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. KeyStatistics on the Computer lif

i Households having Computers

Computer Litcracy *! 9.7% .
o c-mail facilities  0.9%
Awarencss on Computers & their applications™! 18.2% | Houscholds having
internet facilities  0.7%
No computers but strongly feeling the need 30.1% :
—— T3 * 1 (percentage of household population in the age group
National s of years 5. 69)
Urban 10.5

| Source: Department of Census & Statistics - Sri Lanka
indation.
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- Diary of Events

July 2001

The Department of Census and Statistics
conducted a Census of Population and Housing
on 17* July after alapse of 20 years. The 2001
Census covered only 18 out of 25 districts due
to the security situation in the North and East.

August

Following an attack on the Katunaike Airforce
base and the International Airport on 24" July,
| landing charges were waived for all foreign
alrcrafts that bring more than 200 passengers to
the country. This was to remain in force untii
317 December 2001, The estimated revenue
loss was around Rs. 20 million a month. In the
immediate aftermath of the attack a number of

airlines elther suspended or curtailed operations -

to Colombo.
Qctober

The Gentral Bank of Sri Lanka reduced the
overnight Reverse Repuichase Rate from 15.00
percentto 14.00 percent and Repurchase Rate
from 13.00 percentto 12.00 percent effective
from 17" October.

G.T.L Gilobal Park, the first and largest logistics
centrein South Asla, was openad in Seeduwa
on 18" October. The B.O.1 approved U.S, $.9
millior joint venture will house 365,000 square
feet of warehousing space in a 13 acre site.

November

Asian Development bank (ADB) approved a
loan of DR 19.3 million (US § 25 million) for
the Southern Province Rural Economic
Advancement project. (REAP)

The Ministry of Education and Higher Education
faunched a national Policy to introduce
Information Technology to the school
curricutum. :

December

The part tariff rates for all imports and exports,
including essential goods, were reduced with
effect from 1% December. Under the revised
rates, tariff on flour and fertilizer were reduced
from U.5. $51.75 pertonto U.S. $.38 perton
and far textiles from U.S. § 145.50 per ton to
U.S. §80 per ton.

——

The Government of Sri Lanka and Japan signed
an agreement to provide for a grant of 481 miilion
Yen (approximately Rs.356 million} for the
improvement of the Nuwara Eliya Water Supply
System.

The Government of India agreed to provide Sri
Lanka with 300,000 metric tons of wheat over a
twelve month period in terms of an agreement
reached between the two countries at the
conclusion of the Sri Lankan Prime Minister's three
day official visit to India.

January; 2002

As a part of the new Government's 100 day
pragramme the state sector banks agreed to
Suspend Parate Executions for a period of six
months inrespect of loans taken by micro industries
and individuals,

February

The Government's remaining 19 percent stake in
Talawakelle and Malwatte Plantation Comparies
was sold at the trading floor of the C.S.E fetching
Rs.111.7 miion,

The Government stipuiated a guaranteed price of
Rs,13.50 per kilo of paddy,

Sri Lankan Airlines agreed to grant & concession
of 20 to 30 percent on airfares to Middle East job
seekers, effective from 19 February.

The government withdrew the National Security
Levy on wheat, wheat flour and bread effactive
from 22" February.

The Jaffna-Kandy Road (A2 Road) was reopened
up to Killinochchi.

March

The Central Bark increased the fimit on the daily
net open position {n.o.p) of commercial banks from
10 percent of Capital Reserves to 15 percent. The
fimit on the duration of foreign exchange forward
comracts was extended to one year to improve
the flexibility and stability in the foreign exchange
markat,

MTN network, the second largest telecom operator
in the country whose holding company is Teleker,
Malayasia, received an eight yaar syndicated loan
of US$ 21 million, and the underwriters were

e

Citibank N.A. Commercial Bank of Ceylon,
N.D,B . N.S.B, and the DFC.C.
The UNF Government's maiden budget was

presented by the Finance Minister on 231 |

March in Parfiament. The budget also proposed
toreplace the Goods and Services Tax (G.S.T)
and National Security Levy (N.S.L.) with a
value Added Tax (V. A.T.).

An agreement was signed between the
Governments of Japan and Sti Lanka, providing
Japanese Yen 506,000,000 (approximately

- Rs.359 million) to purchase laboratory and

engineering equipment for the Universify of
WMoratuwa, and a further Yen 3.5 million under
the Japanese Government Debt Relist Grant
Fund. ;

The Cabinet endorsed the continuation of the
Upper Kotmale Hydro power project supported
by the Japan Bank of International Cooperation.
The project, which is expected o be completed
in 2008, will generate 120 M.W.

April

The Ceylon Electricity Board (C.E.B.)
announced an increase of 35% in efeciricity
tarifts, effective 1% April.

The stamp Duty was removed on 30" April,

The first ever Sri Lankan manufactured car
named “Micro™ was faunched. The car is
aerodynamically designed with seating capacity
for five, and dual facility for gasoline and
L.P.Gas. ' :

The Central Bank of Sri Lanka delegated the
funetion of clearing of cheques to Lanka Clear
Ltd, Which is a limited liability company.

May -

The power cut was totally removed effactive
15" May, following heavy rainfalls in catchment
areas, which increased generation capability.

At the C.S.E, the all Share Price Index

{AS.Fl)recorded its highest Jevel in four years-

685.1 points on 29" May, while the Milanka
Price Index (M.P.1) rose to 1196.3 points-the
highest point since its inception,

x :
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An Analysis of Trends in Key
Macroeconomic Aggregates

In Post Independent Sri Lanka’

Ananda Silva,

Deputy Director,

foney and Banking Division, -
Ceniral Bank of Sri Lanka.

Introduction

During the past few decades, there has been a
significant change In the structure of the sconomy,
particularly after the adoption of the more market
oriented and outward looking development
strategyin 1977. The country's dependence on
the agricultural sector has gradually declined
and the manufacturing and services sectors
have emerged as the key driving sectors of the
economy, which have provided increasingly
more growth and employment opportunities over
the years. Both foreigr: trade policy as welf as
external trade have undergone significani
changes. The financial sector, which has
expanded significantly, has facilitated the
changing structures in many sectors. New
areas such as tourism and worker remitiances
have emerged as important foreign exchange
earners to the sconomy. Private sector
participation in econormic activity has expanded
into many areas of the economy including areas
ilke infrastructure, education, and heaith which
were earlier dominaled by the government,
enhancing the growth prospacts.

Respanding to these changes, real GDP was
growing by about 4-5 per cent curing the iast
two decades despite the civil conflict. As
successive governments have continuad their
efforts in providing free education and health
services, and food subsidies, Sri Lanka is now
on par or ahead of many middle-income
countries in terms of many hurmian development
indicators. With the increase in domestic
manufacturing andimports, the range of goods
available to consumers significantly expanded.
In addition, the expansion of the services seclor,
supported mainty by the reforms in the banking,
telecommunication and electricity sub-sectors
contributed to expand the quality of life,

Economic policy since 1977 has been broadly
focused on maintaining an open economy and
allowing greater private sector participation in
economic activity. The major policy targets of
successive governments were to achieve a
higher rate of suitainable growth with greater
provincial participation, low and stable inflation,
low unempioyment and more equitable

“The views axpmésen in the paps: are thesa of the authar and do
not necessary rapoett those of the Cenlral Bani of S6 Lanka.

distribution of income. However, largely as a
result of the long-drawn civil confiict, and some
policy slippages, developments as reflected in a
number of mearoeconomic aggregates indicate the
necessity of re-ordering some of our priorities to
achieve these objectives. Although the overall
outputhas grown by about 4-5 per centduring the
last few decades, this growth has been skewed
with the benefits of economic growth aceruing

“mainly to a few districts showing that there is

sepos for higher growth if other disiricts also make
equal conribution. The unemployment rate continues
to remain high but there is a skill gap in the labour
market. The incidence of poverty is another
problem with at least one guarler of the country’s
popuiation fiving below tha poverty ling, ‘Budget
deficils have been persistently high in most years,
increasing the future debt burden, reducing
resources available for, economic activity
undertaken by the private sector and increasing
the pressure on interest rates. Retlecting the impact
of supply bottlenecks, supply shocks and
aggregate demand pressures, inflation continues
to be high and volatile. The continuous deficit in
the trade account which was not fully offset by the
eamings in the services account, together with
lowerinflows to the government resufted in a deficit
inthe overall balance of payments during some
years. The overall deficitin the BOP and higher
domestic inflation as compared to trading pariners
resulted in the exchange rate confinuing to
depreciate vis-a-vis major infernational currencies.

In addition to these macroecenomic imbalances,
developments in the international economy
necessitate the re-orienting and accelerating of the
pace of infernal transformation in the domestic
economy. In the context of globalised market
structure and the rapid advancement of information
and communication technology, more efficient
producers of high quality products would have
greater ability to compete in international markets
and derive higher benefits. At the same time,
globalised markets offer new opportunitios toatiract
foreign capital and technotogy, which coutd be
used tosupplement the rising neads of investments,
particularly in the face of the decline in aid flows to
the developing world. Therefore, in addition to
domestic factors, fundamental changes in the
international markets aleng with globalisation too
require a re-examination of some of the policy
priorities and implementation strategies pursued.

This paper presents the trends in key econemic
aggregates first followed by a discussion of
some key areas that need to be focused in
promoting growth prospects and challenges fies
ahsad.

2. Trends in Key Economic Aggregates
Economic Structure and Overall Growth

Atthe time of independerice the economy was
predominantly dependent on agriculture in terms
of output and employment. The agricuture
sector mainly constituted three agricultural export
commedities, viz, tea, rubber and coconut and
the production of paddy. Within the agriculture
sector, paddy production has assumed much
importance given that it provides the livelihood
for a significant propertion of the population in
the country, the majority of whom live in rural
areas. The adoption of far reaching reforms in
1977 and subsequent reforms in many dreas
had a significant influence in transforming the
country’s trade and industrial and services
sectors and reducing the share of agricuiture
sector. '

The per capita GDP which was USS 120 in
1950 reached US$ 899 by the year 2000, and
increased further to LIS$ 947 by 2003, In
1997, Sri Lanka joined the Lower-Middle
income-earning category of countries from the
Low-Income category. As shown in Table 1,
the overall economic growth has increased
during periods that followed more liberal policies
with greater private sector participation as
compared to period that followed more inward
looking policies.

