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This article reviews the effects of international
trade on economic growth, with special refer-
ence in growth experience of non-plantation
agricuttural sector in Sri Lanka. The article con-
sists of three sections. The section one de-
scribes the theoretical and background informa-
tion in relation to growth and international trade.
itinclude conceptuai Sase for trade and growth,
magnitude of international trade, past experi-
ences of international trade as a strategy of
growth. The section two presents Sri Lankan
experience on trade and economic growth in
the past two decades since its inception of trade
liberalization in 1977. It highlights macro eco-
nomic background, frade policy regimes, main
policy instruments and effects and impact of
international trade as a strategy of growth. The
final and the section three conclude the article
by summarizingthe implications.

Background

International trade and economic growth are
inter related factors. Expanded trade would
cause to raise the level.of Gross Domestic
Product (GDP). Conversely, economic growth
can affect the type of goods a country is able to
trade. Anincrease in exports by utilizing unem-
ployed resources will iead to an overall expan-
sion of production, employment, balance of
payment and living standers of people (Husted
and Melvin, 2002,). International trade also al-
lows for purchase capital goods from foreign
countries and expose 1o technological advances
achieved around the world. Thus due to the fact
that tangible benefits, all developed and devel-
oping countries followed trade policies as the
main strategy of development and consequently
Internationat trade, international investment and
international immigration were grown rapidly
over the past 200 years. As indicated in

Table 1:

Domestic Product {1820-1992)

World Exports and per Capita Gross

Table 1, world trade as a proportion of world
output has increased about five fold during 1950
and 1992 period while exports increased ten fold
at the same period, indicating 14% increase in
1992 (Hendrik Van Den Berg, 2001).

Growing trade relationship between countries in-
volves many things. The growth of international
trade in good and services is not mean just mere
the trade; it also includes flow of people and capital
across the countries that make more contribution
to increase world productivily. Hence, interna-
tional investment, interrational trade and interna-
tional migration become the main economic ele-
ments interdependence of the world economies,
which commenly referred as globalization (Hendrik
Van Den Berg, 2031). Because of the trade and
growth, many developing countries peruse pri-
mary export led development strategies or out-
ward fooking policies that encourage the produc-
tion of exports. Some of the countries like Korea,
Taiwan, China and Singapore were in successful
achieving economic development in the recent
past.

Magnitude of the trade is measured by the index
of openness. Itis estimated as the ratio of exports
to GDP or GNP multiplied by 100.The openness
ratio of trade to GDP has been increased in many
countries from 15 percentin 1948 to 27 percent in
1997. According to estimates of Husted and Melvin
(2002), for 1980-1998 period, the ratio of exports to
GDP was between 10 and 40, indicating that ex-
ports accounted for beiween 10 and 40 percent of
the GDP. Further itindicates that the average value
of ratio has increased from 29-30 in most coun-
tries. In general, countries that were closed in
1980 tended to be much more open in 1998, indi-
cating that international trade has become increas-
ingly important for the worid economy. At the same
time, the composition of world trade shifted from
agriculture to manufacturing
and trade in services. in
Asia, most developing coun-
triesmanaged to achieve the

Year | World Exports World GDP Exports and average growth rates around

(1990, $ millions)| (1990, $ millions) | World GDP (%)| © Percentto 7 percent per

year since 1860s, mainly due

( 1820 ! 7,255 694,772 1.04 to outward looking growth
' 1870 56,247 1,127,876 4.99 policies (WTO, 1998).

