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BUDGET 2004
THE FISCAL PRICE OF POLITICS
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Tax Reforms

Any Government is dependent on the collec-
tion of tax revenues to pay for the infrastructure
and other services provided to the public. A
significant shortcoming in our tax revenue col-
lection system is that the tax net is small. A
large numbers of persons and businesses that
shauld be paying taxes do not do so. The Gov-
ernment has faken a systematic approach to
address this problem. The comprehensive tax
amnesly was a major success with over 50,000
declarations receivad, which is more than 10
times the number received under any previous
amnesty. The Revenue Authority, being estab-
lished to take over the Inland Revenue, Cus-
toms and Excise Departments will strengthen
the process of tax administration in a system-
atic and fair manner, broaden the fax base and
increase revenue collection.

Economic Service Charge

There are around 32,000 registered companies
in the country. Less than 9,000 of them filed
income tax returns for the year 2001/02 and
just 2,850 of them paid income tax. In other
words, less than 10% of the companies in the
country pay income tax while the rest, who
also use the same infrastructure and other ser-
vices provided by the Government, make no
contribution whatsoever towards meeting the
cost of these services. This also applies to
other forms of businesses such as partnerships
and sole proprietorships.

Every business must make some payment
towards Government revenue collection, even
if the amount is small. We cannot place greater
burdens on businesses thal already pay fax.

Therefore as a transitional measure to achiev-

rable to that of other countries, | propose, with
effect from April 1, 2004, to impose on all enti-
ties carrying on any trade, business, profes-
sion or vacation that have a turnover in excess
of Rs. 20 million or total assets in excess of
Rs. 10 million and which have been in com-
mercial operation for more than two years, an
Economic Service Charge (or ESC) of 1%,
payable on tumover or total assets. Fach busi-
ness will be permitted a one time choice of
whether the 1% ESC should be applied to
turnover or total assets. The ESC can be set
off against income tax payable for the year,
limited to the full amount of tax payable without
any carry forward provision. The minimum
ESC payable by an entity which is liable to
this charge will be Rs. 100,000 and the maxi-
mum amount payable will be Rs. 20 million.

ing a ratio of income tax to GDP thatis compa-

A request will be made to BOI companies to sub-
mit fo the ESC from 2005/06 as a measure of
fairness in view of their enjoying the same infra-
structure and other Government services in con-
ducting their business.

We expect o collect Rs. S,OOO million in rev-
enues during 2004 with the introduction of this
Economic Service Charge.

Deductions for Losses

Many businesses that make substantial profits do
not pay taxes because they set off these profits
againstlosses incurred during the year and brought
forward from previous years. Commencing April
1, 2004, businesses can set off losses against the
current year's total statutory income only uptoa
maximum of 35% of such income. This measure
is projected to resultin Rs. 800 million in revenue.

Partnership Income

Same parinerships currently distibute profits to ficti-
tious partners and neither the parinership nor the
partners pay tax on the profits earmed. Commenc-
ing April 1, 2004, an up front tax of 10% will be
imposed on the divisible profits and otherincome
of all partnerships. This tax can be set off against
the proportionate individual tax liability of each
pariner, up to a maximum of the tax payable, with
no carry over provision. We estimate that Rs.
500 million will be collected through this measure.

Personal Income Tax

The tax free allowance for individuals will be in-
creased fo Rs. 300,000 from the present Rs.
240,000 and the subsequent tax slabs broadened.

The tax slabs for terminal benefits from all such
benefits will be expanded so that the first Rs. 3.5
million will be free of tax.

Details of these two measures, which will sub-
stantially reduce the tax burden on individual tax
payers and retirees. These measures are esti-
mated to reduce revenue by Rs. 300 million,

Value Added Tax

At present, VAT is charged at two rais of 20% and
10%. Seventy percent of the revenue collected
by the Government from VAT comes from the
20% band, which includes a large number of
items that are consumed by the average con-
sumer. The high rate of 20%is, in some cases, a
cause for tax evasion. Furthermore, the dual rate
distorts prices in the economy and creates prob-
lems relating to VAT collection and refunds. The
drop in revenue collection in 2003 is largely attrib-
utable to complications caused by the two band

2004 BUDGETARY PROPOSALS

system. The upper rate of 20% and the dual

. band system acts as a deterrent to growth in

the business and industrial sectors. Therefore,
from January 1, 2004, we will move to a single
unified VAT rate of 15%.

The tumover threshold of Rs. 500,000 per quar-
ter for payment of VAT will be raised to Rs.
750,000 per quarter and the annual threshold
will be increased to Rs. 3 million. Certain
changes will be introduced in the present re-
fund system to simplify administration.

The new unified VAT rate will result in price
changes, with the majerity to items reducing in
price. A publicity campaign will be launched to
inform consumers, traders and retailers of the
need to bring down prices in line with the reduc-
tions in the upper VAT rate from 20% to 15%.

With increased compliance resulting from the
lowering of the upper band and the elimination
of problems relating to VAT refunds, the Gov-
emment expects to collect Rs. 2,000 million in
additional revenue.

| have been particularly mindful of ensuring that
the resulting increase of the lower band from
10% 1o 15% will not increase the cost of fiv-
ing. A detailed analysis has been done. Many
essential items are exempt from VAT.

Hotel Room Tax

We had previously intended to introduce a hotel
room tax of 10% of the room charge for all
holels classified as 3 stars and higher by the
Ceylon Tourist Board. However, because of
the large negative impact on the sector due fo
the recent political actions we have now de-
cided fo defer the imposition of this tax.

Levy on Cellular Mobile Subscribers

We are currently faced with large revenue leak-
ages from the non payment of VAT on mobile
cellular phones. Anannual levy of Rs. 300 per
mobile phone subscriber will be imposed in-
stead of VAT on the purchase of mobile phones,
starting January 1, 2004. VAT will continue to
be payable onthe costof calls. :

Itis estimated that the revenue yield in the first
year will be Rs. 600 million with increasing
yields expected from the anticipated rapid
growth of mobile telephones.

Elimination of Tax Exemptions
A number of tax e)&emptions have come into

the Inland Revenue Act over & long period of
time and the original rationale for them no longer
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Aspartofthis process, | will be appointing a Salary
- Review Committee to review the recommen-
dationsin the Devendra report to rationalize and

amalgamate salary scales and fo enhance se-

lected scales because of anomalies or changes
in circumstances. The Committee will also study
options for rationalisation and closure of govem-
ment entities. Its recommendations will be pro-
posed forimplementation with the next budget.

Meanwhile, commencing January 1, 2004 the
Gavernment will grant every public officer a
monthly increase of 10% of his present salary
or Rs. 1,250 whichever is higher. This will also
apply to employees of the Police Department,
the armed forces and corporations.

Further benefits will follow in 2005 & 2006

The Rs. 1,200 interim allowance granted in
2000, and the Rs. 1,000 or 10% of salary
interim allowance grantedin 2001, will be in-
corporated into the base salary of each scale
by 2006. With this incorporation, lower level
public sector employees will be on salary
scales substantially higher than those recom-
mended in the Devendra report. Consequently
their pensions will also be higher. The higher
increments recommended in the Devendra re-
port will also be introduced by 2006, in stages.

The rate of movement to the full Devendra
scales will be subject to the condition on volun-
tary retirement that | will speak of shortly.

Where public sector or corporation employees
in any individual sub-sector have been granted
increases in salaries or allowances during the
pastthree years, beyond the allowances granted
all publicofficersin 2000 and 2001, these increases
will be set off to calculate the additional monthly
amounts to be paid to such employees during
2004, 2005 and 2008. This process will eliminate
the differences that have arisen between the sala-
ries of such employees and public sector employ-
ees as a whole. The cost of the 2004 salary
increase is estimated to be Rs. 12.5 billion,

Voluntary Retirement Scheme

We do notintend to implement the 30% reduc-
tion in the lower and middle grades of the public
sector recommended in the Devendra report
without a suitable safety net, since there will be
hardships due to the resultant high unemploy-
ment. To overcome this problem we will intro-
duce a Yoluntary Retirement Scheme, or VRS,
on January 1, 2004 with a suitably designed
staggered compensation package which en-
sures that employees who accept the VRS wil
continue to receive monthly ex-gratia payments
equivalent o their salaries and allowances.

As employee accepting the VRS will receive
an up front payment equal to one year's remu-
neration, consisting of the retiring salary and
the 2000 and 2001 allowances. The employee

will also receive monthly payments equal to his sal-
ary at refirement plus the 2000 and 2001 allowances
until he reaches the retirement age of 55 years.
Thereafter, he will receive the applicable pension,

Employees will also he relieved of Rs: 24,000 of
outstanding distress loans at the time of retirement.
Any balance outstanding on.loans will be recoy-
ered from future monthly payments, with a one
year grace period without deductions. Employ-
ees with no distress loans or loans less than Rs.
24,000 will be paid equal monthly payments over
two years so that they enjoy the same total benefit
as those whose loans have been written off,

Our target is to reduce 100,000 public sector em-
ployees by 2004 and a further 200,000 by 2006
from the lower and middle income grades. Nu-
merous indirect savings will accrue to the Gov-
ernment as a resull.

The cost of the up front payment for the staggered
compensation package is estimated to be Rs. 8
billion, of which Rs. 2 billion is already included in
the voted budgetary estimates,

Increase in Pensions

Itis only fair and just that pensioners be included
in any revision in public sector salaries. There-
fore, pensioners will be granted a 10% increase
in pensions from January 1, 2004. This is the
largest increase granted to pensioners during the
past 10 years. This increase will cost the Gov-
emment Rs. 2.5 billion.

Further, the recently set up Pensions Reform Of-
fice is presently studying various options to address
anomalous situations where persons who have
been retired for many years receive substantially
smaller pensions than lower grade employees who
refired later, because of salary scale changes that
have occurred since the retirement of the first group.

Enhancement of Interest Rates on
Deposits by Senior Citizens

In view of the difficulties faced by retirees and
senior citizens because of the reduction in deposit
interest rates, special deposit schemes have been
intreduced through the National Savings Bank and
the two stale commercial banks for senior citi-
zens, where such persons recelve & higher rate
of interest on deposits.

Unemployment Benefit Insurance Scheme

The Government will provide Rs. 1,000 million as
initial funding for an unemployment benefit insur-
ance scheme to be set up during the coming year,
Whenfully operational the Scheme will be funded
by contributions from employers and employees,

Housing Loan Scheme for Public Sector
Employees

Aloan scheme for public servants, in addition to

the existing scheme, will be facilitated by the
Govemment through the National Savings Bank
forthe purpose of construction, purchase, exten-
sion or repair of a house, purchase of land to
build a house, or to repay a loan obtained from a
recognised financial institution for housing pur-
poses. The maximum loan available will be
Rs. 1 million, the interest rate 9.5% per annum,
and the repayment period a maximum of 20
years. Instalments for repayment will be recov-
ered from the salaries and remitted to the Bank.

Increase in Fertilizer Subsidy

We propose to increase the subsidy given to
fertilizer from Rs. 2,000 million to Rs. 3,000 million
fromJanuary 1, 2004, This will meanthat the total
subsidy on bag of Urea will increase from Rs.
300 to Bs. 450. Rs. 3,000 million is the largest
fertilizer subsidy granted in the last decade.

Agricultural Loan Relief for Farmers

The two state banks have, at the request of the
Government, already instituted a scheme
whereby farmers who have obtained loans from
these banks for agricultural purposes and found
it difficult to repay these loans due to crop fail-
ures and other valid reasons will be granted
relief by the banks. Under the scheme farmers
will be able to reschedule theirloans for repay-
ment over six growing seasons and the inter-
estrate on the rescheduled loans will be a very
attractive 4% per annum.

Garment Sector Productivity Improvement

A garment sector productivity improvement
project will be implemented in 2004 through the
Joint Apparel Association Forurn. This will include
a grant towards an intemational campaign to pro-
mote the industry and an interest free loan for
the training and development of production staff.
The cost of this project is Rs, 150 million.

Agri-Business Development Fund

Continuous funding will be provided to the Agri-
business Development Fund from which grants
will be given to private sectorentities that qualify,
forthe development of new technologies and
practices in agriculture. The cost of this
programme is estimated to be Rs. 100 million.

Development of the Milk Industry

Commencing January 1, 2004, incentive pay-
ments of Rs. 2 per liter and higher will be pro-
vided to companies processing milk who col-
lect a minimum 5 million liters of milk per year.
The tariff adjustment will provide an additional
incentive. These incentives will increase milk
collection and develop dairy farming. This
programme is estimated to cost Rs, 60 milfion.

