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Indrajit Coomaraswamy maintains in this analysls of Sri Lanka's employshent policies |
that sufficient weighting must be given to employment genration when gvolving an appro-
priate framework for sound macro-economic management: He argues that 'emplovment )
- must be clearly specified as an objective when designing policies and programmes. Failure
to do this will render it impossible to absorb the backlog of the unemployed and to pro-
] vide employment for thé 135,000-new entrants to the labour force each year. Thm’ paper

Poverty and Open Unemployment

- Poverty and 'open' unemployment -
are arguably the most striking symp--

toms of inadequate development in
many Third World countries. These
countries experience alarming rates of
open unemployment in the urban sec-
tor, and widespread poverty. In the
context of the Third. World, poverty
and open unemployment aré related
but separately identifiable concepts.
While many of the unemployed are
confronted -with conditions of pover-
'ty, a significant proportion of the un-

employed tend to originate from rela--

tively secure economic backgrounds
and undergo a period  of unemploy-
ment while searching for ‘suitable’
jobs. The former phenomenon may.

largely be explained in terms of an im-

balance between the demand for and
supply of labour, while the latter is
‘more a result of inappropriate signals;
being transmitted through distorted:
_differentials in the labour market.
These, differentials encourage ‘over-
searching’ for certam types of employ-
ment. Both these factors operate in
the Sri Lankan context.

Conceptual Framework

:It is generally recognised that the
.conventional theoretical framework
formudated to examine’ ‘employment
problem in the developed countries is
inadequate when applied to the less.
developed countries (LDCs)- because it

is relatively weak in the context of un---

. developed labour market structures.
There is a fundamental conceptual
difficulty. In the traditional sector of
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the Third World much'of the econo-

mic activity is organised in family pro-
duction units within which the sort of

-rigid demarcations between work and
. leisure, common in more developed

labour markets which help to differen-
tiate employment and unemployment

are not observed. In this sector it s,

common for the “share alike’ * ethic to
apply to work as well as to income.
Hence work may be sporadlc and par-

_tial and income generating activities
. "can involve all except the very youn-

gest children to some dégree,

. The labour' force is us_ually defined’

as the sum of the number of people
employed (for pay, on their own ac-
count or as unpaid.family workers)
and unemployed; the latter in turn|
being commonly defined as people
who are not at work but are’seeking

work ot are available for work. Two, -
factors determine the rate of growth,

of the labour force: the rate of growth
of the population of working age and
the participation rates. As mentioned
above, one of the methodological
problemsfaced in the context of the

Third World is that it is often not -easy

to distinguish between members of the
labour- force and non-active  groups.
This problem is most acute in the rural
sector where men, women and chil-
dren above arelatively youngage may
all devote part of their tnne “fo econo-

: m1c activitiess For mstance there is

hkely to be a significant group, main-
ly female, whose commercial actmtles
are essentially sporadic, but whose do-

‘mestic activities often include provi-

sion of services which in more ad-
vanced communities’ are purchased
(e.g. dressmaking and basic processmg

. of food).

Growth, Employment and Distriby-
tion . -

Until recently, economists and po-
licy-makers in both developed and de-
veloping countries assumed that eco-
nomic growth would solve the prob-
lems of poverty' and unemployment.
In the context of the Third World it
has become increasingly apparent that
economic growth alone is not enough.:

Even today there is a strong pro-
GNP lobby which argues that only cri-
teria associated with growth should
govern decision making ‘regarding re-
source allocation. It is argued that

. . growth oriented capital intensive me-

thods of production should be adop-
.ted. Such methods are said to lead to
a -higher rate of growth of income
(ie. a larger cake) the benefits of
which are said .to percolate/trickle
down to all memebrs of the popula-
tion. From the employment point of
view it is argued that tﬁough such re-

source allocation provides fewer jobs

-in the short run, in the long run higher
rates of growth lead to more capital
accumulation and thuis more employ-
ment opportunities. Such an argument
entails the sacrifice of present employ-
ment for the sake of more employ-
ment in the future. This thesis is based.
oh the assumption that capital- ‘inten-

" give techniques are more productive,

that “capitalists™ (private or state) will
reinvest the profits or the surplus and
that this reinvestment will be suffi-
cient in amount to absorb eventually
-more labour than would ogherwise be
employed by the continual use &f la-
bour-intensive techniques. The pro-
GNP lobby deals with the -question
_of income distribution by suggesting
that -aggregate income should be in-

. - creased as much as possible and. then

fiscal measures used - to- redistribute
this income.

This argument has a number of in-

‘herent weaknesses, One. can argue that

conditions in many Third World coun-
tries are such that there is an over-

. whelming argument in favour of ad-

vocating more employment for its own
sake from the point of view of not

only social justice but also political
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stability.' In addition, there need not
be a trade-off between mote employ-
. ment and more growth‘“now”. It is
possible to obtain higher rates of both
employment and output if “appro-
" priate” policies are evolved. Further-
more,. even if the governments in the
Third World incline towards income
redistributive fiscal policies they usual-
ly do not have the capacity to imple-
ment them. It is also the case that in
many Third World countries thesyrplus
generated is squandered by the peri-
pheral elites on conspicuous. conisump-
tion with a high import content.
The notion of viewing employment'
as a by-product of economic growth
. must be discredited. The belief that
the employment problem would gra-
dually solve itself if the rate of econo-
_mic growth was accelerated is not
borne out by reality. There is no auto-
matic mechanism linking increase ‘in
production to increase in employment.
In many countries where economic
growth rates have been satisfactory,
progress judged by other indicators
such as levels of employment, literacy,
life expectancy, infant mortility, nut-
rition, housing etc.,
poor. ‘Economic growth has merely in-
creased’ inequalities between the
‘“haves” and “have nots”. Further-
- more, it has raised éxpectations which

it has not been able to satisfy. Growth -

has usually occured in the relatively

small modern sectors of developing

- economies. Such economies are highly
compartmentalised (non-integrated).
This means that the large traditional
sectors remain unaffected. The fruits
of growth accrue to a small selection
of the population who are already
wealthy. The large mass of the popu-
lation remains virtually untouched by
the economic progress made. The po-
pulation explosion, increasing pressure

