle, aid for establishing or reno-

* vating private storage facilities for producers or

traders, or the improvement of telephone sys-
tems to help the speed of communication, so
important for some types of marksting.

Intangible gssistance, such as the dissemina-
tion of market information to producers and trad-
ers, training in more complex marketing skills,
the organization of trading cooperatives or pro-
vision of credit to disadvantaged’smaller trad-
ers have also been neglected. Programmes for
disseminating market information to producers
have been ineffective because the back-up
services have been poar.

The avallability of government credit for rural
farmers, traders and other intermediaries has
often been restricted for some of the reasons
given above. Instead, credit has been made
available to producers and farmer organizations

Apart from econamic research, other academic
disciplines have been slow to enter the field,
although their cantribution could be consider-
able. Itis easier to confine to interviewing in a
village or an urban market than trying to inter-
view itinerant traders, transporters or other in-
termediaries.

Marketing improvement underlines the need to
improve the orientation of applied marketing
research and to aim at realistic targets. Unless
this is done, much time and resource consum-
ing research may be wasted and for only par-
ticularly applicable, and many problems will
still remain.

According fo the discussion conducted to im-
pose a surcharge of Rs.20.00/kg for imported
potatoes, the local market prices increased
gradually since September 2000. This price
increase is adversely affected to the local con-
sumers because as a result of this prices of
substitute food crops such as pumpkin and ash
plantain have increased. Apartfrom that prices
of local potato have also increased consider-
ably. This is directly linked to the prices of
upcountry vegetables. Many farmers used
their farm lands for potato cultivation instead of
other vegetable cultivation. Inthe shortterm
vegetable farmers sold their vegetables at higher
rates. As a whole due to this pricing policy
cost of living index increased.
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“€easonal unemploymert, identification with an
occupation that commands less respect from
the society atlarge, violerice and ather behaiior
patterns that not only create problems within
these communities but also bring them in conflict
with the larger society, including law enforcement
agencies. The migratory character of certain
groups of fishermen and some aspecis of their
ethno-religious background also add to their
social marginality (Silva et al 2602).
Estimates of the total number of internally
displaced people affected by nearly 20 years of
war in Sri Lanka ranged from 600,000 10 1.5
million as of 2001 (GOSL 2002). They encounter
special difficulties due to a combination of factors,
including ethnic identity, restrictions on mobifity
imposed by the security forces or the LTTE,
loss of life or injury due to the war, lack of
identity documents, repeated displacements,
loss of assets and livelihoods, disruption of family
lifa and in some instances outright hostility from
surrounding communities (Silva 2003).

Estates can be seen as ethnic enclaves
essentially restricted o employment
opportunities available in the estates, poor
housing and sanitaticn, and poor quality of health
i and education facilities {CARE 1998). The key
i problems faced by estate youth in accessing
outside smploymentincludes lack of marketable
skills, language difficulties, lack of contact with
those outside the estate, absence of identity
cards and birth certificates and other such
constraints.

Caste systems n Sri Lanka (Sinhalese, indian
Tamil and Jaffna Tamil ) have been described
as relatively mild compared to the caste
systemsin India: The absence of arigid notion
of untouchability and corresponding forms of
social outcasting can be seen as a progressive
element in Sri Lankan society. However,

i of Sri.Lanka. Besides their inherited
disadvantage, lower prestige, and minority
status vis-a-vis more dominant caste groups
with whom they interact, often they have limited
property ownership in part s a cumulative effect
of being share tenants and bonded servants of

Even though younger generations in these
communities are more educated than the older
generations, their ability to take advantage of
educational and public sector employment
opportuniies have been restricted due-fo their
marginal pasition in society, discriminationin
schools and lack of political power. Youth from
these communities have been atiracted to radical
underground political movements partly dueto
their own experiences of injustics, discrimination
and lack of social dignity (Jiggins 1979).

“depressed caste communities” do existinparts

high caste land-owning families {Silva 1892). -

The nature and: extent of poverly in these

communities cannot be-understood in purely

economic terms. Groups such as fishermen,

plantation workers and middle-east refumees may
not be always disadvantaged in terms of income
- orearming capacity (Silva 1998). The programmes
that merely target rural households and try to pull
them_e%l of poverty through income support often
fail to address the eommunity dimensions of
~poverty in many rural settings. Their poor

—pw

Resource poor fural communities still operate as
family labour units

aconomic situation is often accompanied by social
marginalisation, geographical isolation,
powerlessness and inability fo access resources
controlled by various agencies including the state,
NGOs and the private sector. These communities
have chronic and muitiple disadvantages in
housing and infrastructure, heaith, education and
-services, making it difficult for individual
households to escape poverty on their own. Tied
relations with non-institutional money lenders and
traders, inability to access institutional credit and
inability to utilize market mechanisms giving better
terms of frade can be also seen as further aspects
of social marginalisation affecting these
communities (Silva etal 1999). :

The efforts to mainstream some of these
commuinities ori ihe part of the staie have typically
taken the form of programmes for raising their
income levels typically accompanied by social
mobilisation {(Gunatilaka 1997 Silva, de Silva and
Kottegoda 2002). Similarly, the rural housing

programme under the Gam Udava Movement

paid special attention to some depressed low caste
communities as well as village expanision colonies.
" The available research evidence regarding the
impact of these projects is scanty butit doas appear
that such projects where successiully implemented
did have the effect of empowering the socially
marginal in some of these communities (Wignaraja
& Sirwardana 1998). More research is necessary

in order to fully understand the mainstreaming
impact of such politically-motivated projects..

Several of the new employrhent opportunities
opened up under liberalisation policies probably
had a significant impact on some of these
marginal communities, Of these employment

gpportunities under the 200 Garment Factory

Program and employment opportunities in the
middie-east and other overseas countries appear
to have played a significant role in many of
these communities. The available data indicate
that women from urban low-income
communities, depressed low-caste
communities, colonies and estates have joined
migration to the middle-east inlarge numbers
(Marga Mstitute 1996). While both positive and
negaliveimpact of middle-east migration must
be carefully assessed, this is an important finding
that indicates that marginalised groups are
perhaps increasingly being affected by
economic liberalisation and globalisation
processes. How far these processes help them
overcome theirmarginalised position or subject
them to new forms of marginalisation must be
examined through carefully designed future
research.

Rural Poverty: a Result of Inadequate
Income ot Inappropriate Consumption
Patterns? '

We know that the poor are often victims of
circumstances but this image is not so helpiul
when it comes o the issue of understanding
haow their own behavior may at least partially
contribute to perpetuation of their poverty. This
in turn makes it necessary to take a closer look
at the life style of the poor. While it would be
wrong to “blame the victims™ or “morally
condemn” particular lifestyles, it is important to
realize that improving income 1s not sufficient
to bring down poverty levels in some instances.
in the analysis pursued here lifestyle issues
that have a potential bearing on poverty are
raised with a focus on the impact of substance
(alcohol, drugs and tobacco) abuse practices
on living standards of selected population
groups. ;

We review here some of the available data
relating to consumption of alcahol and other
addictive substances in order to determine its
potential impact on poverty.