I 1913 236,330 2,726,065 8.67

; 1929 334,408 3,696,156 9.05 The empirical evidence on

| 1950 \ 375,765 5,372,330 6.99 international trade and eco-

1973 1797,199 16,064,474 11.19 nomic growih suggests that

1, 1992 '__ 3785619 27,994,920 1852 | thereisa positive relation-

Source:  Angus Maddison (1995), Monitoring the world Ship between international

economy 1820-1992, Paris: OECD. pp223-239

trade and economic growth

(Hendnk Van Cen Berg, 2001) Empmcal evi-
dences were mainly based on openness to
trade. According to Sebastian Edwards (1993;,
shows that outward oriented economies have
highest rate of growth compared to moderately
outward oriented and strongly inward oriented
economies. Jeffery Saches and Andrews
Warner (1995) also showed a strong relation-
ship between openness and growth in devel-
oped countries and developing countries. Thus,
within the group of developing countries opened
economies grew 4.49 per year and closed
economies grew 0.69 per year while within the
group of developed countries the open econo-
mies grew 2.29 per year and closed econo-
mies grew 0.64 per year. Rose Levine and
David Renelt (1992) confirmed that positive re-
lationship between trade and growth. Statistics
show that expanding trade and capital flows, in
an appropriate regulatory environment, have
generally coincided with strong growth and
political stability, specially for those economies
which have welcomed liberalization of worlc
trade faster than world output by a significant
margin, increasing the degree to which nationa
economies rely on international trade and for-
eign cirect investment (FD!) in overall economic
activities (ibid). Further, the short term and lorg
term capital flows were also grown. The aver-
age daily turnover in foreign exchange marke's
has increased from about US $ 200 billion in
the mid 1980s to over US $1.2 trillion in end of
1990s (WTO, 1998). The improved interational
transport system with information technology
directly influences the growth trends in most
countries. Therefore, all countries heavily rely
on trade today than at any time in the history

Theoretical background'

Theoretical background of the growth and trade
policies proves that the majority of economists
were in favor of free international trade over
protected trade. From the beginning of Adam
Smith, David Ricardo in the eighteenth and nine-
teenth centuries, economists have deveioped
very sound arguments to prove internationz!
trade is very effective to improve growth and
human welfare. Trade permits economies to
specialize in producing goods and services
according to the comparetive advantage of the
respectlve coumry Theoretical argu'nems pre-
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gented by classical and neo classi- trade is varied according to tech-
Ny Fig.1: Pattern of Production, Consumption and Growth . . .
cal economists on supportof free trade 8 prion an nological change and international
&nd economic growth could summa- PR Before growth occurs the mobility of production factors, spe-
rize as follows (Hendrik Van Den pe - nation’s production pointis | cially labour and capital.
Berg, 2001,Krugman, 2000, Quiyn, | [\ ; An at Ao and consumption is
2001 ) Ao at Co. The international
g price of S is given by the .
Cn ~ CR  glope of the price line PP. Technological Change.
< Short run welfare gains based Bo ¥ At that price, the country
on the exploitation of comparative cIc P orts AoBo unit of T and Technological change occurs when
ports BoCo units of S.
advantage theory, ‘ . the same amount of output can be
< Short run welfare gains based P g’;é’:;:”‘ 0{ P ’f' fCR & produzed by fewer factorinputs, or
. . . . snow tevel o, .
cn the exploitation of increasing re- production, consumption equivalently, when the same
tum tc scale, 8 and utility. amount of inputs can produce

< Medium run welfare gains based
onthe transition to higher steady stete
following the gains in production efficiency
trought by comparative advantage and eco-
romic scale,

< Long run gains from acceleration of tech-
rological progress due to larger production and
investment externalities following the increase
cfreal output and investment resulting from the
short run and medium run effects,

< Long run gains from acceleration of tech-
rological progress due to the expansion of R&D
activity stimulated by worldwide, rather than
just domestic demand for new products. The
increase competing innovators i1 the world-
viide economy, and the reduction in the cost of
innovation due to international flow of ideas and
knowladge.

Trade And Growth

I"respective of any government policies and
teories, there is always a tendency for eco-
romic growth to occur (Husted and Melvin,
2002). For instance, increases in population
imply a growing labor force. Investment in new
plantand equipment by firms implies a larger
&nd larger capital stock. Likewise, technologi-
cal advances in the world indicate that allow for
highe- efficiency in production. T1us, despite
t1ese general tendencies in economic growth
over the world, international mobility of produc-
ton factors and technological innovations were
greatly influenced for development of the mod-
ern world (see Table 1). Moreover, the man-
ner in which a country grows w'll also have
implications for its pattern of trade. The relation-
ship between trade and growth could explain
by using a model example that based on cer-
tain assumptions. Thus, it was assumed that
an economy produces two commodities (tex-
tile ard Soybeans) by using only two produc-
tion factors (labor and capital). It a.so assumed
that the economy is small and it takes world
prices as given by the world market.