The Government also intends to introduce

8

' Digitized by Noolaham Foundation.

noolaham.org | aavanaham.org

Economic Review: November/December 2003




Tk feedirg arccramma foe resdy pre-schol
Az eaitien ACa vl wllbe s riedia
shudy ssussraging athe sl anonct mik
a b s nlukererge erong chider &1d
TEE LT e GRs or e ainckemen
AssleHn rik eading prog amme.

| Aafmlonhasbaaneboome lalewa oo e
Sl and B ingup e ool g amma
bezeconibe Cammitee's nills  roiigs

Technolagy Impravemssnt e Em:l.l and
feadinim Indusiry

A priect b Bir g ancuteer s oqeirpnovenents
nea dmadiie eyl mokemenls

£ o0 1 030 il onn i hangciveg Fies boen
Eudgalac orikis pra ecl, of which gam ot Bz
B0 nliaawd ! Be aidaicks] Inar peadaos 5al
wriimedur Fovsy Jaasaniea eshereliads
caleed by Ihe Danlial Rean, which are no
b g e o guprerkes pUraaes.

Cevalopmed af Rural Telacammuricskions

In kesping wiUl: 2ddne e by b Zoo-

DUDGET FDRECAETS
Tade] + SEPECTEDSJOSETCLTTUAN 01
|Etaraml: ClassMeadary

Fs | &sa s
S| G
Todil Rarriina 2| i3
1
Tis Astamz piry B I S |
[ B O Bl &t a4
Tota EsparcHers and Malicndng 4% | 242
R Eacondtoim ST (P
Fubii irevsdrzely | En |
Frsd wid ez N
e ] i |
CarrEnl dcesudl Dalizi =1 | <H
Crwura ] Eudg el Dal il i FE
Firaneing Hi TE
Foreagn Doy EonE
[ BT TR TR R ar| e
B Dhameeam: mraTp b 4
Lrowdi i Foceed 4. | OF
[e G 0P S o

Tahle - BLOGL] DUTTUIAH 200

i Phly Cormyteaot e Sebirecewd e
cirecliva issued prawiniaty slan rogei 1, 2009
luliph e CopErin 5 Wane Negd 1B T3 DEy A A
sraad dhanie Io M Vishs: Giema Fune, This
lunz wl; be uees o Ihe devakoren slrdailskes
sl

Sireyriirieg of Departmeral & Sllutory Funda

T i reaca lhan [y =2 bery ere depermene
1a luncs AP waios St rien! orlics s k-
araden pla padznanes repodre of sding 8w
AMECE fuenelrectrin! zoma el 11aselungs
are [ram *azs, charges, Anes &ad danallans &
areasmalod e aa i exsoss o Bs 10k ion FEr
wiadl Thege “anza wil e mataralizad, meced
snlcosidamappnaik Toircsalbe I;q'l:ug'[
LElar adzgslany canindd & perio maras reard-
Irc are ancil iy Seslows el ks riedusad.

Vizga far Forelgn Nalionals

BEpreser] e Graenreerl s of Zensips o
fowin re; oak shomes: speailiad o =datar
invastma 1 e Sol i s praaess s -
citlesl sy in= e such as dual ciizenshp which
£rge nibis ganlen Toevek sughtamivaions
Pers ritees worr by slady wsas vl 93 grarked 1o
rovi-readante who resl sane fied el (o ia-
bl e koo | in he c2aTy

Cowi i raacer bz wilbe grerfedic pelos-
siona |y cusied pRrecTalr oeriliag el ories
whi i ssrage alsnck profassions sals ai-
iz it caLrie,

BLEt Foememnly

In Tzt 1 gk e s mhding e sxieman
Burgetery parormatss lartaz paar 2003,

Tabilx 2 nvvides o sty of sha sadgetay
ealinagled ‘ar 2004, | aea0 calimales gowa baan
pruingd on g s Eenyatie Daa & assLrre (hal
wit ‘will be = e 3 reslen aly Bl 552 Lilinr in
resstor s farlig vedr We hava dane 2o becauzs
gl 1he Jncers nies EEenri w1 rove e
s ol somaclhe nawiag popceas ardthe
TACATTEFCE T reverLs aofladicr. v arsally

Tredieea dedai for ELOd Iz astimatad e ba Rs

10 il o £.5 persorl of he omeciad GOP
The 9 damaclic Bonaw o seuinareen| e e
v proiemad o b Bal BE bl

Tokle 3 provices sammey datal 2 e ng 0
ihe qress sance e wenLimuienls lor 3904,

PROPOSED CHANGES IM FAX LAWS
1.1 Tai Blabis of individuals

WHF 2l o ha Yea-of dssazsmen
MMELS

1l The ax Ines Al cevanass 1o oo s asad
T B, 20000 aFs 3000

- Tre basshaslerincama saxic oa

widzaner gz fiollyee:

Tirsl Fs 00000 kil

Wel s 240350 al 105
Mol T 240000 kS0 and
=clanpa al e

iw  Towsebsforlemirel bereftz=em
erplaveent | poided rd coml
aons, ratnerient QElusy aed camae
2alian ‘o legs ol allecilobe Byses as

fi lawa:

Fist Az 2.amilicr kil
e P BOG 000 o
MHanz Fe 500033 & 13%aad
Malyen 3] 1&%%

T malhazalogy forzslmlt re Reliems
ﬂre:Jr,. A lan pl o s wil i g
TG

T2 Lasses imcerred in ary irads, buel-
neas, prafeselon or wacatlcn

Withetazt Inom&al -, Puid, neassins e
I Ay wear o lagses beoughs fowere fam
Fravods yeas, By ary pesoa, wili oo anai-
alie lo e ot aaieslirceme gomedin any
vaar bo a maxmam liar ef 353 ol the Salal

[Leonamiz Classiicaian = s
4 = rendied firer neegnuns the addt orsl amaant elsduleryireans i ol e,
J'I':C :'fui #il 2aspert on cefilal experciiane nal cediliag
- e arpunen i 2, Al cueren: Imttatiare s g cary ‘areard of
Arl Rewarue - s [ 5 2 b vary :Ir.'f”rd':ﬂ
[2zzs wil b ranaved. Tan o
T Hzwen: o SRR E - I iives g w1 regand 1
M= 20 G- er iy e M Tabir - GAUES BORRSWIKG AEILIREWERT -1 lFa oo Ty biask lpasas ane i
Tiotal Eepardliing & Ke: Latiding 390 oo Fx. y ot ey
Pt riar Fa-sanb 16 L G Bitien e wl condicnstoteadsn aa
Pl izl s i W 43 Tokd Recodpis jeockidiig Soesesdnge) Iers r":“-"-l_r'E s g e s
Tz redin 1 L TR T reaare, laesing, FG3U ansqzre
2 gl AT S B 1BIAETYE VA | S50 ]
e F: 24 ShiviT R TR e ] :
Gureenl Ancourk Dzizk L [ L, Eaplel nysased] Ee abelisked
Cveral Budget Jalist o e B b witheactiom Apc | 1, 2004
= e P Rt T ;
Inancing 1% E3 i
Forrdy: foacts it % G Cazvme Lars
b F gt Bt v Ml za =i HeperaT s Fuiker, lxesss ceneraled by way
2 = ! Ak s i = LR s B B TP [ e T Ty
[ TR S oE Y ey TP X b . UM B iy o ur
l"i'ﬂ-.caiil-;ﬁ 2 | " ¥ :ﬁ Gaross Borroealrg Requinaeient inta e =1 Bao ok ¥a us 3 LA L R R, WD
i v Aot A seimatlie or @ b Rl e S i Dl P, ohir g ax have v esiroir i 2 aaslar o mil
| PezdGOE ko BA | Tolid Gross Borrasdng Fasurariend i Tan =0 Eik elus 251 fochsnalyw:

Eamiomic Bevuss s Mevembe e

R
1 e R

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




FISCAL POLICY DEVELOPMENTS &

BUDGET 2004

The third Budget of the UNF Government was
presented to Parfiament on 19.11.2003, despite
the political uncertainties prevailing in the coun-
try since the first week of Novernber, 2003.

This article will briefly examine the fiscal palicy

| backgroundin relation o the Budget—2004 and
| - the proposed strategy to consolidate the fiscal

position of the govemment.

The Budget — 2004 proposals were an exten-
-sion of the fiscal policies and economic policies
adopted by the government since the presenta-
tion of its first budget for 2002.

Atthe time of presentation of the Budget — 2002
the fiscal situation of the country was beyond
any imagination. There were several unsatis-
factory features, among which the following
may be so important to determine the prudence
or otherwise of the fiscal policy of the country
prior to 2002, '

*  Accelerating budget deficits - By the time

the first budget of the Government was

~ presented the budget deficit was Rs.

152,222 M. (10.8% of GDP} in 2001 and

this was a result of continuously increas-

ing budget deficits(overall deficit before
grants) except for one year, as follows:

Rs.m  %of GDP
2001 150,92 10.8%
2000 124,541 9.9%
1999 83254 7.5%
199 43147 9.9%

. Having such a high budget deficit con-
tinuously had resulted in unmanageable
fiscal problems in the country.

*  Galloping inflation - Thisis a by product
of very high budget deficits and had an
impact on the level of real income and
cost of living basically. The rate of infla-
tion in 2001 was around 14.2% which
was the highest in so many years.

e High interest rates - This again is con-

nected to very high budget deficits and

* resulted in heavy borrowings made by

the government. Major portion of the

available funds were borrowed by the

government at very high interest rates.

General interest rates were remained at

very high levels between 17% to 18%

_ exceptin 2000 which was exceptionally
high.

Since the revenue generation was not com-
mensurate with expenditure the major source

of deficit financing was through borrowings. -

In 2001 the total debt burden exceeded the

GDP ofthe country pointing to a disastrous -

situation. The debt burden was built up over
the years as follows:

2001
2000
1999
1998

Rs. m
1,452,756
1,218,700
1,051,331

924,899

% of GDP
103.2%
96.9%
95.1%
90.8%

The drop in Government Revenue

-In 1995 the quantum of govemment revenue was

as high as 20.4% of GDP which s a fairly satis-
factory achieverment, But by 2001 this has dropped
to 16.7% of GDP. Nearly 4% reduction over &
period of & years. When the revenue performance
is analyzed it can be seen that this drop com-
menced in 1988 with the introduction of Goods
and Services Tax (GST) in place of Turnover Tax
(TT). Atthe time of the abolition of TT, the highest
TT rate was as much as 20%. Major portion of
tax revenue came from this TT.

This contribution was dropped with the introduc-
tion of the GST not because the GST is a bad tax
but due to wrong decisions, The revenue neutral
GST rate was estimated between 17 - 18% but
the rate adopted was only 12,56%. As a result of
such a low rate and the elimination of cascading
effect etc. which prevailed under TT the unavoid-
able result was a very low tax reverue from
GST. Even after realizing the short fall, no action
was taken to remedy this situation and the coun-
try withessed a continuous period of revenue drop
from 1998 onwards.

Tax Revenue as .....% of GDP

1997
1998
1999
2000

16.0%
14.5%
15.0%
14.5%

Sri Lanka is a country with a very weak revenue
base. The non-tax revenue in Sri Lanka was
very low. When the charge on Central Bank
profits is removed the other non-tax revenue was
negligible. In a situation like this one has to be
very vigilant in regard o tax revenue. Mainte-
nance of an adequate tax base is of paramount
importance if necessary revenue is to be gener-
ated. Forthe last so many years the major rev-
enue source was the collection of indirect taxes.
Although the importance of customs duties was

P. Guruge

Advisor, Fiscal Pelicy, Ministry of Finance

diminished since 1960s the importance of inter-
nal consumption taxes such as TT and Excise
duties was enhanced. Very often the com-
bined income from such indirect taxes was
more than 80% of total tax revenue. Due to
this excessive reliance on indirect taxes a lot
of inferior features crept in o the fiscal system.
The policy makers were neglecting direct taxes
and concentrating heavily on indirect taxes,
Even the tax administration was notinterested
in improving the direct tax system but was
concentrating on easier fo collect indirect taxes,
In addition to that society suffered by way of
high inflation and associated ill effects such as
high interest rates and unbearable cost of living
with the erosion of the realincome,

Not only was direct taxation neglected as men-
tioned above, the use of tax policy for eco-
nomic purposes In big way also contributed to
the accelerated drop of income tax revenue. In
Sri Lanka the major portion of income tax rev-
enue was generated from the corporate sector.
Excessive fax relief and concessions includ-
ing the much favoured “Investment Tax Allow-
ance” grantedin 1996 destroyed the corporate
tax base. Soon after the introduction of the
investment tax allowance corporate income tax
revenue dropped by about 20 per centum. This
trend continued even after the abolition of this
allowance in 2000 as a result of the continuous
impact due to the carry over of the unabsorbed
allowance to future years. The unutilized al-
lowance as at 31.03.2002 has been estimated
to be around Rs. 50 billion which may be higher
than one full years taxable income declared by
all companies in Sri Lanka, This drop in corpo-
rate tax revenue may be illustrated as follows:

2002 Rs. 14,499 m.
2000 Rs. 15,757 m.

The performance of the non corporate sector,
basically personal income tax was very poor
during last so many decades. A dependable
amount (even in small quantity) came only
from PAYE tax paid by non-public sector em-
ployees. Others engaged in trade, businees,
professions or vocation did not contribute ad-
equately to the income tax revenue due to poor
tax administration. Although since 1973 Sri
Lanka has adopted the system of self assess-
ment for income tax payments, many tax pay-
ers did not follow this system. It was esti-
mated that only about 35,000 (average) seli
assessment payments were received both
from corporate and nen-corporate sectors, Many
tax payers wait for an assessment from the
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The increase in revenue for 2004 from
excise duty is mainly based on the nor-
mal growth in consumption,

Import duties are facing a process of ra-
tionalization. Within the next 2to 3years
the aimis to fix a 3 band tariff structure in
place of the current 6 band system.
When such rationalization is in place itis
very difficult to expect additional revenue.
As, a step towards this rationalization the
number of rate bands were reduced from
610 5in a way that there will be no major
drop in revenue, taking info consideration
the proposed reduction of the surcharge
from 20% to 10%.