Responding to the numerous aitempts to
industrialize the country by different regimes
and following economic liberalisation, the share
of industry has increased to 26 per cent of total
output by 2003. Similarly, services which now
accounts for 54 per cent of overall output, and
provides employment to 43 per cent ofthe labour
foree. The expansion in trade, financial services
including banking and insurance and
telecommunication have been the main factors
driving the growth in the service sector. The
pramotion of an efficient services sectoris not
only important in expanding employment and
output but helps reduce transaction costs and
increase convenience.

4
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1977 was the growth of the industries coming
within the purview of the Board of invesiment
of SriLanka. The growth of these industries
also made a significant contribution of changes
in the indusirial sector. The share of the
exports by companies coming under the BO/
in the total industrial exports of the country
increased from 8.7 per cent in 19800 83 per
centin 2003. This was mainly a result of the
implementation of Two Hundred Garment
Factory Programme, the expansion of BO!
status to the whole island, establishment of
mini export processing = zones and
implementation of Garmer,f Factory
Programme.

Amajorissue that would be faced by industrial
sector, especialfy the export manufacturing
sector in the nest millennium is the
improvement of external compelitiveness.
This would first be seen in the appare! industry
where quota system is to be phased out by
2005, The external competitiveness of a firm
is the resulf of an excellent firm level strategies
and indusiry leadership as well as a sound
macro and micro economic environment. At
firm level, competitiveness can be improved
by improving technology, waste reduction, and
efficient resource management and skill
developments. The provision of adequats
infrastructure is considered one of the major
pre-requisites for  industrial expansion

Industrial peace and the proper functioning of
labour market without artificial bartiers have
been cited as one of the important factors in
improving investor confidence.

The commercialization of research findings
and innovations are afso essential to the
continuous expansion of productivity and
compelitiveness of the industrial sector. The
availability of skill labour and frained
managerial personnel is another major
requirement for growth in the industrial sector,

Exiernal Trade - Exports and imports

The siructure of Sri Lanka’s foreign trade
probably marks the most significant structural
change facilitated by more liberal external
sector policies followed since the latter part of
the 1970s. Restrictions on external trade were -
relaxed. The export licensing requirements
were removed. Import controls and exporl
duties were gradually removed. The tariff
structure was rationalised 1o a’significant

As a result of these changes, the export
structure changed rapidly from an agricuttural
to an industrial exports base. In- 1986, the share
of industrial exports surpassad that of
agricultural exports and reached about 75 per
cent by 1995 but remained around the same
level thereafter. Agricultural exports consist of
around 18 precent of exports by 2003, While
tea was the most important export from Sri
Lanka urntil 1970s, garments tock the place of
lea as the largest export in the 1980s. The
USA has emerged as the largest buyer of our
garment exports, accounting for 61 per cent of
total garment exports.

extent, thereby moving to a two-band tariff
structureby 2000. However,some iterns were
brought under different traiff rates thereatter.
Infrastructure ~ Economic and Social
Infrastructure

Both economic infrastructure as wefl as social
infrastructure are erucial for economic
development. However, infrastructure
boltlenscks have been a major constraint fo
economic development in Sri Lanka.

Until recently, the government has been the
sole invester inthe infrastructure sector. Public
investment in economic services duting the past

Table 3: Trade Dependency Ratios

[ tem 1970 1980 190 2000 2008
Exports as a % of GDP 14.85 1264 Lve 5247 oiggifiudiogat
Impaorts as a % of GDP 171 5205 335 441 368 |

| Exports as % of world exports 012 008 606 010 007

4 Imports as % of world imports 013~ (.10 0.08 013 . 009

Sources: CBSL Annual Reporis International Financial Statistics - IMf

The structure of SriLanka's imports also shows a
radical change. From the fime of independence un
the mid 1970s, mest of the imports were
forconsumption goods. However, with the
development of the industrial sector, SriLankabegan
to import more of infermediate goods. Lack of
domestic resources as weil as imports of raw

material for the garment sector have contribuied to

. this.

Anciher development seen in in!ernational tradeis
that Sri Lanka's has entered into bi-lateral and
multilateral trade agreements with several regional
economies. The most important among these is
the Free Trade Agirement with India, which
contributed fo enhanceboth import and export frade
with India. Since imporls grew af a higher rate (of
about 10 per cent during the fast two and a half
decades) thantha exports {about 8 per cent) the
trade deficit has widened. The trade deficit has
remained around US dollars 1,200 - 1,400 million
last fiveyears. Although, a diversification of sxport
structure was seen fili about 1990, there has been
little improvement afterwards. In order toreduce
Sri Lanka’s vulnerability to trade shocks, it is
necessary to promote further diversification of
exports. In addition exports markets should also
be further diversified. These measures are
particularly important now as the Multi Fiber
Agreement expires by the end of 2004.

Tabie 2 : External Trade ~ Exports, Imports and Trade balance ( in US$ miltion )
ftem 1970 1980 1980 2000 2003
Exporis 3387 1,064.7 1,978.0 5522.0 o e

| Imports 318 20812 0 26810 “73200 “ 86720

{ Trade Balance -53.1 - 986.6 7030 17980 -1,530.0

Source: CBSLAMGA] Reports

five years averaged 4.5 per cent of GDP
Economic services absorbed over 66 per cent
of the tofal capital expenditure of the govermnment
during the same period. The share of
infrastructure services (eiectricity, gas, water,
sanitary services and transport, storage and
communications) in GDP has beenabout 12
per cent, which is comparable with ofher
countries in the region.  Qver 300,000 direct
employment (4.5 per cent of total employment)
opportunities have been created inthe economic
infrastructure sector. However, even with
decades of investments and policy changes,
Sri Lanka’s physical infrastruciure remains

The public sector was the main provider of
infrastruciure faciities until the 1980s. As the
demand for infrastructure services grew rapidly,
along with expanding economic aclivities,
particularly in the areas of passenger transport,
power and telecommunications, it was
recognized that the private sector foo could
participate in providing some these services
competitively and efficiently. Accordingly,
passenger fransport, power generation and
tefecommunication sectors were opened up to
private sector participation. However, various
sharicomings still present in most infrastructure

. seclors such as supply shortages, managerial
-and financial inefficiencies, inadequaie

maintenance, and irrational pricing policy.
Frivate sector participation in a competitive
environment within an effactive reguiatory
framework has now been recognised as one
way for efficient provision of infrastruciure
services. Grealer involvement of the
government could then be restricted to core
areas and 1o the areas where private sector
participation is limited.
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Balance of Payments and the Exchange
Rate Movements

Within the balance of payments, the current
account has in general been negative primarily
due to deficit in the frade account. However,
with the expansion in exports, inflows from
worker remittances, the current account deficit
which was around 10-11 per cent of GDP during
early 1980s declined to around 5-6 in 1990s.
The inflows from warker remittances have now
become the primary source in offsetting a large
part ofthe trade deficit, Inthe service account,
tourist eamings have bequn to improve, after
the slowdown experienced during the second
quarter. income from port services is another
area that is becoming important.

Fig3 : Balance of Payments
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As the current account remained negative, the
capital and financial account developments
dominated the changes in the overall BOP
position. When there is a reduction in foreign
inflows to government or a reduction in foreign
direct investments o the country, the overall
balance of payments (BOP} tuned into a
nggative position, resulting a reduction in
external reserve position and exerting pressure
on the exchange rate. At present, the gross
officia reserves is about US dollars 2.1 biflion
{3.5months of iniports) while the total reserves
ofthe country is around US doellars 3.1 billion
(5.2 months of imports),

One ofthe significant changes in the exchange
rate regimes is that Sri Lanka moving to
independently floating exchange regime in
January 2001 from the fixed exchange regimes
that existed till 2001, Over the years, rupee
has depreciated against the US dollar and
against other major international currencies,
mainly reflecting the widening of the current
account deficit and high domestic inflation. The

- depreciation of the rupee, however, has helped
to maintain  Sri Lanka's external
competitiveness despite the rise in domestic
inflation. International competitiveness, as
measured by the depreciation of in the real
effeciive exchange rate.

Financial Sector Developmenis

Given the importance of access to financing to
ensure a sustainable and higher economic
growth, a series of financial sector reform
measures have been taken to enhance the
efficiency and stability of the financial sector.
These reforms and iniliatives included the

i TR

liberalisation of financial market aliowing foreign
participation, expansion of the insfitutional structure,
developments in money and capital markets. As
aresult of these measures, increased competition,
and increased use of information technology, the
financial sector recorded a healthy expansion as
seen by increased rafio of financial assets to GDP.
Within the financial system howaver, banks are
the systemically most important financial
institutions. At present, the total assets of licensed
commercial bank and licensed Given the
importance of access to financing to ensure a
sustainable and higher economic growth, 2 series
of financial sector reform measures have been
taken to enhance the efficiency and stability of the
financial sector. These reforms and initiatives
included the liberalisation of financial market
allowing foreign participation, expansion of the
ingtitutional structure, developmants in money and
capital markets. As a result of these measures,
increased competition, and increased use of
information technology, the financial sector recorded
ahealthy expansion as seen by increased ratio of
financial assets to GDP. Within the financial system
however, banks are the systemically most
impartant financial institutions. Af present, the {otal
assets of commercial bank specialised banks
reprasent about 56 per cent of total assets of
financial institutions in the country.

Monetary Policy: There has also been a
significant changein the conduct of monetary policy
overthe years. The main focus of monetary policy
has been to achieve a sustainable path of low
inflation. In monetary management, the Central
Bank has gradually moved away from direct
controls 10 now more on market oriented policy
tools. Moving further in this direction, in March
2003, Central Bank moved to more active Open
Market Cperations in March 2003 enabling it to
manage market liquidity more effectively, while
encouraging improvement in_liquidity

. managementof financial institutions

Financial Stability: The soundness of the
financial sector, especially the banking sectoris
important to safeguard the interest of the depositors

and ensure that the financial system is wall -

equipped to support growth process. In addition,
developments in the financial seclor led by
increasingly complex and dynamic financial
activities requires greater aftention of the stability
of the financial stability. Accordingly, financial
stability was incorporated as one of the two
objectives of the CBSL with the amendments to
the MLAIn 2002.