Economic growth can be described graphically
as an outward shift in a nation’s production pos-
sibility Fortier (PPF) curve (see Fig.1). Thus,
it one production factor grows, then the PPF
will expand largely in the direction of commod-
ity, which enjoys its comparative advantages.

It both factors grow, then PPF tends expands more
uniformly in all directions. If two factors grow ex-
actly the same rates, then the overall capital labor
ratio will remain unchanged over time.

Growth necessarily affects with production and
consumption. Thisis because the price line that is
tangent to the PPF will also be shifting out with
growth, reflecting fact that a nation with growing
endowment of productive resources is able to un-
dertake growing amount of consumption. Thus,
since growth affects both production and
consumption, it tends to affect international
trade, because international trade is the difference
between a nation’s production and its consumption
asindicated in the equation.

C+1+G+X=Y+IM  (Where C=consumption, I=
Investment, G= Government Expenditure, X =
Exports, Y=annual income and IM= Imports.

The relationship between growth, production, con-
sumption and international trade were explained
under three scenarios (Husted and Melvin, 2002).

< Neutral Economic Growth: A proportionate
increase in all factors and consumption so that
trade expands proportionately to the growth of the
economy (Husted and Melvin, 2002 p. 283).

< Protrade biased Growth; When an economy
grow because of a relative expansion in the sup-
ply of the factor used intensively in the production
of exportables, there will be a tendency for the
output of exportables to rise relative to the output of
the importables and for international trade to rise
percentage terms by an amount greater than the
percentage expansion of GDP. This type of growth
is cafled protrade biased growth (ibid p. 287).

%+ Antitrade biased Growth: When an economy
grow because of a relative expansion in the sup-
ply of the factor used intensively in the production
of the importables, there will be a tendency for the
output of importables to rise relatively to the
exportables and for the international trade of this
country o fall. This type of trade is called antitrade-
biased growth (ibid p. 287).

The relationship between growth, production and

greater amount of output. As are-
sult of innovations and Research,
& Development (R&D) activities over the
world, technology become an important pro-
duction factor, and many countries were able to
receive easily benefits of technological ad-
vancement, which increased the production ef-
ficiency. Technological change could occurin
two ways:

< Neutral Technical Change: An innova-
tion that results in an equiproportionate reduc-
tion in the use of a | factors in the production of
one unit of cutput.

Labour (capital) saving technical
change: An innovation that result in a more
than proportionate reduction in the use of labour
(capital) refative to other factors in the produc-
tion of one Lnit of cutput.

Mobility of Production Factors

A country can alsa grow by acquiring produc-
tion factors (labour and capital) from other coun-
tries. For instance, the growth of the United
States in th2 last century was occurred due to
the considerable .mmigration of foreign work-
ers and inflow of foreign capital. Factor inflows
from foreign counries tend, to raise welfare in
the host ccuntry and to lower welfare in the
source country (Fusted and Melvin, 2002).

Because of the streng relationship between trade
and growth, all developing countries peruse
outward locking or primary export led develop-
ment strategies that encouraging the production
of exports. According to past experience of
newly developed countries like Singapore,
Korea and Taiwan, it seems that many coun-
tries were successful in achieving develop-
ment through trade.

Though there is a very strong theoretical rela-
tionship betaeen international trade and growth,
which was proven by empirical evidence,
many countries fcllow trade restrictions due to
some arguments i.e. strategic frade, infant in-
dustry and import substitution (Korea, 2000).
Some emgirical evidences also proved that
many deve oping countries were not benefited
fromthe trade as expected (Roy, 1999).

.6
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Trade and Growth in Sri Lanka

SriLankais a semi-developed country with an
area of 65,628 sq. km. and a poputation of 18.7
million as estimated in 2001. According to Cen-
tral Bank estimates (2001), per capita income
was US$899 (Rs.68102). The agriculture sec-
tor plays a dominant role in the economy and
accounts for 19 percent of gross domestic prod-
uct (GDP), 19 percent of total exporis and 36
percent of total employed labourforce (Central
Bank of Ssi-Lanka, 2001). The majority (72
percent) of the people lives in rural areas and
earns a livelihood from agriculture and related
activities. The agricultural sector, which has
the characteristics of a dualistic economy
(Snodgrass, 1966), consists of two sub sec-
tors, the non-plantation or domestic food crop
sector and the plantation sector. The non plan-
tation sector which mainly consists of
paddy, other food grains, maize, soybean,
vegetables and perennial crops accounts
for 76 percent of the total cultivable lands
while the plantation sector consisting of
tea, rubber, coconut accounts for 24% of
the total agricultural land. Paddy being the
main non-plantation and staple food crop ac-
counts for 25 percent of total cultivable lands
and about 2 million farmer families were en-
gaged in farming as their main occupation. More
than 70 percent of paddy farmers belong to the
“small farmers category” which owns less than
one hectare ot fand.

