
P o l i c y O r i e n t a t i o n s i n t h e B u d g e t 2011: 
A C r i t i c a l A p p r a i s a l 
I n t r o d u c t i o n 

The Budget Speech delivered 
in the Parliament by HE the 
President on November 2 2 , 

2 0 1 0 in his capacity a s the Minister 
of F i n a n c e , r e p r e s e n t s a specific 
vision a n d e l e m e n t s of a policy 
framework designed to r e a c h the 
principal goa l s t h a t c h a r a c t e r i s e 
this vision. The references to policy 
in the Budget speech have to be 
understood a s further elaborations 
of the b a s i c phi losophy initially 
given express ion a s the 'Mahinda 
Chinthana', and developed further in 
the s e v e r a l off ic ial s t a t e m e n t s 
including 'Mahinda Chintana Idiri 
Dekma'and the 'Mahinda Chintana: 
Vision for a New Sri Lanka'. It is clear 
t h a t "the thinking behind the policy 
framework sketched in the Budget 
Speech 2 0 1 1 is influenced to some 
extent by the realities of the socio­
political environment emerging in 
the aftermath of the dawn of peace 
and political stability. 

The p r e s e n t e x e r c i s e a t t e m p t s a 
c r i t i c a l a p p r a i s a l of t h e c o r e 
economic policies enunciated in the 
B u d g e t 2 0 1 1 with a view to 
e x a m i n i n g t h e i r r e l e v a n c e a n d 
e f f e c t i v e n e s s in a c h i e v i n g t h e 
objectives set forth. There will be 
an a t t e m p t to answer quest ions , 
such as , what are the main features 
of the overall strategy, and whether 
the p r o p o s e d m e a s u r e s a r e 
c o n s i s t e n t wi th t h e d e c l a r e d 
objectives. The first section of the 
p a p e r i s a s u m m a r y r e c o r d , 
a c c o r d i n g to the a u t h o r ' s b e s t 
judgement a n d interpretat ion, of 
the goals, objectives and strategies 
explicitly and implicitly presented 
in t h e B u d g e t . S e c t i o n two 
attempts a critical evaluation of the 
main policies and strategies a n d 
m a k e s s o m e c o n c l u s i o n s a n d 
recommendat ions . 

T h e B u d g e t 2 0 1 1 : T h e V i s i o n a n d 
S t r a t e g i c P o l i c i e s 

A n u m b e r of s ta tements contained 
in the Budget Speech 2 0 1 1 point to 
a certain vision for the future of Sri 
L a n k a w h i c h e m b o d i e s a 
substantially higher quality of life 
c o v e r i n g m a t e r i a l , s o c i a l a n d 
spiritual well-being for all. These 
include— 

i. A "Strong middle income economy 
by 2 0 1 6 " 

ii. T h e y (the people) want a decent 
living, a clean environment and a 
better life for their children" 

iii. "People in every village will have 
access to electricity, a road network, 
drinking water, telecommunication 
fac i l i t i es , m a r k e t p l a c e s a n d 
townships. Above all, they must have 
food and energy security and a green 
environment to live in". 

iv. "Reduce poverty below 5 percent 
within the next five years". 

v. "Place Sri Lanka a s the leading 
nation in achieving the Millennium 
Development Goals". 

vi. "We must ensure that our society 
must not be a victim of crimes, drugs, 
illicit activities, money laundering 
and financial frauds*. 

The bas ic quantitat ive target s for 
the economy cons i s tent with this 
vision have a l so been se t forth. 
Accordingly, the overall growth rate 
is about 8 percent in the medium 
term. It is expected to increase to 
a b o u t 1 0 p e r c e n t in t h e per iod 
t h e r e a f t e r . T h e o t h e r r e l e v a n t 
targets for the period 2 0 1 0 - 2 0 1 6 
a s a percentage of Gross Domestic 
Product (GDP) are: 

i. Private Investment: 2 6 to 2 8 
ii. Public Investment. 6 to 7 
iii. Total Investment: 3 2 to 3 5 

T h e B u d g e t s p e e c h , t a k e n a long 
with the several policy s ta tements , 
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provides a good indication of the 
s t r a t e g y t h a t t h e a u t h o r i t i e s 
propose to follow to a t ta in these 
targets . From these, it is c lear that , 
initially, the two main pillars of the 
p r o p o s e d s t r a t e g y a r e t h e r e -
invigoration of the rura l economy 
a n d r e s e t t l e m e n t a n d livelihood 
res torat ion of the people affected 
by the 3 0 - y e a r old civil conflict. This 
a c t i v i t y i s e x p e c t e d to be a 
s p r i n g b o a r d for l a u n c h i n g t h e 
s u b s t a n t i v e d e v e l o p m e n t 

p r o g r a m m e c o v e r i n g the e n t i r e 
country. 