Total customs duty collection realized in
the last two years and proposed for 2004
were as follows:

Customs Duty Collection -

2002 Rs. 28,600 M.
2003 Rs. 34479 M. |
2004 (Estimated) Rs. 40,065 M.

The increase in revenue from Customs
duty is mainly based on the duty revision
on motor vehicles and the upward revi-
sion of the lowest rate.

VAT is the only indirect tax that may be
further expanded willingly or unwillingly.
Onthat basis certain major changes have
been proposed in the area of YAT, The
revenue performance of VAT was below
expectationsin 2002 and 2003. Therefore,
any revision in the VAT structure should
be aimed at revenue consolidation.

One of the major proposals was the intro-
duction of a single rate of 15% in place of
two positive rates which prevailed at 10%
and 20%. The tax administration faced a
lot of problems due to these two rates and
considerable revenue leakages have
taken place through VAT refunds in 2003.
This unification of rates should be viewed
from macro perspectives without looking
at price changes in individual consumer
items. When the tax revenueis expected
from indirect taxes, it is not wise to ex-
pect low consumer prices always. More
indirect taxes usually mean higher prices
for consumer items in general.

Along with this rate rationalization a few
changes have been proposed to the list of
tax exempt supplies. Exemption on un-
processed agriculture, horticulture, farm-
ing, fishing, forestry etc. have been re-
moved. However, this will not have any
impact on small scale farmers and pro-

ducers since the VAT registration thrashold
has been increased to Rs, 3.0 mn. per year
w.e.f. 1% January 2004 from the previous
level of Rs. 1.8 mn. :

VAT revenue collection (Net of refunds) real-
ized inthe last two yeers and proposed for
2004 were as follows:

2002 - PHs. 95836m.

{includirg GST and NSL up to
31.07.2002)

2003 - Rs 97,195m.

2004 (estimated) - Rs.121,540m.

The VAT revenue estimate for 2004 is al-
most same as the2003 estimate which was
not realized. Therefore to achieve this, bet-
ter supervision of refunds and revenue col-
lection isimportant.

marginal tax rate and making the fax sys-
tern more convenient and tolerable has
not produced adequate results, mainly due
to the problems in tax administration,
Therefore, in orderto strengthen the direct
tax base the major overhaul is neces-
safy inthe fax administration andthe gov-
ernment has proposed to establish a
Revenue Authority to streamline the tax
administration in general,

Inthe mean time the Budget — 2004 has
proposed certain novel concepts to in-
crease direct tax revenue.

Economic Service Charge - (ESC)
This will be payable by any person (including a

partnership) engaged in any trade, business,
profession or vocation which was in existence

How a Rupee was Earned - 2002
incomg Ty

D HEA%
Lo

fns  NomTax
) BT
BAI% T

e - _
auty | Periee Tax @ng L
fi e 6 oo SR

for 2 years or more and having assets with a
total value exceeding Rs. 10 mn. or total an-
nual turn over exceeding Rs. 30 mn. The
liability will be on the lower value of either the
assets ortum over on the year of assessment
basis w.e.f. 01.04.2004. The rate of the charge
is 1% and subject to the minimum charge of
Hs.100,000 and maximum of R. 20 mn. This
charge paid can be set off only againstincome
tax payable for the same year on the profits
and income from such frade, business ete.

The intention was to collect a minimum amount

With other miscellaneous indirect taxes the
total revenue estimate on indirect taxes is
Rs. 225,388 m. for 2004 which is approxi-
mately 24% higher than the 2003 actual re-
alizedamount. When the poor tax adminis-
tration levels are considered achieving ex-
pectedincrease may be aherculean task!

*  Expansion of direct taxes

While consolidating the indirect tax base,
more emphasis is placed on direct taxation.
The poor performance of direct taxes was
the major problem not only from the revenue
point of view but also from the point view of
soclal implications as well. In a society like
Sri Lanka where the majority are supposed
to be poor people, having excessive reli-

-ance on indirect taxes while neglecting di-
rect taxes may create a situation of social
unrest as well,

For all these revenue and social reasons it
is very important to increase the incidence
of direct taxation, basically income taxation.

The efforts taken during the last few years to
expand the income tax base by lowering

towards the provision of various infrastructure
facilities by the government to the respactive
businesses whether they are liable to pay in-
come tax or not.

This will have no impact on small businesses
but will cover a substantial number of orga-
nized busiresses which are not contributing to
income tax revenue now.

Taxation of Partnerships
In Sri Lanka due to the high exemption limit

available to individuals, there is a tendency to
create partnerships to do any trade, business

etc. which will help them to split income and

avoidincome taxation. Inorderto mitigate this
situation it has been proposed to charge a 10%
tax on the divisible profits and other income of
the partnership for each year of assessment.
This amount will be available to the respective
partners to sei off against their income tax liabil-
ity on such share of income, if such individual
pariners are liable to pay income tax.

These twa measures, if properly administered
will increase the direct tax revenue to a consid-
erable level,

In addition to these new steps, itwas proposed
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foster these technology initiatives due to politi-
mmanw conom c cal and social barriers in the 14" and the 15"

centuries. This clearly shows that social and

N7 A @ political systems can become impediments to
m ’n sn Mnm E= 8 long-run growth by permanently damaging the
. ; ¢ process of technological progress. In this con-

: o text, this paper examines the growth experi-
Some Lessons from Newly Industrialising Economies Rttt r s
; . ! m Asia in the 20" century focusing on the political
Need for a Consensual Approach of Gov-  In formulating and implementing successful growth  factors that contributed to the rapid growth of
ernance Aimed at Rapid Economic Growth  strategies, it is hard to ignore the fact that human  those economies with the purpose of drawing
societies are characterized by a diversity of inter-  lessons for Sri Lankan growth process.
Itis puzzling as to what may be the barriers to  ests, preferences, ideals and knowledge. Fach of
economic progress in Sri Lanka given the fact  these directly or indirectly involves the use of scarce  Growth Performance

that the resource base, level of human capital,  resources, or means of using resources, which indi-
level of social development, and development  viduals or groups seek to encourage or protect.  The East Asian First-Tier Newly Industrializing
strategies and policies appear to be relatively  Although, people prefer to get their way in general,  Economies (NIEFT-4) such as Singapore, South
conducive and pro-growth at least for the last  the cooperation is essential if they are to progress ~ Korea, Hong Keng, Taiwan, and Second-Tier
two and a half decades. Writing on Singapore's  due to externalities associated with their activifies  Newly Industrializing Economies {(NIEST-4)
growth experience Lee Kwan Yew (2000),  which lead to conflicts. For trying to resolve dis-  such as Malaysia, Indonesia, Thailand, and
states on the development trajectories of Sri  parities, human species have evolved a set of  the Philippines provide haunting lessons for Sri
Lanka that during his visits over the years he  conscious processes. These processes are the  Lanka. These economies have maintained
withessed once a promising couniry go to waste  institutional arrangements and policies within which ~ amazingly high growth rates for the past three
due mainly to political barriers, despite Sri Lanka  individuals accrue skills and firms accumulate capi-  decades while South Asian countries maintained
was relatively prosperous in terms of more  tal and produce output. It may imply that all the  moderate growth rates. During 1980-90 period,
resources, better infrastructure, and better social ~ institutional arrangements, cooperation and nego-  some of the leading growth performers of East
development than Singapore. This article is  tiation involved in the use, producﬂon and distribu-  Asia such as Indonesia, Malaysia, South Ko-
e e : : : e ——— tion of re- rea, Thailand, and Singapore recorded annual
' 3] sg'urces, average growth rates of 6.1, 5.3, 8.4, 7.6, 6.7,
whether ma-  and 6.9 respectively. On the other hand, such
| terialorideal.  South Asian countries as India, Sri Lanka, Pa-
- The devel- kistan, and Bangladesh recorded average an-
aimed at reviewing the pohtlcal enwronment in  opment experlence of most successful economies  nual growth rates of 5.8, 4.0, 6.3, and 4.3 re-
8ri Lanka, which has become a major impedi-  in the 20" century in East Asia suggests that mar-  spectively {World Development Indicators 2002).

ment for faster economic growth, with the aid of  ket-oriented growth strategy generates better out-
development experiences of most successful  comes. It appears, however, that the market-ori-  Due 1o the remarkable growth performance of
growth performers of the 20" century in East  ented growth strategy needs to be accompanied  East Asian ecohomies, their per capita incomes
Asia. This effort i important both with regard to by appropriate institutional arrangements and do-  have reached to higher levels. Despite the fact

development history of Sri Lanka and given the = that some of the South Asian countries such as
current political anarchy reinforced by the po- O.G. Dayaratlle Banda Sri Lanka were thought to perform well in 1980s,
litical antagonism over gaining and retaining Senior Lesturer, Department of Ecoromics and 1990s, East Asian countries have outper-
power in the country. This write-up empha- University of Peradeniya formed them during 1980s and 1990s (World
sizes the governance of national reconciliation Development Indicators 2002). For instance,

aimed at attracting foreign direct investment and  mestic policies with stable political system for the  although the per capita income of South Korea
stimulating economic growth. Economic growth  economies to perform well in terms of rapid growth.  and Sri Lanka were the same in the early 1960s,
is the foremost importance for developing coun- : the per capita income of South Korea was 10
tries such as Sri Lanka. The quest for eco-  The political system, institutional arrangements and  times higher than that of Sri Lanka in 1999.
nomic growth has beleaguered economists as  economic policies are integral ingredients of any

long as there have been economists {Easterly  economic activity, albeit mainstream economists ~ Some of the key factors that might have con-
2001). In 1776, Adam Smith, aitempted to ex-  ignored the importance of these factors in their ~ tributed to sluggish growth performance of St
plain what determines the wealth of nations, In  economic analyses for a long time. The idsa that  Lankan economy are: political instability, late
1890, Alfred Marshall noted that the quest for  politics, institutions and policies that affect invest-  liberalization of foreign investment regimes, and
growth "gives to economic studies their chief  ment and technological progress, thereby eco-  unable to create and sustain effective institu-
and their highest interest”. Nobel Lauriat Robert  nomic growth dates back to at least Adam Smith,  tional and policy environment. One of the strik-
Lucas (1988) asserts that it is hard to think  But it has recently received greater attention  ing features of Sri Lanka's growth performance
about anything else™ when one starts thinking  (Baumal 1990, Murphy, Shleifer, and Vishny 1991,  is that even if it has experienced severe institu-
about economic growth. However, economic -~ Oslon 1993, 1996, Sachs and Warner 1995, Hall  tional constraints arising from ever changing
growth has not received due attention through-  and Jones 1999, Temple and Johnson 1898,  governments, ethnic tensions, low quality bu-
out post-independent development efforts in Sri Parente and Prescott 2000). In the recent literature ~ reaucracy, high level of corruption, late liber-
Lanka. In the post-1977 era, even if growth  there is increasing emphasize on the importance  alization, and political instability, Sri Lanka has
was prioritized it did not work out due to di-  of political factors in economic growth in develop-  managed to maintain moderate growth rates in
verse political and social barriers that are intrin-  ing cduntries. The political and social systems of ~ 1980s and 1990s.

sic in the socio-political system. Development  an economy are no longer exogenous compo-

economists and practitioners in Sri Lanka have  nents of modern day economic analysis. Econo-  Democracy, Governance and Growth
guided the economy into an absolute mess due  mists have increasingly realized that achieving

to their perpetual change of the ideclogies by  economic progress is impossible if the political  There is a remarkable literature that addresses
over-emphasizing the need for classical de-  and social systems are not conducive. Parente  the issue that whether there is a correlation
mocracy and socio-political freedom that do not  and Prescoft {2000) in their analysis of technologi-  between democratic or authoritarian regimes
warrant in a poor economy retarding economic  cal progress and economic growth show that there  with private investment, technological progress,
grawth which resulted in damaging not only the  are apparent evidence for the fact that Europe was  and economic growth (Parente and Prescott
very democracy that they advocated but alsa  not even at the eve of industrial revolution when 2000, Leftwich, 1998, Evans 1995, Barra 1991,
the economic prospects. modern technological progress originally emerged 1996, Oslon 1993, 1996, Przeworki 1988). Nev-