Like many ather developing countries Sri Lanka
faces macro economic imbalances in spite of
improvements in literacy, health and life ex-
pectancy (World Bank, 1996). The major eco-
nomic problems of the country were associ-
ated with limited foreign exchange, budget defi-
cits, unemployment, inflation, poverty and the
consequence of a slow economic growth rate
(Goonaratna and Wesumperuma, 1994),
Hence, the development policies and programs
of successive governments since independence
in 1948 were targeted economic growth by
overcoming macro economic imbalances.

A comprehensive body of literature is available
on trade, growth and macro economic Policy
reforms in Sri Lanka. Among these are the
Works of Wickremaratne (1977), Goonaratna
and Wesumperuma (1984), Rasaputra,
Tilakaratne and Femando (1986), Rajapathirana
(1988), Bhalla (1991), Kelegama (1991,2C00),
Dunham (1993), Lakshman (1994),
Gunawardena and Somaratna (1994)
Lakshman and Tisdell (1999), Athukorala and
Kelegama (2000), Mohamed and Ahamed,
(2000), Henegedara (2002) and Somaratna
(2000,2002,2003).

Many of these analysis concluded that though
Sri Lanka has been foflowed liberal trade poli-
cies since 1977 as main growth strategy, real

achievements in terms of economic development
are far beyond the expectations, in spite of its well
improved social indicators such as education and
heath (Mohamed and Ahamed,2000). Though one
time Sri Lanka economy was considered to be a
prospective south Asian tiger economy, still tiger
has not unleashed partly due to political unrest and
social and institutional limitations. However, it
seems that trade policies have positively affected
to increase production and consumption, which
were able to offset effect of general trends.

« Having considered essence of conclusions of
many early analysis, focus of this analysis lie on
assess the past experience of trade policy re-
forms in Sri Lanka in the non plantation sector with
reference in neutral, protrade and antitrade sce-
narios, technological advancements and interna-
tional factor mobility (labor and capital) discussed
in section one.

Economic and Trade Policies

Over the past fifty years since independence
(1948), three distinctive policy regimes could iden-
tified with respect in trade and economic growth in
SriLanka, which were based on political ideoio-
gies, development strategies and priorities.

< 1948-1970 period: Development policies
and programs of this period was mainly based on
mixed economic policies

»  1970-1977 Period: This period was re-
garded as protectionist regime because some dras-
tic intervention and inward looking policies were
followed.

The Post 1977 Period: Since 1977, Sri Lanka
has made a significant progress in moving from
inward looking policies to outward looking poli-
cies. The policy changes made during post 1977
period, fall into three policy regimes such as the
first wave of liberal policy reforms (1977-1988),
the second wave of liberal policy reforms (1989-
93) and the current policy regime: 1994 to date
(Gunawardena and Somaratna, 2000).

The First Wave of Policy Reforms (1977-1988)

inthis phase, the economy was transformed from
ainward looking system to out ward looking sys-
tem. A wide range of economic reforms was intro-
duced during this period, aimed atincreasing eco-
nomic growth and improving the balance of pay-
ments. Policy reforms introduced since 1977 could
be grouped under five sections: Pricing Policies
(Price Liberalization), Trade Policy, Monetary
Policy, Fiscal Policy and Institutional Reforms
(Athukorala, 1986; Kelegama J, 1990; Somaratne
and Gunawardena, 2000, Henegedara, 2002).