T h e ' R u r a l C e n t r i c ' a p p r o a c h to 
d e v e l o p m e n t invo lv ing t h e 
empowerment of the village is seen 
a s a way of integrating the r u r a l 
economy more closely with the r e s t 
of the domest ic economy. Parallel 
to t h i s i s t h e ' H u b C o n c e p t ' 
i n v o l v i n g t h e d e v e l o p m e n t of 
Shipping , Aviat ion , C o m m e r c i a l , 
E n e r g y a n d K n o w l e d g e 
i n f r a s t r u c t u r e to a high level of 
efficiency which is seen a s a way of 
integrating the service sector more 
c l o s e l y wi th t h e i n t e r n a t i o n a l 
economy. This dual approach m a y 
b e i n t e r p r e t e d a s a w a y of 
maintaining a ba lance between the 
a l l o c a t i o n of r e s o u r c e s be tween 
domest ic a n d external sectors . 

Another i m p o r t a n t feature of the 
overall s t ra tegy is that it a s s i g n s 
an active r a t h e r than a passive role 
to the S t a t e , where in addit ion 
to a s s u m i n g the ownership of the 



T a b l e 1: S u m m a r y o f d e v e l o p m e n t s t r a t e g y 

A r e a c h o s e n for s p e c i a l a t t e n t i o n 
P r o p o s e d pol icy a c t i o n ( S e l e c t e d m e a s u r e s } ' " ! 

(1) S a v i n g s & I n v e s t m e n t Severa l t a x c o n c e s s i o n s t o Unit T r u s t s a n d r e m o v a l o f e x c h a n g e 
contro l r e s t r i c t i o n s for i n v e s t m e n t by fore igners . I n c e n t i v e s for l ist ing 
of c o m p a n i e s a t C S E (Colombo S t o c k E x c h a n g e ) . R e d u c i n g I n c o m e 
t a x b u r d e n in genera l . 

(2) F i n a n c i a l Ins t i tu t ions R e m o v a l of B a n k Debit T a x , R e d u c t i o n o f VAT (Value-Added T a x ) , 
I n c o m e a n d Profits T a x R a t e s for f inancia l i n s t i t u t i o n s ; E x e m p t i o n 
of r e i n s u r a n c e c o m m i s s i o n s a n d c l a i m s from VAT. A p p o i n t m e n t o f a 
Pres ident ia l C o m m i s s i o n on F i n a n c i a l I n s t i t u t i o n s . 

(3) E d u c a t i o n 1 0 0 0 we l l - equ ipped s e c o n d a r y s c h o o l s ; O l d e r u n i v e r s i t i e s to be 
u p g r a d e d to world c l a s s . 

(4) R e s e a r c h a n d Deve lopment (R&D) Set t ing a 2 p e r c e n t o f G D P t a r g e t for to ta l R & D e x p e n d i t u r e a t t h e 
end of the n e x t d e c a d e . A 2 0 0 p e r c e n t o f R & D e x p e n d i t u r e al lowed 
a s d e d u c t i o n s from t a x a b l e i n c o m e of f i rms , S e t t i n g u p a n Innovat ion 
a n d T e c h n o l o g y D e v e l o p m e n t F u n d . 

(5) T o u r i s m Reduc t ion o f I n c o m e T a x R a t e s o n i n c o m e e a r n i n g s from t o u r i s m 
i n d u s t r y a n d re la t ed act iv i ty . R e d u c t i o n o f i m p o r t d u t i e s a n d t a x e s 
on p a s s e n g e r t r a n s p o r t v e h i c l e s a n d m a c h i n e r y a n d e q u i p m e n t 
needed for r e f u r b i s h m e n t a n d e x p a n s i o n o f facil it ies. R e f u r b i s h m e n t 
of R e s t h o u s e s a n d C i r c u i t B u n g a l o w s . 

(6) S m a l l a n d M e d i u m E n t e r p r i s e s ( S M E s ) 
S M E s p l a c e d o n C o n c e s s i o n a r y r a t e o f I n c o m e t a x (at 1 0 % ) . S u b ­
c o n t r a c t i n g S M E s to be e x e m p t e d from t h e E c o n o m i c Serv ice C h a r g e . 
Lower d u t i e s for m a c h i n e r y a n d e q u i p m e n t for c lo th ing , f oo twear 
a n d baggage i n d u s t r i e s . A s s i s t a n c e to S M E s a n d u n d e r p e r f o r r n i n g 
b u s i n e s s e s to r e s t r u c t u r e a n d opt imise . 

(7) I n f o r m a t i o n T e c h n o l o g y (IT) a n d B u s i n e s s 

P r o c e s s O u t s o u r c i n g (PBO) Activity 

Ex i s t ing t a x incent ives for IT a n d B P O act iv i t i e s f u r t h e r e n h a n c e d . 
R e m o v a l of VAT a n d N B T (Nation Bui ld ing T a x ) on so f tware . W o r k 
t o w a r d s a t a r g e t o f 7 5 % ICT ( I n f o r m a t i o n a n d C o m m u n i c a t i o n 
Technology) l i teracy in 2 0 1 6 , A 'Knowledge Ci ty ' l inked t o a un ivers i ty 
township t o be e s t a b l i s h e d in e a c h p r o v i n c e . 