* PhD Reseach Scholer, National Uriversiy of Singapore__in China even if China failed to capitalize and  ertheless, it appears that there do not have a

14

Digitized by Noolaham Foundation. LEconomic Review: November/December 2003

noolaham.org | aavanaham.org



CATELHS.S W mony Loe o gyt whiziher
the damccraliz o 2 aulthertarsn r=_me 3
BEEICErIale “ar zushale re lashes ecornm o
prewih. T neisiyg :-'1.I|i':ri il ko kil @y
Pakeal reauls I'I:.'El-iil'lg Ihat the ®gims Tpe
naa s syztemalis ek cpghp ot accnemn
preadn e 15450 Whi seme sudes swie
A |.Cl-éi|il.5 feidal o Letwasn l]EII"I.".'IHE.'_.' and
growth, oers find that 78 dar-aln:pl'r Cler
mics poriorT wol mder st i eg e
sns i QI-C-E'.EI' 93 |:|' o maniza domazlic
Eﬁh'il'lﬂfl i Jeasdrent and moss suesEsshd
grosit peifermas i HIEFT-4 ~zwe capert
crcuil dese cppienlal aulleriansn 1agimned.

i I-\.éﬂilln-ll: i -||l| it

siEn il mosk egoanetens fows wi e G el
wWalhal CRMoErazY of aliher s dEm matar,
tappazes-tmal His nm e or o the gevem:
S e e ey ms baps 1 0 lha fosie ol our
srtam zn whan forsdacitn A apoeage mnpae
ifizl agrasna e Feildivalamandemete and
domesse pol dns reqemd |7 attacting FOI ane
vl iy facler grosi bl whaber be 2lele
we Raeh comivHe: 1o ant semnie b pedonT
appmepnms nmidicns and policics, shie e
sppazi paizoal sgees e hag basn reaha
1o ez n paitizal zmbitiy It et ook is He
fecimicz! and gc-tinislralive doranguerets
W dalsr 18 10 Chendmer B memealasng
al tha shite 1hal madorn bof alae e pelifcs
wich canerzla 2nd soslaln et gate (Lellm g
155 Imaspact vz of whermar T mal s came
zralic or met Pelitcal eslabiily sty s
sl dzgsrzemants e feuhd 00 be 2 maar
mosdiTe s bogcnteme g owsh (Fashady 105
2001, Funzr and Freseot Z0000, Pullica G-
feEig iE pequied o7 sary mElol BsLE T
b b R W 1 Ry b b4 e iy b | b
ai T susainng gl s e k.

Fegganiicses of M fd Falmesd [Lamaicls and
musiaeral davelcpmant BRanssE A0Vaea
txrnimlic govcrancn orosumicg Ihet il feles
cizaly and merizin apoiopize nedlw sl ar-
mangemam: o paticlas Ay o g il s
e st bas Jo ek al Tunin denaciady s oud
taks. o Iha sihinseal arancs—srks whch
steud be esabizled, feamlivy lo B ainpels
{19550+ sha mitimalizt zersa; camoaricy
mzans & svdlem ol cheacisnises pelilizal
Eades amd rops 1al sne ea bt purae itel
imemsT oesnalng b peacnld, nik—sased mene
pallior, -nagolalion, 5°d. saknelia wisin an
inetrlions amangemact 1o <r wbg 27 padesl
rcisions i~ mbr imle duel sogie e o
b deside Ly means gl o cumatilive glugae
W Ire pacpi 0wl (SEhmashr 1266 T
grnzml noocphan 2pRERas 1 B0 et comar
crafic nEdlriam 200 aolcEs S1E M sppr
Fhaes: for o vsha measimar] 5o simlihne non-
renn ol Hoemser giger it goenis e
zigces Tral S Lankan fops ol cemarsoy |2
=amr. | for et mn gmass o 10 endenr,
| previug a-spiond e cednpoe g e alhar
CEve DR SO S T 1M N 1 ez 17
sind af da—wemey in dheis rapid grawin -
caeg 1l ey are ba proe el

wlmimipsasiie 1

L t= & Hact Ivst suglalcing osmocoacy 13
Jraghlzensla il poareme seagress b5 ipnded by
ooy prechcess i e ranes- ol de-crsey Fis
=] eapeiiacce ol auciEsld BlOCMBE BEaMd
b Th W T e Bl bl FramnEeHs o
manindEning rapil growdh At sciies g posger-
Y, Ovs emphesize o cemesasy BY reharcing
s nmomic ceoath Wl kL el noy cemccracy and
seral cofeaint bl & 57 eomalis progress.

From B growth poim o wine, howaees, il i e
rrenninznie of Bz stune Gl e gale el has Lo
B e ocade ofF o STSCHSN, 107 e e ot ra
ame. Bicmssl Sevaopmana culeores koih
conlampc-
rarg . znd
i hiz ll:lil:-tih‘.
BRAM
ﬁﬁ&?ﬂ hzrat: '|'I|:|J
leae  J2an
-hEIII'IEIT rEﬂ' £3 |'I3'-'E- teer cemuemtin o *nnl;
and mars oo sues charasam ol o connumic
gpglern ag: e aleadlly of £ cemoEig or
undamcembie king 2ceaptahilts of inlnratinns
puorntic 2t palilical reeilins, scumd phv e
Aral fnman inTasmclicss: e cnmashs markas,
2 openiess] @ concelen] & dizeplned-ad-
mukadon, snd & clcal-mitimu= kel ¢l oon-
soisiy hiobaeien groops smbrsgiois bl the
Iili.'l_E.."f'. el O gl'l:hll'l sl mikea 1o schievrg L

1"+l '

Govesnance and Geambh In Besly Indu=irial-
1zing Ecanamiss

IUis Wi grarsctam o e ings lulizns amsrga-
maniz, prlcias, and soilizal systa—s whioy e

plain bigrer aliadion of “oreign discl nves et
I;=:'i:l and eanalned snd SucsealiE 3 onth pcaer-
mareas ol wear tha (a5 84 vears o snsioins as
diTenenl s WEFT-d and HICST- el Her regme
Lyoe 2ines some ol 18 ao damoe Sz ane o -
grs arm ek It ds ther bad damestc o insra

Lo sl swanu s poiies, voeab irzliclions) @ g
macta, and polles dasgrsamsns eihad b!.' Ha
inslitcimel ary rnneel el were i plecs which
&iplsin e pens sdracias ol B hich cid-depae
prnrg and 5o negesvs on wonk gmwth cacnmdy
of st ales s Zairg, Faklslan, rdes, e SidLlan-a
b Tieagimes hepas 5hcd 5ame of BRER- 2R
it e wdiie whesare non n s backdicp,
e asssrll srnaming of Bag Ask et mantted

i B T

AT
el ’ﬂ!n
|iur=s'r RS i et gl
i) @Fgm Lﬂmmmmmmwmm%w i
||||..I|||||-|I|I||.I LR T |.|..II|.Ii|aIII

Uzl Damece:sis Pary AL mied 19 Soa-
TeowTrmr orcakdar "IN o 1 which guar
anlagh poley cactinu g 8 camisliny cadl-
Aopgsd b 1ree ETengln Bnd Induenca ol 7a by-
spasemiy, and by polilical s1asling dasan not
il ha2 sepeiectsl culma-d-chemed Qows
zlmizgy bin Ak g asisblsoed ond exseind
nelicliond. arecyee e and doroac polices
0 BUEpIng cutwsrc-onained  ponth ey
with pabeal sablty pssoras by ena pacy rida,
Even B e Tor i fur capa s Wiy 2ol
arccass Wwasd lald in e 92 cenlury, o520
senthead imtnose aeana—in oank dornpg 1954
1835 Ju. Paese cenlbs] Coanaclenslies Fawa alia
sean dolnG I chhar courinie: .00 a5 SNgapow
anc Mzlnesa, whera Sigapane suchad o
Thisd-iend Lo Tirzl shils ¥alaysla his baan
seromming vaw Wkl e nshitren darmdss,
glhized v pesounes endents @bl e di-
laeart whis szeodsted soonym bk #raeg 85 and
imedaties cndd ok hn mene dissim ler

Singepare: One Pary Rule |1965-To Data)
cum Markel=Oricntod Growlh Braiepy

Beine o muti-sthn e segmp Singimone presidal
g Jarile groend ko amlicts & e dime of be-
romAg A sAnmm calion n 1EE whan Malzp
S mnpeled Singapan Fom M EpsEn oo
ederabion, Gomnrona! ots eruphad imm dme o
=k nctwoos Ghinzse =l Ralag-ameilics
al e nifal paciod. 'nooidas ooEeche alnkalh
mxvzbad condicks, Engich w5 made e ol
Ca bcusoe wbie al e ober b Bnocages
ware meds alyis langussd. A dedas ol vl
nns ane semans wsnoadmeed 4o meah o
lilzal alabiily whils Loopting ma-kel-oiatsd
growsn Firsleqy. 1Fa spanomy was clearly
whak. Bingasom b bevs hussing chesa nla-
s wit mejor plaveiz o mplale bok s
aa L3A and cormuile; Blck anch &5 Crins

i Birgaaoe Feaolas Adiar Faly (T8F) which
Fas been naniphine ta-ellise ol gwsemmet
dinee TEE0w Ly dale Paz deminalad paibice.
enonnmy A 500 Al Tom hwors ndepn-donez
n o BE. ncheesd At Singepoce, ENE pows
waeg alreollvely siminabad and much of fha
el selbica skl mss sl i e mary
wilh b powsr Cags bull or EDour wrlecs snd
WAL w-.-.llmr[: A% e ) cradidng il

T

rl LN

L{mutnutm.||m||1u'||1|1:|-|||||=Hmiuiiilllnﬁ lill

107 1R Wor g owands Wk peoedss petatiehicg
rrsorsdor Bl Lasks civen dne fast ol Br Larker
Il fregie ceriieracy & &5 = pedimenl b
mElmsinlg pallcn siEEIRR and 10 provice ieay-
st o mpid crwee procees. Palilizal stabiig
el il e Trough EnsEned 2 lheods an-
Ihafizizr praclicns has proviced A stramg hasis
I the promth progess o sl sioeess! | 2ear-
iz a1 Sast Asa 0 1 2F mnl

Japani: e Parly Rule [1955-1933) cum War-
kat-Orlansed Growih Sirabegy

s verd i al e wany culzel Toai 1 =Ers-
digm gasa hare sockvinnskodapar wham chn

I3 crants A somnamt moa-eass and mobaih
nic patdy wam thesmard Morsoerr dwing e
tilial e idalion paike. Sigesne 1 hehed
ng BEakilsned parlss raomsatrg posar
imeresln idmlagicl sehels as wag he e
In inda cr'nm 54 Lan«a, and ne was hars a
prepzimon el rem potics. ©ochael] soceem-
nasizatwles 0 S ngapenm qacansed e m-
rcug of aslicg oo pAlitior ceas tha spane
isrizbon al e lar effecliealy ebeculiv
e cpen maael-Bd g FTREDy Wik 1=
chil sonity was claalv woak, o wcabzoe
e P oslad, wdvae e s 20 Ndspaacan
crcankal cns mma nia asiziaea o ihe post
irtcpendenoe pears, lhey weee Guicky ab-

Coomeim’ s Revdew: avemberTiscembes NiiBigitized by Noolaham Foundation.

noolaham.org | aavanaham.org

15




sorbed by the PAP or financed by the state.
These circumstances enabled power to be con-
cenirated at the political centre and enhanced
. the relative but ‘embedded’ autonomy of the
. state (Evans 1995) thereby facilitating the state

to create and sustain a disciplined market-ori-
ented growth strategy.

Creation, implementation, and execution of bu-
reaucratic institutions effectively are other sa-
lient features of NIEFT-4. In Singapore, the state
created and promoted key economic bureau-
cracies dominated by the people who perceived
openness and freer markets. One such institu-
tion has been the powerful Economic Develop-
ment Board (EDB) that is responsible for mak-
ing and reviewing growth policies. Using effec-
tive institutions, PAP has been able to pursue
consistent, coherent, and continuous growth
policies without fearing seriously that the alleg-
edly uncertain outcomes would disrupt their
strategies and efforfs. The type of governance
structure that Singapore maintained over the
last four decades by assuring political stability
and institutional quality has created a paradise
for foreign investment and economic growth.

