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Sri Lanka has implemented far-reach-
ing macroeconomic policy reforms
including in trade, monetary and fis-
cal policy changes, during the last two
decades. The declared objectives of
such policy reforms were to acceler-
ate economic growth; to achieve in-
ternational competitiveness; to cre-
ate employment opportunities, to in-
crease capacity utilization; to stimu-
late savings and investments, and to
improve the balance of payments
(Somaratne, 2000; and Gunawardana
and Somaratne, 2000). The achieve-
ment of sustainable and equitable ag-
ricultural development will be a ma-
jor challenge for Sri Lanka for the
next decade. There are four major
strategies that the Sri Lankan agricul-
ture can pursue in reaching the above
objectives. These strategies include
integration into the global economy
(i.e. globalization and regionali-
zation); maintenance of macro eco-
nomic stability; investments in people
and technology; and improving the
climate for agro-enterprises through
market integration.

This paper analyzes the likely effects of

trade policy liberalization particularly
tariff policy reforms in non-plantation
agriculture in Sri Lanka. In this analysis,
an ap])roprialely modified computable
general equilibrium (CGE) model of
the Sri Lankan economy was used to
analyze the economywide effects.

Results show that trade policy reforms
in non-plantation agriculture (i.e. re-
moving tariff on non-plantation agricul
ture) result in likely benign macroeco-
nomic effects such as improving gov-
ernment budget position and aggregate
real household consumption, reduced

Dr. W.G.Somaratne*

price indices, increased aggregate em-
ployment and real gross domestic prod-
uct (GDP) and reduced aggregate en-
vironmental damages. The advantage of
such tariff policy liberalization in non-
plantation agriculture is a possibility of
gaining win-win solutions and encour-
aging market integration within agricul-
ture, though nominal household in-
come and consumption will be re-

duced.

It has shown that policy failures and in-
stitutional failures have hampered the
growth in the non-plantation agricul
tural sector, though macroeconomic
policy reforms have been introduced.
A national agricultural policy (NAP)
framework should be developed in or-
der to deal with the interests of the ‘non-
plantation crop industry’ including the
interests of farmers, wholesalers, pro-
cessors, exporters, consumers and all
other participants who engage in mar-
ket integration through technological
advancements and to incorporate the
dynamism in future national and inter-

national policy environment. It is
necessary to gear the macro level
programmes to improve the over all
growth in the economy to gain ad
vantages to improve the level of
percapita income and thereby to in-
crease the demand driven push for
increasing prices of non-plantation

crops including food crops.

It is further suggested that formula-
tion of micro level agricultural poli

cies complcmcntar)’ to macroeco

nomic poliacs 1s necessary to main

tain long-term sustainability of non

plantation agriculture in Sri Lanka.
Some micro level policies suggested
are: advancement of land saving new
tc('hnnloglcs (eg. grccnhouscs and
poly-tunnels) for targeted tradable
products, establishment of an effec-
tive institutional mechanism to en

courage foreign direct investment
(FDI) into tradable non-plantation
.1gr1cultural sectors (eg. herticulture,
floriculture and spices) for market
integration in line with the existing
incentive packages formulated for
agriculture by the Board of Invest-
ment (BOI). The strengthening of
input dc]lvcry systems (seed, fertil

izer, agro-chemicals, micro irrigation,
and extension) on a competitive ba-
sis with the state and private sector
organizations could be initiated with
the participation of grass-root level
farmer or user organizations. The re-
gional .spccl.llu.]tinn drive should be
initiated by establishing Agricultural
Productivity Villages (APV) and Ex

port Promotion Villages (EPV) for
targeted exportable horticultural,
floricultural and spice products by
the state in collaboration with the
prlvatc sector to p()()l resources in
the region, diffuse new lcdmolugics,

to increase the prndm‘nvnv levels and
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identification of new targeted trad-
able products (eg. ‘green and organic’

vegetables and spice products) within

the sector. The establishment of con-
tract farming and futures marketing
programmes are the viable options for
integration through the regional spe-
cialization drive.

Trade Policy Liberaiization and Non.
Plantation Agriculture in Sri Lanka: New
Strategies for Development!

Introduction

The achievement of sustainable and
equitable economic development
will be a major challenge for Sri
Lanka for the next decade. The World
Bank in its Development Report of
1991 identified four major strategies
as market and people friendly ap-
proaches to development. These
strategies include integration into the
global economy (je. regionalizaiton
and globalization); improving the cli-
mate for agro-enterprises, investment
in people and technology; and main-
tenance of macro economic stability
(World Bank, 1992). Although the.
demrablhty of development through
a market-friendly approach is ac-
cepted in most developing counmes,
recent years have witnessed a grow-
ing concern about whether macro-
economic policy liberalization includ-
ing trade, monetary, fiscal and flex-
ible exchange rate regime will im-
prove the all spheres of development
through market integration. In the Sri
Lankan case, there are macroeco-
nomic policy-induced implications
on the non-plantation agricultural
sectors.