(8) Publ ic A d m i n i s t r a t i o n 1 0 , 0 0 0 g r a d u a t e s to be r e c r u i t e d to the all i s l a n d s e r v i c e s in t h e 
G o v e r n m e n t . A f u r t h e r 1 5 0 0 to be r e c r u i t e d a s m a n a g e m e n t t r a i n e e s 
to t h e S t a t e B a n k s . A 5 % i n c r e a s e in S a l a r i e s o f pub l i c s e r v a n t s a n d 
a C o s t o f Living a l l o w a n c e of R s 6 0 0 . E s t a b l i s h i n g a c o n t r i b u t o r y 
med ica l i n s u r a n c e s c h e m e a n d d e d i c a t e d h o s p i t a l facilities for t h e 
publ ic s e r v a n t s , Prov inc ia l T u r n o v e r T a x to be abo l i shed a n d r e v e n u e 
loss to be r e c o u p e d from severa l o t h e r C e n t r a l G o v e r n m e n t t a x e s . 

(9) P o r t s a n d Aviat ion Port City deve lopment in M a g a m p u r a to be c o n t i n u e d . J o i n t v e n t u r e s 
to u n d e r t a k e m a i n t e n a n c e , r e p a i r s a n d o v e r h a u l i n g o f a ircraf t a n d 
c a r g o o p e r a t i o n s t o be e n c o u r a g e d . A g r a d u a t e s c h o o l of Aviation to 
t r a i n p i lo t s a n d o t h e r p r o f e s s i o n a l s . T a x e x e m p t i o n s for t h e S r i 
L a n k a n a n d Mihin L a n k a for 1 0 y e a r s . 

(10) E x p o r t I n d u s t r i e s I n c o m e T a x e s on all e x p o r t i n d u s t r i e s r e d u c e d . I m p o r t d u t i e s a n d 
o t h e r t a x e s o n m a c h i n e r y a n d r a w m a t e r i a l s r e d u c e d . I n d u s t r i e s wi th 
a v a l u e - a d d e d r a t i o o f 6 5 % o r m o r e a n d t h o s e with Sr i L a n k a n b r a n d 
n a m e s with p a t e n t rights r e s e r v e d in Sr i L a n k a t o p a y a lower r a t e 
o f i n c o m e t a x . L a w s to c u r b ant i -compet i t ive p r a c t i c e s by the shipping 
t r a d e . 

(11) Text i le a n d G a r m e n t I n d u s t r y F u r t h e r faci l i t ies to p r o m o t e e n t r e p o t t r a d e in a p p a r e l a n d c lothing. 
M e a s u r e s to a t t r a c t l eading b u y e r s to e s t a b l i s h t h e i r h e a d q u a r t e r s in 
Sri L a n k a . 

(12) Socia l S e c u r i t y Es tab l i sh ing a n E m p l o y e e s ' P e n s i o n F u n d t o p l a c e t h e e m p l o y e e s in 
t h e pr ivate a n d c o r p o r a t e s e c t o r s o n a r e t i r e m e n t p e n s i o n s c h e m e . 
E s t a b l i s h i n g a n O v e r s e a s E m p l o y e e s ' P e n s i o n F u n d to give s i m i l a r 
benefit to Sr i L a n k a n s e m p l o y e d a b r o a d . E s t a b l i s h i n g a Ci t i zens ' 
Pens ion a n d I n s u r a n c e F u n d for t h e benefit of all c i t i zens . 

(13) T h e E n v i r o n m e n t 
I n t r o d u c t i o n o f l aws t o p r o t e c t the n a t i o n a l b io-divers i ty r e s o u r c e s . 
A c t i o n s t o b e t a k e n t o i m p r o v e t h e r e f o r e s t a t i o n a n d w a t e r 
m a n a g e m e n t s y s t e m s . Identif ication of land-fill s i t e s for u s e by t h e 
Loca l A u t h o r i t i e s to b e t t e r m a n a g e t h e w a s t e d i s p o s a l act ivi ty . 

[a] O n l y s e l e c t e d m e a s u r e s a r e m e n t i o n e d in Col 2 to i l l u s t r a t e g e n e r a l s t r a t e g y . 

s t r a t e g i c e n t e r p r i s e s , t h e p u b l i c p a r t i c i p a t i n g d i r e c t l y in s e l e c t e d p a r t i c i p a t i o n s e r v e s t h e n a t i o n a l 

s e c t o r m a i n t a i n s t h e o p t i o n o f e c o n o m i c a c t i v i t i e s w h e r e s u c h i n t e r e s t . It i s n o w c l e a r t h a t 
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Mahinda Chintana n o t only r u l e s o u t 

p r i v a t i s a t i o n o f S t a t e - o w n e d 

e n t e r p r i s e s in t h e f u t u r e , b u t w o u l d 

a l s o s t a n d r e a d y t o r e v e r s e a n y 

p r i v a t i s a t i o n s c a r r i e d o u t in t h e 

p a s t w h i c h h a v e c l e a r l y fa i l ed t o 

a c h i e v e t h e e x p e c t e d r e s u l t s . 