The CB3L has taken several measures to promote
the soundness of the banking system by
strengthening the regulatory and supervisory
framework. Since the efficient and secure payment
and seftlement system is the key for the
development of the financial system, measures
have also been taken to upgrade and modermise
the payment and settlement systems. CBSL

implemented Real Time Gross Seitlement System:
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(RTGS) in 2003 fo setile large valug/ or time
critical inter bank transactions on a real time
basis reducing the settlement risks and
improving efficiency. A Scripless Securities
Settlement (SSS) System along with the
Central Depository System (CDS) was
implemented in 2004 to enhance the integrity
and tradability of government securities, i.e.,

_Fig 4:Movement of Interest Rates
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Treasury bill and bonds, improving efficiency

and liquidity in the bond market
Interest rates in many market segments rose
to a higher plateau in the 1980with the rise in
inflation, Along with the easing of inflationary
pressure, there has been a decline in interest

rates. Forinstance, the vield rate of one year

Treasury bills declined from 18 per cent in
1990 to 7 per cent by end 2003. The prime
lending rate declined from 18.6 per centin 1990
t0 8.95 per centin 2003. However, the issues
such as high intermediation margin, high non-
performing loans in the banking sector are some
of the concerns.

3. Some of Key Areas that Need to be -
Focused

As discussed above, Sti Lankan economy has
shown an improvament in a number of areas
during the last few decades. However, the
achievementsin relation to major objectives such
as balanced economic growth, reauction of
poverty and unemployment, and low and stable
inflation have been less than expected, indicating
the need for significant catching up. Although
not an exhaustive list, following are some of the
key areas that need to he focused.

Regional Disparities in Output Growth, The

regional dimension of the overall economic
progress shows that the economic growth is
highly skewed towards few provinces that are
richly endowed with basic Infrastructure facilities.
Therefore, adequate provision and improvement
to existing infrastructure is an extremely urgent
need to expand the economic activity in these
areas. The expansion of infrastructure would
also help in promoting service oriented activity
such as tourism, where Sri Lanka has a
comparative advantage. In addition, availability
of infrastructure would help in relocating and
diversifying export oriented industries.

Reduction in High Budget Deficit

Persistently high budget deficits duetoa
Contd. on page 18....
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more international trade for goods and services.
in the globalized world, vigorous trade and
commerce have made inroads to the
consumer's menu providing more choice in the
market, tendency for greater spending, fising
living standards and a growth in international
travef and tourism. With all that, there is a popular
belief among developing countries that the new
world economic irends usher the poor countries
through an unfamiliar tertitory where developed
countries and multinational companies soaked
up the essence. Therefore, developing countries
are not gaining creditable benefits from the
international commercial fransactions.

The conventional wisdom suggests that the
international trade and commerge improve the
welfare of people who are actively involved
with it. As we have pointed out already, the
world is now passing through an advanced
stage of its civilization, which Is heavily
dependant on each other's countriss, different
territories, human settlements, and individuals
for the smoath function. One would prefer to
say that the world is passing through a
“globalisation” era, a concept which was first
coined in the 1980s, but it stretches ostensiniy
back decades, even centuries, if we countthe
old trading empires. Alternative policies such
as autarky or highly resiricted international trade
are now becoming no more than outmoded
dogmas beyond the grasp of the moderm ages.
ftis obvious that since the end of World War I,
trade flows have increased much faster than
the world population, and even faster than the
overall world econcmic growth. Initially trade
expansion fuelled the post-war economic
miracles in countries fike Germany and Japan.
More recently, it has become the engine of
development across many Asian developing
countries, transforming the economy of such
countries as South Korea and Singapore into
near Westemn standards of living 2

The nalions, which pursue prudent open
economic policies and manage to keep a delicate
balance between openness and economic
control, at least at the early stages of econamic
| growth and development, have bacome the

-winners in the madermn world. These countries
have developed advanced production,
distribution, and consumption levels, which are
unparalleied to the countries such as in the
SAARG region thatwere not able to exploit the
opportunities offered by the intermational frade
and commerce prudently in the modem periods.

The selective structural econemic reforms will
be axtremely helpfulto exploitthe benefits offerad
by trade and commerce. This will include,
among others, such areas as reforming laws
and regulations to cope with the modern
requirements of the changing world, efficient

L0

administration, transparency of all political and

economic activities and good governance, and

institutional reforms. These reforms are not essential

for the sake of trade and commerce itself, but also
to such burning problems as poverty reduction,
and also to lay a strong foundation for the
sustainable economic growth and development.
Yeireforms and changes are extremely vital not
only to promote the free trade and commerce but
also to grab the benefits offered by the process
itself. More business means more people will be
involved in business; more opportunities will be
open for them to consume and to have higher
iiving standards.

It is maintained that the international trade and
commerce creates a partner friendly environment,
which provides large potential for welfare effects,
even in a static constant returns to scale
environment if world economy is competitive.
Whether the developing countries are able to exploit
the benefits offered by the international trade and
commerce are doubtful since the world economy
is dominated by highly sophisticated monopolistic
elements. This is further aggravated by the advenis
of globalisation, coupled with the growing
competition between regional economies. It seems
that all those new davelopments have underlined
the importance of a closer economic partnership
between regions in close proximity. This has been
more obvious'in the WTO era as aninstrument to
enhance the regional bargaining power. Regional
cooperation will ensure other benefits too, such as
facing the new world trade order together, and
taking joint positions on the global economic
system. Shaukat Aziz, Pakistan's Finance
Minister says that representing SAARG's 1.3
biliion people with one voice will give these
countries a tremendous firepower to talk fo the rest
ofthe world.®

To exploit benefits offered by international trade
and commerce and to become economically
strong, countries have to make use of their fimited
resources in the most efficient manner. Itis true
that there are differences among countries in the
quantity, guality, and the opportunity cost of these
resources: Its social institutions condition the
advantages that & country inherits on the basis of
a natural resource endowment, and their value
system and the nature of physical and human
capital such as a trained and educated labour force,
good roads, telecommunication systems,
‘harbours, airporis ete. inadequacy of some
resaurces could be offset by prudently exploiting
the abundant resources similar to the way that
Japanused its institutional factors fo offsetits scasce
natural resources.

SAARC countries still account for roughly half of
the worid's illiterates and 40% of the warld’s poor.
Trade and commerce will increase the production,
income, and employment generation in the region

and it will reduce poverty and iliiteracy. When
trade palicies are discussed nationally or
internationally, people, as consumers, are |
largely forgotten. Despite their numbers, they
do not carry the weight that producers and other |
lobbies command.” *Larger intra-regional capital ‘
fiows, full operation of the South Asia Preferential
Trade Agreement (SAPTA), faster movement ‘
towards South Asia Free Trade Area (SAFTA)
for-eventually forming a customs union to be
foliowed by an Econarmic Union,” say SAARC
Finance Ministers. Such steps will help
alleviate poverty among the region’s 1.3 billion
population of whom 550 milfion live below the
poverly line. Forty per cent of these people live

in “absolute poverty.™

The global trade provides opportunities for |
consumers with a greater selection and a |
variety of goods and services to.choose from.
Oftenthese goods are avaiiable at lower prices, |
and the quality is also higher comparedtothe |
local products. Free trades provide consumers |
with the most of goods and services at the
lowest possible prices by increasing the
consumer surplus. The consumer will have the
freedom to buy from whomever produces the
goods and services most efficiently. Trade
liberalization can improve consumer and
environmental protection, a steady libefalization
of the global economy and a steady
strengthening of regulatory standards *

Consumers have enjoyed an enormous growth
in the range and quality of products in their
shaps as a result of the multi-lateral trading
system. Many fruit and vegetables are available
even out of season throughout the year. Exotic
foods, never seen just ten or twenty years ago,
are now commonly found on supermarket
shelves. Cut flowers are being transported fresh
by cargo planes daily from one country to the
other. Many industries are alsa consumers of
imporied goods. Manufacturers can depend on
cheaper ana better products from overseas in
orcer to maintain their own competitiveness in
their domestic market and, especially, in their
export markets, " Greater economic co-operation
could provide for mutual economic benefits, such |
as lower prices for consumers, much-needed
revenue forthe Governments and cost effective
gas import to India via Pakistan,™

Ananalysis based on the benefits ofinternational
trade-and commerce is directly involved with
the expansion of consumption levels and living
standards of general mass. The expansion of
consuimption standards, both verically and
hotizontally, is the striking feature of economic
development. The vertical expansion of
consumption standards is involved with what |
economists widely term ecoriomic growth and i
the horizontal expansion is related to the
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developed countries, which produce
manufactured goods to the world market.

The majority of the poor in developing countries
such as in the SAARC region live in rural
areas where agriculture and handicrafts play
an important role. Except for Pakistan and Sri
Lanka, where the service sector plays a major
role than agriculture, in all the other countries,
the contribution of agriculture to GDP is the
highest.'s The opening up of markets for their
products, mostly agricultural products, would
have enormous impact on paverty reduction,
as proposed by the conventional trade theories

The major chalienge in this endeavour is that
rnany developed countries still provide heavy
subsidies to their agricuiture producers, including
the European Union, Japan, and the US.*®
Therefore the cpening up of the local market will
not essentially support the improvement of the
living conditions of developing countries. In
addition to this, there are some ather problems
as well. The overwhelming majority of the rural
producers in developing countries are small-
scale farmers or crafismen, so that they are
unable fo exploit the benefits of large-scale
economias involved with specialization.

Research and development in agricultural and

industry, and thefr application; is based or the
large-scale production rather than small scale
in developing countries. The agriculture in
deveioping couniries is still vears, if not
decades, behind the developed countries.

Recent evidences suggest that the small
producers in developing countries are struggling
to cope with the accelerated advance of
international trade alongside the ecaonomic
liberalization. India's southern state of Andhra
Pradesh, for example, at the forefront of the
country's drive toward globalisation, is grappling
with the toll that economic iberalisation has taken
onits traditional weavers, who are being driven
to suicide in droves. The government, having
committed itselfto opening up the state fo textile
imporis, has ittle inclination to support traditional
weaving, once a major export aarner, and has
been silently watching it die a natural death.®

This is more common in small economies as

the efficiency of the producer has been severely
restricted by the limifation of the market imposed
under the protective regimes that hindered the
growth of an efficient size firm and an efficient
industrial structure. The hand and power loom
production in Sri Lanka has totally been wiped
out after the import liberalization inthe post 1977
period. Under such circumstances, regional
integration is seen as an excellent opporiunity
to expand the market size of small economies
depending on the preferential trade
arrangements provided by the large economies
to the small economies in the group.