The Second Wave of Liberalization (1989-
1993)
The second wave of liberalization reforms were

intended to overcome the macro economic im-
balance due 1o the mismanagement of the
economy and to the accelerated development
programs introduced since 1977. The second
wave of liberalization reforms took the form of
structural adjustment programs (SAP) as rec-
ommend by the World Bank. These included
low profile adjustments such as reducing
maximum nominal tariff on imports, de-
valuation of the rupee, high profile
projects such as privatization of public
corporations and enterprises and export
oriented industrialization. The private sec-
tor was recognized as the engine of growth and
government intervention in production activi-
ties was limited to provide economic and social
infrastructure facilities. The tariff system was
altered from a six-band structure in 1988to a
three-band structure in 1992 and distortions were
corrected and rigidities relaxed for agricultural
and industrial commodities (Presidential Tarift
Commission Tariffs Trade, 1994).

The Current Policy Regime: 1994 to Date

Policies followed after 1994 to Date were mainly
focused on removing hidden discrimination and
distortions of the market. Eliminate restrictions
on institutional and technical barriers such as
land ownership, credit and infrastructure (Policy
Statement of the Government of Sri Lanka.
1995). Privatization of government corpora-
tions was further promoted.

Agricultural Policy reforms

Generally, in keeping with the liberal economic
policy reforms followed since 1977, agricul-
tural policies were focused on achieving fou*
objectives (National Agriculture, Food and
Nutrition Strategy, Ministry of Finance and Plan-
ning, 1984).

1. Achievements of self-sufficiency in basic
foods - rice, milk, sugar, fish and pulses.

2. Expansion of exports to increase the
contribution of agriculture to the balance of pay-
ments situation.

3. The creation of new employment oppor-
tunities and the consequent enhancement of in-
comes in the rural sector.

4. Theimprovement of the nutritional status
of the people.

Economic Policy instruments

Since the inception of liberal economic policy
reforms 1977, Sri Lanka is implementing a ver-
ity of palicy reforms including in pricing, trade,
monetary and fiscal policy changes as the main
strategy of economic development. The declared
objective of such policy reforms were to acce -
erate economic growth; o achieve international
competitiveness, to create employment oppor-
tunities, toincrease capacity utifization, to stimt -
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Table 2:

Ratus of tmport taritf imposed on Selected Agricultural Commodities for essential consumer items tQ 500 per cent tariff

Prociucts Taritt
1986/88 1994 1996 1998-
2004

Ptatcas 100 35%o0rRs.12pe-Kg | 35 35
Red dnions | 5 35%0rRs09perKg | 35 35
B Onlons 5 38%or Rs.09 perKg | 35 35
Creergram | § 35%6rRs.10parKg | 35 35
Black gram 5 35%or Rs.10perKg | 35 35
Lentis 5 45%o0rRs.12per Kg | 35 35
Others 5 35%crRs.12per Kg | 35 35
Driad chili s 35%0rRs.20 perKg | 35 35
Other - 35% or Rs.10 per Kg

Maize § 45% 35 35
Rice 25 35%0r Rs.07 perKg | 35 35
Cane sugar 35%or RsB8.5pe Kg | 35 35
Best tugar 35%¢r Rs.8.5 pa.Xg

Whezt 25 N/A 20 20
Ginger 60 NA 35 35
Turmitic 80 N/A 35 35
Saffron 60 N/A 35 35
Seed Anise 5 N/A 35 35
Coriar.der ] N/A 10 10
Cumirseed | § N/A 10 10
Fenneiseed | § N/A 10 10

Sourc:y: Sri Lanka Custom Notficatiens, Depzriment of Customs,

{1986/88; 1998; 1998}, Report of tho Pracidential

Compmission on Tariff and Trada- 1£94.
late savings and investments and to improve
balance of payments (Gunawardena and
Somaratne, 2000, Henegedara 2002). There
are four major strategies that the Sri Lankan
agriculture can peruse in reaching the above
objeztives (Somaratna,2003).

< Integration in to global economy (i.e. glo-
balization and regionalization;
Maintenance of macro econamic stability;
Investment in people and technology;
I4arket integration to improve agro enter-
prises.

O o%
D

e

A

Thot gh there are Varity of policy instruments
followed since 1977(Aberatne, 1991); this
analysis focus only on trade ang subsidy pro-
grams as the main policy instruments.