H o w e v e r , t h i s d o e s n o t m e a n t h a t 

t h e p r i v a t e s e c t o r is s i d e l i n e d . O n 

t h e c o n t r a r y , t h e n u m e r o u s p o l i c y 

m e a s u r e s n o w p r o p o s e d in t h e 

B u d g e t s u g g e s t t h a t t h e p r i v a t e 

s e c t o r is a s s i g n e d a v e r y i m p o r t a n t 

r o l e in t h e w h o l e d e v e l o p m e n t 

p r o c e s s . It i s c l e a r t h a t g o v e r n m e n t 

i n t e n d s t o s u p p o r t t h e d e v e l o p m e n t 

o f a h e a l t h y a n d s t r o n g p r i v a t e 

s e c t o r a n d i s a g r e e a b l e to f o r m a t i o n 

o f u s e f u l p a r t n e r s h i p s w i t h i t 

w h e r e n e c e s s a r y . 

It i s p o s s i b l e t o s e e t h a t s p e c i a l 

a t t e n t i o n h a s b e e n pa id t o a n u m b e r 

o f k e y s e c t o r s a n d a c t i v i t i e s f or 

w h i c h s u b s t a n t i a l t a x c o n c e s s i o n s , 

a l o n g w i t h o t h e r f i s c a l a n d 

i n s t i t u t i o n a l d e v e l o p m e n t 

m e a s u r e s i n c l u d i n g i n v e s t m e n t o f 

p u b l i c f u n d s h a v e b e e n p r o p o s e d . 

T a b l e 1 p r e s e n t s a s u m m a r y o f 

t h e s e c h o s e n t h r u s t a r e a s a n d t h e 

m a i n e l e m e n t s o f t h i s s t r a t e g y a s 

r e f l e c t e d in t h e B u d g e t 2 0 1 1 . 

T h e l i s t s h o w n a b o v e m a y b e 

c o n s i d e r e d a s a m p l e o f s e c t o r a l 

s t r a t e g y , a n d i s b y n o m e a n s 

c o m p r e h e n s i v e . H o w e v e r i t i s 

i n d i c a t i v e o f t h e t h i n k i n g o f t h e 

M a h i n d a R a j a p a k s a G o v e r n m e n t 

o n h o w e c o n o m i c d e v e l o p m e n t o f 

t h e c o u n t r y s h o u l d b e a p p r o a c h e d . 

A Critical Examination of the 
Economic Policy Underlying the 
Budget 2011 

o f t h e p r i v a t e s e c t o r a n d w i l l , 

t h e r e f o r e , b e a n i m p o r t a n t f a c t o r in 

o b t a i n i n g i t s c o o p e r a t i o n t o t h e 

d e v e l o p m e n t i n i t i a t i v e s u n d e r t a k e n 

b y t h e g o v e r n m e n t . 

A m o n g t h e o t h e r p o s i t i v e f e a t u r e s 

of t h e p o l i c y f r a m e w o r k u n d e r l y i n g 

t h e B u d g e t p r o p o s a l s a r e : 

i. Movement to a lower a v e r a g e i n c o m e 
t a x r a t e for b o t h t h e c o r p o r a t e a n d 
individual t a x p a y e r . T h e bene f i t s will 
i n c l u d e h igher c a p a c i t y to s a v e a n d 
s t r o n g e r incent ives to w o r k . 

ii. E s t a b l i s h m e n t of a n I n d e p e n d e n t 
R e v e n u e C o m m i s s i o n p e r t a i n i n g to 
C u s t o m s , E x c i s e a n d I n l a n d R e v e n u e . 
T h i s will prov ide s o m e r e b e f t o t h e 
t a x p a y e r s a n d he lp t o i m p r o v e the ir 
r e l a t i o n s with the t a x a u t h o r i t i e s . It 
will a l s o enab le b e t t e r c o - o r d i n a t i o n 
of r e v e n u e a d m i n i s t r a t i o n p r e s e n t l y 
h a n d l e d by several d e p a r t m e n t s . 

iii. S e l e c t i o n o f c r i t i c a l s e c t o r s a n d 
ac t iv i t i e s for s u p p o r t t h r o u g h t a x a n d 
n o n - t a x m e a s u r e s . T h e e x a m p l e s a r e 
t h e R u r a l E c o n o m y , t h e S m a l l a n d 
M e d i u m E n t e r p r i s e s , R e s e a r c h a n d 
D e v e l o p m e n t a c t i v i t y a n d H u m a n 
R e s o u r c e D e v e l o p m e n t . T h e s e a r e 
cr i t i ca l t o ach iev ing b o t h s h o r t - t e r m 
a n d l o n g - t e r m g r o w t h o b j e c t i v e s a s 
well a s improved i n c o m e d i s t r ibut ion . 