Malaysia: Multi-Party Coalition Rule {1970-To
Date) cum Market-Oriented Growth Strategy

Malaysian case is another kind of one party
political power created in the form of a long
lasting multi-party coalition which provides im-
portant lessons for Sri Lanka. Although Malay-
sia has certain features of the dominant party
type it is better explained as an example of the
kind of plural society which has successfully
gensrated a 'coalitional capitalistic developmental
state’. The ethnic composition of the country is
characterized in such a way that some 58 per-
cent of population is Malay, 32 percent is Chi-
nese {urban), 9 percent originated in the Indian
sub-continent. It is apparently the case that, albeit
the offices of head of state and prime minister are
entitle only to Malays and even if United Malays
National Organization (UMNQ) has been the
dominant political party, its power and authority
have been reconcited through a complex ruling
coalition formed hy 14 political parties, called
National Front (Barisan National-BN). -

The explosion of ethnic tensions between
Malay and Chinese communities in 1960 led to a
new consensus, embodied in the dominant coa-
lition, BN, which persuaded a broadly agreed
market-friendly growth strategy accompanied
by appropriate institutional arrangements and
domestic policies, named New Economic
Policy. By consensus, Malaysia was able to
create a ‘capitalistic developmental state’ through
a constitution and political agreement which has
concentrated considerable power and devel-
opmental direction at the centre. This in turn has
empowered politico-bursaucratic elite with rela-
tive developmental autonomy to develop or
amend strategy and role of the state (Ravenhill
1995), Given these institutional arrangements
and domestic and international policies under
the 14-party coalition which occupied the office of
government since 1970 to date, Malaysia has
affracted remarkable amount of FDI and has gen-
erated an extraordinary record of growth which
has yielded an average annual rate of growth
of GNP per capita of 5 to 6 percent since 1980,

South” Korea: Military Dictatorial Regimes
cum Market-Oriented Growth Strategy

South Korea provides yet another illustrious example
of & somewhat distinct type of capitalistic develop-
mental regime compared to other pariners of NIEFT-
4. South Korea has fransformed itself from one of the
world’s poorest economies into a prototype of newly
industrializing economies within a period of lass
than four decades. While some have presentad
Korea's growth performance as an ideal case of a
successful export-led growth strategy (Balassa, 1981,
Krueger 1983}, others have cited it as a role model
of economic growth with equity. Initial two and a
half decades of Korea's growth efforts since 1963
has been the period of consolidating and taking off
of a powerful growth process with almost no atten-
tion to democracy occurred, Despite the fact that
Korea's remarkable growth performance over the

last three decades is atiributed to outward-oriented -
development strategy, market-friendly state inter-

ventions, human capital investment, macro-his-
torical forces and their dynamics as prerequisites
for capitalistic development, and its Confusian
culture and authority structure as some have as-
cribed Korean miracle (Leftwich 1998), the most
convincing view about Korea’s development per-
formance has been not merely that it is a product
of aforesaid factors, but also an outcome of con-
scious efforts by the state in creating and sustain-
ing appropriate institutional arrangements and do-
mestic policies assuring political stability embed-
ded in the outward-oriented growth strategy.

Through a military coup Park Chung Hee (1961-
79) captured political power in 1961 and undertook
a sequential pursuit of macroeconomic stabiliza-
tion, liberalization, and the transition to expori-led
growth strategy. Park regime created an efficient,
consistent and coherence policy choices adopted
by the regime, as well as their effective imple-
mentation. all of which guaranteed policy credibil-
ity. The predominance of the bureaucratic unity
and insulation of economic policy making from
social and political pressure has served as the
institutional basis for effective economic manage-
ment. Leadership commitment to capitalistic de-
velopment played an important role in South Ko-
rea (Bardhan 1993). Nevertheless, when Chung
Doo-Hwan seized political power through a mili-
tary coup, Park Chung Hee's adventurous economic
and political journey ended in 1979. At the time of
seizing the power, the Korean economy experi-
enced a macroeconomic crisis, albeit the
economy has already reached to higher levels of
average income. Ghung's response took the form
of not only short term adjustment but also restruc-
turing industry, liberalizing the financial sectoer,
opening up of the economy further to free trade
and investment, and redefining the role of the state
to makes it more compatible with outward-oriented
growth strategy. Given the fact that many dictator-
ships are ineffective, the fact that the authoritarian
regime in South Korea has been effective means
that it has been able to foster an open market-led
growth strategy accompanied by disciplined and
effective institutions, high quality leadership, and
competent bureaucracy and effective domestic
policies with less place for political uncertainty.

China: One Party Communist Regime ¢um
Markei-Oriented Growth Sirategy

China’s thriving economic growth, which recorded
6 to @ percent growth rate for the last one and a half

decades, that has been outperforming the rest
of developing countries (White 1996) can only
be atiributed to market-oriented growth strategy
reinforced by political stability generated by
communist type of one party governance struc-
ture. The post-Macist developmental drive to-
wards a freer economy could only have been
undertaken by an authoritarian state providing
a stable political context for the transition to a
relatively open economy. China's relative suc-
cess, however, may not be mainly due to the
authoritarian communist regime that has been
in operation, but due fo the fact that China has
introduced and implemented an open markst
development strategy accompanied by appro-
priate institutional arrangements and domestic
policies that are compatible with the interests of
profit-motivated inbound foreign investors. Since
China’s political system provided a little scope
for destabilizing the growth process arising from
political disturbances, it guided and facilitated
faster economic growth generated by higher
inflow of long term foreign capital. This argu-
ment proves true if one fakes into consideration
the fact that most of the other authoritarian com-
munisi-type regimes that had been success-
fully maintaining political stability have been
unsuccessful in embarking on long lasting
growth process because stable political sys-
tems have not been accompanied by market-
oriented growth strateqy.

Sri Lanka; Westminster Democracy cum Anti-
Market-Oriented Growth Strategy (1956-1965,
1970-1977), Market-Oriented Growth Strategy
{1948-1956, 1965-1970, 1977- To date}

In the little over fifty-year old post-independence
growth experience of Sri Lanka, the salient fea-
tures of processes of political evolution and
economic growth are characterized by utter
contradictions and puzzles. Prominent research-
ers and World Bank chief economist (in 1968)
forecasted that Sri Lanka (Burma and the Philip-
pines among others) has a very bright future
noting that Sri Lankan economy would move
towards the First-World in the 20" century (East-
erly 1995). 1t is worthy of guoting some of the
exiracts from Lee Kwan Yew's book From Third
World to First: the Singapore Story that illus-
trates well the political and economic trajecto-
ries of Sri Lanka since its independence that
evolved from relative prosperity and stability to
economic, social and political disaster. Lee
Kwan Yew (2000) notes that "my first visit to
Sri Lanka was in April 1956 .. . 1. .. was
impressed by the public buildings . . . undam-
aged by the war . . . more resources and better
infrastructure than Singapore . . . Ceylon was
Britain’s model Commonwealth country. After
the war . . . when Ceylon gained indepen-
dence in 1948, it was the classic model of
gradual evelution to independence . . . Alas, it
did not work out. During my visits over the
years; | watched a promising country go to
waste. One-man-one-vote did not solve a ba-
sic-problem . . It is sad that the country whose
ancient name Serendip has given the English
language the word ‘serendipity’ is now the
epitome of conflicts . . . and hopelessness”.

Despite that Sri Lanka was well-placed among
developing economies with & promising future
and with adequate resources to nurture long |
lasting growth process at the time of gaining |
independanca, it gradually evolved info a soci- |
ety with contradictions and development |
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The unique contribution made by Chrys Gunaratne (1935-1989,) a fowering figure in the |
field of contemporary Sri Lanka journalism will be remembered for many years fo come.
The continued publication of Economic Review journal by the Research Depariment of
the People’s Bank, which Dr. Susantha Goonathilaka, pioneered with Chrys Gunaratne
remains a fitting tribute to his everiasiting coniribution made fo economic jourhalism
of the country. Apart from journalism Chrys had an abiding interest in Table Tennis in
Sri Lanka.

This appreciation a fitting tribute to Chrys on his 70% birthday beiefly records the professional achievemeénis
and sterling personal gualities of our deparfed colleague. Asoka de Silva in keeping with his interest in
Jjournalism and academic research had a brief stint at the Research Depariment of the People’s Bank (1976-1978)
before moving into other areas of banking. During this period he along with Chrys Gunaratne and Susantha
Goonatilaka played a vital role in nurturing and popularising of Economic Review in its formative years.

country often comm s
tuuons mcludwg the Wor!d Bank Dur‘_ g

¢ journalism and hls wide exposure 1o the cnntemporary
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Smallholder AgricUlture

' Sector in Sri Lanka Under

Open Economic Policy

Agriculture continues to be the backbone of Sri
Lanka's economy. If constitutes 21% of GDP,
35% of total export eamings and 36% of na-
tional employment (year 2001). In addition, the
agro-processing industry also makes a signifi-
cani impact on the national economy and its
development via its contribution to GDP, gov-
ernment revenue, net foreign exchange eam-
ings, employment generation as well as its for-
ward and backward linkages. Sri Lanka's agri-
culture sector grew at a sluggish 2.5% per
annum in the 1990s. The government is plan-
ning to at least double, the rate of agricultural
growth for this decade. Since very little scope
for growth in the paddy seclor is evident, al-
most the entire growth should derive from the
higher value commercial agricultural commaodi-
ties. Agro industries needto expand capacities
to create a demand- pull and thereby stimulate
agricultural commercialization. :

The international environment for the agricul-
tural sector is changing. It will both open up
new opporiunities and pose new threats to Sri
Lanka’s agricultural sector. Sri Lanka appears
poised to enjoy wider market access in mar-
kets hitherto subject to significant trade protec-
tion, At the same time, greater reliance on glo-
bal markets will expose Sri Lanka’s agricul-
tural sector fo increased competition. The agro-
industrial sector has significant scope for ca-
pacity expansion and domestic employment
creation. However, the private investment re-
quired to finance such growth is also very high
indeed. The govemment should therefore cre-
ate an enabling environment for private sector
to eam a reasonable return oniits investment in
the agricutiural sector. Investment promoticn is
an important strategy in achieving the objec-
tives of increasing agricultural production of both
_primary and value added products while creat-
ing rmaximum employment opporiunities.

Fareign Direct Investment (FDI} expected to
supplement the domestic private investment in
enhancing production capacities, which would
also result in transfer of technology, improve-
ments in managerial skills and gaining access
tointemational markets. There are also oppor-

M.S. Senanayake®

funities for investments in tachnology, infrastruc-
ture such as packaging, storage, iransportation
and certification

However, the existing experience suggesis that
the profitability in the smallholder- farming sector is
low and poverty, unemployment and underem-
ployment have become the critical problems in

of the land operalors cultivated less than 0.8
hectares of land. Though a great majority of
them is operating land as owner farmers, there
is a significant incidence of tenant farming and
various forms of share cropping arrangements.
This Paper attempts to state the impact of
open economic policies and their contribution
fo the smaltholder agriculture seclor in Sri
Lanka,

“Agricultural palicy has been aided by a healthy
environmental policy being adopted by the Min-
istry of Environment and Natural Resources.
Among other activilies, the ministry pursues a
sound policy on managing the country’s
biodiversity and natural resources. The Minis-
iry of Irrigation and Water Management has
been managing and developing major irrigation
systems, and implementing the government
policy of participatory irgation management of
major and medium scheme under its “Wap

the rural cum agrarian sector. This poses prob-
lems for sustainability of this farming system, es-
pecially under free irade policies that encourage
the importation of cheap food products. On the
other hand, smallholder —farming sector has not
been able to reap the oppertunities provided in the
globalization process. It appears that existing agrar-
ian structure and land tenure regimes explainsto &
significant extent the existing impasses in the
smallholding sector to a reasonable extent. Yet,
the agricultural policies in the country seem to
focus mainly on import protection and provision of
subsidies to the sector.

Pervasive impact of on-going commercializaiion
process on smallholder agriculiure production and
marketing necessitate having a closer look of the
existing agrarian struclure and look for opportuni-
ties for improvements. For instance, the 1982
Census of Agriculture being the most recent cen-
sus of agriculfure, it has estimated that over 64%

* Senior Scholar, School of Economics, Huazhong University of Science and Technology, Wuhan, P R China and Research
Associatein Hector Kebbekaduwa Agrarian Research and Training Institute, Sri Lanka

Haula" program. This program aims at facilitat-
Ing and efficient, effective and sustainable joint
management of water resources for improved
water and land productivity with beneficiary
pariicipation. Marketing infrastructure was im-
proved with the action taken to establish Dedi-
cated Economic Centers(DECs) in the main
fruits and vegetable growing areas. These cen-
ters provide a convenient trading floor for farm-
ers to sell there product to the retall and whole-
sale dealers directly and obtain a better price
for their produce.” {Central Bank report 2002)

Open Economic Policies and Smallholder
Agricultural Sector

Since 1970, there have been two distinct re-
gimes of ecanomic policy in Sri Lanka. The
first policy regime, during 1970-1977, was char-
acterized by a heavy emphasis on impart-sub-
stitution industrialization (ISl) under a protec-
tionist framework and profound government
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structure have been implement { Ratnayake,
1993; Report of Presidential Commission on

. Tariff and Trade, 1994) . It is expected to liber-

alized tariff regime furtherand imposes a two-
band tariff regime for all products including prod-
ucts in the smallholder agriculture in Sri Lanka
by the year 2005 in line with the agreement of
World Trade Organization (WTO).