In assessing its impact on poverty alcoholand
substance abuse must be approached from
several angles. They include diversion of scarce
funds away from basic needs of women, children
and other family members, health
consequences of addictive behaviors, impact
on labour productivity, impact on domestic
violence and crime, impact on social
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to earn an extraincore from estate or off-estate
work. As a result, living conditions remained
unchanged in spite of improyed income affributed
to incentive payments and cpening up of off-
estate employment opportunities. Alcohol was
perceived by esiate workers as a coping
strategy and a means to season their bodies
and mind to the physically demanding work
schedule more strictly enforced by the new
management companies in the estates. in the
FGDs the estate residents also mentioned that
alcohol help them forget thelr dally share of
worries and deplorable living conditions
associated with the labour lines. The cold and
damp cenditions in upcountry estates were also
mentioned as a factor conducive to regular
alcohol use. The women were routinely given
a dose of alcohol after child delivery, extending
the notion of alcohol as a remedy for all kind of
body pains, including ‘labour pains’,

Among the negative effects of alcohol were
drain on household income, diversion of funds
from basic needs, absentesism of workers,
worker indiscipling, indebtedness, domestic
violence, adverse heaith effects such as ulcers
in the bowels and cerrohsis and prablems with
police and supervisory staff. While there wasa
generaily positive view about alcohol within
the estate communities, it added to the social
marginalisation of estate communities on the
part of management, law enforcement agencies
and the like.

While widespread substance abuse in
marginalised population groups may be seen
as a symptom of deeper issues and merely &
manifestation of their disadvan-taged position in
society as also evident in marginalised groups
around the world such as African Ametrican
communities in the US and abariginal
popuiations in Australia, it also indicates that
efforts to increase the income of such groups
without changing the current consumption
behavior may be ineffective or even counter
productive.

Dépendency Syndrome

The dependency syndrome signifies both an
excessive reliance on external support for day-
to-day survival and a welfare mentality in which
too much is expected from the state andfor
other agencies without bearing or sharing inthe
costs involved. Tothe extent people are both
materially and mentally dependent on external
agenis for their survival it stifles private drive
and initiative and hampers their capacity fo take
advantage of opporiunities within a competitive
market framework. The resulting subjective
orientation is fypically associated with a
widespread perception of the stale as an
essentially benevolent agency which should
not impose any burdens on the citizens in

general and the poor in particular, Ralph Pieris
who was one of the earliest to examine the
dependency problem as a developmental problem
in Sri Lanka referred o an “an over-generous
government distributing welfare services fo the
masses from whom nothing is expected in retum. ..
Policies to redress this imbalance, to harden a soft
state, arg resisted by a pampered eleclorate” (1977:
24-25). Thus the dependency syndrome among

~the poor can be seen as an outcome of decades of

paternalistic welfare policies driven by patrérage
politics where short-term political gains of placating
the electorate have taken precedence over
achieving long-term developmental objectives.

Tothe extertthe dependency syndrome may be
seen as a negative outcome of decades of welfare-
oriented patranage politics, one could expect it to
be less pronounced among the politically marginal
segments of the population and more pronounced
among those in mainstream society. Those who
have access to state patronage are more likely to
rely on the state to the maximum possible extent
and less inclined totun to a path of self-reliance.
On the other hand, fhose who are excluded from
state patronage may furn to other agencies such
as private sector or NGOs and develop a
dependency relationship vis-a-vis such agencies
Unless necessary precautions are taken to prevent
stich tendencias on e part of the relevant agencles.
The primary focus of the current essay is on rural
neople's dependency on the state asithas a direct
bearing on effectiveness of poverty alleviation
programmes conducted by the state.

The relationship between paverty and dependency
is a complex one. The way depefidency syndrome
impacts on perpetuation of poverty in Sri Lanka
have been approached from a number of
perspectives. First, the extent to which the poor
and nen-poor are dependent on subsidies of one
kind or another and its impact on their incentives
for work (Dunham and Edwards 1997). If there is
any evidence that subsidies serve as a
disincentive for work, it may result in perpetuation
of poverty, Second, the extent to which various
interventions by the state and NGOs have created
a dependency situation where activities initiated
by external agencies gradually wears away once
external assistance comes 1o a halt or external
support gets extended more or less indefinitely
beyond the stipulated date of termination of the
programmes because of continued pressures from
various parties (Moore 1995, Woost 1990). Third,
development of an effective institutional credit
programme addressing the needs of small
producers and micro-entrepreneurs have been
hampered by politically-motivated interferences in
the credit market and the related problems of
developing a credit culture among the poor
(Jayamaha 1990, Gunatilaka 1997). Fourth,
politicization of grassroots level institutions and
their tendency to becore dependency structures
rmanipulated by a handful of self-seeking individuals

rather than institutions representing the interests
of the poor in general (Gunatilaka 1996, Silva
etal1996). -

Voluntary Unemployment and Labour
Shortages in Agriculture

The labour marketin Sri Lanka presents several
paradoxes that have a bearing on the search
for a growth-criented approach to poverty
alleviation. The simuitaneous presence of
voluntary unemployment and labour shortages
in selected economic activities has been
identified as a key constraint. Labour shortages
for rubber tapping, coconut plucking and tea
plucking have been reported in certain plantations
paﬂicul_&;}ly inthe low country as well asin the
small holder sector (Plantation Reform Project
1996, CARE 1998). On the other hand, reported
stagnation in the non-plantationragriculture has
been partially aftributed to labour constraints
including youth unwillingness to take up
agriculture (Jayasena 1998, Silva etal 1999)
and the lack of diversification from paddy to
high value crops, which in turn has been
attributed to the lower and less regimented
demand for labour in paddy cultivation making”
it possible fo combine it with off-farm employment
(World Bank 1996, Dunham and Edwards
1997). The coexistence of high poverty levels
and high wage levels in the rural sector has
also been identified as something that needs to
be explained (World Bank 1996, Dunham and
Edwards 1997). Mare detailed qualitative and
guantitative research is needed in order to
answer these questions satisfactorily.

Here certain tentative suggestions are made on
the basis of literature review and some
preliminary field visits.

1. The low social status accorded o these
occupations is a key factor in the prevailing
youth attitudes towards such employment
{Jayasena 1998). In addition to poor working
conditions typically associated with these
employment, type of fechnology used, non-
participatory management style adopted in the
plantation sector, occupational hazards (e.gfalling
of coconut trees) and irreqularity of employment
{e.g. bothin rubber tapping and coconut plucking
work is stopped on rainy days). The coconut
pluckers who are available wish to work in
areas oiher than their home areas in order to
make sure that their families and children in
particular are not affected by the demeaning
status assigned to this occupation. On the other
hand, the educated rural youth helped by their
parents prefer to remain unemployed instead of
working the land due to staius considerations,
preoccupation with salaried employment, low
income eaming potential in farming and concem
about physical attractiveness and
marriageability especially in the case of girls.
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s and Programmes
' for Reducmg Rural Poverty
m Srl Lanka

General Overview

74 percent of whom find their livelihoods in the
¢ rural districts. Sri Lanka is primarily an agricul-
| tural couniry, where the total utilized land area
| of 2.0 million ha., nearly 40% is occupied by
' the plantation crops, letting the smallholder sec-
for fo dominate in agricultural land use. The
predorminance of the smaliholder sector in agri-
culture is reflected from the fact that of 1.8 mil-
lion agriculture holdings about 1.78 million hold-
ings or 99.4% are smallholdings. The average
size of agricultural holding is about 0.8ha. and
about 64% the small farms are below 0.8 ha. in
size. In SriLanka approximately 72% (about
12.6 million persons in around 2.5 million house-
holds) live on the land and rely on agriculture
and allied occupations for their daily survival.
Full-time and part-ime work in agriculture and
related occupations provides the mainstay of
livelihood for at least three fourths of the rural
populace.

Despite the attention it has received from policy
makers and development researchers since
independence, the 'problem of poverty is siill a
considerable one in 3ri Lanka. There have
heen significant achievements in economic and
social progress, but poverty continues fo char-
acterize the landscape. This situation will not
change without wider participation by the poorer
sections of the population in socioe conomic

can be done is the critical challenge that must
be met.