Efficient production heavily relies upon the
peripheral facilities required for the production. Many
- developing countries do not have such facilities
as infrastruciure, and also commercial, financial,
and political power to edge out the powerful rival
producers of developed countries in the home
market as well ag abroad. This once again thwaris
the ability of developing countries to exploit the
benefits offered by the international trade and
commerce. The snail's pace progress in the field
of technoiogy and organisation of production
structures, and alsc institutional difficulties in these
countries further aggravate the problem.

The services sector could alse be introduced to

the intemational market forthe mutual benefit of the
parties involved, It is argued that considerable
@gains could be made by opening up the tourist
sector and by liberalising the movement of paople,
- the immigration, and emigration. In particular, an
-increase in temporary unskilled migrants from poor-
to rich countries could boost the income of
developing countries; However, international
migration, especially from developing to developed
countries, is severely restricted by the latter though
the globalisation is being promoted in every figld.

Comparative Advantages and IIT; Even though
some countries, especially large countries witha -
diversified huge resgurce base such as India, can
produce almost everything more efficiently than
many small countries, still there is scope for
international trade and commerce with other
countries by specialising in certain areas. In this
manner, a country can maximize its benefits by
putfing its resources info the most competitive goods
and senvices, regardless of whether other countries
are more competitive in those products. The

- principle of allocation of limited scarce resources
in this way is called the law of comparative
advaniage in the conventional wisdom. The
allocation of resources into the most productive
enterprises in each country will result in- more
products to exchange with other countries atlow
prices. -

The cansumer s considered as the best judge of

his or her own weifare in modern democratic
societies. The privilege of treedom as a consumer
is called consumer sovereignty that enables him
to cheose what gives him the highest satisfaction
from an array of varieties. International frade and
commerce under such circumstances encourages
the import of commedities, which are produced
and exported by the country itself. This practice,
which is contrary to the comparative advantage
principle, is called intraindustry trade (IT). I refers
to simultaneous exports and imports of
. commodities in the same industry or production
group in a given period of time. The classical
reasons for intra industry trade are; differentiation
of consumption and production, economies of scale
at the firm levei and industry level lead to country-
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specific goods, categorisation of products,
geographical and seasonal problems, and the
degree of processing in terms of value added.

-Under such circumstances there are plenty of

opportunities to frade among countries with
similar factor endowrments and similar products.

Itis argued that the exports of SAARC region
are of broadly the same kind of products such
as agricultural commodities and basic
manufactures. This means that there is little
incentive for these countries to trads with each
other. It is pointed out that the intra-SAARC
tradeis merely 5.0 percent of their entire exports,
and 1.3 per cent of their imports. It is trivial in
the context of $ 6.0 trillion global export
market.?' The leng negative lists themselves
speak of the region’s inability to engage inintra
industry trade, when SAARC members sign
bilateral free trade agreements. For instance,
silk saris from Benares in India could not be
exported to Bangladesh and muslin saris from
Dhaka were contraband goods in Ingia.
Therefore, suggestions are made that export
alliances can be constructed and intra-industry
linkages nurtured to promote regionalism. This
has been one of the missing vital elements in
the region since long. It is pointed out that since
the inception, SAARC had not witnessed any
dramatic changes in trade and other economic
linkages within the region. The total intra-trade

of SAARC countries was minimal (around 3

per cent) when SAARC was first established
and it still remains small.?® This backdrop is
now baing emphasised at top-level regional
meetings. For instance, the Indian Prime
Minister stressed the need for increase intra-
regional frade, which is limited by a variety of
national barriers.*

The benefits of specialization as pointed out
earlieris said lo be greater for the countries that
engage in intra-industry trade in manufactured
goods than they do for countries that specialize
in primary commodities. However, like in
agriculture, there are some other shoricomings
in this strategy. Wthen these countries produce
industrial goods they oiten use technologies that
are less efficient than those used in developed
countries. This is further complicated since the
trans-national corporations provide the vehicle
formuch of the intra industry trade, which is not
organized by country boundaries, but by the
technological considerations. Similarly only few
developing countries produce trans national
corporations, and they do not enter these intra-
industry trading networks.” '

Competitiveness: In the long run, the
competitiveness of a country depends on its
natural resources, stock of capital, technology,
institutions, and the skills of its workers in
creating goods and services that people want
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industrial base in the member states that could

facilitate the export of such items in the

intemational markets and eam FE for a sustained
development and prosperity of the membar
states. The weak social indicators and poar
socio-political-economic conditions of the
member states also contributed towards poorer
cooperation and development amongst the
member states.”

In additicn to that, the smaller countries in the
group such as Nepal and Sii Lanka seem to
have perceived that India, the largest and
strongest country in the region, throws its weight
around them putling undue pressure at fimes.®
This situation was described in 1985 by Sri
Lanka's late president, J.R. Jayewardens,
when he said in Dhaka that India being “the
largest in every way, larger than all the rest
combined" could “by deed and words create
the confidence so necessary to make a
beginning.™ Foreign Minister Yashwant Sinha,
during his whirlwind tour of all the neighbouring
countries of South Asia, except Pakistan, since
taking up his new assignment last, said that
India was indeed a big country in all aspects in
South Asia but she would maintair; hilateral ties

-on the basis of equality and as soversign

countries.” This fear goes well beyond the
political fear into the economic issues as well,
Soime of the smaller countries inthe region, for
instance, have long been reluctant to dismantle
trade barrers for fear of being swamped by
cheaper Indian products. Amongst the member
states, India, being the biggest market in the
world after China, enjoys a unique status
because of its bigger population.®™ The Gujral
Doclrine often accords higher priority fo South
Asia and treats neighbours with indulgence.
The rationale of the docirine was that the region’s
biggest power could not demand reciprocity
from smaller and more vulnerable countries is
an admirable thesis that could, if honestly
implemented, lead {o regional equilibrium. In
practioe, while India’s neighbours grabbed what
they could, India’s irrational swings from
generosity to rigidity wiped out goodwill*
SAARC countries were part of a single
economic entity under the British. Trade was
free and there were no restrictions on movement.
Therefore, India, as the strongest, can take the
inifiative o nurture frade among members of the
region. She Is strong enough to vacate certain
businesses, if needed, in the interest of the
smallar members.* SAARC's performance so
far, in comparisen with other regional
organisations, had been dismal.” Bangladeshi
Prirme Minister Khaleda Zia said the decision-
making in SAARC is slow. *2 This is mainly
due to lack of confidence and prudent
leaderships among members.

Conclusions: As theories indicate, the
international trade and commerce can offer

I4

tremendous benefits to the participants, if only the
conditions are right and participants follow the rules
of the game. The role of trade and commerce in
economic growth may now be increasing for
deveioping countries. Manual workers in developed
couniries are particularly under threat as companies
shift their production lines overseas to low-wage
economies. When SAARC was setup 13 years
age, it was nicknamed the poor man's club of
aspiring rich men. SARRC aims to alieviate
poverty and promote frade in the region. The group
has not been able to replicate the successes of the
regional groupings from which it drew inspiration
such asthe European Union andAsian. Members
of the group are not ready, or not able to seitle
regional disagreements and to strengthen economic
fies between member states. Members have made
acommitment to take measures fowards making
South Asia a free trade area, steps to combat drug
smuggling, and initiatives to increase co-operation
inthe fields of science and technology. However
the prorogues made in these areas and others are
not satisfactory, and cooperation has been hinderad
by alack of political will and the Association is stil
very far from its goal of maturing into a regional
economic grouping. e
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this task. The private sector, which made a
marginal contribution to the growth of savings
and investments in general and 1o the
accumnulation of industrial capital in particular,
concentrated more on plantation and related
trading and commercial activities than on
manufacturing, as a heritage of the colonial
legacy.

Incontrast to the governmenit's attitude towards
industrialization, its development strategy was
strongly directed at agricultural development with
a view of reviving the country's ancient self-
sufficient agricultural economy. The agricutiural
development sirategy consisted of rehabilifation
of the irrigation systems, colonization of
abandoned agricuitural land and, a programme
for reseitlement of farmers by reducing the
population pressure in the South.

The regime was marked by rising public and
private consumption fed by the contemporary
export price booms and irreversible expansion
in welfare expenditure. However, this was
unsustainable due to poor growth performance
against rapidly growing population. The regime
set the parameters of Sri Lanka's distinctive
features of the post-independence development
process as well as for economic, social and
political issues leading to radical changes in the
palicy regime thal were due to come. The UNP
regime opened up avenues for major criticisms
that were centered on the fact thatt did not bring
about any significant changes in the colonial
economy. These criticisms were seen as applied
notonly to economic issues but alsa to social
and political issues, which altogether set the
conditions for giving birth to a new development
modelin 1956. :

1956-1977: Closing up of the Economy

The development mode! adopted during 1956-
1977 is generally viewed as a regulaied
economy in which the state was assigned to
play the major role in economic development
and in which import substitution industrialization
was received priority. Nevertheless, in fine with
frequent changes on the political front brought
ahoutby general elections and the contemporary
economic and political issues confronted by the
respective governments, the development
madel was characterized by policy swings as
well ag intensifications. The economy was seen
as moving from a ‘soft’ phase of import
substitution and economic regulation during
1956-1970 o one of its ‘hard’ phases during
1970-1977. There was, however, a period of
policy reversal with an attempt for gradual
liberalization during 1965-1970. Except during
this period inwhich a party coalition headed by
the UNP was in power, the regulated economy
was mostly under the governments led by the
Sri Lanka Freedom Party {SLFP) or its
coalitions that favoured state intervention and
import substitution. Although the SLFP was not

committed to socialism per se, it did not oppose to
add elements of socialist economic philosophy
such as central development planning,
rationalization of private business ventures, state
enterprising in basic industries and in key areas of
the sevice sector. In fact, the govemment received
the support of the Soviet bloc, which was seen at

the time as a successful case of import substitution -

industrialization and, for that matter inspired by the
development policy of neighbouring India.

The import substitution industrialization after 1960
started with increased tariffs and quantitative
restrictions on imports and controls over foreign
exchange payments, initially designed to meet
the growing balance of payments problems. A
distinction was made between ‘essential’ and non-
assential’ imports in order to discourage the latter
with & view of saving scarce foreign exchange.
tmport controls, though initiated primarily in
response to the foreign exchange problem, had
the twin objectives of exerting control over trade
balance and providing protection to domestic
producers. As the foreign exchange problem
worsened over the years, the government was
inclined to tighten these controls assurning that the
resultant increase in import substitution groduction
would ease the external and internal imbalances.
Apart from the inducement for the production of
import substitutes given by import controls, the
government emphasized the need for import
substitution production with the provision of a wide
range ofincentives.