During the period 1994-2001, the tariff rates im-
posed on food crops (i.e. paddy/rice, chillies,
onions, potatoes, green gram, black gram) and
other varieties of food imports, which are not
grown in Sri Lanka, were ranged from10to 35
percent. The 35 percent import tariff rate on the

CIF price was imposed on rice, sugar, pota- -

toes, red onions, B'enions, green gram, black
gram, maize and split lentils. The 20 percent
tariff rate was applied for wheat and the 10
percent tariff rate was claimed for condiments
like coriander, cumin seed, and fennel seed.
However, the United National Front (UNF)
government came to power in end of 2001,
have proposed to increase existing tariff rates
in non-plantation agricufture on imports of rice,
B'onions, chillies and potatoes. In 2002, tariff
on agricultural products remained low except
for a few commodities such s potatoes, chil-
lies onions, green gram and rice. During the
year, however several changes were made to
tariffs on agricultural imports. The surcharge of
40% imposed on the impart duty on rice, paddy,
milk powder, potatoes, red onions, big onions
and chillies was removed to bring down the
costof living. Tariff structures on some of the
food items were also changed to protect the
focal farming community. The import duty of
35% on paddy and-rice was change to a
specific duty of Rs. 7 pre kg. with effect from 21
Jan, 2002 and further reduce to Rs.5per kg.
with effects from 08 Nov. 2002. A specific im-
port duty of Rs. 30 per kg. on chillies, Rs,6 per
kg. on big onions and Rs. 5 per kg. on red
onions was imposed with effects from 23 March
2002. This conversion from ad valorem duty to
specific duty is to provide adequate protection

to domestic small farmers, minimizing price risk
due to seasonal fluctuation of commodity
prices.(Central Bank 2002). This sort of tariff
protection may safeguard the farmers' interestin
the short run but other macroeconomic distartions
and issues in inflation and extemalities may ham-
perthe agricultural development process and lead
to macroeconomic instability in the economy.

Impact of Open Economic Policies

The combined impact of pelicy changes during the
‘first and second waves of liberalization' and the
boost in aid-financed construction activities gener-
ated an acceleration of the economic growth dur-
ing the period 1978-1998. In 1994, the govemn-
ment continued the liberalization process in trade
and exchange rate regimes further and intreduced
more conducive and competitive incentive pack-
ages for foreign direct investment. In line with
these incentive packages, even agricultural sec-
tors were also encouraged for diffusion of improved
technology and horizontal and vertical diversifica-
tion. These measures helped to encourage more
FDIin the expori- oriented product sectors. The
private sector investment in manufacturing, ser-
vices and agriculture sectors has been increased.
As illustrated in Table 3.1 below, after economic
liberalization, most macroeconomic indicatorsin
Sri Lanka were healthy and positive and shown
the right economic fundamentals. It has further
shown that a high rate of economic growth was
achieved.

Palitical Economy of Agricultural Policy

Sri Lanka, from the independence in 1948, and
even before, successive govemments are oper-
atedin the various agricultural policies, strategies
and proegrams for the self sufficiency of food. Al
the governments were given high priority for the
production of food in their economic and political
objectives. Creating of large-scale land settlement
schemes in 1940s and 1950s, and even in
colenials administration, were the prime objective
and operational programs for the production of food.

in addition to that, in 1956, tenancy reform act,
1972 land reforms act, is one of the major insti-
tutional develapment packages for the encour-
agement of food production. Green Revolution
is the other major technology innovations for
theincrease of food production in 1960s, Most
ofthese programs from 1948-1977 periods made
immense result o the increase of food produc-
tion. Atthe same time, the govemment followed
the inward-looking, closed and controlled eco-
nomic policies as in micro and macro level,
Within these frameworks, self-sufficiency of food
was the major policy goal of the govemment as
anation. It is cbvious to note that, the inward
looking, closed and control economic set of
palicies were providing the better environment
for the goal of self-sufficiency of food in country.
In other words, the agricultural policies followed
by the government at the fime, are mutually
reinforced to the production of food.

The government of Sri Lanka introduces a new
set of open economic policies to the economy
in 1977, Based on economic liberalization, a
number of pelicy changes and reforms have
been commencing. The most significant changes
was a shift from inward looking, closed and
control economy, to an outward looking
economy with heavy market orientation. Re-
moval of price controls removal of import re-
strictions, exchange rate reform and are few
characteristic open economic pelicies. How-
ever, these policies originally came from the
“economic liberalization” and “structural adjust-
ment policies” which were introduced by the
Intemational Monitory Fund {IMF) and World
Bank, as external economic forces in Sri Lanka.
Under this policy regime, “self sufficiency of
food" is no more prime objective or policy goals
in development agenda. New regime, encour-
age the foreign investment, export trade and
policies given high priority for the strategies
and programs of industrial development, rather
than agricultural development in the context of
food production.

Table 3.1 :  Macro-Economic Indicators in Sri Lanka {1978-1998)
Main component 1978 | 1983 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998
Rate of GDP growth

(%) # 8.2a 5.0 27 2.3 6.2 4.6 4.3 6.9 5.6 a5 3B 6.3 4.7
Budget deficit * (PR e I el 1.2 990 412 7.3 8.4 | 100 9.6 9.4 i736) 9.2
Inflation (%) 12.1 214 17.0 | 116 215 | 122 1.4 T 8.4 7.7 | 159 9.6 9.4
Current account deficit *| 2.4 9.1 5.6 4.4 3.2 5.4 4.5 3.8 6.5 4.9 4.9 2.6 1.8
Investment * 20005212860 2500 TR 219 | 229 | 243 256 | 27.0 257 | 242 | 244 254
Domestic savings * 147 | 145 12.0 | 122 14.3 | 12.8 | 15.0 16.0 | 15.2 183583173 18.9
Exports * 348 | 224 | 214 22.3 247 | 226 | 254 276 | 274 295 | 29.5 | 3041 336
Per capita GNP{US$) 183 300 375 369 417 | 518 556 588 | 652 710 | 748 804 823
Per capita GNP (PPP)

# (US$) na. | na |2050p | na. na. | na | na. na. | 3160 | 3545 | na. | na. n.a.
Unemployment Rate (%})] 14.8 1.7 | 20.0 n.a. 16.3 | 13.8 | 13.3 13.8 | 12.1 127 | 111 | 10.3 941
* As a percentage share of GDP # Constant prices-1982 a Constant prices
#t PPP=Purchasing power parity p 1987 per capita n.a. Not available

Saurce : Annual Report, Central Bank of Sri Lanka (various issues )
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Emerging Issues in Global Agricultural
Development

Agricutural developmentin the 21% century is
vital to assure the food security for the global
population in the coming decades, However,
recent years have witnessed important changes
inthe financing, management, and institutional
structures inthe process of agricultural devel-
opment in many parts of the world. After the
green revolution, growth in agriculture has
slowed down in most countries and in some
countries, annual spending on mechanisms of
agricultural development has declined. Particu-
larly, expenditure on research and develop-
ment (R&D) is reduced in developing coun-
tries. The private sector is now contributing more
on agricultural R&D while governments are re-
ducing their expenditure on agricultural R&D
{Alston et al., 2001).

Food Secufity and Food Safety

The world's papulation is expected to exceed
8 billion people by 2025 and India will have the
world largest population. Urbanization in the
world aggravates the problems of food short-
ages. The income growth and food needs in
developing countries are expected to more than
double and global food demand could nearly
double (Serageldin, 2001). The challenge to
world agriculture to feed the world population is
enormous. In future, land and water resources
(irrigation) are becoming increasingly scarce.
Future food needs will be fulfilled by production
of biological food or genetically modified (GM)
food rather than naturally produced food by area
expansion, and more irrigated facilities. The
lands used for cultivation of food are fragile in
most countries. Urbanization and land degra-
dation caused problems in area expansion for
cultivation of food crops. Further expansion of
water for irrigation purposes cannot be ex-
panded effectively. The future demand for food
can be met by biological food or GM food. In
this context, In future food safety will be a major
issue rather than the food security.

Poverty Alleviation and Hunger

The Green Revolution-induced technological
change has proved the Malthusian arguments
on food supply and population growth are
wrong. Concurrent increases in agricultural pro-
ductivity also resulted in a sustained decling in
the real prices of food. Despite these achieve-
ments, rising population and unequal participa-
tion in growth have left 1.3 billion people in the
world struggling to survive on less than a dollar
per day. About 800 million of them are hungry,
undernourished or malnourished. More than 500
million children under the age of five are not
receiving the nutrition they need to develop

mentally and physically (Sergeldin, 2001). How-
ever, recent report, completed by Stem et.al (2001),
based on experiences in 24 developing countries,
has shown that early globalizes managed to re-
duce poverty levels by increasing the GDP per
capitagrowih rates and real wage rates. Address-
ing above problems of world hunger and its re-
lated issues requires integrated policies, mecha-
nisms and efforts in agricultural and rural develop-
ment and poverty alleviation throughout the world,
paying special consideration for food deficit and
slow growing countries.

Challenges and Opportunities

The major structural change in the economy in
recent decades has been a reduction in the share
of agriculture and an expansion of the share of
manufacturing and trade in services. However,
agriculture, together with agro-processing activi-
ties and allied services, remains a major sector of
the economy. From a dominant position at the time
of Independence, the direct contribution of agricul-
ture to GDP had fallen to 19.7 percent of GDP by
2000. While the share of agriculture is now only
about a fifth of GDP, its contribution to employ-
ment is much larger, accounting for over 36.3 per-
cent of fotal employment in 1999.

Challenges °

Commercialization opens the door free movements
of factor and products between the nations through
the liberalized economic development process.
While moving along with the globalize growth path,
Sri Lanka has to face some emerging challenges
in the world economy. The WTQ has designed the
rules of the game for liberalization of world trade.
Considering the future likely challenges in the glo-
balization process, the following some emerging
challenges in relation to the Sri Lankan agriculture
are identified.

+ [ntegration to the World Economy

Integration into the world economy will be a major
challenge for the agricultural sector in Sri Lanka
with the existing structural and institutional mecha-
nisms, product coverage, R&D investment, role
of the sate and integration mechanisms followed
within agriculture in Sri Lanka. The main thrust
area of agriculiural development process has been
identified as to maintain food security. However,
the commercialization encouraged to produce
mainly tradable to earn maore foreign exchange
within the agriculture and agro-based products
environment. Particularly formulating and imple-
menting strategies to integrate into niche, larger
and global markets. Commercialization may cre-
ate domestic demand for niche products, which
can be channeled through the existing supermar-
ket chains, hotel industry and airline catering ser-
vices in the country. In addition, commercializa-

tion encourages regional trading blocks to inte-
grate within the specified region through harmo-
nizing trade with the trade creation strategy. In
future, Sri Lanka should make initiatives tojoin
with Asia Pacific Economic Cooperation
{APEC) and ASEAN, rather than confining to
SARRC and South Asian countries only. How-
ever, it will be a challenge with existing barri-
ers in structures and the facilitating process of
export promotion in agriculture, Integration to
the world economy should be based on com-
petitive advantage. The competitive advantage
of the productis based on low cost combination
of product in agriculiure and value-added prod-
ucts based on world consumerism, catering to
the changing consumer preferences in the world
economy.

= |mproving the Climate for Agro
Enterprises through Market Integration

Commercialization creates opportunities to in-
tegrate distance markets to open up investment
opportunities for domestic investors. The con-
ventional supply driven R&D and extension
should be reformed and identified the role of the
sltale as a facilitator to assist to create demand
driven R&D mechanisms in agriculture. De-
mand driven R&D should based on the needs
ofthe target group. Initiating demand driven prod-
uct development, getting and developrnent of
new technologies, and improving post-harvest
technologies are the major areas to be con-
cerned. Cormmercialization opens the door for
new technologies to develop agro-based prod-
ucts. Existing R&D system is biased towards
farmers and no serious initiatives have been
taken to popularized agro based products. The
state should take the lead as a facilitator to in-
vest in human resource development on agro
based product development, marketing, busi-
ness managemeant etc. identifying products,
which can gain competitive advantage. Fur-
ther, itis necessary to disseminate information
on product development and demand to world
economy fo create world demand, transferring
agricultural technology to the client, get the ser-
vices fo private sector through state- private
partnership to integrate domestic agro based
products fo the world economy. This would be
amajor challenge for the Sri Lankan agriculture
lo integrate into the world economy. For this
purpose, we may need to reform the institu-
tional mechanism to encourage to build pariner-
ship with world food giants through joint ven-
tures, parinerships and management pariner-
ships. [t will be a paradigm shiftin a right direc-
tion to attract foreign capital and technology to
gain globalization benefits for Sri Lanka.