T h e r e a r e a l s o c e r t a i n i s s u e s t h a t 

inv i te c r i t i c a l c o m m e n t . T h e s e a r e 

brief ly o u t l i n e d be low: 

i. E v e n t h o u g h t h e M i n i s t e r o f 
F i n a n c e p r o m i s e d t o simplify t h e t a x 
s y s t e m a t t h e o u t s e t , t h e r e i s n o 
ev idence t h a t th i s h a s h a p p e n e d . In 
fac t , t h e free u s e o f t a x i n c e n t i v e s to 
p r o m o t e the c h o s e n s e c t o r a l object ives 
h a s p r o b a b l y r e s u l t e d in m a k i n g the 
s y s t e m e v e n m o r e c o m p l e x t h a n 
before . This is likely to l eave g r e a t e r 
r o o m for m a n i p u l a t i o n by t h o s e w h o 
a t t e m p t t a x a v o i d a n c e a n d f r a u d . 

It i s d i f f icul t t o d i s a g r e e w i t h t h e 

b r o a d s e c t o r a l a p p r o a c h a d o p t e d in 

t h e B u d g e t . It i n c l u d e s c o r r e c t i o n s 

o f a n u m b e r o f l o n g - s t a n d i n g 

m i s t a k e s a n d a n o m a l i e s , s u c h a s , 

b r i n g i n g t h e p u b l i c s e r v a n t s u n d e r 

t h e P A Y E ( P a y A s Y o u E a r n ) I n c o m e 

T a x n e t a n d t h e a b o l i t i o n o f t h e 

B a n k D e b i t T a x . E v e n t h o u g h t h e i r 

i m p a c t o n t h e g o v e r n m e n t r e v e n u e 

m a y n o t b e h i g h , t h e s e w o u l d 

c e r t a i n l y h e l p bui ld t h e c o n f i d e n c e 

i i .There is n o e v i d e n c e t h a t t h e t a x 
b a s e h a s been b r o a d e n e d e x c e p t for 
t h e e x t e n s i o n o f t h e P A Y E s c h e m e t o 
p u b l i c s e r v a n t s . T h e r e s u l t i n g a c t u a l 
i n c r e a s e in t h e n u m b e r o f t a x p a y e r s 
m a y no t be s ignif icant . L a r g e s e c t o r s 
still r e m a i n o u t s i d e t h e t a x ne t . 

iii. O n e of t h e m a i n p r o b l e m s with 
Sri L a n k a ' s t a x r e g i m e - low e las t i c i ty 
with r e s p e c t t o G D P , h a s a p p a r e n t l y 
no t been correc ted . The o u t c o m e is t h a t 
t a x co l lec t ion m a y n o t a u t o m a t i c a l l y 

keep p a c e with e c o n o m i c g r o w t h . T h i s 
m e a n s t h a t a d - h o c c o r r e c t i v e 
m e a s u r e s a r e r e q u i r e d , l e a d i n g t o 
u n c e r t a i n t i e s n o r m a l l y d e t r i m e n t a l t o 
i n v e s t m e n t . 

iv.A f u r t h e r p e r e n n i a l i s s u e i s t h e 
regres s ive n a t u r e o f t h e t a x r e g i m e . 
T h i s is a t t r i b u t e d m a i n l y to t h e h igh 
r e l i a n c e o n i n d i r e c t t a x e s . T h i s h a s 
i m p o r t a n t i m p l i c a t i o n s o n equity - a n 
object ive rece iv ing high priori ty u n d e r 
t h e p r e s e n t a d m i n i s t r a t i o n . E x c e p t for 
t h e a b o l i t i o n o f t h e P r o v i n c i a l 
T u r n o v e r T a x , w h i c h i s h a r d l y 
a d e q u a t e , t h i s i s s u e h a s a l s o n o t 
a p p a r e n t l y r e c e i v e d t h e a t t e n t i o n it 
d e s e r v e s . 