The government's direct involvernent in industry
was expanded with an increase in public
resources allocated to state-owned industries and
sefting up of public sector industrial corporations
with the assistance of the Soviet bloc. Although
the government announced a policy package for
attracting foreign direct investment (FDIY, there was
a virtual boycott of the counfry by foreign capital.
The restrictive trade regime resulting from controls
over imports and foreign exchange was not
conducive to FDI flows. Besides, it was futile to
anticipate FDI flows in a policy regime
characterized by nationalization of the private and
foreign business ventures, which was initiated in
the late 1950s. i

The period of 1965-1970 was marked by a partial
deviation from the previous regulated economy
model, although the UNP-led coalition government
was reluctant to make a radical change in the
existing import substitution policy framework. i
was characlerized by a moderate liberalization of
import trade and foreign exchange payments,
initiation of some export promation policy measures,
an attempt to restrict state intervention in economic
aclivities, and a resurgence of policy emphasis
onimport substitution in agriculture. Allowing the
private sector to take its due place in industrial
development, de-prioritization of the previous stafe-
led industrialization was apparent in the new policy.

_development thinking and practice were against

The UNP-fed government of 1965-1970, which
opt for a cautious, selective and gradual
liberalization, appears to have suffered from a
policy dilemma in translating its economic
ideology into practice for two reasons, If the
government had initiated a full-scale liberalization
programme in 1965, it would have been a radical
and risky exercise at a time when world

such a policy stance, Secondly, the potential
political resistance that it would have produced
otherwise weakened the popular political will
and the capacity of the government for
liberalization. The government would have
expected that the positive outcome of export
promation and agricuttural development would
pave the way for a gradual move towards a
liberalized trade regime by averting its short-
term cost of adjusimeni. However, this
expeclation was not realized, as the overall
outcome of policy within a given short period of
time was not satisfactory. |

A coalition of SLFP and left-wing parties, known

as United Front (UF), formed new govermnment

followed by general elections in 1970. The new
government reversed the liberalization attempt
of the previous regime with tightened import
substitution policies and increased control over
the economy by moving the economy towards
a 'hard’ phase of a regulated economy. Although
tariffs were raised and differentiated, the
quanittative restrictions aver imports and forsign
exchange payments, including individual
licensing system and government monepoly
over the importation of 'essential commadities,
were more effective than high tariffs as import
controls. The gavernment, as an entrepreneur
intervened in almost all areas of production,
distribution, trade and commerce. This resulted
in an unprecedented expansion of the
government over the privaie sector. These were
combined with stringent measures adopted to
achieve redistributive justice, which in most of
the cases were in conflict with the growth
objective. With the influence of the left-wing
parties associated with the new government, it
also had a declared goal of laying the foundation
to establish a ‘socialist economy' in Sri Lanka.

Even though the policies were consistent with
the ideoclogical base of the UF coalition, the
youth insurrection in 1971 and the oil price hike
in 1973 strengthened the policy-making to
establish a highly regulated economy in Sri
L.anka. In the context of weakened economic
parformance, the government was left with no
option other than tightening its stringent controls
to save internal and external balances and to
strengthen the ‘socialist’ outiook of the economy.
By mid 1970s, Sri Lanka was one of the highly
regulated economies in the world outside the
socialist countries. The severe economic
hardship that the public had to undergo due to
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of hiow the ecanomy recovered from these initial
macroeconamic instabilities remains
unanswered since the economy never
recovered, due fo the eruption of the civil wars.
Evidence suggests that not only the
macroeconomic stability is important for
achieving a sustainable growth momentum, but
also growth itself is necessary to maintain the
stability.

Concluding remarks

In a broader sense, the choice of development
models in the development history of Sri Lanka
coincides with changes in development thinking
and practice in the contemporary developing
world, Sri Lanka adopted a regulated economy
inthe pre-1977 period and a liberalized econormy
in the post-1877 periad. However, there were
crucial unique features of the Sri Lankan
development models, which were not shared
by marny other countries and, which were in
effect undermining the potential growth and
development of the economy.

Wihile coping with both economic and political
turbulences, Sri Lanka has recorded higher
growth performance In its liberalized lrade
regime than in the restrictive frade regime,
though it has so far falled to sustain a steady
growth path. There were many gray areas of
policy reforms, particularly due to their

incompleteness  and inconsisiency. Besides
reforms in policies for trade liberalization, they
were not accompanied by purposive and
fundamental changes in institutions relating fo
market reguifations, the public sector. the role of
the staie, and the pefitical structure in consistent
with policy reforms. What Sri L anka needs at iis
current juncture of the growth pracess is a
challenge, as it requires political stability and
consensus to enstre a smoolh reform process
aimed at achieving fong-term development
objectives, supported by purposive institutional
reforms.
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combined outcome of declining revenue as well
as increasing government expenditure are the
major problem in the country’s public finances
- atpreseni. Consequant to the higher deficits and
rasultant borrowings from both domestic and
foreign sources, the outstanding stock of
govarnment debt has also risen to an
unsustainable level. Past experience reveals
that the level f public investment has graduaity
declined mainly fo compensate the high budget
deficits that are causing from higherrecurrent
expenditures. As such, increasing public
investment has become important fo facilitate
the private sector participation in ‘economic
activities. Accordingly, measures are being
infroduced particularly to enhance the tax
revenue collection and reduce the expenditure
almost entirely through fizrther rationalisation of
current expenditure are urgent needs.

Skill Development: Those with appropriate
skills at all fevels in nstitutions would help in
increasing fnvestment efficiency and hence the
overall growth prospecis in an economy. As the
business enviranment and consumer demands
are changing, continuous upgrading of skils and

facilitating the acquisition of new skills is crucial.

Health and Education: In view of the Sri
Lanka's remarkable achievements in the areas
of health and education, and constraints in
government financing, policies relating to public

sector health and education need to be revisited.
The palicy on health to provide more emphasis on
controliing emerging and remerging communicable
diseases and high incidence of non-communicable
diseases, while focusing more on curative heath
carg services of vulnerable groups and preventive
health care services. Privaie sector health
services needs to be promoted particularly in the
area of curalive health care services. Health
instirance schemes also need to be promoted.

Education: SriLanka'sremarkable achievements
inthe spare of education in terms of fiteracy, has
not been abie 1o translate in to educational
achievements mainly due to qualitative mismateh
between the demand and the supply. This situation
demands broad reforms in the secondary and
tertiary level education. Given the fimited financial
rasources available in the public sector, private.
sector invesiments needs to be encourage within
an effective regulatory framework, while public
sector education policy giving high priority to
provide quality educational facilities at all levels
for the underprivileged groups.

Mairdaining Greater Stability in Prices: As
discussed above, a major share of the consumer
basket is essential consumer ifems, in particular,
food items. Therefore, measures are necassary to
increase supply condition along with the
improvements to productivity, removing
bottlenecks ininfrastructure andinputs markets. A
prudent and independent monetary policy and

3

appropriate fiscal policy too ére important in
achieving long term goal of price stability.

Financial Secior Reforms: Although the
financial sector expanded during recent past,
the depth of the financial sector is low as shown
by some indicators. Forinstance, the share of
broad maney is around 38 per cent in Sri
Lanka as compared over 50-60 par cent in
neighbouring countries. The intermediation cost
inthe banking sector which cccupy a dominant
position in the financial system is high,
adversely affecting both savers and borrowers.
The high non-performing loans in this sector is
another concein. Accordingly, further reforms
and improvements in the financial sactor,
specially inthe areas of legal frameworks, debt
markets, provident and pension funds is
necessary to expand and develop and further
improve the efficiency of the financial sector,

In conclusion, however, it needs to be
reiterated thatthe success of many of the above
critically dependent on achieving a durabie
peace.- The continuous civil unrest had a huge
cost on economic activity with-a direct and
indirectimpacts.  In addition, macroeconomic
pelicies, fiscal and monetary policies in
particular need tobe harmonaised to achieve g
stable macroeconomic environment. -
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Foreign Aid and North East
Rehabilitation

J.H.J. Jayamaha

Additional Director General
External Resources Depariment

Foreign aid plays an important role
indevelopment financing in Sri Lanka. On
average foreign ald accounts for 4% of the
GDP and about half of the government capital
expenditure.

Foreign aid consists of concessional loans,
outright grants and officially supported export
creditfinancing. The providers of foreign aid are
multiateral agencies (Asian Development Bank,
World Bank, United Nations etc.) and bilateral
donor countries. - Concessicnal loans are
provided with low inferest, usually around one
percent per annum and long maturities of 30 to
40 years with 5 to 10 years grace periods.
Officially supported export credit facifities are

-extended with guarantees provided by the lender

country under the OECD Arrangement, with
maturifies up to 16 to 15 years and in soma
cases with inferest subsidies. Both concessional
loans and export credit faciltties are for financing
of specific projects and they accumulate to
external debt stock of Sri Lanka. Grants are
also for specific profects or tachnical assistance
pregrams in the form of providing equipment,
consultancy and fraining which have no
repayment obligations.

1. Aid Commitment, Disbursement and
Debt :

Receipt of foreign aid for a particular year can
be accounted on the basis of commitment
(amount agreed for the entire life span of the
project) or on the basis of disbursement
(expenditure incurred in that year).
Commitments and dishursements of loans and
grants during the past 5 years are given in the
Table 1.1 & 1.2 below.

Table 1.1Foreign Aid Commitments 1999 -2003 (in US$ mn.)

The External debt on account of concessional loans and export credit during the 1999 - 2003 period
with the proportion of non concessional elements and non concessional commercial bank debt is
of our external debt is an account of

givenin the Table 1.3 below. As shown in the table about 96%

concessional loans.