Trade Policy Instruments

The tariff system, which was fol'owed as the
main instrument of trade policy was replaced
by introducing some quantitative restrictions
1QRs) on imports. Thus most QF's on imports
were replaced in 1988 by introducing a six-
band duty system ranging from 0 percent tariff

for luxury items respectively. This system was
altered in 1992 and a three-band slructure was
introduced with rates of 10, 20 and 45% in order to
relax the rigidity and correct the distortions in do-
mestic agricultural sector (Presidential Tariff Com-
mission on Trade and Tariff). The introduction of
the three band tariff structure in 1992 helped to
reduce market distortions in the non plantation sec-
tor (Gunawardena & Somaratna,, 1996).

The new trade agreements on agriculture with the
GATT/Uruguay Round agreement on Agriculture
(GURAA) and the South Asian Preferential Trads
Agreement (SAPTA) have opened new horizons
and avenues for non-plantation agricultural com-
modities. In compliance with GURAA, Sri Laika
is bound to have alltariffs onimports of agricultural
products at a uniform rate of 50 per cent
(Gunawardena and Somaratna, 2600). Thus ap-
proximately 700 agricultural products including
cereals, sugar, maize, spices, fruits, vegetables,
juices and other fruit preparations, milk and meat
will benefit under the GURAA and SAPTA agree-
ments.

The official import duty rates imposed on paddy
and other commodities vvera changed fromtime to
time with change in local production and under
internal political pressures. According to Table 2,
the tariff structure has periodically changed since
1980s. It is expected to liberalize tariff structure
further and impose a two-band tariff system for all
products in line with the agreement of the WTO
(Somaratna, 2002). Until 1930 the CWE had a
monopoly of import rice, wheat and wheat flour.
After 1990, private traders were allowed to import
and to maintain buffer stocks subject to the pay-
ment of import duties when stocks were released
tothe local market. Licenses and seasonal restric-
tions were followed with respect in Potatoes, Chil-
ies and Onions.

According to projections of the macro economic
effects of tariff liberalization, tariff is likely to in-
crease to a higher GDP. "ariff liberalization fosters
economic growth and improves most macro eco-
nomic variables by showing a pathway in the
right direction for the sustainable development
(Somaratna, 2002). However, it shows that the

. Various form of production incentives such as

impact of tariff -ates on local producers and the !
consumers is negligible when it compared to
Nominal Protection Ceefficient (NPC) and the
Effective Protection Coefficient (EPCY. Ac- !
cording to HARTI statistics based on 1991/92 |
survey datain four major rice-producing areas, |
the NPC or the NPH was-8.2 at the rate of
official exchange rate and -16.8 at the rate of
shadow exchznge rate (Wickramarachchi, {
2000). It implies that the rice was negatively
protected or lozal producers were taxed. Ac-
cording 2 the same estimates, (EPC)*or the
EPRwas -9.8 and -21.6 respectively in newly
irrcated and ret abilitated irrigated areas at the
ratc of oficial exchangerate. Therate was
-23.2 and -32.0 respectively in newly and re-
habilitated arecs in terms of the shadow ex-
change rate (Wickramarachchi, 2000). This
implies tF at protection had anegative effecton
local producers.

Production Subsidies

low prices, low interest rates, and loans were
considere as subsidias (Aberatne, 1991). There |
are two types of subsidy programs were imple- |
mented /. e. price subsidy and inputs subsidy. ’

Price Subsidy

Price subsidy was introduced as the Guaran- |
teed Price Scheme (GPS) to purchase paddy |
{rice) from producers. Though the system was
started in the lat2 1940s, it functioned as the
main price mechenism for the purchase cf paddy
until early 1980s. The main purpose of the
GPS was to increase the market prices of paddy
and thereby improve the farm incomes |
(Sirisena, 1986). 'twas estimated that afl paddy
growers approxi nately (1.8 million farm fami-
lies) would direct'y benefited from the scheme. 1
The amount purcased by the GPS depended

on the volu ne of production, availability of other |
focd commadities personal consumption needs
and the price in the open market. The perfor- |
mance of "he G>S over the past fifty years

may be divided into four stages (Sirisena, 1986).