v. T h e i n t r o d u c t i o n o f a c e s s o n 
e x p o r t s of r a w m a t e r i a l s a n d s e m i -
p r o c e s s e d g o o d s c a n n o t be r e g a r d e d 
a s s o u n d po l i cy . S i n c e S r i L a n k a ' s 
d e v e l o p m e n t d e p e n d s cri t ical ly o n t h e 
p e r f o r m a n c e o f e x p o r t s , n o t a x o r levy 
o n e x p o r t s c a n b e r e g a r d e d a s a 
p r o g r e s s i v e s t e p . Normal ly , t h e r a w 
m a t e r i a l a n d s e m i - p r o c e s s e d g o o d s 
a t t r a c t l o w e r d u t i e s t h a n f i n i s h e d 
g o o d s in t h e i m p o r t i n g c o u n t r y . S r i 
L a n k a t o o a d o p t s t h i s pol icy for i t s 
o w n i m p o r t s . There fore t h e d e c i s i o n 
t o e x p o r t g o o d s with h i g h e r v a l u e -
a d d e d r a t i o h a s t o b e left t o t h e 
e n t r e p r e n e u r s w h o a r e in a b e t t e r 
pos i t ion t o a s s e s s t h e a d v a n t a g e s a n d 
d i s a d v a n t a g e s o f e x p o r t i n g g o o d s in a 
p a r t i c u l a r f o r m . If policy i n t e r v e n t i o n 
is c o n s i d e r e d e s s e n t i a l , m e a s u r e s 
o t h e r t h a n c e s s e s a n d levies t h a t m a k e 
Sri L a n k a n e x p o r t s l e s s c o m p e t i t i v e 
in t h e i n t e r n a t i o n a l m a r k e t h a v e t o 
be c o n s i d e r e d . 

v i . T h e a b o l i t i o n o f t h e P r o v i n c i a l 
T u r n o v e r T a x r e q u i r e s 
r e c o n s i d e r a t i o n . T h i s m o v e m a k e s t h e 
P r o v i n c i a l C o u n c i l s ( P C s ) m o r e 
d e p e n d e n t o n t h e C e n t r e , w h i c h g o e s 
a g a i n s t t h e p r i n c i p l e o f d e v o l u t i o n . 
T h e o p t i o n o f i n t r o d u c i n g a n 
a l t e r n a t i v e t a x to be a d m i n i s t e r e d by 
t h e P C s s h o u l d h a v e b e e n c o n s i d e r e d . 

v i i .The u s e o f i m p o r t tar i f f s a s a n 
i n s t r u m e n t o f i n d u s t r i a l pol icy is no t 
in l i n e w i t h m o d e r n t h i n k i n g o n 
d e v e l o p m e n t . T h e s e m a y a l s o be in 
c o n f l i c t w i t h e m e r g i n g r u l e s o f 
i n t e r n a t i o n a l t r a d e . F u r t h e r m o r e , Sr i 
L a n k a ' s o w n e x p e r i e n c e in t h e 1 9 6 0 s 
a n d ear ly 1 9 7 0 s s h o w e d t h e futility 
of bui ld ing u p i n d u s t r i e s b e h i n d h igh 
p r o t e c t i v e w a l l s . It s l o w e d d o w n 
e c o n o m i c growth , d i s c o u r a g e d e x p o r t s 
a n d c r e a t e d s e v e r e B a l a n c e o f 
P a y m e n t s p r o b l e m s . T h e p r e s e n t 
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policy reg ime, fur ther s t r e n g t h e n e d by 
t h e n e w B u d g e t p r o p o s a l s w h e r e 
i m p o r t s o f i n v e s t m e n t a n d 
i n t e r m e d i a t e g o o d s a r e allowed u n d e r 
l o w e r t a r i f f s a n d f ina l g o o d s a r e 
allowed u n d e r relat ively high tariffs 
l e a d t o e x t r e m e l y h i g h E f f e c t i v e 
P r o t e c t i o n o f d o m e s t i c a l l y - p r o d u c e d 
goods . It m a y r e s u l t in l a r g e p r i c e 
d i s t o r t i o n s d e t r i m e n t a l t o e f f i c ient 
r e s o u r c e a l l o c a t i o n a n d 

c o m p e t i t i v e n e s s . T h e r e s u l t i n g 
growth of i n d u s t r i e s m a y be i l lusory. 
T h e r e f o r e , it is difficult to s e e h o w 
s u c h a policy c a n be reconc i l ed with 
high g r o w t h r a t e s e x p e c t e d in t h e 
m e d i u m a n d long t e r m s . 

viii.The M i n i s t e r of F i n a n c e rightly 
p o i n t e d o u t t h a t o n e i m p o r t a n t 
condit ion for m a i n t a i n i n g a favourab le 
i n v e s t m e n t c l i m a t e is the p r e s e n c e of 
e f f i c i ent g o v e r n m e n t i n s t i t u t i o n s . 
H o w e v e r , in t h e o p i n i o n o f m a n y 
o b s e r v e r s , t h e size of the g o v e r n m e n t 
s e r v i c e , r e c k o n e d in t e r m s o f t h e 
n u m b e r o f e m p l o y e e s is too large , t h e 
r a t i o of g o v e r n m e n t e m p l o y m e n t to 
total populat ion in Sr i L a n k a being o n e 
of t h e h i g h e s t in t h e w o r l d . It i s 
n o t e w o r t h y t h a t t h e s a l a r y p r o p o s a l s 
for the g o v e r n m e n t s e r v a n t s p r e s e n t e d 
by t h e M i n i s t e r o f F i n a n c e c l e a r l y 
ind ica ted t h a t it is t h e s h e e r size t h a t 
p r e v e n t s t h e g o v e r n m e n t f r o m 
g r a n t i n g i t s e m p l o y e e s a d e q u a t e 
r e m u n e r a t i o n . T h e q u e s t i o n t h e n 
a r i s e s h o w a n u n d e r p a i d p u b l i c 
serv ice c a n be effective in faci l i tat ing 
inves tment . There fore , a n y r e f o r m s t o 
be u n d e r t a k e n s h o u l d a im a t c r e a t i n g 
a l e a n b u t e f f i c i e n t , g o v e r n m e n t 
s e r v i c e . 