Table 1.3 External Debt stock 1999 - 2003 (in US$ mn.)
| External Debt 1990 2000 2001 2002 2003 Average o, |
1999-2003
Concessional 6925 6683 6550 7367 B710 7247 95.7%
Loans 6876 6629 6484 7260 8539 7158
Export cradit 49 5 66 107 171 89
Non concessional 313 235 160 155 357 244 4.3%
Loans 190 148 87 85 184 138
Export credit A 23 JrEraATiienps 29
Commercial Bank 80 56 50 46 148 76
Toial 7238 6710 6710 7522 9067 7491 100%
% of GOP 47% 44% 44% 46%  50%  46%

Aid Cormmitment and Dishursement for North and East

The foreign aid committed and disbursed for the North East Rehabilitation durin

period are givenintable 1.4 below:

gthe 1999~ 2003

Table 1,4 Foreign Aid for North East Rehabilitation (in USS ma.)
Types of Aid 1995 2000 2001 2002 2003 Average
1599-2003

i loans:Commiment 487 00 248 503 373 322

. Disbursement T e T T i 191
Grants: Commitmert 1.2 24 1.2 i 298 132
Disbursernent LB, B2 1.9 DheE 177 R
Total: Commitment 499 24 260 81.6 67.1 454 {
Disburserment i R T 806 2638
Soof Total Commifment 7.6%  1.0% 38%  9.7% 7.6%
Disbursement 4.8% 3.2% 16%  B2% 7.5%

[Year 1999 2060 2001 2002 2003 Average

| : 1999 - 2003
Concessiona) loans  587.0 2355 6100 728.2 7394  EBOO
Export Credit 531 183 hs 50.8 9.4 535
Grants z i RSP Sy 1114 . 1440 978
Total 7111 3500 7538 8904 193284 7T

Tahle 1.2 Fereign Aid Disbursements 1998 - 2003 (in US$ mn.}

- 2. North East Rehabilitation

Note: Loans include the concessicnal and export credit,
Allisland projects which have North East components are not ingluded,

Unlike conflict situations in other countries, the Government of Sri Lanka
hias from the start recognized its obligations to the conflict affected population

and committed to provide humanitarian relief, essential senvices, rehabilitation
and development support even while the conflict endured. Through the
government civil administration, which continued to function in the ali
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| Year o 1989 2000 2001 202 2003 Average | affected areas, food and medicine being provided by government agencies
e - ] 1999- 2003 | toall recognized displaced persons
| | Concessionalioans 3314337 4046 4417  7U7 4492 : : e i b
i Export Credit 184 ~ 108 213 - 528 B8 1 338 Besides, public services in education and health were provided to the

Grarts 1090 710 800 772 830 818| population by the civilian administration under difficult and restrictive
! Total 4568 4155 4049 5717 %8 .. 5E40 condiions, The donor community has amply acknowledged the government
Pl '
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Table 2.2 : Formgn Loan/Grant Commitments for Rehabilitation 2001 onwards
{Amounts are in US$ mn. Converted at Current Exchange Rate)

Donor Type of Assistance and Pupase Durafion m%!j‘%%
Grants : .
Netherards Establishment of the Peace Process o 2002 -2003 04
Community Restoration & Development (NECORD) 2002 - 2004 6.8
Norway Development & Refabillale Batticaloa {DERBA) 2001~ 2005 8.4
Jaffria Water Conservation & Environment Management 2002 ~ 2005 1.8
Rehabilitate Schools Vacated by Forces 002 - 2004 08 !
Swedean Secretariat for Coordinate Peace Procass 2002 - 2004 0.2
{Germany Nerth East Rehabilitation Fund 20032006 1.4
HGTZ) Naortherm Rehabilitation Project 1996 ~ 2007 1.0
Rehabilfation Measures North & East 2001~ 2006 6.3
Resource Network for Conflict Studies 2003-2005 30
Food Security of Conflict Transformation 1999 - 2006 84
; Local Initiatives on Confiict Transformation 2003 - 2005 - 32
Usa: Humanitarian Assistance Program 2001 -2004 20
Support to Peace Process 2003 -2007 189
FAD Resetting Farmer Familias 2003 -2004 04
Emergency Provision of Agricufture 2003-2004 D9
UNDP Urmbrelia Project Conflict Affected Area 2001 - 2004 1.2
Support to National Mine Action 2002 - 2004 08
Creating Dividends of Peace 2002 - 2004 0.2
Invest in Peace — Main Phase 2003 - 2004 0B
Strengthen Information for Peace Process 2003-2005 08
WFP Relief Recovery Assisiance Conflicl Areas 2000 - 2004 310 |
European Rehabiitation of Valachchanei — Battizaloa 2003-2005 22 4
Commissio Railway fing i
niNord Bank Norih East Housing Reconstruction 2004 2005 0.4 |
936 |
Cancessional loans T
ADB M Community Restoration & Development {NECORD) 2001 - 2007 285
Conflict Affected Areas Rehabilitation (CAARP) 2004 - 2008 515
North East Coastal Community Development: 2004 - 2009 203
World Bank North East Imigated Agriculture ~ Phase Ii 2004 - 2009 650
GPEC W/E Community Restoration & Development 2002 - 2007 40
- | Saudi Fund Kinniya. Ferry Bridge - 2004 -2008 108
Japan Pro-poor Economic Advancement and Community 2003 - 2008 100
Development (Morth East Component)
Export Credit
UK Export Rehabilitation of Norh East Bridges 2003 - 2008 - 396
Credit Grand Total e

The process was to generate outputs in the form
of revised policies, guidelines, strategies and
mechanisms providing a common basis and
direction for effective support to people in the
affected areas.

Thus preparation of the National Framewerk for
Relief, Rehabilitation and Reconciliation took a
lengthy consuitative process involving all
stakeholders and it provides institutional,
coordinafion and logistical requirement for conduct
of effective relief, rehabilitation and reconciliation
program in the conflict affected areas. Thiswas
one of the documents presented to the Donor
Forum held in Colomba in June 2002.

The document provided the basis for the
establishment of institutional and delivery
mechanism for the relief, rehabilization and’
reconstruction in the conflict affected areas.
However, multiplicity of the agencies invoived
in such activities did exist tili the implementation

- responsibility was entrusted to the Ministry of

Relief, Rehabilitation and Reconciliation in April
2004. With implementation of projects and
programs funded by both donors and the
government was ensured. The coordination
mechanism was further strengthen by the
establishment of the Doner Coordination.and
North East Funding Programme Gluster
{NEDCO} under the National Council for
Economic Development (NCED). The primary
function of the NEDCO will be to facilitate donor
coordination in the relief, rehahilitation and
reconciliation by acting as a rouble shooter which
will assist the line ministries to clear
implementation problems.

4, Needs Assessment on North East
Rehahilitation :

Subsequent to the signing of the Cease Fire
Agreement in February 2002, on the request of
the Govetnment ADB, World Bank andthe UN
conducted a Needs Assessment for 8 districts
in the North and East and 4 adjoining districts.

]
iy

The Meeds Assessment represented an

* identification of the most evident rehabilitation

and development needs of the people in these
districts in mid 2003. This was presented to the
Tokye Donor Conference in Reconstruction and
Development aleng with the Poverty Reduction
Strategy which form the basis for the US$ 4.5
billion pledged for the period 2003 - 2006.

Salient Features of the Needs Assessment are;

(@) Needs have been sequenced “immediate”
(within next 24 months) and medium term
(io be undertaken within a six year time
frame)

{b) Around 800,000 intemally displacad persons
(IDP} along with their infrastructure
{ecanomic & social) as well as environment
facilities are targeted.

{c) The funding requirements are USS 493
million forimmediate needs and
US$ 942 mn. for medium term needs. -

(d) Inaddition to all socio-economic sectors and
sub sectors, human protection and
resetilement and capacity development were
considered.

(e) Geographically notonly the conflict affected
eight districts in North East, but also the
parls of other adjoining 4 districts
which have been affecred were taken info
account.

(i Implementation arrangeménts are done
through Ministry of Relief, Rehabilitation &
Reconciliation and relevant Provincial
Councils with the support of other
Government agencies and NGOs,

In 19 June 2004, the Multilateral Group {MG)

representing the agencies of the United Nations
togethar with the World Bank, ADB, IMF and
International Organizations for Migration
presented a draft on ‘Preparing for Transition in
Sri Lanka'. This new document has given
greater focus in some of the longer term capacity
building needs and support for livelihood
generation than in the Needs Assessment. The
proposed contribution is organized under five

~ themalic areas, namely, (a) Human Security

{b) Rehabilitation of Sacial and Economic
infrastructure (c} Revitalization of Economic
Infrastructure {d) Restoration of Economic
Livelihood and Opportunities and (e)
Govermance and Capacity Development.

Based on the finding of the Needs Assessment -
the document on ‘Preparing for Transition in Sri
Lanka’ hasidentified the following sectoral issues
inthe conflict affected areas.

a) Health _ .

As a result of twa decade long conflicthealth
infrastructure has been severely damaged
andthere is a serious lack of all levels health
staff. Qutof 400 health institutions 55 are
totally destroyed and 49 are not
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Table 2 :

United N.ations High Commission for
Refugees (UNHCR)

UNHCR's operation for 2005 and 2006 for Norih
and Eastis estimated US$ 4 mn sach year on
protection, community services and domastic
needsfhousehold suppert, In addition UNHCR
joint projects with ather UN agencies will be
implernentad.

World Bank

In addition to existing commitment for North
East reabiiitation, major projectin pipeling is
Housing Reconstruction Program for North East
with USS 75 million.

Eurcpean Commission (EC)

EC has earmarked a grant of Euro 13 mn for
the rehabilitation of C & D class roads in the
North ard East.

Japan

Japan is financing the erection of 132kv power
transmission line from Vavuniya to Kilinochchi
and the substation in Kilinochchi. In addition,
provision of 35 Mw Power Plantio strengthen
the power supply in Jaffna is under

consideration. Rehabilitation of Jaffna Teaching
Hospital will also be financed by Japan.

. Germany

Germany is financing the erection of 132k power
fransmission line from Kilinochchi fo Jaffna.

France

French governmentis providing funding to conduct
a feasibility study to augment the Trincomalles
Water Supply Scheme.