= Investment in People and Technology

Consumerism will be the major thrust area in
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Woman & Economy

ROLE OF WOMEN IN
" SPICE CULTIVATION

In Sri Lanka, women play an imporiant
role in agriculture and in rural develop-
ment. Their productive involvement has
created beneficial impacis in uplifting the
status of the household. But, unlike in
other sectors, the involvement of women
in agriculture is mostly unaccounted and
unpaid. Simiiarly, research is less focused
in addressing the role of women in agri-
culture. Therefore, this siudy was under-
taken primarily to examine the role of
women in spice cultivation. Relevant data
were gathered from a sample of spice grow-
ers from Kandy district. Results reveal
that there is a significant gender division
of work related to spice cultivation in Sri
Lanka. More female participation was seen
among the activities that could be done
along with the household work. Female
involvement in marketing is minimai and
hence their contribution to the total in-
come is at a lower leve! than the husband’s
contribution. In general, female work in
spice cultivation is part time and is espe-
cially not accounted and is unpaid. Hence,
any impact on the spice industry of Sri
Lanka will have very

volved in tea plucking, rubber tapping and pro-
cessing of coir fiber. Generally, women involved

“work” as that which remunerates at the market),
Therefore, the official stafistics may underestimate
the invelvement of women in agriculture.

Women's participation in the labour force in Sri
Lanka was historically confined to traditional sec-

tors of the economy such as agriculture. Farming

in a smallholder context was the mainstream of
livelihood during ancient times. However, this frend

changed along with the introduction of planta-

tions where women had specific jobs to per-  Eigure 1 - Percentage of Agricultural
form. Women started to perform work for wages.

Dr. Anoma Ariyawardana
: &
Dr. Jeevika Weerahewa

Department of Agricultural Economics
Faculty of Agriculture, University of Peradeniya.

In addition to the household work of a woman
as awife and & mother, she also is involved in
anumber different farming activities. As shown
by the Intemational Fund for Agriculture, women
are generally involved in ploughing, planting,
caring of livestock, harvesting, weeding, pro-
cessing and storing crops. Figure 1 shows
the level of invelvement of women in different
agricultural activities. However, many argue

Activities Performed by Women

Even at present a majority of women are in-

in the plantation sector of Sri Lanka are paid |
and are included in official statistics. Though |
unaccounted, a great majority of rural, non- |
plantation women are involved in other agricul-
tural activities like paddy, other field crops and
spice cultivation as well. :

I | Diomsatis Work
[ - - - ] Storing Cropa
I : ] Wsding
[ | Harveating

; : Coring for :
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o e
—
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Women in Agriculture

In developing countries, a major portion of women
inthe labour force is engaged in agricultural activi-

Source: Dulayapach, 2002

that in the developing Asian countries, women
are now involved in various agriculture related
work because men have moved away from

marginal effects on
the women in spice
cultivation.

pmm—

In most of the develop-
ing countries, women
play an important role in
agriculture andin rural de-
velopment. However,
the wormen's contribution
to agriculture and other
sectors in the economy
remain concealed and
* unaccounted. A report
prepared by the Asian

-, agriculture to industry or to the services sector
| leaving women to be on the farms (Stephens,
2002; Sharma, 2002). This feminisation of farm-

2 | ing has created a greater burden on women

and has resuited in lower productivity. Itis also
considered to have gone hand in hand with
feminisation of rural poverty.

Researches that have incorporated gender dis-
aggregated data are scant, However, many
researchers have re-examined the existing data
and have raised the following gender concems
| in agriculture (Stephens, 2002).

1, Mostfarmers in the world are women,

Productivity
Organisation (1995) has
shown that generally women were in fact dis-
criminated against by sterectypes, which re-
strict them to a reproductive role, and denied
access to resources which could eventually
enhance their social and economic contribution
to society. Women's productive involvement in
farming has created beneficial impacts in im-
proving the nuiritional status of the household
and in alleviating poverty. Women's work is
mostly unpaid, hence, the work done by women
are generally notincluded in the official statis-
ties (International Labour Organisation definas

~| 2. Small scale and subsistence farmers feed

ties while in industrialised countries a
smaller portion of women is engagedin

Table 1 - Percentage Distribution of

Labour Force of Women in Agriculture

agricultural activities and their share is de-
clining over time in both country catego-

ries {Dulayapach, 2002). According to the
FAQSTAT data given in Dulayapach
(2002}, more than 50 per cent of the female
labour in Asian and African developing
countries are in agriculture related work
(Table 1). However, it is apparent that
along with development, the role of women

World/Region - 1990 | 1997
World 52 49
Developed countries 9 7
Developing countries 68 63
African developing countries 76 74

Asian developing countries 72 67

Latin American countries 13 1

Oceanic developing countries | 44 45

Low income countries - 76 77

in agriculture declines.

Source: FAQSTAT
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Table 5 Gender Division of Activities
Involvement as a Percentage of the Total
Activity Husband | Wife
Nursery management 14.2 5.8
Land preparation 40.8 8.3
Pruning/training 55.8 34.2
Weeding 51.7 65.0
Mulehing 9.2 30.0
Fertilisation 53.3 30.8
Shade control 50.8 12.5
Picking 62.5 42.5
Drying 235 82.5
Processing 42 39.2
Wholesaling 78.3 e
| Retailing i 183 3.2 |

wholesaling, picking, pruning/training and weed-
ing. Females have a minimal role in nursery
management, land preparation and shade con-

trol and males have a minimal role in the activi--

ties like processing, mulching and nursery man-
agement. Many households use the planting
material received from the Department of Ex-

spend 2 hrs and wife spend 1.8 hrs per day on
average on activities related to the spice industry.
Even though females were more occupied in dry-
ing, they have done it while they were doing the
household work and hence they were not fully
aware of the time allocated in drying. The daily
time allocation clearly shows that females are
undertaking a bulk of the household work and in
addition they are also involved in activities related
to the spice industry (Figure 2).

During the peak season, both parties are more
involved in the activities related to the spice indus-

" try. On average, husband and wife spend 5 hrs

and 4 hrs per day respectively on aclivities re-
lated to the spice indusiry. The additional contribu-
tion of time by both groups on spice cultivation
during the peak season has been mainly obtained
by cutting down their leisure and the amount of
household work (Figure 3). Further, only 7 per
centof the females and 21

Figure 2 Time Allocation during the Off Season

Husband
18

[ Hous ehold activities
[ Work - § pices
B work - Agriculture other than spices

Work - Non agriculture :
eisure

per cent of the males re-
vealed that they do outside
work related to the spice in-
dustry during the peak sea-
son for payment,

Wife

Contribution to Income
gt The study revealed that on
average, spices contribute
27 per centto the total family

income per year where

Figure 3 Time Allocation during the Peak Season

Husband

[ Hous shold aclivities
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pepper and cloves were
the main contributors to
the income. This finding
is consistent with the
findings of the Depart-
ment of Export Agricul-
ture where they found
out that pepper and
clove contribute 29 per
centand 21 per cent per
year respectively fo the
total family income

Wife

port Agriculture and hence they indicated that
they have a minimal involvement in nursery
management, Further, many indicated that hard
work like land preparation is done with the as-
sistance of paid daily workers and their involve-
mentis minimal. However, in terms of dispos-
ing the final product it is evident that husbands
dominate bulk selling activities and wives are
allowed to sell spices in small volumes.

Pattern of time allocation

Analysis of the daily division of tasks and re-
sponsibilities by husband and wife revealed
that time allocation for the activities related to
spice industry is very low, where husband

(Herath, 2001). The av-
erage annual contribu-
tion of spices to the fotal annual income amounted
to be Hs.19,432, of which the husband's contribu-
tion amounted to be Rs. 16,735 or 86 per cent.
This is significantly greater than the wife's contri-
bution of Rs. 2,697.50.

Farty_six per cent of the households have re-
vealed that theirincome has increased during the
peak season. On average, total family income
has changed by Rs. 10, 127 and wife’s contribu-
tion to this total change was only 19 per cent. This
could be due primarily fo the female’s lower level
of invalvement in selling activities. As pointed out
in Table 5, 78.3 per cent of the hushands were
involved in selling the output at the wholesale level,
whereas the wives role was only 21.7 per cent.

Woman & Economy

Almost all the respondents indicated that they
are not fully involved in the spice industry even
though they have obtained subsidies. There-
fore, itis clearly evident that spices are grown
as a subsistence crop and the emphasis given
is very low.

Conclusion

This study shows that there is a significant gen-
der division of work related to spice cultivation
in SriLanka. Even though there is greater in-
volvement of women in spice cultivation, more
female participation was seen among the ac-
fivities that could be done along with the house-
hold work. Females are doing a lesser amount
of work for payment. Similarly, their involve-
ment in marketing is minimal and hence contri-
bution to the fotalincome is at a lower level than
the husband's contribution. In general, it could
be stated that female work in spice cultivation
is part time and is especially not accounted and
is unpaid. Hence, any impact on the spice
industry of Sri Lanka will have very marginal
effects on the women in the spice cultivation.
But any expansion in export markets will have
a direct positive impact on the income of spice
growers as they derive 27 per cent of the total
family income from spices.
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the end of that period. BO method is also very
similar io the BOT, but there is no transferring.
During the specified period (concession pe-
riod) the investor is allowed to collect revenue
directly fram the users or indirectly through an
intermediary. :

In most cases, the privatization process fol-
lows sequential steps, especially in the
privatization of flagships which are of national
importance. The first step is the commercial-
ization which transforms a government depart-
ment into a self-accounting entity. At this stage,
user charges are introduced and commercial
accounting and performance practices are
adopted. The second stage of corporatization,
where the self-accounting entity will become a

state-owned corporation. At this stage, the pro-

cess of change in the legal status of an entity
from a statutory body to a company govemed
by the Companies Act has occurred. Assets
are owned by a company owned by the Gov-
ernment, but operating on commercial lines.
The third stage or divestiture involves the trans-
fer of ownership of the corporation from the public
to the private sector. This transfer can be done
either by way of public flotation or privaie sale.

Method of Prioritization

The Malaysian Government is keen about
prioritization of projects in the process of
privatization. The Master Plan stresses that at
least one flagship should be privatized each
year. The plan includes a Privatization Grid
which explains the eriteria to be adopted in
selecting priority projects. Desirability and fea-
sibility are the major determinants that rank pri-
ority. When considering desirability, the New
Economic Policy and sector analysis are faken
asthe basis. Inthe case of feasibility attrac-
tiveness fo the private sector and ease of
privatization are taken into account. Based on
these criteria, the Privatization Grid accords
priorities in the following manner.

Desirability Feasibility Priority Action

High High  ‘Immediate Privatization
High Low  Restructuring

Low High  Back-burner

Low Low  Future Consideration

Inan overall sense, the Master Plan has iden-
fified the following areas for possible privatization:

i  Telecommunication.
{iy  Airports.
(i)  Transportation.

{iv) Roads.

{v)  Seapors.

{vi) Water Supply

{vil) Sewerage.

{ Postal Services.

(ix)  Other Services. (e.g. Education)

Salient Features of the Privatization Strategy

It has been accepted by many that the privatization

process in Malaysia has been unigue, effective
and successiul in temms of its planning, implemen-
tation and monitoring. This is mainly because, the
privatization process is based on the principle of
centralized planning and decentralized implemen-
tation. The political leadership, planning mecha-
nism and administrative set-up work towards a
common objective of successful privatization
programmes as a means of achieving the set
growth objective.

The unique and salient features of the Malaysian
privatization programme could be set out as follows :

U

()

(i)

Better planning of privatization programmes in
line with the objectives of the New Economic
Palicy and National Development Plan. In
this regard the Economic Planning Unit (EPC)
of the Prime Minister's Department plays a
crucial role. All project proposals submitted
by the government entities and private sector,
are carefully evaluated by the EPC to see
their viability. In this process value addition,
employment and technology are given much
attention.

Action Plan dovetailed with the Master Plan.
The ActionPlan has categerized potential can-
didate projects in terms of priority based on
the criteria of desirability and feasibility. This
provides a time-bound and systematic imple-
mentation framework in consonance with the
macro economic policies and development
strategy. Thisis a two-yearrolling plan which
is reviewed at the end of the year, detailing
the entities to be privatized and those to be
prepared for privatization.

Effective regulatory framewark introduced by
the government. Privatization calls for eco-
nomic reforms particularly by way of deregu-
|ation and lifting of barriers to entry in arderto
allow market forces to dictate economic ac-
tivities and thereby improve efficiency. How-
ever, as this can lead to a monopalistic situa-
tion which can impact adversely on consumer
interests, the government has taken every
possible measure to control environment, giv-
ing due attention to price, quality and delivery
of service. Inthe case of public goods, regu-
latory measures are adopted in a rigorous
manner.