Sri Lanka has implemented major
trade policy reforms including
tarrifying the trade by removing most
non-tariff measures (NTMs), during
the last two decades. The main objec-
tive was to create international com-
petitiveness (ie. efficiency) for Sri
Lankan agricultural products. How-
ever, there has been growing concern
about the economic and environmen-
tal impacts of such policy reforms.

In .the analysis, we focus on highlah;i,
midland and lowland regional non-

plantation agricultural sectorss. Based
on analysis, it is anticipated to suggest
strategies to improve the efficiency in
non-plantation agriculture in Sri Lanka.

The rest of the paper is organized as fol-
lows: Section 2 presents a brief over-
view of trade policies and the non-plan-
tation’ agricultural sectors. Section 3 re-
views the present trade policy measures
particularly import tariff structure in
relation to the Sri Lankan non-planta-
tion agricultural sectors. Section 4 ex-
plains the basic features of the comput-
able general equilibrium (CGE) model
developed for the Sri Lankan economy.
Section 5 examines the tariff policy lib-

eralization-induced likely macroeco-
nomic and mesoeconomic (ie. sectoral)
effects. Conclusions, policy implica-
tions and strategies proposed are in-
cluded in the final section.

Trade Policies and the Non-plantation agri-
culture

It is increasingly recognized that mac-
roeconomics via its impacts on the level
and structure of economic activities in
a country has multitude of direct and
indirect economic and environmental
impacts.. Stabilization programmes are
likely to encompass demand manage-
ment policies, like fiscal policy mea-
sures that regulate domestic budget
balance and improve the balance of pay-
ments. Devaluation of national currency
and maintaining positive real rate of in-
terest are typical elements of these
programmes. The main macroeco-
nomic policy devices include: trade
policy liberalization (ie. tarrification);
financial deregulation (including credit
market reforms); public sector re-
forms; tax, price control and subsidy
reforms; monetary reforms; exchange
rate adjustments (eg flexible exchange
rate regime, unification and devalua-
tion); and complementary micro policy
and institutional reforms and capacity
strengthening. These measures are vir-
tually aimed at restoring macroeco-
nomic stability in the economy.

Sri Lanka has implemented far-reach-
ing macroeconomic policy reforms’
including changes in trade, monetary
and fiscal policies and other micro

policy reforms, during the last two de-

cades to liberalize the economy,
mainly under the structural adjust-
ment policy package introduced. The )
policy reform ‘packages’ included the
reduction of protection provided to
import competing sectors including
agriculture, exchange rate adjust-
ments from a fixed exchange rate to
a flexible exchange rate regime, fis-
cal and monetary reforms, liberaliza-
tion of domestic factor and product
markets, and privatization of selected
government owned business enter-
prises. The main declared objectives
of the policy liberalization package arc
to remove imperfections and impedi-
ments in trade (through tariffication
— removing non-tariff measures —
NTMs); to accelerate economic
growth; to achieve international com-
petitiveness; to create employmcnt
opportunities; to increase capacity
utilization; to stimulate savings and in-
vestments; and to improve the bal-
ance of payments (Gunawardana and
Somaratne, 2000; and Somaratne,
2002).

In line with the policy reform pro-
cess and the rapid growth of world
demand, tradable products including
food products (eg. fresh or processed:
and organic or ‘green’) inevitably will
gain the advantages to integrate into
the international niche markets. In
line with the mission* of the Ministry
of Industrial Development, it is ex-
pected to create an investor [riendly
environment to integrate with glo-
bally competitive agro-based and in-
dustrial products. It would gain new
impetus to agriculture by encourag-
ing market integration. The increased
consumer income will fuel for more
domestic demand for types of value
added and ‘green’ products in the ag-
ricultural sector. The future of agri-
cultural and agro-based product sec-
tor in Sri Lanka, which is a dynamic
sector, will respond positively to
changes in the international policy
environment — ‘globalization’, and
regionalisation (ie. Indo-Lanka Free
Trade Agreement — FTA) and the
changes in policy liberalization in the
national economy. The reforms in glo-
bal and national policy environment
entail demand driven elements in
horizontal and vertical integration in
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the whole process of