Objectives

An attempt is made in this paper to review the
strategies and programmes implemented for re-
ducing poverty in Sri Lanka. More specifically,
the objectives are as follows:

{1}, To study the poventy situations in the coun-
try giving emphasis on poverty targeting re-
gimes, i.e, scope, extent, characteristic, di-
mension, patterns, and trends of rural poverty;
(2) Assessment of effects and impact of rural
paverty on the overall national development;
and

Sri Lanka is a country of 13.0 million people,

’.'

(3) Investigation in to the overalligeneral policy
measures adopied palicy and revisions, issues,
special problem areas, difficulties encountered in
rural poverly alleviation.

Rural Poverty Situation in Sri Lanka
Poverty Trends in Sri Lanka

Poverty is not a new phenomenon and uniqué to
the modern economic system in Sri Lanka. Pov-
erty has not suddéﬁi}fy appeared with the search
for modernity and technical progress. Authorita-
tive reports from 18" and 18" century writers indi-
cate that Ceylonese rural life, especially in the
most remote districts, was characterized by en-
demic poverty: .., rural people suffered from
chronic lack of fooddnerally poor sanitary facili-
ties, soil and water born diseases and regular
disruptions from both man-made and natural di-

Dr. D. Tennakoon

Head, Agricuitural Resource Management Division, HARTI

activities that raise their productivity. How this -

sasters. {Wickramasinghe 1 924/:Woolf 1926). The
primary causes of poverly in Sri Lanka in the
period prior to 1950 are controversial. Woolf
(1926) and Das Gupta (1949) have revealed that
rural poverty existed in Geylon because the ma-
jority of rural people were exploited by land own-
ers, rural officials and merchants. (Woolf 1926;
Das Gupta 1949, - cited in Fernando 1988).

Sri Lanka’s continuing dependence on food aid
receipts is reflective of the relative vulnerability of
the poor. This situation has become all the more
serious because Sri Lanka has failed to maintain

pastlavels of per capita food production. Froma:

basa of 100in 1979-81, the index declined to only
87 a decade later. Hence, food security is an
increasingly important issue in Sri Lanka, and will
contirue to be so if agricultural productivity is not
improved significantly or the economy success-
fully diversified in ways that will enable consum-
ers to purchase increasing amounts of imported
staple cereals and basic food-stuffs. Trends in
some indicators of poverty and social progress
shown in some particular human development in-
dicators in Sri Lanka during the past three devel-
opment decades, 1970s, 1980s and 1990s.

The Poverty Alleviation Programmes
and Strategies in Sri Lanka

Institutional Framework

f

The Government institutions and departments
play major role in economic policy design eco-
nomic incentives and sociawelfare. In the
marnner of policy direction, it seems concentra-
tion of power at the Ceniral Government con-
trolled institutions and depariments, butimple-
mentation has been decentralized at the “Pro-
vincial Councils”, through their own institutions
and departments. The maintenance of funda-
mental components of the activities and ser-
vices, i.e., education, health, transpori, food
security, irrigation, agriculture, housing etc. are
the main responsibilities of the Central Govern-
ment, which could greatly affect the lives of the
poor. The impact of welfare policy and rural
development that attempted by the govemments
over a half century in Sri Lanka has beer en-
couraging that, in terms of the basic socio-eco-
nomic indicators Sri Lanka, shows some what
progress among Asian nations. The newly
added two institutions in Sri Lanka for poverty
alleviation are (i) “Janasaviya (1989-1994)
Movement, and (i} “Samurdhi {1995-2000)
Movement, both are operated in a national cov-
erage, and a ceniralized administrative bureau-
cracy. The both programmes are blamed fo be
highly politicized by nature and burdened wel-
fare and consumption costs compared to less
attention paid for re-investment and employ-
ment generation.

Janasaviya - The National Poverty
Alleviation Project

The Janasaviya - National Poverty Allevia-
tion Project (NPAP) was initiated in 1989 under
the Janasaviya Act No. 4 of 1989, and be-
come the first target oriented poverty alleviation
movement in Sri Lanka. The programme in--
valved in two-way strateqy, the firstly on target
oriented welfare programme, and secondly on
the target oriented income generation
programme. The beneficiaries of the programme
were poor, those who identified according to
the income criteria. The families earning less
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The official statement of the Samurdhi -

pov-

erty alleviation programme clearly indicates that
the weakness of the previous programmes

‘demonstrated in the employment and income

generation are identified and included in the
present strategies.

Sirategies and Implementation Procedures

The strategies and implementation procedurgs -

of the present Samurdhi programme indicate
their origination from the grounds 6f past expe-
rience. The programme is being implemented
under the lines of three sirategic procedures:

il

Awelfare component - maintaining a house-
hold consumption relief programme to sup-
port poor people to fulfil their consumption
praclices, and to protect nutritional level;

" Saving and credit programme—focused at

creation of resources to provide credit, al-
location or assets to the beneficiaries io

- malke them viable and confident to contrib-

ute in the economic process; and
Self-help work programme - initiation of
community based work programmes fo de-
velop rural infrastructure facilities and to
develop community cooperation and self-
refiance among the beneficiaries. In addi-
tion to the benefits of this programme ~ the
poor—the programme beneficiaries have
access to other welfare services of the
government, such as free medical facility,
free education, disabled payments, subsi-
dized public transport, access fo land grants
forthe landless families, low interest hous-
ing loans, ete. Inthe pace of present level
macroeconomic adjustments, the govern-
ment has realized the responsibility of pro-
tecting the low income groups, specially
the poorer segments of the population.

The Samurdhi is current poverty alleviation
project being implemented since 1985. The
programme has given higher emphasis on em-
ployment and income generation. Its experi-
ence over almost six years is encouraging
{Ramani Gunathilake, et al, 1997).

Poverty Focused Progrémmes imple-
mented in 1995-1998

1

Cash grants provided for147 497 benefi-
ciary families for consumption relief and
income generation (cost Rs.Million 10,024),
Interest payment for 412,257 'Janasaviya'
familigs for their saving deposits,

For provision of dry rations (food items) to
182,000 families in the North and Eastern
provinces,

Completion of 11,640 small scale rural in-
frastructure development projects,
Established 20,884 micro-enterprises in 43

Divisional Secretariat Divisions with the fi-
nancial assistance from the National Devel-
opment Trust Fund,

Provided employment for about 25,000 edu-
cated youths as Samurdhi Managers, and
Samurdhi Niyamakas, :

Initiated about 478 middle levet self-employ-
ment and credit based income generation
programmes in 14 Districts of the country, and
Granted 10,000 sewing machines among the
temale members of the low-income families to
generate additionalincomes (Jayasena, 1998).

Self-Employment Programmes fbr the Youth:
1995-1998 =

The Samurdhi Project used a different strategy to
include young unemployed members of the poor
beneficiary families for specific poverty focused
programmes. It has provided different level as-
sistance to young people from the poor families for
business and self employment, under the provi-
sions of Samurdhi sub-programmes and collabo-
ration with the commercial banks. The programmes
include:

1.

Samurdhi Naya Niyamaka Scheme pro-
vided 26,450 loans.to youth initiate self em-

 ployment, with 2 cefling of Rs. 5000 per per-

son, e

About 43,000 loans dishursed among entre-
preneurial youth of the poor families to initiate
small business, under the Sanwardhana
Naya programme, with ceiling of Rs. 10,000
per person,

Around 12,000 loans were provided to youth
entrepreneurs, under the Samurchi Surathura
Gredit Scheme, with a ceiling of Rs. 50,000
per person, '

The Samurdhi Compulsory and Voluntary

. Saving Scheme saved about Rs.million

1,998, which would use for self employment
pragrammes,

Samurdhi Bank Societies were established
in 130 Divisional Secretariat Divisions, to
encourage savings amang the rural poor,

A special Insurance Scheme was initiated
under the Samurdhi programme to help ben-
eficiaries in the case of emergencies and dis-
tress,

Established a lottery programme to generate
additional funds to reallocate among the
Samurdhi development schemes and
programmes (Samurdhi Secretariat, 1998).