i x . O n e i m p o r t a n t w e a k n e s s o f t h e 
e c o n o m i c d e v e l o p m e n t p r o g r a m m e 
r e p r e s e n t e d in t h e B u d g e t a n d indeed 
t h e e c o n o m i c p r o g r a m m e o f t h e 
Mahinda Chintana i s the lack of c lar i ty 
in i t s m a c r o - e c o n o m i c p o l i c y 
f r a m e w o r k . T h i s is in c o n t r a s t with 
its s t r o n g f o c u s o n t h e s e c t o r a l i s s u e s 
a n d p r i o r i t i e s w h i c h a r e g e n e r a l l y 
we l l -ar t i cu la ted a s m e n t i o n e d a b o v e . 
However, a pure ly s e c t o r a l a p p r o a c h 
does n o t g u a r a n t e e growth. 

S e v e r a l q u e s t i o n s r e l a t i n g t o t h e 
b e h a v i o u r o f t h e r a t e o f i n f l a t i o n , 
public s e c t o r borrowing, publ ic debt , 
e x t e r n a l d e b t a n d the e x c h a n g e r a t e 
dur ing the p lan period r e m a i n largely 
u n a n s w e r e d . G i v e n t h a t e c o n o m i c 
stabil ity h a s a s ignif icant i m p a c t o n 
t h e g r o w t h p e r f o r m a n c e o f a n 
economy, ; (v ia i n v e s t o r s e n t i m e n t s , 
in teres t r a t e m o v e m e n t s a n d s a v i n g s 
behav iour a m o n g o t h e r th ings) , only 
a w e l l - a r t i c u l a t e d m a c r o e c o n o m i c 

p r o g r a m m e w h i c h s h o w s h o w t h e 
e c o n o m y is e x p e c t e d to m o v e o n a 
n o n - i n f l a t i o n a r y p a t h c a n give t h e 
n e c e s s a r y credibil i ty t o t h e e c o n o m i c 
growth t a r g e t s . 

In t h e m a n a g e m e n t o f i t s e c o n o m i c 
policy, Sri L a n k a c a n benefit great ly 
from the exper iences of t h e E a s t - A s i a n 
C o u n t r i e s d u r i n g t h e 2 5 y e a r s 
preced ing 1 9 9 3 . Dur ing t h i s per iod , 
the p e r - c a p i t a i n c o m e s in t h e E a s t -
As ian region a l m o s t q u a d r u p l e d . T h e 
a b s o l u t e poverty levels fell by a b o u t 
two t h i r d s on a v e r a g e a n d h e a l t h a n d 
e d u c a t i o n u n d e r w e n t a m a r k e d 
i m p r o v e m e n t . T h i s i s s o m e t i m e s 
re ferred to a s the ' E a s t - A s i a n Miracle' . 
T h e i m p o r t a n c e o f p r i c e s tabi l i ty is 
highl ighted in the following a c c o u n t . 
(See Box). 

From the success Story of 
East- Asian High Performers 

"Common to East Asia's success mere 

s e v e r a l p o s i t i v e f e a t u r e s . It h a s 

i n t r o d u c e d a n u m b e r o f f o r w a r d -

l o o k i n g p r o p o s a l s r e l a t i n g t o t h e 

p r o m o t i o n o f i n v e s t m e n t , r e s e a r c h 

a n d d e v e l o p m e n t , p r o m o t i o n o f 

i n f o r m a t i o n t e c h n o l o g y , e d u c a t i o n 

a n d h u m a n r e s o u r c e d e v e l o p m e n t . 

T h e s e w i l l u n d o u b t e d l y h a v e 

s a l u t a r y e f f e c t s o n e c o n o m i c g r o w t h 

d u r i n g t h e m e d i u m a n d l o n g t e r m s . 