Table 1: Projections of the Effects of Tariff Reduction in

ricultural sectors has

production and market- Non-plantation agriculture on Macro Variables In Sri Lanka been gradually reduced
ing to increase the level - in line with the liberal-
of efficiency and com- Percentage Change | ;,.4 trade and other ag-
petitiveness. In line with Variable Description Policy 1 | Policy 2 # ricultural reform poli-
the neo-liberal policy cies. The main objective
environment, theroleof | A, Government Budget Position (Rs Milllon) | 110 5033 of tariff reforms was im-
d1 . - - » . -
b g pnv:tzsec:lor ca; n;)(; B. Household Consumption and Disposable Income Rroving the 1.n.terna
¢ negated and it shou i. Aggregate nominal household consumption 043 29 tional competitiveness
consider as the drwmg Ii. Aggregate real household consumption 0.04 1.2 for the SrllLankan agri-
force’ in the economy. lil. Nominal household disposable income -0.44 41 cultural products to
The role of the state sec- C. Price Indices maintain efficiency in
tor would,be to facilitate I. GDP deflator .0.46 5.1 the process. Once the
the .development pro- il. Consumer price index -0.48 4.1 trade barriersrelating to -
cess by formulating D. Aggregate Employment 0.11 215 agriculture became an
complementary strate- internationally promi-
gies and other mecha- E. ?'::r:ir?a‘l"g;;“c Product 044 " nent issue, Sri Lanka’s
nisms (for investment iL. Real GDP 003 | o098 ‘tariff and related protec-
and ,-tech_nological ad- - - - tionist policies were the
vancement) to enhance |F. Aggeragte Land Degradation 0.25 443 subject of critical analy-

"the growth in the
economy. Based on mac-
roeconomic indicators in
the Sri Lankan economy, it has shown
that economic fundamentals were
robust and the economy was moving
in aright direction (Soma-ratne, 1998,
2000). However, the rate of growth
in agricultural sectors was shown
very high fluctuations and maintained
less than 2 percent rate of growth per
annum, during the last decade (Cen-
tral Bank of Sri Lanka, 2000). Fur-
ther, in the end of year 2001, Sri Lanka
has experienced a negative rate of
economic growth in the Sri Lankan
history with the sudden changes in
variables of international (ie. bomb-
ing at the world trade centre in USA)
and national (ie. bombing at the
Katunayake international airport)
economic equations (Central bank of

Sri Lanka, 2002).

Though, Sri Lanka has implemented
successful macroeconomic policy
reforms, the agricultural sectors in-
cluding non-plantation agriculture in
Sri Lanka suffered from stagnation in
production and market integration
during the last two decades
(Somaratne and Ratnayake, 2002).
There were two sets of national agri-
cultural policy (NAP) frameworks
formulated by the Ministry of Agri-
culture (1995) and the National De-
velopment Council (1995), identify-
ing the food security and commer-
cialization of agriculture as the main

50% tariff reduction in non-plantation agriculture.
# 50% across-the-board tariff reduction.

thrust areas. Further, it has shown that
though these sectoral policies were
implemented, the expected sectoral
growth in the agricultural sectors in-
cluding non-plantation agriculture sec-
tor (ie. paddy/rice, potatoes, chillies,
B’onion, red onion, cowpea,

eengram, maize and blackgram; and
vegetables and fruits); was not achieved
along with market, policy and institu-
tional failures (Somaratne, and
Ratnayake, 2002). The impact of this was
mostly felt on farmers operating
smallholdings and investors who are
dealing with functions of market inte-
gration. Therefore, the achievement of
sustainable and equitable economic
development will be a major challenge
for Sri Lanka for the next decade.There
are four major strategies opened for the
Sri Lankan agriculture, which can pur-
sue in reaching the objectives of policy
liberalization. These strategies include
integration into the global economy (ie.
Regionalization and globalization);
maintenance of macro economic stabil-
ity; investments in people and technol-
ogy; and improving the climate for agro-
enterprises through market integration.

Trade Policy Measures and Non-plantation
agriculture .