Conciusion

Amidst the conflict situation the Government of Sri
Lanka continued to provide humanitarian relief,
essential services, rehabilitation and development
support to the affected people. This was amply
supported by the donor community. In the 1985 to
2001 period a fotaf of US$ 251 6 mn was disbursed
inthe North and Eastfor such programs. This has
strengthen the hands af the Govermnment in
maintaining essential services and provision of
humanitarian assistance in difficult and restrictive
conditions. With the signing of the Cease Fire
Agreement and the initiation of the peace process

v

the donar community has pledged enhanced
assistance for the rehabilitation of the conflict
affected areas. During the period from 2001 up
to now a total of US$ 323 min has been commitied
by the donars for the rehabilitation of confiict
affected areas of which 40% has been
disbursed. Ofthis about US$ 93 mnis in the
form of grants and the balance US$ 230 mn in
concessional loans and export credit. However,
the implementation of donor funded projects in
lhe conflict affected area is slower due to
depleted human resources, lack of basic raw
material, lagistical problems, security
consideration and enhanced coniract costs dus
to extra payments etc. While some of these
problems can be addressed with the new
coordination mechanisms brought underthe |
leadership of the Winistry of Relief, Rehabilitation
and Reconciliation and the Donor Coordination
and North East Funding program cluster of
NCED, implementation of a more speedy
reconstruction programme needs to await
normaley through a political resolution to the
problem. :

Contd. from page 19...

disease’ ie. disability adjusted life years

(DALY}, and some measure of ife expectancy
i.2. Disability adjusted life expectancy (DALE}
{Arneson and Nord, 1999). According to WHO
Reports (1999/2000) DALE ranking shows Sri
Lanka in the 76" position, which further shows
the better achievernent in population health.

of the HDI ranking and Sierra Leane, Niger and

‘Burundi at the hottem. There are wide disparities

in global human development where Morway's
HDIvalue of 0.942 is more than thrae times Sierra
Leone's 0.275 (Table 1). The HD! value for Sri
Lankais well above the average for all developing
countries and substantially above the average for
least developed countries. However, in

investments in several welfare measures such
as free education, subsidized or free supply of
essential foud items etc. have contribited to it
success, ! &

24

GDP per capita { PFP$ ) in South Asia
Year  India  Pakistan Bangiadesh Nepal SiiLanka Bhutan Maldives
1990 1072 1862 872 920 2405 800 1200
1992 1230 2890 1230 1470 2850 750 1200
1994 1348 2154 4354 1132 3277 {288 o 2900
1996 1580 1600 1010 1080 2290 £ 3140
1998 2077 1615 1361 1157 2979 1536 4083
2000 2358 1928 1602 1327 3530 1412 4485

éoume: Human Developmentin South Asia, 2002

Despite the relatively high achievernents in
social development, SriLanka has performed
unsatisfactorily in the area of eccnomic wall-

being, measured in terms of real GDP per

capita. Interms of purchasing adjusted GDP
per capita, Sri Lanka is above the average for
daveloping countries and the mean for least
developed countries (Table 2). However it is

considerably below the world average

(National Human Development Report, 1998).

Norway,-Sweden and Canada can be
identified as the countries which are atthe top

comparison with 173 countries |, Sri Lanka is
well below the mid position in GNP per capita
ranking. -

However, the link between economic prosperity
and achievement of better indicators is neither
automatic nor obvious. Two countries with similar
per capita income can have very different HD|
values and also countries with similar HDI values
can have very different income levels. It is evident
that there are outside factors contributing to the
significant increase in social indicators. In the
case of Sri Lanka, free health care, the priority
given by the successive governments to heavy

Heferences
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Harnessing Human Resources in the
Development Process

A Sustainable Solution To Unemployment and Poverty
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their projects and enterprises, which have found
markets notonly in Sri Lanka but in the export
market as well. Some enireprensurs have
become world renowned as exporters through
sheer perseverance commencing life and
business on a small scale, ultimately have
succeeded to be extremely famous
businessmen having been able ta penatrateinto
the export market through their innate abilities
and skills by producing demanding products.
They have contributed in some way in providing
employment to many, contributing immensely
tothe unemployment problem. Simultanecusly
they have earned a considerable amount, in
foreign exchange for the country. However
solving the increasing unemployment problem,
which unforiunately has major drawbacks and
hangicaps in our infrastructure. Some main
constraints and hindrances are appended below.

a.Increasein population combined with inflation

b. Educated youth and unskilled youth

‘. Devoid of a vast agriculiure base

d. Limited land area and watsr resources
e.Fuel and enerqy limitations
f. Computer technology replacing man power

But il a well-planned vision is executed with
great commitment a sustainable econamy can
be developed in the future with a higher standard
of living for all. But above all peace is essential.
Without peace on a permanent hasis, prosperity
and progress cannot be achieved. Acceptable
lasting peace for alt must be ensured.and the
minorities made to feel secure and accented as
SriLankans, if the country is fo be stride forward
inthe much needed development progress. All
commurities shouid live in harmony without
the country been divided. The Island’s

sovereignty has to be respected by alipeace

living peaple. The assistance of the International
facilitators is very important. Once peace is
evolved all could work with confidence, gain
and regain the lost prestige with a clear vision
for the future. Reconstructions and

Rehabilitation must be completed at arapid pace

inthe devastated areas of the North and Eastin
particular. All citizens living in the country must
be made feel secure, without secufity morale is
affected which is turn to the cause for low
productivity. Emphasis should ke laid.on
permanent peace and security as a vital base
to build up the economy through our unfimited
Human Resources. . .

As a geographical unit Sri Lanka is endowed
but not adeguately in relation and comparisen
to those of the developed countries. The
canstraints concerning our administrators are:

a.Our square area of land is small

b. No fuel resources - Hydro Electric Power i
ingufficient

¢. Rivers and reservairs are relatively small

d.North, East and North Central areas are dry
and arid

The country was even after the colonial days self
sufficient in agriculture. Regretfully at present
Agrricuiture alone cannot sustain the population to
a reasonably satisfying level of living. However
with the available resources it should be regarded
a priority o improve this sector which is exactly
the related authorities are focusing on, with a view
to a prosperous future "Rata Perata”

Every endeavor should be taken to find
employment for the literate in public and private
sectors by creating new opportunities. Butthe job
opportunities cannot obliviously found for the
unskilled and untrained. For them future education
has to made compulsorily employment oriented.
That of the unemployed in the rural sector have got
10 be persuaded to take to self employment with
projects to develop skills in numerous fisids to ba

productive in our econcmic development process,

Much our consumer foods are imported from china,

india, Europe, America and Malaysia. Most of
these items could be produced if facilifies are made
available, with the assistance of technical know-
how from expertise. This well ultimately save our
important foreign exchange and will boost our
economy through export of such items,
manufactured. This in addition will help to harnass
our human resources and help to a great extent in
the economic development process,

We have skilled workers in the textile industry.
Hence we could progressively through a planned
program manufacture most of our clothing, an
industry, which has already got established with
the assistance of foreign expertise. The final product
although is for export this industry could be
diversified to cater for an adequate market for the
locals. This programe if properly implemented
would reap benefits and solve the unemployment
for some extentand reap bengfits inthe ecanomic
development process. The present handioom
industries could be boosted for the entrepreneurs
by.intraducing innovative technology. The final
product is an ideal one which could be enlisted for
export with exotic and exquisite designs and
variable textures, Emphasis should be Jaid on
quality and not quantity as such products with
good finishes will no doubt catch and attract the
foreign buyers with ease.

- Toharmess human resources in our development

process emphasise and focus should be made on
products made as handicrafts as China does with

Bamboo andl Straw. They produce handicrafts
on a massive scale but not with good finish,
“Thosz engagedin handicrafts in St Lanka are
involved in labour intensive praduction process
using minimum technology without sophisticated
machinery. The final product turned out is
invariably exotic as they are hand made. Our
handicraft products have goed export market
which has thrivedin the market for a long period.
There are certain manufactures who manufacture
wooden and leather products who have
permanent export orders for their products in
countries. Like U.S.A, UK, Germany efc.,.
Similarly there are products from Brass and
Silver manufactured in the hilf capital which
could be easily broad based to help in the

unemployment and development process. The !

state sector should take more interast in these
products and help to boost the entrepreneurs in
their respective industries by providing them
with more expertise advise and infrastructure
facilities. Ifthe present facilities are broad based
with more research on each industry are made,
these industries are sure to stride forward for
the benefit of our country and the economy.

in fruit cultivation, flora and foliage industries
we cannot compete with countries such as
China , America, Australia, India and Thailand
who have established in these fields and have
strong and long standing links with their exporting
countries. However as we are blessed with
sun and a good climate fruits like Bananas,
Mangoes, Pineapple and Pumpkin couid be
grown on extensive scales for export, fresh or
after preservation. At present there are exporters
who are engaged in this field covering our
vegetables as well. The related state authorifies
should take steps to boost this expart business
whichwould encourage the Unemployed in our
development process. The final product could
also be used for consumption by selling locally,
To forge ahead in these areas the state and
private sector should make research and tap all
available resources both natural and human io

contribute to our development process. Under |

a planned economy agriculture and industry
based productivity could be expanded to absorb
most ofthe unemployed. Foreigninvestors are
quite aware that Sri Lankan workers especially
the skilfed picks up fast and gathers knowledge
about the working procedures very quickly and
efficiently unlike those counterparts in other
countries. In this context foreign investors would
preferto invest foreign capital in our country
where the human labour cost them is very
negligible. Hence inviting foreign investors with

huge capital for production would help toa gr_éa! ;
extent in deploying our unemployed which-

currently each one of our main concerns, If
proper coordination with the' correct foreign
investors is made convincing them with regard

toourinfrastructure facilities these is a possibility
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An overvivew of Chinese Economy
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Summary
As one of the largest economy in the
world, China plays magnificent role in in-
ternational trade and globalization pro-
cess, The emergence of rapid develop-
ment in china poses both chailenges and
opportunities to rest to the world indicat-
ing a sign of “awaking Gorilla". Therefore
the article intends to review past economic
performance of Chinese ecoromy as the
economi¢ giant in the Asian region and
the world economy. The article consists
of five sections; the section one highlights
background of speedy economic growth
in china with respect in macro economic
indicators such as GDP trade openness,
per capita incom and employment efc, The
section two reviews strategy and policies

adopted by china in achieving rapid de-

velopment, It also highlights source of
economic growth. The section three
present main factor contributed for the fast
development in china, with special refer-
ence in features of Chinese economic
growth. The section four reviews emerg-
ing issues related to rapid economic
growth and its consetuence effacts. The
section five depicts subsequenceeifect and
impact on ragional and globzl economy
and finally, the section six presents con-
clusion of the review article.