A Review of the Samurdhi Project Implemen-
tation 1995-1998

The achievements and failures of the Samurdhi
Poverty Alleviation project cannot be properly
assessed unless a well-planned benefit monitor-
ing and evaluation effort is employed. However,

. arecent evaluation work has been undertaken in

some administrative districts, i.e., Badulla,

“Moneragala and Anuradhapura in the most re-

mote agriculturally predominant provinces in
SriLanka. The major weakriess and the con-
straints of the implementation of Samurdhi Pov-
erty Alleviation Project are identified as follows:

2

-

-Heavy costs involved with subsistence
assistance programme: approximately

0% of the households in the country are
entitled to receive benefits which costs
about Rs. 8.0 billion annually;

Political bias in selection of beneficiaries,
that has ceased the selection of genuine
poor households;

Wepkness in local level project identifica-
tiorand inadequate technical supervision;
Creation of a vast bureaucracy in the man-
agement of the project, unclear line of com-

. mands and higher level'politicization of

activities af local level; and

Less attention paid to critical causes of
poverty in many rural areas in Sri Lanka
such as lack of water for cultivation, irriga-
tion, cultivation fechniques suitable fo cope
with the most physicalconstraints, envi-
ronmental degradation, poor rural access
roads, public transportin the rural areas,
poor educational facilities, and lack of fa-
cilities for technical education in the remot-
est rural areas (Ramani Gunathilake, et
al, 1998, and Jayasena, 1998).

Review of "Samurdhi” and “Janasaviya”
Projects

Following observations, in general, can be
made from the efforts taken for poverty focused
development in Sri Lanka:

0

The impact of macro economic inter-

ventions on poverty alleviation in St Lanka
has not made positive effects on income of the
poor. The economic growth does not seem to
he effective in mitigating the consirainis faced
by poor in their effort to enroll in the economic
process.

@)

The main poverty alleviation

programmes: (i) Janasaviya (1989) and (ii)
Samurdhi (1995) have focussed on provision
of food relief benefits - food stamps, as a safety
netfto mitigate the adverse effect of the SAP on
the poor,

&)

The major anti-poverty programmes

mentioned above made investment components
for technical training and skill building. The
programmes remain largely unsuccessful in
participation on such programmes and in terms
of micro-enterprise development. The micro-
enterprises are faced with constraints of quality
improvements and marketing as they are not
properly linked with the major industries or eco-
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strategy led the economy more opened to inter-
national trade and it has had the positive im-
pacts oneconomy. Re-allocation of resources
from welfare and consumption for re-investment
in productive sector, increase production and
employment was one of the strategies followed
for recovering the economy. "These new eco-
nomic policies aimed at gradually moving the
country away from a heavily state dependent

T

targeted - redistribution of wel-

economic order. The most striking feature was
that, whilst the govemmentaitempied to re-distrib-
ute funds, savings and low inteféist credit for ben-
eficiaries to create their own funids to initiate IGPs,
more funds have spent for maintaining relief to
consumption needs. The experience gained from
approximately ten years of implementation of di-
rectly focused poverty targeting sirategies and
programmes suggest that the efforts geared for

Universal welfare systemto areduced and mere ~“welfare-cum-food relief have bypassed the em-

fare which is oriented to produc- =
tion and employment for the pur-
pose of accelerated growth of the
economy” (Wickramasinghe
{1977).

Meanwhile the government %
implemented SAP strategy, a |

| package of income relief
pragrammes too were introduced
as a safety net to provide se-
lected food items on a “food stamp
scheme” (1978-1989) fo poor
families. In 1989 government
introduced a "National poverly
Alleviation” movement called
. “Janasaviya® (meaning,
- people's strength) which was
implemented until 1994 political
change. This programme too
ensured the provision of selected
food items for poor families (o
contribute t their consumption
needs) through food stamps to
purchase essential food items at
the local co-operative stores.
The Janasaviya movement allo-
caled some funds to be distrib-
uted monthly among beneficia-
ries-which funds deposited in
their saving accounts, and en-
couraged them 1o organize their

More and more rural young girls prefer factory work with modest wages
to the rather low paid strenuous agricultural work,

own investment funds to inifiate

income generation activities that suit to their
skill and locally available resources. In 1895,
Government introduced “Samurdhi
Programme” (meaning, Prosperily) as a “Na-
tional Poverly Alleviation Movement” in Sri
Lanka. This programme also accepted redistri-
bution of resources, resource creation, skill
building, encouraging savings, re-investment
in income generation activities (IGPs), and
ensuring the beneficiaries to meet considerable
proportion of their food needs from “food relief
stamp”. These two “National Poverty Allevia-
tion Mevements” bear similar significance in
concepts and strategies. The most common
significance was that the both movements at-
templedto seek sirategies of integrating the dis-
| advantaged and marginalized (population in pov-
' erty) category of the population into the formal
S

ployment and income generation components, thus
in terms of eradication of poverty those strategies
have not been effective as envisaged.

Issues and Challenges

The macroeconomic and structural adjustments,
which have been taken place since 1977, directly
or indirectly have made adverse effects on the
poverty focused development progra-mmes. The
macroeconomic policies aimed at market stabili-
zation in the short and medium terms. The poli-
cies involved with budget accounts and the local
and foreign indebtedness. The aim was rapid
restoration of macroeconomic balance with poli-
cies to reduce level and composition of aggregate
demand. In contrast, the structural adjustments
focused on long term adjustment towards to the

opening of the market. The SAP has the long-
term goals of improving the efficiency and the
growth rate of the economy. It envisaged a
rapid change in increasing the economic flex-
ibility and adaptability through trade liberaliza-
tion and regulating domestic pricing policies,
combined with thorough institutional reforms

_;_Q;rqggh-the structural adjustment and sectional

adjdstment loans. Amidst all these efforts, gov-
emment introduced poverty alleviation special
programmes, included with hun-
ger and nutrition as priority tar-
gets, with therzoncept of sustain-
able growth. The programmes

come generation were not effec-
tive in action, as the macroeco-
- nomic policy failed to ensure the
sustainability of micro-enterprises
and inter- link=them with the
macro-entrepreneurs.

The agriculture policy was not
enough revised to cope with the
poverty centered development.
Policy was reflected, from the
priority for self-sufficiency of rice,
that farmers were encouraged o
produce as much as possible and
use new technology and inputs,
but deteriorafing nature of both pro-
ductivity and profits of the small
farmer with increasing cost im-
balances were not taken in fo
consideration.

Concluding Remarks of
Poverty Targeting

Dimensions of the Problem

In spite of the economic achieve-
ments of many developing coun-
tries, the number of poor in the
world increases and the levels of degradation
of their lives tend to deepen with every passing
year. There are two facets: on the one hand,
the benefits of economic growth have not been
equitably distributed and, on the other, the poor
have been unable to adequately participate in
the economic progress that the statistics of de-
velopment indicate has taken place. Poverty
in Sri Lanka is on the upward trend with the
progress of economic growth.