Since 1977, trade policy measures par-
ticularly import tariff protection pro-
vided to Sri Lankan non-plantation ag-

sis. In this context, quan-

titative restrictions

(QRs), import tariffs,
export taxes, export subsidies and
exchange controls were reduced or
dismantled and other institutional
reforms were undertaken which
were conducive to economic growth
in Sri Lanka. In 1977, most QRs in
international trade of manufacturing
and agricultural product sectors were
replaced by a six-band tariff regime,
ranging from O to 500 percent.These
rates were imposed even on non-
plantation agriculture, considcring
various commodity specific tariff
rates. The Sri Lankan tariff structure
has been periodically reviewed since
1980, and successive changes toward
a lowered tariff structure have been
implemented (Ratnayake, 1993; Re-
port of Presidential Commission on
Tariff and Trade, 1994). It is expected
to liberalize tariff regime further and
impose a two-band tariff regime for
all products including products in the
non-plantation agriculture in Sri
Lanka by the year 2005 in line with
the agreement of World Trade Orga-
nization (WTO). -

During the period 1994-2001, the
tariff rates imposed on non-planta-
tion crops (ie. paddy/rice, chillies,
onions, potatoes, greengram and
blackgram) and other varieties of food
imports, which are not grown in Sri
Lanka, were ranged from 10 to 35
percent (see Appendix Table 1). The

4
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35 percent import tariff rate on the
CIF price was imposed on rice, sugar,
potatoes, red onions, B’onions,
greengram, blackgram, dried chillies,
maize and split lentils, The 20 per-
cent tariff rate was applied for wheat
and the 10 percent tariff rate was
claimed for condiments like corian-
der, cumin seed, and fennel seed.
However, the United National Front
(UNF) government came to power
in end of 2001, have proposed. to in-
crease existing tariff rates in non-plan-
tation agriculture on imports of rice,
B'onions, chillies and potatoes. This
sort of tariff protection may safeguard
the farmers’ interest in the short run
but other macroeconomic distor-
tions and issues in inflation and ex-
ternalities may hamper the agricul-
tural development process and lead
to macroeconomic instability in the
economy. However, the tariff struc-
tures assist to distort resource allo-
cation in between plantation and non-
plantation agriculture and between
agriculture and other manufacturing
and service sectors. Furthermore,
tariff protection appears.to have in-
creased the environmental cost, in-
cluding cost of land degradation-in-
duced on-site and off-site environ-
mental damages. For exampie, a
higher rate of import tariff protec-
tion was given to highland and mid-
land non-plantation crops (ie. pota-
toes, onions, chillies, maize
sub-sectors), despite these

shocks to an economy on'macro and
microeconomic variables.

Particularly, the CGE model developed
by Somaratne’® (1998), the relationship
between tariff policy reforms and the
issues on externalities in agriculture, (ie.
land degradation-induced off-site ef-
fects, and aggregate and sectoral level
of soil erosion) was considered. Al-
though modeling of all land degrada-
tion-induced effects is an extremely
difficult task; efforts have been made
to evaluate the policy-induced
economywide effects of land degrada-
tion, including on-site cost of land deg-
radation-and off-site impacts of irrigated
agriculture, hydro-power generation,
flushing cost of Kothmale reservoir®,
operation and maintenance cost of high-
land and midland road network, and
other cost of health hazards and purifi-
cation of water. In addition, the CGE
model requires various elasticity param-
eters, namely substitution elasticities
between domestically produced and
imported commodities (ie. Armington
elasticities); own, cross price and ex-
penditure elasticities for Sri Lankan con-
sumers; foreign demand elasticities for
Sri Lankan. exports; substitution elas-
ticities between primary factors in each
industry and investment parameters for
each industry. In this model, the elas-
ticity coefficients’ are taken from the
model developed by the CIE.

Table2: Projections of the Effects of Tariff Reduction in
Plantation & Non-plantation agriculture on Production,

In this model, land mobility is allowed
between .regional crop industries in
upland, midland and lowland regions.
The relative price changes of prod-
ucts resulting from changes in eco-
nomic policy framework influence
the land use patterns in the economy,
which in turn affects rates of soil ero-
sion®, Changes in levels of soil ero-
sion linked to changes in land use pat-
terns in the upland and midland re-
gions have both on-site and off-site
consequences. The main off-site im-
pact of land degradation is the reduc-
tion of the productivity of physical
structures for the storage and deliv-
ery of water for irrigation and hydro-
power generation.An increase in sedi-
ment delivery rate to these water stor-
age tanks in the lowland areas directly
increases the costs in irrigated agri-
culture and hydropower generation.
The on-site productivity impacts
from soil erosion and the off-site
impacts of reduction in irrigation ca-
pacity for crops and hydropower gen-
eration are modeled to estimate the
value of depletion of natural capital
in the Sri Lankan economy, based on
Bandara et al. (1995) model.