1. Theinitial stage (1948-1956). Inthe initial

Table 3: The Impact of Agricultural Ref i |
Paddy Productlon During Three Pohcy Regxmes l
Figure 2 Effects of Price Subsidies accoiding to }
Guaranteed Price for paddy (1952-197) ftem Unit | 197798 19893 | 199499 | < Change !
—_ T I
ck f GPS and the Quantity Furchased by the PMB Producton - CooMT | 2235 2389 2557 74 )
ange o rose "1‘:;7 y e P Averzge Yietd Kotec | 3125 | 349 | 3555 3
- Cost of Produc=ian of Pzddy (Iriga‘zd) 342 | 8307 | 1230 488 w
. Rs/Acre | 2561 6523 §725 318 '
o | Cost of Produc ‘on of Paddy (Rainfed) 241 7382 10238 418
sco Rs./Acre 1623 4582 6355 M1
8 el Gross Retum g2 Acre of Paddy (Irigated) 4854 | 11218 | 16243 430
g o | Gross Retum par Acre of Paddy (Ra.nfed) Rs /Acre 3025 7170 8351 26.2 |
” Net Retum per Acre of Paddy (Irigated} Rs /Acre 1615 2911 JEBY 265 :
ol RsiAcre | 2205 | 4695 | 7317 558 ;
. oo0esqqodelor e Net Retum per Acre of Paddy (Rainfed) 578" 240 -1857° 780.1° '
1ES21E55 1025 1250 1284 1567 107315 Ill T3 T ICST 123 15581291 1824 1807 RS/AUE 1102 2488 2746 104 i
© GPSRs. & Quan!ly - |
Sourco : £nnuat Reparts, Contral Bank of Coylan — Inctud ng imputed costs for labor and seeds etc. )
Source: Department of Agricutture, Data Banic of HARTI
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stage the GPS was able to collect a
very small share of the market surplus
due to market imperfections and lack of
credit facilties.

2. Inthesecond stage (1956-1971),
the market share of GPS was improved
since credit facilities were provided
through cooperative societies in 1961.
During this period the GPS was always
higher than the open market prices and
therefore the quantity purchased under
GPS was higher (see Figure 1).

3. Inthethird stage (1972-1977) the

Paddy Marketing Board (PMB) was estab-
lishedin 1972in order toimplement GPS. The
paddy marketing Act No. 14 of 1971, gave
wide powers to PMB in purchasing paddy.

4.

from 30% (1977) to 5% (1997).

The involvement of private traders in purchas-

Production & Average Yield of Paddy

was Rs. 1,588/Ha. (1989). According
to these estimates the provision of irri-

Production & Average Yield of Paddy

4002

gation subsidy has had a major impact
on reducing cultivation costand onin-

T T T

creasing cropping intensity from
130m.hato 158m.hainthe period 1388-
1997.

Effects and Impact of Trade Policy
Reforms
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Source : Department of Census and Statistics

The effects and impact of trade palicy
reforms on non-plantation agriculture
sector rould assess by examining, to-

In the post 1977 period, the monopoly of
the PMB was abolished and the GPS was
implemented as a floor price. Consequently
the quantity purchased under GPS dropped

effect on productivity and total production of paddy
{Annual reports, Department of Agriculture). The
impact was very significant in the case of high
yielding varieties, which were used to urea. How-
ever, the impact of reducing total produetion cost
was marginal due to the fact that the fertilizer ac-
counted for only 12 percent of total cost though it
helped toincrease fertilizer application among small
producers who were not able to bear the high
production costs (Henegedara, 1989). The fertil-
izer subsidy was rearranged in 1994 by adjusting
the prices of these varieties.

tal production, net returns, consumer
welfare and self-sufficiency. However, due to
the fact some limitations of the accurate data,
the analysis focuses mainly on paddy.

Total Production

As shown in Table 3 the average paddy pro-
duction increased during the consecutive lib-
eral policy regimes from 2,235MT (1977-1988)
t0 2,557 MT (1994-1999). The average yield
alsoincreased from 3,125 Kg./he. to 3,555 Kg./
he. during the same period. The gross return

ing paddy has increased since 1977 and con-
sequently the GPS was increased from Rs.
40/= (1978) to Rs. 155/= (1995) a 300% in-
crease over the period. But, the quantity pur-
chased under GPS has not increased com-
menstrate with the increase of the GPS.