The implication is that the solution to national
poverty trends must involve wider participation
of poor households in the foundations of eco-
nomic growth in the country. The peor can only
participate in economic growih if they have ac-
cess fo the means and ways of raising their
‘economic’ productivity, thereby improving their

included for employmentand in- -

26

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

Economic Review: J anuary!Math 200’%




reimes arg e pIMmerd thay have mesr
Tz ihingsthat d=tznmine fhelskros s of
corskmpton ancaeerEions ol liing, Thiis:
e Nt L ineprodves e iz vily sl poar
maEsokE e ' e oyl coieem el oy
pErnec paparebe lar povary & laeatznin
colrines ke S0 Eka. Inseasng annuei-

b Borrood sona i Rarmieg s rins IIIE'I,.Hl.l,I_-"'_

dazame alerly Canen of ey planscrs il
et algeitizn by walaad,

Approach b Perairly Allpsiwhion

ri sz sinleal of S Larks. rael pavany #
imdicaliet ol WG Sz by polcy makas lpam)
e uniue e elweer mdistnlbulio and
waakhcrdalian thal g scurad for suslainad
poery absialion, Thaslfons mace or 32
romcdevakamant inar Lerka kas nal had
therimpacton ftvaty that ore azukd expeii
thaiasuionel relarms nasds fo waakinons-
glianwilh oramar ecu it ame propaidy dasgnad
Ar0iTE g maETES,

Abighormiugs wer i o asFrd besad
dpperachies o0 poweriy gleeaticr. bub avan
Hreee have basnirplemsntad o weps-ha
have beer morebersic alior nzn-poa-thaning
Foo. Procramme sincirasseaT 08 a5
sy poiliciaod ynd puop s aspialiong
by e by podiaiad ivebusls Thaslrsdues
Tl = b P s ad for e shedy
lazations [5ars ma 1o sonducs that the goor
na=dinesl trianel deckir o snablahem 13 stand
by thamzslves. Theains br onal sapgen Fes
Ihzy sl nead sarns be delemminad arzide e
Trermerwarkot 8 oatizipebory BEpraach 1o sek-
hela. Povarty aley enor needs considerah s
ories ior ol Bceizben oa relie” assisianca o b
rclodedinthaincama generatian 2t gavrg
ATENLATECt PROOrames.

Anefior was mace o beslapeas cakiily of
sawerty poEmId apprass both i povemy e
213 and merlanrg purpcass © S s
[ase (Enanson, 13851 1re paverty pyra s
sapmach i paverdy sna’ysis adaminadin
T praser ion P confirmenna amical i
potarce od raiing the produs ity eftha sur
vivalgelivilias ol T poar, Moraspesifizelhy
perady T sad devebpmer o agammes 278
recsesanhy gimed 36k aneetrg aonass 1
ErasLilisily snnanzrg aasds by e poarin
3r: Lerig this ofizn serslaiec inls ae35s4 13
imiaes onAcimee i) Foraasrsihe velue ol
Fovzehc produztion Teaugh ;mare siamdus
Laz chihe sk e ard dassta s s e e i,
are 1 roressigihe ergicymant oppodn -
bes snat aoarhougerolag Cen ke Up: Hiw-
euBk Ane prresses by winch Thesa nosig ean
beadlevedan rod dmpe Thesaienn e
are 1ash measlias; sheculs, nring cesipal

SLERINeE peacey lesialisn proests. Ther-
Stlves cen anle JJ*.-; FUCESE DM &0 ANecLEss
Lridcrssreing l:r're o EimiTE e ane B
ing “mme SRS walzalian o Fewartia
tre ez odifia prer

The e P owarhy Pyramial Frameveonk

T Pavaily Peramids icersiec foring sgmoe

sis shad ed @t 6r sdamiabian of tha - reb pre- =

samedin Femery 1331 izee Igndaioan, 1335,
I thi kol v Beprlhesi, shudy cendfiad fiva
sl belugr e puvary ioe becinning wiate
vulrirezie pocr at ina bosam, folowad by tha
batmoyring pocs Coriary 0 niv Jepesaion smel -
kolter famem coma 2bavs 93 ebaiing poor.
A5 may amalbolder femerz g sukalstencs
houzeboles, fis axadmad tham obeagzond o
the waresabls poe tgaaad i theds savady and
UNa3 E aecEped Ever o e waid e dheta
g cpasrinlsacholzeha te o’ e Ahad ng s
Ir 22z 1he amellxdar poor corednoo helise-
hziesina s economesllymee robu e den e
i elrala bs L trer becae ofihe apssc beze
Ihal treiriand peasidas; athoughin pooreragorg
sasens Heirpowery can Do mone noerse thar ©
& " members of ‘Bbounpg pock arateclandess
hazehacs. ot

The SesFemploven Poor eraiha fourt s -grcup
al tha Povery Pyamid.  Thee group of noass
a5 eampriges e wha produce Adan-fam
wBEe goadaiarthe matkat usng Amky aur
Many of e aparo opec ars fe1-mans, wh
sk maty ol T samafealures as merbers ol
1ha 2melhalierand Ehaing paar especialy
dorirg Telrslack seesars oraciivdy, Didng e
Tmes ey srnpEa o ok it markel pae,
baiihedstal veiLe chbe Insame they 2 ram
szl maf empingmert tamalng the grirasy and
rEE P TanE sourss AP T ouers | hearshnk)
rceme  Phege hokebolng ara Wpcaly il
PECEE 18 Do RS UR NI e [ nsri e
Frerand s e sy i ibanke he cprs
s e e b espeseliog e e
WegEneciivmm s s onplay e cin o
rabevec Dilfer s soassalnls P il or
T 0 ok WEA IR CevelApn et s el
irerced o b aefs A P ke lligr
cisrion

[T Ertage aowd e i Pae i Pernmiaicgas rihe
Feaarsy i, Soime sl aklalin oo
SRerzocR e a pdedn s draiicf roazehclds
poiety bariaaaike celesnees el toeshsids
arebcse setl-onakics sbesg -on-aallues
s nalactining, oo lmeusine: Qo ar
saiekins] gveeanerlion auliilias s -
el |-|"".r='r'|.|: -k R JI..-I'|I.I |":I|..,.|l|.¢|-;_‘;|,.-

'1|"|I|‘:I:. Lesran [ oo iFgume I'Il.-rJrl.h!.'. lhe
arElrini=ing kv e revelizh®: bbisthe

"

et e i hoesy Hrat atfect theauoceas ol
i divorfiesilio beyond e cubra Broihe
Jeemihid novelanm erplzymenca poodunbiaz.

sk shakeat e sinls making UE108 poss
sy pyraid pregents e ser wilhaguide s
13 guastons et one musl ass g s b
Ioerafy preast ras needon i ersse boyses-
Feid preiiche by Bnsaeh s of e peeerly
prramis. e of recrilcal questizns ana:
qac Wl iy secsarn s roed |0 ba soophed
DUTpTUE ine Fradutialy ol He Sulngrg ke
Pt ! Winal g chwraln craalie Sl
gEe Wl beroal zppraadane I inrayie e
pradustuby al Lebrod v Foor Fougehckl &7
(i e ane o v e cils s ba
CHuen ALy 1 G G e s S pragucs
tiipnd e Snalhneer Pt drue 7ol Wi
ar aa ke by e e e produsuiy ol the
Sl Poort e What ean Ee cone o
intfrret: i prochizie by o the “SeH-emplaved
Bt 7 (o1 Wik s b mestimporans pelicy
chancps ncslad e rerlurs fhi Bugingss eg-
penz oo oppeiundes svatakia o g Ealugng-
redsl Peer? L Beeed thie seape of Hhis
resis oo anwer e queslions inais cam-
Frahensiac wizy, Bk g acnphbedfe-alfsr
SR XA ong s o auicomd of e
Sarmdt s s, Thesuopeslions medadna
e R iR e corehsian al poeery S
cetlng “enihes e faliorid ol aely alkesia:
e mssaens b sl il Fousshadin
pocety nakifonrlpcho maonescunamic mea-
gurc il curlr bes o dhy 2raafion of 3 prea-
perug ersineEnlin whizyte sabi-help a1
b gl ther potr ara mors liaely bo succEad,