In all policy experiments of tariff lib-
eralization, a model closure is em-
ployed in which real wages and bal-
ance of trade are fixed. Accordingly,
shifts in labour demand are absorbed
by quantity adjustments (en-
dogenous labour supply), and

non-plantation crops being the and Exports of Agricultural Crops aggregate net income changes
most soil erosive crops.in the appear as changes in real
Sri Lankan agriculture Crop Sector Classification Sy °cP":| 92 household -consumption. In
(Somaratne, 1998). Production RNy i l;y addition, the nominal rate of
Plantation Crops - foreign exchange remains

A CGE Model of the Sri Lankan. }ea-;l_g?m : 3.323 : %gg fixed, as a numereire of the
Economy. ea - Vidgroun - model. Any movements in do-

: : mwm : 8% ;s mestic price levels change the

A recent phenomenon in the | Cooout X 0.15 179 | real exchangerate, whichisde-
economic modeling arena, was | ExpotAgriauture X 0.8 2% | fined as the ratio of an index of
the development of a class of h—é—"zymsm N 0.04 08 ) theborder prices of tradeables
computable general equilib- | Nonplantation - Hightand M 067 056 to an index of domestic prices.
rium (CGE) policy models, Wmm u :g-gg :&f;: The small country assumption
which are maxx_ﬂy.employed to m : M 218 207 is fmployed and world prices
evaluate the likely economy- _MAMM of imports are treated as ex-
wide effects on a wide range of | - Coconut Processing X 057 589 | ogenous. In this analysis, it is
_policy issues. These models m M 180 270 assumed that real wages are
provide an internally consistent | _mﬁ Tea X 05 as5 | fixed and allowed determine

economy-wide framework for -
policy analysis, in considering .
internal and/or external

*  50% tariff reduction in non-plantation agriculture.
# 50% across-the-board fariff reduction.

## X: Exportable; M: Importable; N: Non-tradable

endogenously the level of ag-
gregate employment in the
economy. The rate of sqil ero-
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Table 3: Projections of the Effects of Tariff
Reduction in Plantation and
Non-plantation Agriculture on

plantation agriculture increases, it

increases the growth rate of real

GDBP, by stimulating output in the
y g outp

Fachy Senand tradable (ie. exportable) agricul-
Percentage Change tural and industrial sectors. More-
Crop Sector Policy 1* | Policy 2# over, while fostering economic
A. Labour Demand growth, the induced changes in
%ﬁ? o a5 land use in agriculture lead to a
Tea - Midgrown 0.28 342 higher economic growth in the
;3:;9:‘”’9“"”“ gg igg economy. However, greater
Coconut 0.22 268 growth benefits can be secured
Export Agriculture 0.88 .15 with across-the-board tariff re-
W-Higwand 151 752 duction in all import competing
Non-plantations - Midiand 143 7.70 sectors, rather than sector specific
mﬁ:’s“fﬁg;;gw'and 3(1]1 gg‘; tariff reduction.
B.Land Use
E%Mgﬂ&mﬂ e 15 Further, both partial and across-
T:::w%;%mn 0.39 181 the-board tariff reductions in-
Tea - Lowgrown 0.92 425 crease the level of aggregate em-
mﬁt‘%ﬂ% Highiand 065 311 ployment in the economy and re-
Non-plantations - Midland -0.69 -3.22 duce the aggregate price level, and
ggg&a:‘fb:igi{akgw'md ?gg ;;g thereby improve the aggregate

* 50% tariff reduction in non-plantation agriculture.
# 50% across-the-board tariff reduction.

sion at both sectoral and for the
economy as a whole is an endogenous
variable in the model.

Tariff Reduction - Induced Macro-eco-
nomic and Environmental Effects

Particularly, tariff liberalization in re-
gional non-plantation agriculture (ie.
in upland midland and low land re-
gions) was analyzed, considering two
trade policy liberalization scenario,
namely partial tariff reduction (ie. 50
percent tariff reduction in upland and
midland non-plantation agriculture
and upland potatoes sector%r, and 50
percent across-the-board tariff reduc-
tion in all import competing sectors.
A comparative static Computable
General Equilibrium (CGE) model’
was used to evaluate the likely
economy-wide effects of tariff liber-
alization in non-plantation agricul-
tural sectors in Sri Lanka.

Macroeconomic Effects

The projections of the macroeco-
nomic effects of tariff liberalization
under two scenarios mentioned are
presented inTable 1.The results show
that tariff liberalization is likely to in-
crease to a higher real GDP. When

the rate of tariff reduction in the non-

real household consumption. Tar-
iff liberalization further stimulates
trade, leading to higher imports
and exports and thereby im-
proves the balance of trade. At the same
time, it also leads to an improvement in
the government budget'® along with
partial and total tariff liberalization in
non-plantation agriculture, through fis-
cal expansion particularly in the ex-
port-oriented product sectors (Table
1). In summary, tariff liberalization fos-
ters economic growth and improves
most macroeconomic variables by
showing a pathway in the right direc-
tion for sustainable development.