" on land in many countries, and the un-,

* favourable “backwash” effects of in-
dustrialisation on traditional handi-
craft activities combine to keep vast
numbers of people in abject poverty,
deprived of any share in the benefits
of a rising average income per head. - i
" - 'The objective of achieving growth
must not be abardoned. Instead one.
. must recognize that development de-
" 'pends on factors .other than growth
of GNP. Economic growth is not in

itself the cu:~ for many of the prob-, -
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has been very.

iems facing the Third World. There are

other criteria of performance and pro-
gress which must be taken into ac-

" count by planners and policy makers

if economie growth is to result in
higher standards of living for the dis-

possessed masses. Employment must -

be made a major goal and a criterion

of development. Development can no:

longer be considered to be synoymous.
with economic growth. Specifically
pro-poor policies must be evolved.
Creation of more livelihoods which
generate a regular and decent level of
income must be emphasised in deve-
lopment policy. National plans should
concentrate on those sectors and those
technologies which - offer the greatest
scope for labour absorption while pro-
viding a reasonable rate of increase in

_output per head so.that decent levels

of earning can be obtained without
rampant inflation. This line of thin-
king contrasts sharply with the app-
roach which aims at a certain rate of

‘growth while taking no account of the

employment creating and distributive
effects of the measures taken to

attain that growth. However, one must.
reiterate that it is necesssary to guard _

against choosing measures to promote

" employment or distribution without

taking into account the impact on

" growth. Employment creation without

growth tends to be self-defeatmg If
development is to lead to higher living

standards for the poor, weightage must’

be given to all three objectives.

Trade-off. between Employment and

“Output Objectives

Much discussion has been centred

" o the costs of employment-promo-

tion. The .cost that has recéived most
attention has been the possible slowing
down of economic growth. If there is
no conflict between maximising
growth and employment simultaneous-

-1y there would be no problem,

However, one can demonstrate that
in certain circumstances there is likely
to be conflict between these two ob-
jectives. Condition’s in the Third
World are such that an increase in in-
vestment and output does nof automa-

. tically lead to a reduction in unem-
_ployment,

Contrary to what one
would expect from Keynesian econo-
mics, capital accumulation and growth

in GNP have not brought poor coun-
tries .closer to full employment. Ins-

. tead there has been an increase in the.

level of unemployment. The employ-
ment problem in the Third World is
related to the lack of cooperant fac-
tors that might be utilised productive-
ly with surplus labour. It is possible to
argue that in such circumstances it can
be worthwhile - to ~sacrifice some.
growth in order to achieve additional
employment, particularly as employ-
ment is not just an end in itself butis -

-also a means to other important ends

besides production. One must, how-
ever, recognise that there has to be a
limit to the amount of growth that it
would be worthwhile to sacrifice for
fuller employment. If the economic
growth achieved falls short of popula-
tion - growth, stagnation sets in, and
poverty will be perpertuated. While
there is no doubt that ill-chosen mea-
sures of employment promotion will
reduce economic growththereis, how-

"ever, considerable scope in Third

World countries for policy measures
that will promote employment and
growth simultaneously.

. The attitude of economists to the

* relationship between output and em-

ployment is subject to controversy.
Neo-classicists contend that factor pro-
portions are variable and that any

"amount of capital can be associdted -

with any level of employment. In this
Neoclassical world the limit to em-,
ployment is set by real wages. Hence,
there can be no conflict between em-
ployment and output. This is not a
realistic assumption. Though some va-
riation in employment is possible with
any given machine there comes a point
when the machine. is operating at
maximum -capacity -and additional
workers will not increase output.

Therefore only a limited range of
employment opportunities can be -
associated with any given machine.
This raises the possibility of conflict.
between employment and output.

It has also been claimed that con-
flcit between output and employment
is inevitable. Capital intensive methods
of production are said-to always in-

volve lower capital cost per unit of

output( and higher cost per job) than
labour intensive techniques. This posi-
tion is as extreme as the Neo-classical
one. There is much evidence that in
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many industries and many processes
the most labour intensive methods also
save capital per unit of outputf" In

these cases the maximisation of em-
ployment and output are consistent.
There is no doubt, however, that con-
flict between output and employment
objectives can arise given the scarce
nature of complementary factors of
production in LDCs. From a policy
point of view it is necessary to deter-
mine how much scope there is for em-
ployment policies that do not run into
such conflict. As mentioned above,
there are areas where more labour in-

tensive methods do save capital per’

unit-of output, It is important R & D
efforts concentrate on improving the
effficiency of labour intensive me-
thods so that more and more of them
become efficient vis-a-vis capital inten-
sive methods, Hitherto,_ almost all
research and development has been
concentrated in the developed world
where labour has been relatively scare.
The labour intensive methods current-
ly avilable tend to be the products
of earlier and less sophisticated science
and technology. This tends to lead to
a trade-off'between employment and
output.

If there is conflict between maxi-
mising current output and employ-
ment, there are a number of reasons
for preferring employment to output.
(a)Employment creation and the con-
sequent opportunities for earning an
income are a potent mechanism for re-
distributing income to those who
'would otherwise remain unemployed

(and often very poor). This is particu-,

larly so in the context. of the Third
World where few countries possess the
capacity or the will to implement pro-
gressive fiscal policies. As the creation
of employment can be a crucial ele-
ment in a redistributive strategy one
can argue that in some contexts pro-
duction ghould be sacrificed for grea-
ter employment; It is however, insuffi-
cient to merely increase opportunities
for work. There is'a need for incomes
as much as for work. Policy must be
designed to create employment oppor-
tunities that provide a decent level of
income. The trade-off involved may
often be between the jncome of the
better off and the income of the poor
rather than between output and em-
ployment.
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(b)Unemployment can be very demo-
ralising.

(c)Widespread unemployment can be
politically destabilising.

-One must give ‘priority to employ-.

ment problems because the political
instability they cause will eventually
threaten levels of output and growth

‘anyway.