Introduction

As a developing country and a transitional
economy china shows very promising
gconomic growth, maintaining around 8 percent
annual growth rate in the past two decades
despite slow and negative growth rates in
many developed and developing countries
{IMF,2000). As a resuli of economic reforms
intraduced since 1978, it was able to maintain
around 8 percent consistent economic growth
rate during 1978-2000 pericds, with the highest
15 percent and the lowest 5 percentin some
years. According to Fang and Meiyan (2002),
the china was able o double it's per capita
GDP within 9 years betwesn 1978-1987, where
as Unitad Kingdom 58 years (1780-1838), and
forea 11 years (1966-1977) spent to double

| their per capita GOP. In 2000, China's GDP

was reached RMB 8,818.9 billion (USS 1079
oillionj and ahle to hecome the sixth largest

o)

economy in the world, followed by USA (39,883
Billion}, Japan ($4'677 Billion), Germany ($1870
Billion}, United Kingdorm ($1413 Billion) and France
{31286 Bilion}, Though it indicate very impressive
performance in china's economic development,
still ching face greater challenges in overcoming
inherited rural poverty, huge urban-rural disparity
and unemployment, despite some positive
achievements in maintaining low inflation rate {Fang
and Meiyan, 2002). Due to high growth rate and
negative characteristics some economists
questioned about china's economic growth
(Rawski, 2001). Some of these skeplic views
were mainly based on lack of consistents and
reliable data base for comparable time series
analysis. Though both economists and
researchers were responded with the regard, it is
not easy lo countries, due to its specific nature of
being a transitional economy as well as developing
colntry (Gang, 2002).

DR. G.MAHINDA HENEGEDARA
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Being a communist country china's rapid growth
performance present various paradoxes that have
become the most interesiing subject among

+ economists and policy makers, especially interm
of strategic thinking and policy formulation. As a

resllt, ot of academicians paid special attention to
study china as case study of economic
development. Basically two schools of thoughts
could be recognized in this regard namely
experimentalist school and convergence scheol,
The former beiieve that chin’s fast economic
development is a result of gradual progess of
evolutionary, experimental and incremental nature
of reforms followed over the past and the second,
Convergence school trust that rapid economic
development is direct effect of gradual conversion
and catch up of market econcmies {Jeffrey D.
Sachesand Wing Thye Woo (2000),

As a result of dynamic economic reforms followed
over the since 1970s; China has enrich with ample
iterature and information on socio-ecaniomic patiern

and distributional effects. The available fiterature.
on economic reforms and its impact on overall,

development could classify under two catégories.
Quantitative analysis, hased on modeling and

slatistical testing [Micale Castanheira and
Gerard Roland, (2000}, Xiangkang Yin {2001},
Guogiang Tian (2000), Loren Brandt (2001},
Wel Zhang (2001) and Albert Park and Kaja
Sehrt 200}; and descriptive analysis which
mainly based on perfomance evaluations
[Jeffrey D. Saches and Wing Thye Woo (2000),
Cai Fang and Wang MEIYAN (2002), fang

- Gang (2004), Liu Shucheng, Wang Lina and

Chang Xin {2002} and Wawick J. Mckibbin, Li
Kui-Wai, 2001 and Wing Thye Woo {2004}].
As an academic exercise, the aim of this article
is to review factor affected for rapid acanomic
development in china by considaring views of
bath schools of thaught.

2. Strategy and Policy

Being a communist country, which followed
inward looking policies nearly for forty years,
China introduced outward looking development
policies since 1978 as the main sirateqy of
economic development. Outward looking
policies focused mainly on libera! economic
palicies while ascertaining strong government
sector to reqularize resource distribution and to
pretect rural mass. As viswed by both schools
of thoughts China's reform strategy followed
since 1978 has been described as a “dual
track approach’ the establishment of market
track in parallel o the pre existing planning
track. The dual frack approach pervades alimast
every aspects of policy making; sectoral
reforms, price deregulation, enierprise
restructuring, regional development, trade
promation, foreign exchange management,
ceniral-focal fiscal arrangements and domestic
currency issuance Zhuada fangxiao strategy,
“protect the farge release the small”,

The dual track approach, which mainly based

on agricultural sector was greatly influenced to.

eliminate of commune-brigade system of -

collective farming, replacing by isasing of
commune lands to individual peasant
households, Dual track strategy was adepted
as the means to integrate China gradually into
world trading and financial systems (Jeffery D.
Saches and Wing Thye Woo (2000). In 1980,
four southern coastal cities {Shantou, Shenzhen,

Xiamen and Zhuhai) were designated as special

Economic Zones (SEZs) with autonomic
economic power deal with international
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I Fig. 1: GDP Growth In China 1990-
2001
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play major role for increasing trade {see fable
2).

Thug itisimplied thatthe review of fast economic
growth performance of China is a direct effect
of both evolutionaty and convargence palicy
measures implemented since 1978. It is
obvious that evolutionary policy measures
were greatly contributed to converge advanced

3. Low inflation rate: Even though both consumer
price and retail price were fluctuated in 1995 years,
China was able to control rise of consumer and
retail prices in the recent past indicating slight
deflaion for some years. The fig. 2 depicts change
of retail and consumer prices over the past ten
years.

aconornies though international trade and FDI i
programs ieading towards the rap|d econon’n\,
growthin China. !

i
3. Features of China’s Economic Growth i3

: -]
According to recent rapid economicig

performance of Chinese economy it indicates
some inherited features spacific to transitional |
economy like China. According to analysis t b’

Fig. 2: Price Variation in China 1980-2001

Fig. 3: Employmant Pattern In Ching
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liu Shucheng, Wang lina and Chang Xin (2002),
six factors recognized as main features of
Chinese economic growth.

1. China’s economic growth has stopped
sliding and has tended to maintain sustainable
stability. As indicated in fig. 1 china was able to
maintain 7-8 percent annual growth rate in the
recent past instead of internal and external
shocks. The expansionary fiscal policy helped
to hold the downsfide trend in 2000.

Tahle 3: Demand Structure of China's
Economic Growth

4. The empioyment situation shows that number
of empioyment opporiunities in non state sector
has increased in contrast to dominant state sector.
As indicated infig, 4, tofal number of employments
has increased 16616 million in 1990 to 21274
million in 2000. At the same time no of
employments in state sector has decreased from
10346 million 10 8102 million while employments
in non state sector increased from 2721 million to
11274 million during the consecutive period (see
fig.3).

5. Indicate wider regional disparities among
administrative regions: Thus Eastern and middle
parts of the country increased the industriai
production rapidly compared with cther provinces,

where increased cnly the fixed assets investment.

The main reason for concentrating development
Coastal and some middle parts of the countryis
well developed infrastructure and FDI project under
free trade zones established ( Liu Shucheng, Wang
lina and Change Xin {2002).

Table 3 Demand Structure of China's Econom:c Growth

e “GDP * Contribution by Contribution by Contribution by Contribution -
Growth (%) finalConsumption Capial formationDomestic demand by net
(%) {%) Exporits {%)
1995 109 04 69 '109 0.4
1996 9.6 5.1 33 84 - 12
14997 8.8 33 18 b2 S8
1998 78 32 23k LIS 23
1939 71 54 09 6.3 03
2000 8.0 541 29 B8O 0.015
200 73 44 36 o gy 07

Source: China and World 'Ecor'mmy,' vol 10, 2002

and structure for econcmic growth structure for
ecanomic growth shaws that contribution by
external demand was marginat (negative) and
domestic demand afone causes the economic
growth. The table 3 highlights demand structure

of Ghina's economic growth in accordance with
key indicators such as GDP growth, final

| consumption (%}, capital formation (%),

' contribution by domestic demand and contribution
- by net exports.

6. China has beenimplementing an expansionary
fiscal policy and prudent monetary policy
especiatly during1998-2001 periods to avoid bad
effects of Aslan financial crisis. The growth of
narrow money, M1 has assumed a decline trend
while:the broad money, M2 has been lingering at
below 15 percent during the same period. Growth
of money supply during 1991-2001perod was given
fig 4.

Fig. 4 Growah of Manay Supply (%)

s 1

o 7 )

] ey

Source: China Statistical );ear Bouok

4. Emerging fssues

Despite magnificent economic growth in the *

recent past, China face some greater difficlties
in achieving sustainable econemic developmant
under existing circumstances being a
developing country as well as transitional
econemy [Fan Gang, (2002} and Liv Shucheng,
etal (2002)]. Though short term and long term
econamic shocks which mainly created duato
externalities and globalization were common to
alf countries of the world, China face some
inherited economic probiems that exceptional
to the largest transitional economy of the world.
Unlike Russia and Eastern Europe countries
which were industrialized when transition start;
China is basically agricuttural econemy that 80
percent of total population involved in agriculture
and primary products when it starts fransitional
policy reforms. Therefore some argued that

solutions for Chinese economic problems should

also find its own way rather than imitation of
other countries {Fan Gang, 2002).

£ven Though, maintaining 7-8 annual growth
rate Under internal and exiernal shock is very
impressive achievement compared with both
developing and developed countries, still China
is facing greater challenge to solve
unemployment probiem effectively as the re-
empioyment of laid-off workers or the transfer
of large nurmber of sumpius labor from rural areas,
According to Liu Shucheng, &t al {2002), thisis
an outstanding medium and long term problem
in China's ecanomic growth. Theoretically, it
involves with concept of economic growth, full
employment and inflation as mentioned in
Keynesian economics. Thus it relates with
understanding what would be the potential
growth rate and what is the gap between
existing annual growth rate and potential

~ sustainable growth rate, that country could

achieve while realizing full empioyment without
inducing aceelerated inflation at any given stage
of economic development. As common to many

ciher economies, still ching also face difficulties

in judging figure of potential economic growth
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“urbanization of rural areas:

seonomic development for china in the recent

past. The influence of technological spili-over,
cohvergenca and catch up of advanced
economies through FOI and intermational trade
seem te be more significant though it was not
supported by statistics, As proved econemic
analysis, effectiveness of the technical efficiency
in"Chinese economy rely on two drives:
expansion af non state sector and effective
adoption by the state sector as a subsequence
China's access to WTO.

The fast economic development is mainly
concentrated to coastal and middie areas of the
country due to weil developed infrastructure
faciilies and foreign direct investment. The riature
of urban biased economic growth, changing
egalitarian policies by liberal poiicy reforms,
income inequalities and regional disparities were
affected as a consiraint of sustainable
development. Nonetheless, dynamic changes
lead to reduce poverly and regional disparities
indicate positive trend. The impact of China’s
rapid economic growth and access to
international market. Would be a crucial factor
for developed and developing countries hoth in
terms of factor mobifty and access tointemational
market. The future prospects of Chinese
economy would depend on success of policies
followed to evercome main issues. The
promotion of housing construction and
through

indusirialization and sarvice industries be effective

strateqy to overcome, income Inequalities and

achisve the goal of sustainabie economic
develooment,
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