Mesoeconomic Effects
The tariff liberalization-induced

mesoeconomic effects are explained in
the following sections.

6

Sectoral Production and Exports

The proposed tariff liberalization in
non-plantation agriculture (either
sector specific or across-the-board)
creates direct impacts on import
competing sectors and indirect im-
pacts on other export (or non-im-
port competing) industries. In the tar-
iff reduction policy experiments, the
etfects on individual commodities de-
pend on their export orientation -
output increases in (‘.xport~()rlcntcd
products and declines in import com-
peting products. As illustrated in
Table 2, all non-plantation agriculture
are vulnerable to increased competi-
tion, while exportable plantation and
agro-based industries tend to benefit
from liberalization through market
integration. In particular, the low-
grown tea sector expands at the ex-
pense of food crops. Exportable
products, such as other manufactur-
ing and agro-based products (includ-
ing processed tea, coconut and rice)
will also be stimulated.

Changes in Factor Demand & Land Use

The tariff reduction in non-plantation
agriculture encourages a shift of
lands'' in an environmentally friendly
direction. It increases land use in low
soil erosive plantation crops like tea
in high and mid elevations, and re-
duces cultivation of highly soil ero-
sive non-plantation (eg. potatoes and
other annual food crops in highland
and midland regions) (Table 3). Fur-
ther, it encourages to absorb labour
releasing from non-plantation agri

culture to plantation agricultural sec

tors in the high, mid and low land
regions and thereby lc.lding to ease
the vulnerability of loss of farmer in-
come at the farm level (see Table 3).

Changes in Rate of soil Erosion / Land
Degradation

Tariff liberalization encourages ex-
portable agricultural crops by shift-
ing lands from high soil erosive to
low soil erosive agricultural crops in
all regions. Consequently, it substan-
tially reduces the sectoral level of soil
erosion in non-plantation agriculture
through changing land use pattern as

Economic Review: May/August 2002
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sion in the economy (see Table 4).
Conclusiqns and Policy Implications

This paper has examined the trade
policies particularly tariff reduction
and their likely impacts on the non-
plaritation and other agricultural sec-
tors and the Sri Lankan economy. Sri
Lanka has been implementing ma-
jor policy reform programmes, in-
cluding trade policy liberalization in
the non-plantation sectors in Sri
Lanka, since 1977, which was a para-
digm shift in the right direction.

Two policy experiments including
partial (ie. sectoral) and across-the-
board ‘tariff reduction. were carried
out using a CGE model. The model
outcomes generated a range of mac-
roeconomic performance indicators.
Further, our results provide a reli-
able basis for drawing some robust
conclusions about the likely impact
of future tariff liberalization in non-
plantation agriculture as a green
policy device, and its macroeconomic
and mesoeconomic (or sectoral) ef-
fects. Though non-plantation agricul-
ture is affected negatively, there is a
possibility to improve product and
market integration through encour-
aging the processing of tea, coconut
and rice sectors.

Trade reforms reduce policy distor-
tions which tax less soil erosive crops
like tea, rubber and coconut and
management practices in the upland
and midland regions and turn incen-
tives away from more erosive food
crops. There is a clear need for for-
mulation of complementary
microeconomic policies in the non-
plantation sector in line with the
‘green box’ of GATT/Uruguay round
agreement on agriculture (GURAA),
which would enhance incentives for
food security, productivity, technol-
ogy, marketing infrastructure and
market integration, social welfare and
environmental improvements in or-
der to minimize the policy-induced
diseconomies at the farm level.

The formulation of a National Agri-
cultural Policy (NAP) framework is

-Non-plantation agriculture-Induced Effects
on Rate of Soil Erosion/Land Degradation

proved planting materials should -
be facilitated and encouraged
even through the private sector

Crop Sector Percontage Changs | © generate new investment and

: Policy +* | Policy 28 employment opportunities

Plantation Crops . within agriculture and to use
Tea-Highgrown 0.46 198 | matural resources (land, and wa-
Tea-midgrown 039 181 | ter) efficiently, Further, within
Non-plantations - the NAP, it will be possible to
Non-plantations - Highlaﬁd 065 311 | formulate strategies to invest on
Non-plantations - Midland 069 322 | demand driven research and de-
Potatoes — Highland 429 375 | velopment (R&D) projects

" Aggregate Soil Erosion 025 113 | rather than traditional supply

*  50% tariff reduction in non-plantation agriculture.
# 50% across-the-board tariff reduction.