If one has established the priority
of employment considerations and
one does not simply wish to maximise
output .by plumping for the capital
intensive techniques, there are three
possible courses of action when con-
fronted with alternative .technique?ln
a situation where there is a conflict
between employment and output.
€a)One can adopt the Gandhian solu-
tion and maximise employment and
sacrifice output. It can be argued that
this will lead to stagnation and perpe-
tuation of poverty; (b) There is the
Nkrumah solution of installing modern
capital-intensive techniques and em-
ploying the number of additional wor-
kers, who would have received mploy-
ment under more labour-intensive
techniques, in some minor and possib-
ly useless capacity. This alternative
does not provide the compromise it
seeks to achieve. Extra workers might

_ reduce output by getting in the way

and by diverting administrative per-
sonnel. Furthermore, as modern fac-
tories pay relatively high wages, such a
policy can lead to an exorbitant wage
bill. This can reduce the profitability
of the firm which in turn will affect
the level of savings and eventually fu-

ture investment. This will have adverse-

repercussions on future employment.
(c)A third solution is to adopt modern
techniques and to-use some of the ex-
tra output to employ the non-em-
ployed on public works, etc. This op-
tiop can lead to a dilemma. If any ca-
pital is involved in the public works
then one is back to the initital prob-
lem. None of these alternatives satis-
factorily resolve the trade-off between
employment and output. Stewart-and

Streeterfhowever, argue that cprtan

:widespread characteristics of the eco-
. nomies of Third World countries pro-

vide fairly wide scope for measures of
employment promotion that do not

* conflict with growth objectives. Atten-

tion should be focused on identifying
the nature and extent of possible con-

flicts between output and employment,
on evolving practical ways of avoiding
these confTicts and promoting both ob-
jectives simultaneously. This will also
have positive distributive effects,

It is important to recognise that
both employment and output occur
over time, Current levels of output and
employment influence future levels.
Hence weighting of objectives both
inter and intra-temporally becomes
crucial. One may conclude that plan-

‘ners must know their time preferences

between the present and future and
evolve an appropriate set of weights
when attempting to resolve conflicts
between employment and output ob-
jectives. ' It was argued earlier that
there is considerable scope for mea-
sures that promote employment with-
out conflicting with growth objectives.
The nature of technical .progress in-
fluences the terms of any conflict bet-
ween employment and output objec-
tives. However, under the existing in-
ternational order, technical develop-
ments are likely to be confined to a
significant extent to techniques of
high and increasing capital intensity.

_ Labour-intensive techniques tend not

to bé affected by technical progress.
Consequently such techniques tend to
become inferior over time and their
adoption may involve a sacrifice of
output when compared with the adop-
tion of more capital-intensive techno-
logy. However, more widespread adop-
tion of labour intensive techniques
would lead to a fall in their costs as a
result of economies of scale in their
production.Hence current relative
costs and efficiency of different tech-
niques may not reflect potential rela-
tive costs. The present picture is often
further clouded by distorted factor
prices and over-valued exchange :ates.
One can conclude that current possibi-
lities understate the impact that utili-
sation of labour-intensive techniques

" (1) Sen has suggested that in cotton-weaving the capital
. output ratio is lowest for the mast labour-intensive
ndvm the fiy-shuttie handioom, and highest for
the automatic power loom. Seg Sen, A K., Cholce af
Technigues: An Aspect of the Theory of Planned
Economic Development, (Blackwet, Oxtord, 1975),
* . AppendixC., PP.83-110. :
{2) Stewart, F. and Streeten, P., ‘Conflict Betwoen
Oulpuuna.Emplo'vmem-Ob]ectwes'rOxford'Eco-
nosr:igapeu. Vol 23.No 2 (July 1971). PP
145-168, s

3} ing.

21




- have on output, Therefore, the areas of

conflict between employment and out- -

put may be less than it appears at
present,

One may conclude that in a rationa-
lly planned economy where due weigh-
tage is given to the local resource en-
downment, conflict between employ-
ment and output objectives can be
minimised.

Employment and Income Distribution

It must be recognised that more
employment constitutes an important
means of redistributing incomd®It is
the most crucial element in a policy
for ensuring widespread sharing in the
fruits of economic growth.

This is particularly applicable in the
Third World because few countries
have the capacity to afford or admins-
ter extensive fiscal schemes to redistri-
bute incomes. However, in all Third
World countries it is ppssible to create
more extensive opportinities for those
able to work to do so productively.

In addition to making for a more
equitable distribution of income, more
employment can satisfy the human
being’s psychic needs for useful and
creative activity. It also provides more
opportunities for people to acquire
skills and the habit of work, thus enab-
ling them to participate both in the
tasks as well as benefits of economic
development. Furthermore, employ-

ment serves to reduce social and poli-

tical tension,

One may argue that there is a two-
way relationship between employment
and income distribution. Not only
does the level of employment affect
income distribution but in addition,
changes in income distribution may
affect the level of employment. Redis-
tribution of income leads to a pattern
of consumption which has significant-
ly lower import content. The result is
an increase in the aggregate demand
for ‘local goods. This means that a
greater' percentage of the value added
-accrues to the domestic economy. This

has a positive impact on the subse-

quent growth of GNP and the level of
.employment. The increase in employ-
ment may be attributed to the fact
that the production of such goods
tends to be labour-intensive. This leads

2

to an increase in the labour absorptive
capacity of the output mix. This new
consumption basket arising from more
even distribution of income will also
be more heavily weighted in -favour of
agricultural products (lower income
groups spend a greater proportion of
their disposable income on food
items). This will increase aggregate
demand for such products. This.should
have a positive impact on overall deve-

-lopment given the sectoral distribution
of the economy. (The gains are likely

to outweigh’ any losses sustained by
reductions in services consumed by the
rich). '

The conventional argument against
redistributive measures contends that
the level of consumption is likely to
increase, leading to decreased savings
and investment which in turn will have
a negative impact on employment.
This argument is highly questionable
in the context of the Third World.
Even if one accepted the debatable
assumption that an uneven distribu-
tion of income does induce a higher
rate of personal saving, much of it is
likely to be siphoned out of the coun-
try either through direct outward re-
mittances to foreign bank accounts or
through conspicous consumption with
a high import component. Provided
that appropriate measures are under-

"taken there need not be any significant

trade-off between distribution and
output (equity and efficiency).