Triz Pogsrly Paramiv aaanaast o povarty
il il gl e o povany emebng. 1t
akid prosidesigre of suctees, incioding sius:
e ahegerges whichshouchs absamankain
rckilisn srinlemial ncyemerts of hodzehocs
s dhe lagas of tha Pavary Syramd. I
ey Eredng ks aopeaanasly designad and’
Ftha maroesoncm s 8 wWionmen i aumae,

amrscersbla pmpation o 2o Fousst okt In
Pl e gyers of Ihe Pavarty Pyramid
iy Braibolder Poor, Sell-enaloved Pocr
atd Enfraanersanial Paar «il be geer o be
i1 ety berefineriag aa ey Bither naterss
e e aovany ling of move uamwseed in the
inzeme rerkice s ina Reter podifen n i P
ety Pyramid Irvssmatesthal eepmni lakou

imansvemanulszirre asmal eoustisall
Eersdizihe lazaanng pacr enakloga gress
ruriaar 7o reiea heir Incomes e eueh rae
ragular wiork-or 3a0eas 10 pamEnanl wace
erpommanl.  Srary reoaenets= ol In-
GreasEd socnomiz 60 AT nihE poserty Jwa-
mid =i speead o wousehokds etal el of

Cortd, oo Pege 31

]'_.'."':Ln.'lL.I.I.L- Hewllw: Sonsebedancg AU

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




):7‘

Sugccessive governments in Sri Lanka, since
independence, have endeavoured to develop
the rural economy of the country recognising its
gconomic, social as well as political importance.
Seventy two percent of the population five in
rural areas and they are engaged mainly in ag-
ricultural activities : growing paddy and ofher
traditional subsidiary food crops. The fraditional
agricultural sector provides employmentto about
38 percent of the employed labour force in the
country. The govemment invested substan-
tially in tarmer resettiement and irrigation sys-
tems to increase agriculiural production with the
ultimate objective of achieving self-sufficiency in
food. In addition, alarge number of low-income
people in rural areas is engaged in cottage in-
dustry and in other small scale enterprises fo

" eke outa living. Financing of these diverse rural

sector activities has a wide impact on the major-

ity of the population in reducing poverty and

improving living standards.

The non-availability of credit from the formal sec-
for financial institutions was considered a major
hindrance in efforts to develop of the rural
economy. Therefore, the goverment intervened
directly to provide credit for agriculture and other
rural economic activities. The necessary funds
were either provided by the government or re-
ceived from donors. The govemment fook steps
to create the institufional network by establishing
state owned commercial banks, specialised
banks and other specialised financial institutions.
The government also designed credit
programmes under which loans were provided
for the purposes determined by the govemment.
However, this scenario has undergone some
change with the recent deregulation of the finan-
cial sector, The purpose of this paper s to throw
sormeligit on the issues relating to the financing
of rural economic activities.

The issues in Rural Financing during the
early periods

The majorissues relating to financing rural eco-

nomic activities during the early periods were

as follows: :

{a) Increasing the outreach of formal sector fi-
nancial institutions to rural areas;

(b} Designing of rural credit schemes to be

‘_;ncmg Rural Economlc

~ Activities:
i-{;;'ﬁ_Some Related Issues

implemented by these institutions; and

{c) Minimising risks to financial institutions involved
inrural financing.

{a) Increa®i ing the outreach to rural areas

Atthe time ofindependence in 1948, the rural sector
remained neglected by the formal sector financial
institutions. The banking system that prevailed at
the time was concentrated to cater to the needs of
the organised sector i.e., exportimport trade, the
larger industries, planlation companies and the ur-
ban services secidt>The government took some
initiative, even in early 20™ century, to fackle this
problem by promoting the co-operative credit soci-
eties to provide credit facilities forfarmers and arti-

< s

M.M. A)ttanayake

Director, Regional Developmeni Dept., Central Bank of Sri Lanka

sans. However, the co-operative sector was
unable to supply credit at the village level adequately.
The farmers could not get working capital require-
ments from these co-operative societies mainly due
{othe low resource base of thesg societies. There-
fore, inthe late 1940s and the 1950s, the govem-
mentstarted financing through govemmeni depart-
ments the cultivation of rice and a few other crops.
The government departrments were not geared to
providing credit and resovering loans and the

scheme failed. Asan alla_ﬁnative the govern-
ment established Go-operative Rural Barks
(CRBs) and the People’s Bank in early 1960s
witha vnew to increasing the outreach into rural
areas. Jhe Bank of Ceylon was nationalised
dluring %e same period and the government ex-
pected it fo play an active role in taking banking
facilities to hitherto un-hanked aJas. Inthe 1980s,
the government's drive to fund the outreach was
further accelerated with the establishment of
Regional Rural Development Banks (Regional
Development Banks). These efforts were suc-
cessful within a relatively short period in devel-
oping a large network of bank branches spread
in rural areas providing financial services even
inremote villages. These banks were alsoable
to mobilize large volumes of savings. The bank-
ing habit expanded rapidly with increased bank-
ing density in rural areas. The issue, however,
was the sustainability this outreach as many of
the rural branches were unable to run as profit
centreg that would ensure the long-term
sustainahility of the institution. -

{b} Designing rural credit schemes to suit
the rural population.

The banks have been reluctant fo extend credit
to rural people mainly for the following reasons.

Handloom and powerloom industry which provided incame lor livelihood for
rural youih in the past hardly have an existence at present.
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for credit. However, the percentage of the
amount of loans obtained by these borrowers
from the informal sector accounted o only 31 per
cent, indicating that it was mostly the relatively
small borrowers that had less access fo credit
from the formal institutions. in other words, the
depth of outreach by the formal institutions, 1.e.
the reach to poorer groups, is still an important
issue. However, it should be noted that poverty

lem of sustainability lies with the ability to provide
micro-finance on a commegial basis.
- -y

The ther issue relating to the institutional
sustainability is the rote of the state owned banks in
financingthe rural economyina deregulated finan-
oial system. Some argue that staté-cxmed com-
mercial banks should concentrate on commercial

~banking and new institutions should be created to.

alone has to be made the criteriainthe qutreact “provide the financial services needs of the rural

Inthe development of the rural economy, itis the
economically active poor who should be pro-
 vided with credit for their economic empower-
ment. The economically non-active poor need
tobe reached through other welfare programmes.

Why are formal sector institutions are not effec-
tive in outreach? One of the important factors
that affect the outreach is the high cost associ-
ated with the process. Therefore, financial insi-
tutions need to evolve innovative approaches
and mechanisms to improve outreach in a cost
effective manner. Working through other village
level organisations such as non-governmental
organisations or approaching the rural clientele
in groups rather than individual savers and bor-
i . rowers are some of the approaches adopted by
formal sector institutions in improving the
outreach,

{b) Sustainability of the institutions and
the credit programmes-

Sustainability of rural financing schemes became
an issue once the cheap sources of funds dried
out with financial deregulation. Sustainability of
rural financing programmes depend on the abil-
ity of institutions to recover the costs of providing
micro-finance services in rural areas and make
aprofitout of this business. Under govemment-
sponsored programmes, the banks enjoyed
healthy interest margins and they had the pro-
tection against possible losses in these opera-
tions by way of credit guarantee. When cheap
funds and the guarantee are not available,
sustainability of the schemes depended on the
ability fo maintain high repayment rates and charg-
ing interest rates sufficient fo cover the cost of
funds and administrative costs. The experiences
of many innovative micro-finance programmes
- such asthe Grameen Bank, ASAin Bangladesh
where the clients are poorest of the poor that the
Unit Desa System of the Bank Rakyat Indone-
sia show that these persons can afford market
rates of interest that can cover the costs.