an absolute necessity to avoid policy and
institutional failures in the Sri Lankan
agriculture in general and in the non-
plantation agriculture in particular. It
will be able to change the orientation
from small holder farmer to the non-
plantation crop industry, identifying the
scenario of market integration. It is ex-
pected to achieve both the long-term
vision of the non-plantation agriculture
(i.. integration) and improve the level
of farmers’ social welfare through the
NAP. It is impossible to create an envi-
ronment to protect farmers within the
non-plantation sector itself. It is further,
necessary to gear the programmes to
improve the overall growth in the
economy as well to enhance the level
of per-capita income and thereby to in-
crease the demand driven push for in-
creasing prices of non-plantation crops.
Within the NAP framework there is a
possibility to formulate strategies with
considering a long-term vision and the
dynamic international environment for
market integration within the strategy
of regionalization and globalization.

Within the NAP framework, it is advis-
able to identify the ‘regional specializa-
tion’ strategy considering advantageous
exportable food crops and other prod-
ucts for Sri Lanka (je. green and organic
spices, horticultural and floricultural
products — ‘bell pepper’, strawberries,
cut flowers, cut foliage and other —
beetle, arecanut and ornamental fish)
within the non-plantation agriculture.
The provision of improved land saving
technologies (e.g. green houses, poly-
tunnels, and drip and sprinkler irriga-
tion systems) and internationally im-

driven R&D projects. It is pos-
sible to initiate contractual ar-
rangements (i.e. contract farm-
ing) for production and market-
ing either with domestic or interna-
tional investors, which can be facili-
tated through proposed institutional
mechanism.

Further liberalization of tarifl poli-
cies in relation to non-plantation ag-
riculture in Sri Lanka is economically
viable. There is a possibility of gaining
‘win-win' solutions by enhancing the
rate of economic growth and reduc-
ing the cost of land degradation-in-
duced externalities. Considering
above, if policy distortions (i.e. tariff
protection) in non-plantation agricul-
ture continue further, lucrative pro-
ducer benefits in the short-run will
be maintained at the enormous ex-
pense of long-run off-site cost of ex-
ternalities as well as other
diseconomies in the cconomy.

Government sector also has a dy-
namic role to play in facilitating the
process by formulating complemen-
tary micro economic policies to shift
the land use pattern from traditional
food crops to internationally tradable
crops through integration like com-
mercial plantation forestry, floricul-
tural and cut-foliage products and
organic spices with the scenario of
‘consumerism’. Through the export
promotion drive, it can be possible
to gain more net foreign exchange.
Particularly tca sector can be encour-
aged to producc organic tea, by pro-
moting tea as a ‘health drink’ and a
‘herbal drink’, which has a greater de-
mand in the international market.
Moreover, the role of private sector
has to be redefined in line with the
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Appendix Table 1:

Rates of import Tariff Inposed on Selected

5 The mission of the Ministry of Industrial

international - policy envi- Non.-PIantatlon Agricultural Crop Sectors in gggm};hﬁ'&mmg
ronment: (i.e. 'g-lobali- Sri Lanka (198688-2001) investor friendly environment so as to en-
.y . sure that products and services are glo-
sation’) to attract global gty o0y Tariff Rate (%) balycompattive, and esdingto suetain-
technology and capital. In- |- able soclo economic developmentin Sri
ive- 1986/88 1994 1996 | 1998-2001 | Lanka”, (AgEnt, 1999,
centive packages should o Al of,(t:g CGE modglss)devsioped are
be reformulated for tar- | Potatoes 100 | 35%orRs. 1200 perkg. | 35 35 neo-classical, comparative static models,
. i i-~ | Red Onions 5 | 35%orRs. 09.00 perkg.| 35 35 the structure of which is based on the tradi-
%z;:il;?zg;n::g:;:gi: B'Onions 5 | 35% or Rs. 09.00 :2; kg.' 35 35 tional ORA.NI model of the Australian
) " | Greengram (Moong) 5 | 35% or Rs. 10.00 perkg. [ 35 35 | economy(Dixon, etal, 1982). There were
cluding food crops to en: | Biackgram (Oorid) | 5 [ 35% orRs. 1000 perkg.| 35| 35 g';gmﬁffgvmm
courage investment for in- | Spiit Lentles 5 |45%orRs. 1200 perkg.| 35 | 35 | o Y onits (CE)
tegration, considering the Other 5 | 35%orRs. 1200 perkg.| 35 35 {1932), Herat (1994), Bandaraetal., (1995),
ilar i ] I Dried Chillies 5 | 35% orRs. 2000 perkg.| 35 35 and Somaratne (1998) to evaluate the
similar incentive packages | oger - | 35% or Rs. 10.00 per kg. economy-wide likely impacts of various
formulated in the manufac- | Maize 5 | 45% 35 35 | policy issues including extemal shocks,
turing sector (i.e. BOlin- gice S 25 gg% or 25- 8;28 per :9- gg gg ;Z“g;:;s:a::‘;'g&pgxf;ﬁ“;:ﬂ'
centive packages). The B::teSu‘;ga?r 5% g: R: 0650 ::: kg " Kothmale is the first reservoir built for
strengthening of input de- | wheat 2% | NA 20 90 | hrdropower generation within the Mahaweli
. . . multi-purpose development project.
livery systems (seed, fer- | Ginger 60 | N/A 35 35 | " The CIE has used elasticily coeffcients
tilizer, agro-chemicals and | Turmeric 60 | N/A 35 35 | inits modl drawn from existing literature
tensi " Saffron 60 | N/A 35 35 on the subject and based on *best guess-
extension) on a competi- | geqs of Anise 5 | NIA ' 35| 35 | Smates"utlizing datafor comparable st
tive basis with the state and | Coriander 5 [ N/A . 10 10 ations rom developing counties in the Asian
private sector organiza- | Cummin Seed S INA 10 10 ;wm specific ate of sofl erosion (m/
tions should be initiated [ Fennel Seed 5 |NA - 10 10 nmez?;r)msgmnmcm;wgm
with the participation of- pared to plantation crops (Somartane, 1968).