Concluding Remarks

One may conclude that it is possi-
ble to evolve a policy framework
which gives due weghting to the
growth, employment and distribution
objectives. In the Sri Lankan context
such a policy package would have to
concentrate on increasing the incomes
of the rural poor. This would also
serve to increase the labour absorptive
capacity of the economy.

Employment Oriented Policies In

The objective of this section will be
firstly to examine briefly how the em-
ployment issue has affected economic
planning during the post-Independence
era.

The employment input into economic

planning ' :

The 1948-56 period

This period was characterised by an
essentially ad hoc approach to econo-
mic policy. The so-called Plans which

‘were drawn up before the Ten Year

Plan were either just a complilation
of public proiects or instruments de-
signed for the specific purpose of ob-
taining foreign aid for particular pro-
jects or programmes. ‘One could con-
clude that during this period there was
some “project planning” related to
certain public projects. The documents'
were only concerned with investments.
However, these werfe not implementa-
tion-oriented and there was no admi-
nistrative apparatus for continuous
planning and reviewing. The employ-
ment objective did not feature in any
of the documents because this period
was characterised by relatively full
employment. Open unemployment
had not reached the alarming levels

‘of the sixties and seventies. No at-

tempt was made to distinguish bet-
ween the objectives of combating un~
() .
desemployment and the expansion of
production. It was assumed that un-
der-employment was to be found
chiefly among agriculturists, who
failed to use their land and time to
best advantage? The possible existence
of structural imbalances was not con
sidered.

The Six Year Plan for Ceylon co
vering the period 1st October, 1947~
30th September, 1953 was published
in 1948. This document was confined

‘only to the public sector and consisted

of the Budget Speeches made by the

‘Minister of Finance before the begin-

ning of the financial years 1947-48
and 1948-49, in which ihe discussed
the future with a six year perspective,

i3) Mouly, J. ana Losta, E.. Employment Policies in
Developing Countries. {(George Allen and Unwin,

1974}, P. 19.

{5) Work or: the Ten Year Plan {1359-69) was begun in
1956 '

{6} Unde! ploy "can be gefined in terms of

various cnteria: hours worked, productivity or in-
come.

(7) IBRD. “The Economic Development of Ceylon”,
{Report of a Mission organised by the IBRD at the
request of the Government of Ceylon}, John Hopkins -
Press, Baltimore, 1953. * <

18) B. Moller, “Emptioy Approaches to E
Planning in Developing Countries®, Scandinaviar
Institute of Asian Studies. Monograph Series. No. 9,
Stockholm, 1972, P 126.
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Hence it does not constitute a fully.
worked out plan even for the public
sector,

The same may be said of the World
Bank Report which assessed various
projects which had already been
carried out or were being contem-
plated. The creition of new employ-
ment opportunities was not one of the
World Bank Mission’s concerns. The
growth of production was the main
objective, It is interesting to note that
though the existing situation did not;
involve significant unemployment, the
Report of the Mission issued an impor-
tant waruing of the future,

»For some genegrations past Ceylon's,
productivity has maintained a lead in its
race with population. Now the odds in the
race are shifting. There is a grave doubt
whather increasing production in the old
patterns can any longer keep up with 8
greatly accelersted population growth......,
an annual populetion increase’. of about’
2.4%, Is to be sssumed as a basic factor for
the coming décade.....There hangs over the
islahd the serious threat of over-population
......... Up to now the development of new
fand has kept pace with the increase in
populatnon It is very doubtful whether it
can do so much fonger.”

This argument was used to make a
strong plea for family planning. How-'
ever, no recommendation was made to
consider the possibility of structural
transformation of the economy to
achieve diversification which would in-

' crease the labour absorptive capacity:
‘of the economy. The World Bank Re-
port was not a fully worked out long
or medium term economic plan. The.
Mission, however, recognised the need’
for such planning and proposed that
an Economic Planning Secretariat
-should be established.

An embryonic planning secretariat
‘wag established in 1953. It drew up
‘the Six Year Programme of investment.
to cover the financial years 1954/55 to:

. 1959/60"This document was again li-
mited to the government sector. How-'
ever, it was a more coherent document
because a greater effort was made to
synchronise the various projects to be
carried out by the different ministries,
Jt is also significant-that the document
pointed out the possibility of future

. -unemployment which would be queli-

. ‘tatively different from the cyclical un-,
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employment experienced by the deve-
loped countries'™ It recognised the
structural nature of the problem in'
Third World countries and pointed out
the constraints posed by capital scar-
city. This document was rejected at an
early stage when a new government
was elected to office in April 1956,
only nine months afteg its publication.
In addition to the documents men-
tioned above, the first Colombo Plan:
also gave some indications of the aims’
of the policy makers. In September
1951, the Colombo Plan for Co-opera-
tive Economic Development in South
and Southeast Asia was drawn up. The
Plan sought to improve conditions
prevalhng in Asian Commonwealthl'
countries. Sri Lanka was one of the.
original members of the Colombo
Plan. Its propossls contained various
projects which required governmental
financing. The Colombo Plan cannot
be described as an economic plan in
the modern sense of the word. It was:
‘more a borrowing/foreign aid oriented
document which concentrated on spe-
cial projects in the public sector. How-
ever, it did make an important contri-

‘bution in the early post-colonial years,

when Sri Lanka did not possess any
planning machinery. It made it neces-
sary to consider more throughly va-
rious public sector investments.”

The pre-Ten Year Plan period was,
characterised by some measure of-
“project planning”, related to various.
public sector operations. The so-called’

'Plans of the period were essentially

collections of projects from different
Ministries. They lacked coherence and-
internal consistency. In addition they
were pre-occupied with production.!

‘Though some of the later documents.

displayed an awareness about the*‘em-,
ployment problem”, very little was:
done in concrete terms to give the em-

ployment objective its due weightage.

"The Ten Year Plan (1959-68)
The objectives of the Ten Year Plan’

fall into two main categories: high em-
ploymegt and a high rate of income
growth. The employment objective
was given significant weightage. Em-
ployment considerations were granted
an independent status as one of the
aims of the Plan. Not only was em-.
ployment creation one of the objec-

tives, it also influenced working me- .

thods used at the formulation stage
and there were employment-related
adjustments at the implementation.
stage.