Therefore, innavative approaches have to be
developed to suit the specific couniry conditions
if the formal sector institutions are to provide
micro-finance in the rural sector on a sustainable
manner. In other words, the solution to the prob-

sector, becawde the public sector banks arahot
geared to supply these services effectively. Oth-
ers paint out that there are certain success stories
such as the Unit Desa System of Bank Rakyat,
Indonesia (Bﬁl} where even the public sector banks
have initiated innovative approaches and supplied
micro- finance products fo cater to the needs at the
grassroots level in a cost effective manner. The
lessons learned from the experience of these de-
velopments should throw light in developing suit-
able approaches for public banks engaged in mi-
cro-finance in a sustainable manner. Sustainability
of these institutions,;one may argue, is basically
related to the governance and management of the
institution rather than mere ownership.

i) Why the mohilisation of rural sav-
ings is vital in rural4inancing?
S

Mobilisation of sévings did not figure prominently in
the early rural finance inttiatives. Micro-finance in-
terventions in the early periods focussed on the
supply of credit. During that time, the belief was
that the poor spend almost their entire income on
consumption and therefore are unable to set aside a
part of his income as savings. ¥he experience of
micro-finance programmes implemented in many
countries since late 1970s have proved that the
poor also save and that they can also increase
such savings. Further, these savings may not
always be in cash form but they can be trans-
formed to cash savings if the necessary facilities
are made available. The poor expects their sav-
ings to be safe, that he can save in small quantities
and can be conveniently withdrawn without much
paper work.

Inruralfinancing, savings provide a security against
irraquiar cash inflows to the household and build
confidence of the poor in undertaking risky but high
retum investments. In the absence of other forms
of insurance, savings provide a safety net against
unforeseen economic difficulties. Forthe lender,
the savings provide a better security against credit
risks.

An important issue relating to micro-savings is
whether such savings are mobilised as compul-
sory savings. If savings are generated by with-
holding a part of a loan amount or as regular com-
pulsory savings the instifutions may not be sustain-
able when such schemes are terminated or when

the poor is economically émpowered and does
not want to abide by such regularities. The de-
duction of a part of the loanamount may either
lead to the borrower applying for a bigger loan
that he could set aside a part of it as savings and
he may be left with the amount required by him.
Otherwise, he may be getting an amount less

'tha@ismquirenmnt. Therefore, though compul-

sory savings may be useful for mobilising sav-

ings atthe initial stages of a programme, inthe

long-run, the sustainability of a scheme or a
micro-finance institution deffends on the amount
of veluntary savings that cafi be mobilised. Itis
also the practice of some institutions that these
mandatory savings are not earn any interest
and the institution considers them as free money.
This situgtion discourages the saver and institu-
tion's real liability exposure is not revealed. An-
otherissue relating to mobilisation of micro-sav-
ings is that when an institution Gepends on sav-
ings by the beneficiaries alone, the resource
base of the institution becomes weak and the
growth of the institution is adversely affected.
Therefore it is important that these inslitutions
mobilise savings from the non-poor, as well,
who demand the availability of savings prod-
ucts suitable to their requirements.

{d) How to cater to the financial
needs of rural economy in a market based
system?

With the introduction of the financial deregulation,
doubts arose whether the banks would be able
to continue with rural financing under a market
based system. In other words, can micro-fi-
nance be commercially viable? The founda-
tions of this doubt were that rural finance was a
welfare-oriented activity that could only be car-
ried out with government or donor assistance.
The experience of the BRI in the Unit Desa
Scheme and micro-finance systems implemented
in many other countries showed that micro-fi-
nance could be done in a commercially viable
manner with a significant profit. Profitability re-
quires the covering of costs and risks without

* govemnment subsidy and providing cover against

credit risks while making provisions against the
loan losses.

Abrief examination of the experience of the BRI's
micro-banking activities, the largest micro-finance
institution in the world, may prove beyond doubt
that micro-finance is a commercially profitable
industry.

Inthe 1970s, the Indonesian Government es-
tablished special units attached to the BRI for
channelling credit under subsidised rural lending
programmes. The deposit rates were fixed at 15
per cent and the loans were granted under the
subsidised programmes at 12 per cent per an-
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introduction

Historically, populations have replaced them-
selves. Each couple has had at least two
children so that one generation could replace
the next generalion. If couples on average

bacomes larger than the previous generation
and population grow over time. In fact during
much of the second half ofthe last century, this
is exactly what happened. For many coun-
tries and for the world as a whole, couples had
many more than two children and population
growth rates increased rapidly. National and
international attention was focussed on the
“Population problem” and the consequences of
rapid population growth on economic well-be-
ing and social progress received much public
attention.

| However, during the past decade, a relatively
i new population issue has been evolving in
| somecountries. Firstin Europe and other de-
veloped countries and lately extending to de-
veloping countries particularly in Eastern and
South-eastern Asia. Couples in these coun-
tries are having on an average, fever births
than are necessary for generations 1o replace
themselves. More and more countries are ex-

phers call “replacement level fertility”. If such
low childbearing patterns continug in these coun-
tries, their populations will decline if the short
fall in births is not matched by migrafion.

According to United Nations estimates, in the
year 2000, thers were 67 countries at or below
replacement fertility comprising 44 per cent of
the World Population. The United Nations Pro-
jections indicate that by 2015 there will be 88
such countries representing two thirds of the
World Population (United Nations, 2001).

During the past decade, both political and
scientific pronouncements about low fertility
have been plagued with mis-understanding and
confusion. The issue has long been closely
tied topolitical Ideolog|es and cultural values,

have more than two children, each generation -

hibiting levels of fertility below which demogra-

F Y S

Inthis regard | wish to quote an eminentdemogra-
pher Teitelbaum (2000} has noted that " in reality,
fears of low fP;LJI|ty are always framed in terms of
regional, national or sub-national populations de-
fined culturally. To put it crudely, since the onset of
mortality decline two centuries ago, there have
been no shortage of humans, only perceived or
relative shortages of parficular kinds of humans.
Tha most critical categorisation is that of-national
population groups. Within these, there have been
concerns about sub-nafjpnal groupings along so-
cially defined dimenswihs such as race, religion
and language. Itis for this reason that eminent
French politicians could decry the prospective

Dr. A.T.P.LyAbeykoon

Directar, Populauon %r‘\?is ion, Ministry of Health

decline of the population of France and atthe
same fime urge the repatriation and restriction of
immigrants”.

ftis in this background that one needs fo examine

the present the causes and consegences of be-

low replacement fertility in Sri Lanka.

Fertility trends in Sri Lanka show a continuous
decling in fertility since 1962 and reaching below
replacement level (1.9 children per woman) dur-
ing 1995-2000. Althoughthe more recentdata are
confined only to districts outside the north and
east, it is very likely that even if data from the
north and east are included, the fertiity level would
remain at replacement level (2.1) or lower. Be-
cause according tothe 2001 Census, only 13 per
cent of the total population live in the north and
east. :

What are the causes of 1emlny decline in
Sri Lanka?

The rise’in age at marriage of females and in-
creased use of contraception have undoubtedly
contributed to fertility decline.

The rise in educational attainment females no doubt
has influenced both the age at marriage of females

-and contraceptive use. The increase in contra-

of Sri Ldnka July ?002
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ceptw& use from 32 percent i1 1975 t0 70 per-
cent in 2000 would not have been possible if
not for the Government sponsored family plan-
ning programme which provided easy acces-
sibility andi availability of services 1o all seg- -
ments of the acult population.

The need for population plannin@"in Sri Lanka
was stressed by economic planners as far back
inthe 1850s. The Government policy on popu-
lation and family planning was stated in the Ten
Year Plan as follows: “Family planning has
been fraquently interpreted as offering a substi-
tute for positive planned action aimed at pro-
moting economic development based on
industrialisation. Such a misuse of the idea of
family planning, however, should nof prevent it
from being utilised properly, not as a substitute,
hut as an integral element of a broad policy
designed to raise the standard of living of the
people” (National Planning Council, 1959).