T h e h i g h r e l i a n c e o n f i s c a l 

i n c e n t i v e s f o r a c h i e v i n g s e c t o r a l 

o b j e c t i v e s h a v e t h e d i s a d v a n t a g e 

t h a t it i m p o s e s a l i m i t s o n w h a t 

c o u l d b e d o n e t o r e d u c e t h e a v e r a g e 

t a x r a t e a n d t o s i m p l i f y t h e t a x 

r e g i m e . T h i s is p e r h a p s t h e m a j o r 

d i l e m m a f a c e d b y t h e a u t h o r i t i e s 

d u r i n g t h e b u d g e t e x e r c i s e . T h e 

c o n c e r n s e x p r e s s e d h e r e a b o u t t h e 

a d e q u a c y o f t a x r e f o r m s h a v e t o b e 

v iewed in t h i s l ight . 

policies for macroeconomic stability, 
human resource investments, and 
outward orientation - quite different 
from what happened in most other 
developing regions. Because these 
economies, to a large extent took 
international prices as an ultimate 
guide to domestic resource allocation, 
macroeconomic stability was seen as 
central to maintenance of competition. 
In addition, a rmmberofregim.es had 
a strong aversion to inflation . 
And in many areas, including export 
promotion, it was not just the design 
and selection of policies; it was also 
efficient implementation''. 
Danny M Leipziger and Vinod Thomas 
(1993):The Lessons of East Asia: An 
Overview of Country experience (A 
World Bank Publication) 

C o n c l u s i o n 

T h e m a j o r p r o p o s a l s p r e s e n t e d in 
t h e B u d g e t 2 0 1 1 a p p e a r t o b e b a s e d 
o n a r e a l i s t i c a s s e s s m e n t o f t h e 
d e v e l o p m e n t i s s u e s f a c i n g t h e 
c o u n t r y . A c c o r d i n g l y , t h e fivefold 
' H u b C o n c e p t ' a d d r e s s e s t h e 
d e v e l o p m e n t o f t h e s e r v i c e s s e c t o r 
a n d t h e c o m m i t m e n t t o s h a r e d 
g r o w t h t h r o u g h a ' R u r a l C e n t r i c ' 
a p p r o a c h a d d r e s s e s t h e i n c o m e 
d i s t r i b u t i o n i s s u e . T h e m i x o f 
p o l i c i e s p r e s e n t e d s u g g e s t s a 
s t r o n g s e c t o r a l a p p r o a c h t o 
d e v e l o p m e n t . H o w e v e r , it i s a l s o 
c l e a r t h a t t h i s h a s n o t b e e n 
m a t c h e d b y a s u i t a b l e a p p r o a c h t o 
c o r r e c t t h e m a c r o e c o n o m i c 
f u n d a m e n t a l s . D e s p i t e t h i s 
s h o r t c o m i n g , t h e B u d g e t 2 0 1 1 h a s 

I f t h e o v e r a l l g r o w t h a n d 
d e v e l o p m e n t o b j e c t i v e s s e t for th in 
t h e M a h i n d a C h i n t h a n a a r e t o b e 
a c h i e v e d , it m a y b e n e c e s s a r y t o 
l e a r n f r o m o u r o w n p a s t e x p e r i e n c e 
a n d t h o s e o f o t h e r c o u n t r i e s w h i c h 
s u c c e e d e d in a c c e l e r a t i n g e c o n o m i c 
g r o w t h a n d d e v e l o p m e n t . T h e r e m a y 
b e a n e e d t o r e - e x a m i n e , i n 
p a r t i c u l a r , t h o s e p o l i c i e s 
a d v o c a t i n g t h e u s e o f i m p a r t tar i f f s 
t o p r o t e c t i n e f f i c i e n t i n d u s t r i e s 
o v e r l o n g p e r i o d s , e x c e s s i v e 
e x p a n s i o n o f t h e p u b l i c s e c t o r , a n d 
d i r e c t a n d i n d i r e c t m e a s u r e s 
i m p i n g i n g o n t h e c o m p e t i t i v e n e s s 
o f t h e e x p o r t i n d u s t r i e s . W h a t h a s 
n o t b e e n a d e q u a t e l y a p p r e c i a t e d s o 
f a r is t h a t m o s t m a r k e t d i s t o r t i o n s 
c a u s e d b y s u c h w r o n g p o l i c i e s 
involve c o s t s t o t h e e c o n o m y w h i c h 
m a y b e s u b s t a n t i a l . A p a r t f r o m 
s l o w i n g d o w n e c o n o m i c g r o w t h , 
s u c h c o s t s a l s o wil l e v e n t u a l l y 
i m p a c t n e g a t i v e l y o n t h e f i s c a l 
deficit , m a k i n g fiscal c o n s o l i d a t i o n 
t h a t m u c h m o r e d i f f i c u l t i n t h e 
c o m i n g y e a r s . W h a t m a y be r e q u i r e d 
a t t h i s j u n c t u r e i s g r e a t e r 
p r a g m a t i s m o n t h e p a r t o f t h e 
p o l i c y m a k e r s - a w i l l i n g n e s s t o 
d i s c a r d f a i l e d o r d i s c r e d i t e d 
p o l i c i e s a n d s t r a t e g i e s a n d a d o p t 
t h o s e w h i c h h a v e p r o v e n t r a c k 
r e c o r d s a n d a l i g n e d c l o s e l y w i t h 
t h e e m e r g i n g e c o n o m i c r e a l i t i e s o f 
a n i n c r e a s i n g l y g l o b a l i s e d w o r l d . 
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