It was Professor Joan Robinson’s
visit to the country at the time the
Plan was being prepared, which caused
employment to be given greater impor-
‘tance, Employment effects became a
.central factor in the calculations on
which the Plan was based. It came to’
be placed among the most important.
factors in determining the methods of,
coordinating ghd“adjusting the dlffe-
rent sectoral studies. When the Plan
was almost completed it became appa-
rent- that it would generate an insuf-
ficient number of jobs. As a result the
allocations for small industries were
increased and investments in other
areas had to be pared down. This pro-
vides a clear indication of how em-
ployment as an objective was able to
influence the Plan. Despite these po-
sitive aspects the Ten Year Plan was
inherently weak from an operational
point of view.

The Plan does not examine in detail
the “means” of realising the objectives
iset out. Though the requisite amount
of savings for the proposed invest-
‘'ments are worked out, operational
‘means such as changes in credit condi-

- tions, savings stimuli, tax rates, etc.,
necessary to achieve an adequate level,
of savings, are not discussed. In addi-
tion, means for achieving set targets
‘regarding family planmng are not en-
-quired into,

Another such shortcoming was the
-lack of a budget of skilled manpower.
“This may be attributed to the fact that
‘there was little physical planning in
“the document.The Plan was essentisy
concerned with the allocation of sums:
of money'. Another weakness, from an
implementation point of view was the
‘lack of alternative (contingency) plan-
ning. This was particualr important as
the Plan made optimistic assumptions
in such high risk areas as the savings
‘level, rice subsidies, and the terms of
‘trade.

(9) 1BRD, op.cit.

(10} IBRD. op. cit., cited m Moller, op. cit.. p. 133

{11) The document was no* published until July 1955

{12} Here one must recogrse that “post-industrat
societies” may be faced with another set of
problems

. {13) Motler, op.ct.. p.146
{14} Ibid, p. 155.
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One of the most glaring weaknesses
" in the Ten Year Plan was the proposed
level of governmental saving. The fi-
gure was unrealistically high. This
mearit that the investment programme
was not likely to be realised. If the

programme was forced through there-

would inevitably have been a currency

crisis. The unrealistically high levels of*
savings required also meant that the

targetted increase in employment

-would not be achieved. The Plan en-

‘visaged providing sufficient livelihoods
" to absorb the increase in the labour

‘force during the Plan period and to’

‘reduce the number of unemployed by
65 000 In order to do this, the plan-

‘ners assumed .that 1,390,000 new em-’

ployment aopportunities would be
created. From the outset it was ex-
tremely unlikely that this target would
be met, given the shortfall in capital
accumulation(investment).

The implementation of the Plan
‘'was also set- back by the foreign ex-

change situation. The terms of trade

‘deteriorated significantly, after 1960. .

The favourable trends in the 1958-60
phase were offset by negative trends
on the consumption side. Regular de-
ficits in the balance of payments on|
current account led to the rapid:

drawing down of the currency reserve.,

In 1962 reserves dwindled to the equi-
“valent of only two months’imports.:
The acute currency problem led to the;
curtailment, delay, or abandonmentI
of several programmes. n addition. to'
the adverse trends on current account,

the outflow of private capital con-

tinued. This process was speeded up
by the nationalisation measures under-
taken. In sum, from the outset severe
resource constraints made the full im-
'‘plementation of the Ten Year Plan
.impossible,

Another negative factor was the

increase in rice subidies, Theyin-

creased from Rs, 112 million in 1957/
58 to "Rs.248 million in 1960/61.
.These figures completely overturned

_assumptxons made in the Plan. Such -

increases in consumption expenditure
-had a significant negative impact on
public capital expenditure,
) There was no doubt that the Ten
Year Plan had a number of short-
'comings, which made its realisation
‘very difficult. However, the Plan cons-
trtuted an important watershed in
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three senses. Firstly, it marked the
first economic plan for the country
which covered all sectors of the eco-
nomy. Furthermore, it was based on
a far hrgher level of planning tech-
mques. Secondly, it propagated the,

notion that it was necessary to at-
tempt to ingnlate the Sri Lankan
economy from the negative effects of
the International Economic Order. It
was the first document to recognise
the need to reconsider the way in
which the Sri Lankan economy was
articulated into the international capi-
talist economy. The strategy recom-

mended was import substitution indus-
trialisation, Fmally, it marked a break- .
through in Sri Lanka for a employ- :

ment approach to economic planning.:
Though the Plan became obsolete as
early as the beginning of the 1960s,
it was a very important pioneering
document.

The Short-teri  Implementation
Programme

The Short-term Implementation
Programme (STIP) was initially de-
signed to operationalise the Ten Year
Plan for the financial years 1961/2,

62/3 and 63/4. However, it marked a

qualitative shift in emphasis. It will be:
argued below that the employment in-
put into planning was significantly less
than in the Ten Year Plan.

The Programme sets out five objec-
tives: to increase the welfare of the

" people, to eliminate unemployment;

and under-employment “‘as rapidly as

_possible”, to diversify the economy,

to keep the price level relatively stable:
and to aim at an equitable distribution
of national income. The STIP con-
tinued the emphasis on industrialisa-
tion. However, within this overall stra-
tegy there was a significant shift in
emphasis towards capital intensive pro-
jects. Hence the programme was less
employment oriented than the Ten
Year Plan.

The STIP was also much vaguer
than the Ten Year Plan. There were
deficiencies in consistency, often pro-
duction figures were not prese’nted,
the private sector received little atten-
tion, and total figures for employment
creation were lacking. It must also be
pointed out that calculations were not:
made in shadow prices. In addition la~

bour intensive methods were not en-
quired into, make-work attitudes were:
not discussed, and no manpower bud-
get for sub-groups'was drawn up. The

.general technical standard of the STIP

is perceptibly lower than in the Ten,
Year Plan.

From the point of view of imple-
mentation, the STIP faced the same
problems as the Ten Year Plan. In this
respect, the deterioration of the fo-
reign exchange position was particu-
larly important.

The Department of Labour, with
the help of the ILO, conducted a’
study in 1959/60, which estimated
that 340,000 persons were unemploy-
ed and 550,000 were under-employed
and were “available for additional
work”@'l‘here was every mdrcatron
that the employment situation was
worsening rapidly. .