(iv} Increasing Bumiputra participation in the cor-

porate sector. The Master Plan spells outthat in
respect of ownership of wealth, the privatization
policy forms an integral part of the Govern-
ment strategy in realizing active participation
by Bumiputra in the corporate sector since the
policy encompasses also the transfer of Gov-
emment trust companies to the Bumiputra. In

addttion, the privatization programme s used
as a vehicle tocorrect the imbalances in the
corporate sector by providing Bumiputra
wider opportunities to participate in the
privatization of non-trust agencies.

(v

Changes in the Law. The Government
has amended a number of laws which
were considerad as impediments to a rapid
privatization process. These amendments
were in respect of both the laws which had
general applicability like the Constitution
and the Pensions Act and related to these
of specific subject areas like Telecommuni-
cation and Electricity. The Government
foresees that many other laws stil need to
be amended for the same purpose.

(vi) Capital market intervention

Astrong capital market, particularly a broad-
ened stock marketis a must in implement-
ing an effective privatization programme.
Giving due consideration on this factor, the
Govemment has introduced some reforms
to ensure an attractive stock market (Kuala
Lumpur Stock Exchange) which will lead
to the mobilization of equity capital by way
of portfolic investments. This is very im-

- portantin the face of competition in attract-
ing direct investments from China.

(vil) Ensuring un-interrupted funding

The privatization process involves several
types of expenditure such as the cost of
conducting feasibility studies, restructuring
of potential candidates and compensation
foremployees under a Voluntary Retirement
Scheme. Toface these financial requirements,
the Government has set up a Privatization
Fundtoensure that the Government has a
more efficient alternative to financing man-
agement. This Fund is expected to be self-
financing with part of the privatization pro-
ceeds being used tofund it.

(viil) Effective monitoring mechanism
- An effective menitering system has been
established to ensure that privatized entities
comply with their contractual obligations
under the concession agreements. When
privatized entities violate the provisions of
agreements, stem actions like termination
of the agreements are faken against them.

Control over foreign participation

Inthe privatization process, every possible mea-

sure is taken by the Govemmentin order to en-

sure that the bulk of investment opportunities is

made available fo local investors. Foreign partici-

pation is promoted only in the following cases-

(i} Wheretherelis a special need for exper-
tise to upgrade efficiency.
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Electronic Commerce & Marketing Management

Worldwide Web (www) Based Marketing
in an Era of Information Technologies

Globalization is a startling polemical phenom-
enon that brings nations into “one global vil-
lage” with “one borderless economy”. It is
stress the comparative advantage theory in
economics, and “business world" in referring
to the field of “marketing management” is as
follows:

“...Integration of business activities across
geographical and erganizational boundaries”
{Ray Rely: 2001).

“The capacity to treat the world as one mar-
ket, while...dealing with many culturally di-
verse merchants” (Novel Tichy: 1999).

“.... The process by which mar-
kets expand to include competi-
tors for customers and productive
inputs without regard to national
boundaries” (Paul Danos: 2000).

.. Doing business with a world
wide focus. . .rather than doing busi-
ness in and international mar-
ket with the focus from & home -
country view point® (Lawrason §
Thomas 20001).

Owing to the globalization and ac-

tronic Commeree 2000). Therefore, E —commerce
isalmost an absolute necessity in the process of
marketing management in an era of digital
economy. This electronic medium offers many pos-
sibilities and has many advantages. It reduces
operational costs; and increase the efficiency due
toincreased precision and speed. Further, it offers
access to local, national or international markets,
and allows personalized products and services to
be offered. E — commerce also allows specialized
marketing due to the many databases available.

At present, a transition takes place in the world
from traditional industrial society to the digital
ecenomy. Knowledge innovations become an

TA. Dharmaratne

School of Economics
Huazhong University of Science and Technology, China
S et e s A R 0 e G e

‘would be changed profoundly. Itis a difficult

and bitter process, which will make enterprise’s
continual change. Although, the ultimate devel-
opment direction of network economy is differ-
ent from industrial enterprise and commercial
enterprise, it will be beneficial to both enter-
prises’ acquisition of permit fo digital economy
and prosperity of digital economy if enterprise
management can be adjusted properly to digital
economy. Digital economy is playing a more
and more important role in the development of
world business and economy.

As aresult, marketing man-
-agers and business manag-
ers of the 21st century are
experiencing brand-new
world. Therefore, new mar-
keting management theories,
concepts and techniques
have to play a greater role
in marketing management in
the business world. Based
onthesetheoretical and em-
pirical backgrounds, this pa-
per has following few major
objectives.

cessibility of information, new
ecanomy has become a worldwide stream,
which has the characteristics of information and
digital technologles. Therefore, there are sev-
eral names for it; "Knowledge Economy, New
Economy, Digital Economy, Virtual Economy,
Network Economy and Information Economy”.
Whatever the name, we know that it's princi-
pally originated from information and digital tech-
nologies and network. Digital economy, as the
abstracts of whole economic activities acting to
electronic network, shows its outstanding fore-
ground and longing degree. Internet makes
exceptional revolution on enterprises and mar-
keting motion. Advanced information and net-
work technique are adopted not only in produc-
tion and marketing management, but also out-
side of enterprises, as E-business. Therefore,
E — business or electronic commerce is the
most important innovations in digital economy.
Electronic commerce defined as “the use of
electronic transmission medium {telecom-
munications}) to engage in the exchange,
including buying and selling of products
and services requiring transformation, ei-
ther physically or digitally, from location
to location” (Greenstein and Fein man, Elec-

essential part of it. With development of high-
speedinformation network, economic and social
activities of people, such as production, market-
ing, circulation, scientific research, education, medi-
cal treatment, and recreation should turn to use
electronic networks more and more and this pro-
cess will be further extended. Digital economy is
aneweconomy from on the precondition of each
aspecl's assorts and support of society. Espe-
clally enterprises are suffering bigger convulsion.
Itis well proved that not all of the enterprises be
able to existent in digital economy envircnment.
Digital economy will force

4 To identify and analyzes the impact of elec-
tronic commerce on marketing management, in
connection to the extended of market mix model
with six Ps: People, Product, Place, Price,
Promotion, and Pariners.

¢ To review and examine the relationship of E
- commerce and market mix {six Ps) in the
Customer - Oriented Value Chain.

+ To investigation and evaluation the Effects of
E-commerce Shopping in concerning to the
consumers advantages and disadvantages.

Figure 1: Types of Business Relationships

enterprises to work out the

veranda of mC‘fUStrlal [ map- lnterCumpanyBusmws
economy and stride over i | B s st
the doorsill of digital

econoniy fo become anel-

ement of digital economy.
Within the framework of
digital economy, the “mar-
keting theories, Marketing
Conception, Marketing
Method, Marketing tech-
nigues and Marketing
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cash, has revolutionized banking and changed
the competitive environment. The introduction
of EFT (Electronic Funds Transfer) and debit
cards brings banking directly into stores. Since
banking essentially involves the transfer of in-
formation, transactions and information ex-
change can be handled effectively by elec-
tronic means, resulting in a decreasing need for
physical bank branches. Some newer “cyber
banks” have been lormed to operate entirely
over the Web. Having no physical branches,
they do not have this perception of security and
stability, but they threaten the supremacy of
traditional banks. As examples, ING Direct and
Van City Direct operate nationwide as virtual
banks, where they are able to pass to custom-
ers the savings they realize from a lack of
physical presence, inthe form of higher interest
on savings, and lower service charges.

Theinsurance industry is also embracing e-com-
merce as a means of enhancing product offer-
ings. Forinstance, many dental offices and phar-
macies electronically file patient claims to group
benefit plans through (Electronic Data Inter-
change) EDI, resulting in fewer erors as well as
more rapid payments. In the investment business,
Web sites maintained by brokerages such as TD
Water-house for example, provide individual in-
vestors with access o stock, bond,

transition from physical space (e.g. depariment
stores), to cyberspace (e.g. electronic shopping
malls). These are summarized in Table 2. Al-
though electronic shopping malls allow customers
to shop at home, physical products still need to be
delivered. This nomally requires oulsourced ser-
vices such as courier or parcel delivery, adding
extra costs for shipping and handling. The quality
of logistics services has improved due to e-com-
merce lechnologies, af least partially due to the
increased competitiveness of this environment.
Shipping intermediaries such as Federal Express
have improved service while reduging costs, by
using Web sites to allow customers to arrange
package pickup, track delivery status, and order
merchandise on-line.

The cost of delivering products to the customer
can range as high as 20 percent of the consumer
dollar in physical transportation of goods alone.
New intermediaries have been formed to help
companies cut costs through electronic means,
including companies such as i2 Technologies,
which produces supply chain management soft-
ware and system solutions. These can help to
improve the speed at which orders are processed,
thus improving a company’s competitive posmon
and reducing inventories.

The Web provides an opportunity for new forms
of information products, but one of its most im-
portant contributions is the delivery of informa-
tion products. For example, many media
sources (television, radio, newspapers, maga-
zines) operate Web sites that deliver news and
other information in a variety of formats (video,
audio, text, graphics), at little cost to the pro-
ducers since they simply mimic the form being

delivered through the primary media. Many of

these products are free onthe Web but, of course,
they are accompanied by advertising directed
to the population sector likely to be viewing
them. Others require payment by subscription.

At least 50 percent of packaged computer soft-
ware s sold through the Web, an ideal distribu-
tion channel for this product. Software can be
advertised through a Web site at low cost and
detailed technical information can be made avail-
able for potential custorners, who are often able
to download evaluation copies. Software pur-
chases on the Web ignore intemational bound-
aries, and require no movement of physical
goods since the soffware, documentation, sup-
port services, and payments are all on-line.

Distribution channels have been modemized
for physical and information products, and for
services, but in varying de-

grees. The main change in

physical product distribution
has been in cost reduction
and service improverent, but

financial, information, and
travel services are now be-

and mufual fund trading. Table 1: The Six Ps Model and its Main Effects
<+ THE THIRD IS PLACE Mar'keting Mix Effects of E-commerce
Component
Place referstothe distribution of prod-
it Biyeek People * Restrict, extend, and redefine prospective customers
[T G ‘?C'F‘d'”g‘”b"””d * Demographic identification of market niches
and c.Jutbound logistics, and ware- * Enrich information gathering to identify customer preferences
housing. E-commerce has caused and buying behavour
a shift from physical space to * Encourage higher expectation of wider selection, lower
cyberspace for distribution of prod- prices, better service ‘ e
ucts such as information and soft- * Change perceptions and trust of virtual physical institutions
ware; énd |I‘has greallyfgr:lllltated Product * Enrich information content of existing products or services
Fhe outsourcing and coorf.:lmlailon‘of . * Enable new forms of information products and services
 inboundand outbound logistics. His- * Enable mass customization of products and services

torically, the main development in * Increased attention to copyright protection issues
e-commerce was the application of : ; ;
EDI (Electronic Data Interchange). Place * Movement from physical space to virtual cyberspace
F le. bar-coding facilities * On-line delivery of information goods and services

vl gy * Support outsourcing coordination of in-and outbound Logistics
atthe cash registers of many stores * Promote globalization of the marketplace
automatically update inventory lev-
els. Ordering, shipping, and subse- | Price * New forms of pricing and payment methods ¢
guent invoicing can also be sup- * Development of more efficient markets, more compstitive
ported electronically. EDI stream- ; ;g%?nsw Sk SRS
lines distribution by speeding up pro- ’
cesses and minimizing emors. Us- | promotion | * Enable new options for push and pul technologies.
ing Electronic Data Interchange, cost * Encourage facilitate customer initiated information search
savings result from reduced inven- * Aftract customer attention with free information services
tories and paperwork, and service * Extensive and failored product and service information
levelsimprove * Development of virtual communities

; * Flexible promotion strategies easily implemented

Withelectron_iccommerce,itis POS- | partners * Eliminate or adapt existing intermediaries
sible to shop in cyberspace through * Digital intermediaries: web search-engines, directories,
access to electronic shopping Auctions
malls, internet banking, ete. There * Coordinate partners via virtual links
are several issues that relate to the * Search engines, directories, support customer shopping

ing linked more directly from
producer to customer. Major
changes have occurred inthe
distribution of information prod-
ucts, often in new forms, and
carried out entirely as virtual
transactions. The distribution
network now covers the glo-
bal market rather than & local
or national market, and sup-
plying products or services
tothis global market is causing

- profound changes tothe mar-

keting focus of many firms,

<  THE FOURTH IS
PRICING

E-commerce has made pric-
ing more competitive due to
the wide access to informa-
tion afforded by related me-
dia, and it has also enabled
new forms of pricing. There
are three common pricing
strategies, based on cost,
value, or competition. Cost-
hased pricing simply applies
a markup on the unit cost of
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