grass-root level farmer
companies or user organi-'
zations.

It is necessary to strengthen the ex-
isting institutional mechanism or to
build a new institutional mechanism
as a ‘One Stop House’ to popularize and
build awareness on investment op-
portunities in agriculture and incen-
tive packages designed by the Board
of Investment (BOI), among targeted -
or prospective domestic or interna-
tional investors in agriculture. For
this purpose information technology
(IT) and trade and technology net
works for integration should be used
to inform the target. It will attract in-
vestment into agriculture and thereby
improve the sectoral growth in agri-
culture. This institutional mechanism
can be used to build awareness on po-
tential of agricultural market integra-
tion among prospective investors, to
conduct monitoring and evaluation of
investment projects, and to carry out
agricultural policy evaluation consid-
ering likely effects of each policy
measure in the short, medium and
1ong-run.' Further the proposed ‘one
stop house’' can be facilitated to
achieve the ISO standards for Sri
Lankan agricultural products and
green ' prodicts, which is absolutely
necessary for exports of agricultural

Source: Department of Customs, Sri Lanka (for 1986/88; 1996; 1998)
Report of the Presidential Commission on Tariffs and Trade - 1994, (for 1994);
N/A: Not Applicable

products after the year 2005. Finally, it
would be able to avoid mstntutlonal fail-
ures in agriculture.

The regional specxallzatlon drive can be
initiated by estabhshmg Agrlcultural
Productivity Villages (APV) and Export
Promotion Villages (EPV) by the state
in collaboration with the private sector
to pool resources in the region, diffuse
new technologies, to increase the pro-
ductivity levels and identification of
new targeted tradable products
(eg.‘green and organic’ vegetables and
spice products) within the sector. The
establishment of contract farming and
futures marketmg programmes are the
viable options for integration through
the regional specialization drive.

(Footnotes)

2

The earlier version of this paper was presented at the semi-
nar on "Macroeconomic Policies and Their Implications on
Food Crop Sector’, Organized by the Council for Agricul-
tural Research Policy (CARP), SLAAS Auditorium, Colombo,
25™January 2002,

For the purpose of this paper the crops produced in the non-
plantation agriculture are categorized as: (a) subsistence
food crops - paddy/rice, manioc {cassava), sweet pote-
toes, kurakkan (finger millet); (b) commercial food crops
{cowpea, green gram, onions, potatoes, chillies, vegetables
and fruits), and (c) agro-industrial crops (maize and sugar).
See Athukorala and Jayasuriya (1994), Gunawardana and
Somaratne (2000), and Somaratne (1998, 2002) for compre-
hensive details on policy reforms and their impacts on the
Sri Lankan economy.

' See Somaratne, (1998) for comprehen-
sive details on the CGE model theory and
its apptications in refation to analysis con-
ducted in non-plantation agricultural sec-
tors in Sri Lanka.

" Note that in the base model there was a deficit in the
government budget. However, partial and {otal tariff
libealisation in non-plantation agriculture and across-
the-board tariff reduction in all import competing sec-
tors assists to reduce the budget deficit.

2 Land is considered as a mobile factor in each region (ie.

upland, midland and lowland) and allowed to move be-

tween crop sectors within each region.
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