““It is actual a paradox that the in-
terest' of the country’s policy-makers
in employment creating measures di-
minished as soon as unemployment
was believed to have risen steeply. The
reaction can be summed up by saying
that the greater the degree of unem-
ployment that existed or was known
about the less important it became for
economic planning™®

The  Development:
1964-65.

In early 1964 the Department of
National Planning began work oh a

Programme

“ three year plan. However, no such plan

was presented. Instead the government
wanted a plan produced in time for,
the measures to come into effect be-
fore the next "General Election in .

_1965. Hence a one-year “plan” cove-l

ing the budget year 1964-65 was pro-
‘duced. .
The employment issue _was given
.only peripheral attention. This marked, i
-3 complete retreat from the hopes of
the Ten-Year Plan. Employment crea
tion was a working method in the lat--

115) The Plan assumed the total unemployment figure
1o be 113,000. This was unrealistically low

116) It was prepared by a relatively well-developed
_planning secretariat

117)-The Plan-aitnot-take-mo.account the severe
drawbacks associated with such a strategy
especially in a dependent small country.

{18) These figures are subject 1o vanous reservations
due 1o the conceptual and methodological prob-
lems involved in estimating the under-utilisation of
labour.

(19} Mollerop citp. 281.
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ter, and it was hoped that sufficient
employment would be generated to
absorb all new entrants into the labour
force, during the Plan period, and also
to reduce existing unemployment. By.

1964, despite increased knowledge -

about the worsening unemployment
situation, the employment input into
economic plannirg became very mar-

ginal.
Planning in Ceylon 1965-70

With the change of government in
1965, several new features of econo-
mic planning were introduced. The
country’s planning apparatus was rein-
forced both politically and organisa-
tionally. The Prime Minister himself
took . the Ministerial portfolio. A new
orientation was adopted to the actual

planning process itself. It became more

oriented towards current economic
decisions, It was felt that earlier deve-
lopment plans had been too aggregate
and had not been followed up by
detailed programmes and projects
which were ready for execution. Em-
phasis was placed on producing prac-
tical programmes for the “‘critical
sectors” of the economy rather than
on preparing a new long-term plan,

" Attention was focussed on project

oriented work, which was capable of
being implemented quickly. The first
document of this nature was the Deve-
Jopment Programme 1966-67.

“In the main planners during this
period concentrated on government
projects and their implementation and
the possibilities of securing foreign aid.
Generally projects were compared
only within the relevant sector, inter-
sectoral balancing was haphazard.
Greater emphasis was given to agri-
cultural development, particularly the
paddy sector. This was due to the
rapid rise in the price of imported rice.
Attention was focussed on the growth
of production and strict economy
with foreign exchange. These were the
main objectives which preoccupied the
planners, Employment generation, as
an explicit aim in the short run was
very much in the background. The
failure to give sufficient weighting to
the employment objective. over the
years had disastrous political implica-
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tions. [t was probably the most signifi-
cant -underlying causal factor for the
Insurrectiqn (1970).

The Five Year Plan (1972-76)

The Five Year Plan (1972-76) was
presented at a time of grave social and
economic crisis. The Insurrection
(1971) had threatened the political
stability of the country. The foreign
exchange situation was critical.

. ' There was a radical shift in the

ideological underpinnings of the Plan.

“While the Five Year Plan attempts to
formulate programmes and policies designed
to achieve the maximum development of re-
sources, it must do so within a social
framework consistent with the country's
commitment to ‘a rapid advance towards a
sotialist society.” ¥

' _The Plan set out to achieve “redis-
tribution with growth”

The objectives and strategy of the
Plan were also qualitatively different
from the goals emphasised in the pre-
ceding years, The employment issue
was brought very much into the fore-
front ( in the aftermatch of the Insur-
rection). In addition, urgent attention
was still paid to the Balance of Pay-
ments problem. Less emphasis was
placed on capital-intensive industriali-
satioff while the importance of agricul-
tural development in any economic
strategy for the country was recog-
nised. While recognising the impor-
tance of import-substitution, particu-
larly in agriculture, the Plan called for
an export drive. In general, the pro-
gramme constituted a move towards a
more directed economy.

During the ‘60s, the country had,
on average, been spending about 88%
of its annual income on consumption.
During the period 1959-69 domestic
savings averaged about 12% of Gross,
Domestic Prqduct, while investment
averaged about 17% of Gross Domestic
Product. The need was recognisgd for
budgeting policies which generated sa-
vings and mobilised resourcée for in-
vestment, .

The inadequacy of resources for in-
.vestment was due not only to the low

rate of saving but also to the serious
shoartage of foreign exchange.

Exchange and import controls were
introduced. A strategy of export diver-
sification and promotion was also re-
commended.

The social and economic objectives
of the Plan were, as follows:
()to carry through the structural
changes in the economy necessary for
long-term growth. This means invest-
ment in basic industries which can pro-
vide the inputs for other industries,
the growing of new types of crops and
the creation of entirely new sectors in
industry and agriculture based on non-
traditional commodities. It is neces-
sary to understand that this transfor-

mation is not only an investment ope-

ration but also involves modernisation
of small-holding agriculture, attracting
the young to agriculture, training
highly skilled personnel to man the
new industrial plants, and building the
infrastructure and skills necessary to
support a major export drive;
(2)to implement the short-term mea-
sures necessary to correct the growing
imbalances in the economy - in parti-
cular the widening gap in the Balance
of Payments and the increasing num-
ber of the unemployed;
(3)to reduce social tensions by the eli-
mination of wasteful consumption and
by redistributive measures;
(#to raise the living standards of the
low income groups by improving hou-
sing and sanitary facilities. Also to
raise the nutrition levels of these
groups, especially by increasing the
production of essential food items
such as fish, milk, eggs and fruits and
by gearing the production of consumer
goods to the needs of the masses;
(5)to take measures to regenerate rural
society and to make it more attractive
to the young by modernising agricul-
ture and by siting agro-based industries
in rural areas®* '
The inadequacy of the financial
systeh was also highlighted, and the
need to gear the structure of credit to
the developmental needs of the coun-

" (20) Ministry of Planning ana Employmént, “The Five
Year Plan” {1972-76), Colombo, Nov 1971.
{21) There was, however, recognition of the need to
develop such small industry and ¢rafts,

(22) Ministry of Planning and € ent, op.cit pp. 11
and 12,
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_ try was recognised. A strong case was
also made for the adoption of labour-

. intensive techniques of production,
based on doinestic inputs.