Laterin 1971, The Five Year Plan of the Gov-
ernment stated in a more positive manner the
need to reduce the rate of population growth as
follows :  “A word must be said about the
implications of population growth both for short-
term or long-term economic development. The
continued growth of population at present high
rates will pose problems, which would defy
every attempt at solution. Inthe short-termany
furtherincrease of the number of births from the
present level of around 370,000 per year will
place inordinate stains on the school system,
on hospitals and the supply of other goods and
services and in such a situation it is only by a
shift ofinvestment from productive activities
that it would be possible to maintain these ser-
vices even as present levels. In the long run,
the expansion of population at present rates
would resultin a population of about 27 million
in the year 2000. Even a rapid decling in
fertility rates the population would grow to 20
million by the year 2000. The strain on re-
sources imposed by the present rate of popula-
tion growth would be almost intolerable. The
Plan thus gives very high priority to the diffu-
sion of family planning facilities amongst the
mass of adult population."(Ministry of Planning
and Employment, 1971).

"~ Digitized by Noolaham Foundation.

noolaham.org | aavanaham.org

Economic Review: January/March 2003




FEATURE

What are the future trends in Fertility?

According projections (Abeykoon, 1998) the
total fertility rate will depress to a level of 1.7
and again gradually rise to replacement level
by the year 2045 by which time ourtgtal popu-
lation is expected fo stabilise arouna 23 million.
In recent years there has been considerabie
discussion and debate with regard to the reli-
ability of the total fertility rate as a measure
indicating the extent to which the current gen-
eration would replace iself. Bongaarts and
Feeney (1998) two well-known demographers
have argued that the total fertility rate is dis-
torted by changes in timing of childbearing.
They have noted that total fertlity raiies givean
inaccurate indicalion of the level of sompleted
fertility implicitin current reproductive behaviour
because numbers and rates of births are de-
pressed dl.ﬂng years in which women delay
childbearing and inflated in years where child-
bearing is advanced. By extrapolating current
low levels of fertility into the future some de-
mographers have ignored the fact that these
rates are temporarily depressed due to rising
age atchildbearing. Eventually the age at child-
bearing will stop rising and the removal of the
fertility depressing effect will result in an in-
crease In the total fertility rate. This Is very |
likely to happen in SriLanka. Infact, the most
recent Demographic and Health Survey con-
ducted in the year 2000 has shown that the
average age at first birth has been advanced
by two years since 1993 (Department of Cen-
sus and Statistics, 2002).

What are the Benefits to Society from Low
Fertility?

(a) Lowfertility enables the population grow
ala slow pace andfacilitate the improvements
in per capitaincomes. For instance, in Sri Lanka
the gross National Product has grown below 5
percent per annum in real terms over the past
five decades. If population had grown at arale
of nearly 3 per cent as in the 1950s, per capita
incomes would have increased at a much
slower pace and Sri Lanka would have beenin
a more difficult economic situation today.

(o) Secondly, Better birth spacing with con-
traceplive use has contributed to the reduction
of infant and maternal mortality rates in Sri
Lanka. In addition, the current decline in the
absolute number of births and the primary school
going population would enable the qualitative
improvement of matemnal and child health care
services and primary education facilities.

{c)  Thirdly, as aresult of fertility decline Sri
Lanka's current age structureis ideally suited

for economic  expansjon. The age pyramid is
neither broad &lthe base nor wide at the apex.
The bulge in the young working ages known at the
*demographic bonus® therefore should be well in-
vested for economic expansion.

What are the Consequences of Low Fertility?

* The following section highlights a-few

examples:

{a) One of the major concemns expressed with
regard to fertility decline in Sri Lankais the pos-
sible decline in the absolute number of those in the
work force. "

The number entering the labour market would
decline only marginally from 276,000 during the
year 2000 to 254,000 during 2025. However,
larger number would withdraw due to population
ageing resultingin the net additions declining from
165,000 to 37,000 during the same period
{Abeykoon, 1998). This would considerably ease
pressure in the labour mark?ﬂ,md enable theim-
provement of labour productivity though the ap-
plication of modem technology. ~ Shortage of
labour, however, may occur due to non-demo-
graphic factors such as fiiafgrenoes for particular
types of jobs. Infactthis is zlready seen in coun-
tries fike Thailand and Malzysia where consider-
able amount of cheap Jabour is drawn from
neighbouring countries, as the native populations
are unwilling to fake up 3 D Jobs. What are these
3D jobs. They are the difficult, dirty and danger-
ous jobs. Ifsuch asituation arisesin SriLanka,
it could take advzntage of the cheap surplus labour
in other South As7an countries.

{b) Next, population ageing is seen as an im-
portant social and health issue. In Sri Lankathe
propartion of population over 60 years of age is
expected to increase frm about 10 per cent fo-
day to 20 percentin 2025. However, given the
relatively high life expectancy for both males and
females and the high percentage of those in the
age group 15-19 years still engaged in educational
and fraining activities, the conventional definition
of "age dependency’ may be misleading. A
more reasonable definition would be to shift the
age boundaries upward to 20 and 70 years to
refiect the changing pattems of youth and aged
dependency. It should be noted that a significant
propotion of Sri Lankans in the age category 60 to
70 years are relatively healthy and physically
and mentally able to conlribute to economic
activity. If we exclude those in the age group
60 to 70 years from the elderly population the
proportion of those 70 years and over in the {otal
population drops to 4.4 per cent and will increase
to only 9 per cent by the year 2025, which is
lower than the current proportion of those 60 years
and over. This puts the problem of population

i

ageing into better focus and makes it easier for
planners to address the ensuing issues
{Abeykoon, 2000).

{c) One of the important concems in low
fertility multi-ethnic countries is the ethnic com-
position and its future change. Sri Lanka s no
exception in this regard. Considerable concem

"~ has been expressed in certain quarters about

the‘pessible changes in the ethnic composition
due to declining fertility. The demographic
changes of major ethnic groups in Sri Lanka
over the past five decade show a continuous
decline in the rate of growth of population as
well as declines in mortality and fertility levels
of all ethnic groups.  Theddifferentials in mortal-
ity have narrowed over time. Fertility levels
have shown a downward trend among ethnic
groups. Aclear inverse relationships between
fertility and the mother's education is cbserved
among all ethnic groups. Given this relation-
ship, itis very likely that all ethnic groups would
reach replacement level fertility at least by the
end of the first quarter of this century with con-
tinuing rise in the educational attainment of young
females particularly among the minority ethnic
groups. Population projections by ethnic groups
show that when S Lanka's population stabilises
at around 23 million, the Sinhalese would com-
prise about 16 million, Sri Lanka Tamils 3 mil-
lion Moors 2.5 million and Indian Tamils 1.5
-million. By then, the proportionate share of the
Sinhalese would be about 71 per cent and the
Moors will comprise about 10 per cent of the
total population. The slower ageing of about 30
per cent of the population would be economi-
cally advantageous as the country advance
into the first few decades of this century
{Abeykoon, 2001).
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~— What are th advantages of saving with a
| Sisu Udana Account?

There are many advantages.

We guarantee a higher Interest rate on your child's
savings. You would also be entitled to exciting gifts
from People's Bank, as your savings grow.

In addition you child will also receive
- Free Insurance cover and scholarships.

o A Special Bonus of Rs.1000/- if your child
passes the G.C.E. Ordinary Level examination
with distinctions in all subjects in the first sitting.

A Special Bonus of Rs.2000/- if your child comple-
tes the G.C.E. Advanced Level examination
with "A" passes in all subjects, in the first
sitting

Price Rs.30/-
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