The basic strategy of the Five Year
. Plan was to be composéd of the fol-
lowing essential eleménts:

(a)the ‘maximum. use; of 1aB.our, which
is the resource available in abundance;

(b)an investment policy whith makes’

the best use of the limited foreign ex-
change which. is available;

(c)the reduction of food .imports by
the immediate development and diver-
. sification of agriculture;

(d) full and efficient utilisation of exis-
ting industrial plant expansion of se-
lected industries and -investments in
new industrial projects on the basis
of national priorities; ’

(e) development of a new export sec-
tor; and '

(f)the involvement of the people in the
formulation and execution of develop-
ment projects at the local level.

It was recognised that while the
Plan provided a framework of national
policies and targets, the implementa-
tion required more specific and detail-
ed short-term programmes. It was in-
tended that detailed annual plans
would be prepared for this purpose.
The annual plan was also.to contain
overall targets for public and private
expenditure and a foreign exchange
budget.

It was anticipated that the total
employment generated by the stream
of investment proposed in the Plan
would amount to 810,000. The secto-
ral distribution was to be as follows:

lémployment created during the Plan
Period

Agriculture 300,000
Industry 165,000.
Construction 60,000
Services " 285,000

Total: 810,000

" Source: The Five Year Plin(1972-76)
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It was estimated that 1.1 million
new livelihoods would have to be
created to absorb both the-backiog of
unemployment and the additions to.

the ,labour force during the 'Plan.

period. Hence there was a shortfall of
290,000 employment opportunities.
An effort was to be made to mop up
this surplus through special works pro-
grammes, financed from the ‘govern-
ment budget. It was hoped that these
projects would strengthen both the
infrastructure and productive base of,
the rural areas. The recommended ac-
tivities included: Minor Irrigation
Works, Restoration and Desilting of
Village Tanks, Land Development,.
Land Reclamation, Reafforestation,
Soil Conservation, Construction -of:
Roads, Construction of Community
Wells, Construction of Community
Buildings, Rural Housing and Animal
Husbandry, etc.There, was no doubt
that employment was one of the cru-
cial issues which influenced the plan-
ners at the formulation stage.

The investment programme was
based on a savings rate of 17% of the
GDP. This constitutes a significant
increase from the average of 12% that
persisted during the previous decade.
The magnitude of ‘the task becomes
more evident when one considers that
the marginal rate of saving” worked out
to 26%. There is an inevitable lag bet-
ween the initial increase in the rates of
savings and investment and the returns
that eventually accrue' in the form of'

higher incomes. Hence &_@e ini--
tial stage of the Plan period, the coun-,

try was required to accept the burdens -

of short-term restraints on consump-
tion and additional taxation. Given the
open political system, relatively well-
developed welfarism and the strength
of the organised sectors of the labour
force, it was always extremely unlikely

that the investment, and therefore em-

ployment targets set out in the Plan
would be reached. However, this ques-

‘tion became purely academic when a
number of exogenous and endogenous
"factors combined to render the Plan

obsolete, at the outset of the Plan

“period.

The important exogenous factors
were: (1) the rapid increase in -world

-

inflation arising from synchronised
expansion in the developed countries;
(2) the energy crisis and the resulting
explosion in fuel prices; (3) the food
crisis - brought aboyt by the grain
shortages due to a very bad interna-
tional harvest. As a result the price of
imported fuel and food soared. The
government could not-pass on price
increases of such magnitude to the
consumer. Consumption expenditure
could not be dampened. Furthermore,
the worsening foreign exchange posi-
tion meant that public and private en-
terprises could not import essential
machinery, spares and raw materials.
This meant that they were forced to
operate -at very low capacity levels.
The resulting fall in profitability had
a negative effect on savings. This ten-
dency was reinforced by relatively

- poor performance in the agricultural

sector (domestic and export) as well.,
In fact, the savings and investment
targets of the Plan were quicKly in
disarray. However, not all the blame,
can be apportioned to external factors.

There were a number of endogenous,
factors which hampered implementa-
tion of the Plan. Considerable misma-
nagement and corruption led" to a
wastage and misallocation of re-
sources. |

The radical transformation of so-
ciety outlined in. the Plan was not
achieved. A number of innovative mea-
sures were undertaken, The Land Re-
form Laws were passéd, the compul-
sory savings scheme(ceiling on in-
comes) was introduced, fiscal measures
were taken 'to redistribute wealth, res-
trictions were placed on house owner-
ship. Divisional Development Councils
were set up as catalysts for participg-'
tory development, a network of rural
institutions were set- up to provide
easier access to inputs; credit and:
coverage of the banking system were

extended to increase coverage in the

123) This is the proportion that has to be saved out of the-
additional income accruing during the Plan period.”
(24) This may be attributed to 3 combination of tactors:
ch her conditions, shortages of inputs
and mismanagement of land, water and other -
resources '
{25) Though economic performance was poor gurng
this period there were some bright spots. A degree
of export diversification took place, e.g. Precious
. Stones (Gems) and Garments. In addition, some
local entrepreneurs took advantage of the ighly
protected domestic market. A new more in-
, digenised breer of busir {mudalalis}
came to the fare dunng this pernod.
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rural sector.(It was hoped that this
could both provide easier credit and
mobilise savings).'sHowever, none of
these measures achieved the impact
they should have had. This was partly
due to resource constraints brought
about by external factors and partly
due to negative internal factors born
out of the socio-econémic matrix in-
to which these measures were intro-
ducéd. Nothing was done to streng-
then the countervailing power of the
weaker groups in society.

The Five Year Plan (1972-76) is the
most employment-oriented planning
document drawn up in Sri Lanka.
However, as mentioned above, a series
of factors combined to make the Plan
a dead letter at the very outset. The
employment situation in fact wore-
ned during the Plan period. This was
inevitable, given the economic stagna-
tion experienced during these years.
The economic paralysis, combined
with the failure of the redistributive
measures designed to have a significant
impact on the, quality of life of the
weakest economic groups, served to
bring about widespread public disaf-
fection. 1977 saw a change in govern-
ment and the introduction of a com-
pletely different economic strategy,
One may, however, contend that the
Five Year Plan contained much that
was laudable. Its failure was due to an
unfortunate conjuncture. of interna-
tional events, lack of commitment
and mismanagement internally.

The post 1977 period

The new government elected to
office in 1977 undertook a dramatic
ghift in economic strategy. It was
assumed that despite the impressive
performance of Sri Lanka’s social indi-
cators( the relatively equitable distri
bution of income, containment of po-
pulation growth and the maintenance
of a quality of life not matched by
many other countries with higher per
capita incomes),. the country’s capa-
lc'ity. to maintain these living standards -

{26) In add:tion the Convertible RupeeAccount {CRA)
h was introduced to p non-traditional
exponts and attractive incentives were provided 10
2NCOUIage Savings
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had been eroded by ‘economic stagna-
tion in the middle *70s. The new po-
licy was based on the premise that a
continued allocation of a large volume
of resources to consumption was ini-
mical to economic growth and the ge-
neration of employment, it was
assumed that the rigid control system
that had ‘been built up. over the years
had seriously distorted relative prices
and had reduced private sector incen-
tives. In addition the public sector
which had expanded rapidly; had be-
come wasteful and inefficient. In
accordance with such an analysis of
the situation, the government embar-

. ked'on far reaching policy of reform.

Governmet: subsidy programmes were
significantly reduced and better target-
ted in an effort to. divert resources
from consumption to investment while

protecting the most vulnerable. Rigid -

trade and payments controls which
were merely maintaining an over-
valued currency- were dismantled, This
also served to remove various disincen-
tives in the private sector. Measures
attempting to make the public sector
more efficient were introduced. Va-
rious state trading monopolies were to
be eliminated and an atmosphere of
public and private sector competition
was introduced. In summary, one may

contend that the new package of poli-
.cies adopted was designed to channel

more resources to investment and to
free the economy from some distor-
tionary controls, so as to allow market
forces a greater play in the allocation
of resources.

Attention has been focussed on a
number of development projects with-
in a rolling plan frame-work. Three
large projects initially formed the cor-
ner stone of the government’s deve-

-lopment Strategy. They were the

Mahaweli Development Project, the
Free Trade Zone and the Greater Co-

lombo Area Urban Development Pfo- |

gramme. The unemployment problem
has continued to be in the forefront
of the minds of the policy makers, The
employment objective has been-given
significant . weightage ‘in the formuls-
tion of the mador development: pro-
jects.

The investment and production
oriented strategy pursued over the last
decade or so has had “favourable em-
ployment effects; The Consumer Fi-
nances Survey (1981/12) of the Cen-
tral Bank recorded an unemployment
rate of 11.8 percent. This compares

very favourably with the 24.0 percent -
recorded in the 1973 Consumer Fi-
nances Survey and the 25.8 percent es-
timated in 1977. Unemployment fell
in all three sectors of the economy.
The reduction of the incidence of un-
employment in all thre¢ sectors indi-
cates mchased labour absorption in
many areas of the economy. This may
be attributed to the increased tempo
of economic activity evidenced during
the 1978-82 period. In addition, signi-
ficant emigration, particularly to the
Middie East, would also have served
to ease the unemployment problem.
Thus both demand and supply side
factors seem to have contributed to
the dramatic improvement in the em-
ployment picture.

The more liberal economic environ-
ment combined with a more realistic
exchange rate and substantial invest-
ment incentives have attracted unpre-
cedented flows of both foreign aid
and foreign investment which have
helped to generate new employment
opportunities. Private investment,
both local and foreign, has been attrac-

" ted into such labour intensive, areas as

textiles and garments, tourism, trans-
portation, construction and the retail
trade.

The Public Investrhent Programmes,

‘supported by considerably higher

levels of foreign aid, much of it in the
form of grants and very concessional

‘Official Development Assistance, has

been the major source of locomotion
in the, economy., Much of the private
s#cTor ‘qconomic activity and empley-
mont crestion has also been linked to
the Public Investment Programme.
Considerable progress was made on
th employment front during the
period 1978-82, The unemployment
rate was halved and this’was largely
due to the new economic policies in~.
treduced in the ‘Budget in 1977. The
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" economic * reforms initiated at that
" time created an environment which

fostered innovation and entrépreneur-
ship. :

Since 1982, the momentum in em-
ployment generation has slowed down.
Some of. the major development
schemes are nearing completion. The.
construction and trading sectors. are’
less buoyant, As a result additional
employment opportunities have; be-
come more scarce. The prospects for
foreign employment have also deterio-
rated. The effects of these negative
trends have been compounded by the
uncertiin security situation.

The impressive gains made on the,
employment front since 1977 need to
be consolidated and improved upon.
This requires two sets of policy initia-
tives, At the macro level, it is essential
that the economic fundamentals are

. maintained in sound order. Fiscal,

monetary and exchange rate policies
must all be in line. Employment gene-
ration cannot be sustained in the ab-
gence of sound economic and financial
management. Above all the Finance.
Minister’s efforts to contain the Bud-
get deficit, in the face of escalating
defence expenditure and greatly re-
duced revenue from export taxes,
must be supported. A large budget de-

‘ficit pre-empts resources from produc-

" tive private sector investment with

high employment potential. In_addi-.
tion, it fuels inflation thereby necessi-
tating high interest rates. In a context
where the cost of funds is high, it is
difficult to generate the investment
necessary to increas¢ the labour ab-
sorptive capacity of the economy, It

_is, therefore, of paramount importance

that the Budget deficit is contained
and that sound macro-econqmi_c ma-
nagement is pursued.

When evolving the appropriate
macro economic. framework, sufficient
weighting must be given to employ-
ment generation. Employment must
be clearly specified as.an objective
when designing policies and program-
mes, Failure to do this will render it

.impossible to absorb the backlog of

the unemployed and to provide em-
ploymentfor the 135,000 new entrants’
to the-labour force each year.
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