Irrigation Subsidy

Subsidized irrigation water is the main production
input provided for paddy cultivation. Irrigation is
provided to farmers free of charge except for a
marginal levy that has been imposed for the op-
eration and maintenance of the irrigation systems,
and the acreage tax in minorirrigation schemes.
There are various arguments for and against the
irrigation subsidy because it is difficult to estimate
irrigation costs alone (Aberaine, 1991). However,
the effective irrigation subsidy has calculated in
some studies (Aluvihare and Kikuchi 1991) by
taking intc account the operational and mainte-
nance costs of new construction and rehabilitation
irrigation projects in major and minor irrigation sys-
tems). Thus the effective irrigation subsidy for two
major irrigation schemes of TIMP and Gal Oya,
projects (1989) were estimated as Rs. 2,261/Ha.
Butit has gone up to Rs. 13,840/Ha. in the newly
developed Mahaweli areas. The effective irriga-
tion subsidy for the rehabilitation of minor irrigation

According to Figure 1, the quantity purchase
drcreased during 1980 - 1993 and increased
againin 1994 and 1995 due to intervention of
the new government, but it has not increased
since 1998 irrespective of an increased GPS.
Since September 1999, the PMB has not func-
tioned and the purchasing of paddy is done
through the Cooperative Wholesale Establish-
ment (CWE)and farmer organizations.

{nputs Subsidies

There were two main inputs subsidies given to
farmers i.e. the fertilizer subsidy and the irriga-
tion subsidy.

Fertilizer Subsidy
Rice - Self Sufficiency Ratio

per acreincreased from Rs. 4,854 to Rs. 16,043
inirrigated areas and from Rs. 3,025 to Rs.9,051
in rain fed areas during two consecutive peri-
ods. The net returns per acre increased by
55.8% and 10.4% respectively inirrigated and
rain fed areas but showed negative results when
imputed values for labour and seeds were in-
cluded (Table 3). Figure 3also indicates the
trend of production and the average yield of
paddy during 1978 - 1999 period.

Consumption and Welfare

Domestic rice production and consumption of
imported wheat were increased during the con-
secutive period indicating that steady increase
in total welfare, though domestic rice produc-
tion has relatively declined in the recent past.

As indicated Figure 4, self-sufficiency ratio of
rice production has increased that the food se-
curity and consumer welfare has improved in
the saciety.

Economic Growth

The fertifizer subsidy was introduced

in 1962 to encourage the use of inor- Rice - Self Sufficiency Ratio

GNP and the growth rates in the agri-

ganic fertilizers in line with the green
revolution. The subsidy was given

cultural sector and the paddy-farming
sector bear a close relationship to crop-

a e
for Urea, Triple Super Phosphates " R N o v Y ¢ Leos g g ping intensity (Table 5). The growth
(TSP), imported Rock Phosphate, goer PR 2 rate of the agricultural sector fluctuated
Muriate of Potash (MOP) and NPLO or}® ¢ o over the period and indicated some

mixtures with 5:15:15 composition.
Imported Ammonium Sulphate (AS)
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negative trends in 1987, 1989 and
1996. But GNP maintains steady

L L
1976 1979

was not subsidized from 1981 in or-
der to popularize local production.

1973 1982 1585
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Sourca : Registrar Gonorals Departmont, Cer tral 8ank of Sri Lanka, Dept. of Consus &

1988 1981 1994

The fertilizer subsidy had a positive

1987

growthindicating 4.6 average annual
growth rates.
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Conclusion

Concluding remarks on effects of international
trade and economic growth in Sri Lankan
economy could summarize as follows:

Growth: The major structural change of
economy is the reduction of share of agriculture
in GNP and expansion of the share of manu-
facturing and services in GDP. The composi-
tionof agricultura! exports has reduced from
70% in 1977 to 19 in 2001 while shares of
industrial and petroleum exports has increased

Table 4: Domestic Production, Consumption

and Table 4, produc-

ftem

Quantity of imported Rice
Quantity of Imported Wheat

Domestic Rice production

Consumed total grains

Domestic rice production as a % of total consumption

and Welfare ) X
tion and consumption
major food items like

1990/95 | 1999/2000 paddy and wheat has
increased over the
136 209 period indicating in-
75 873 crease of consumer
1672 1676 welfare and food se-

curity.

2583 2758

647 608 Factor Mobility: The

Source: Daily Mirror (2001.11.15)

labour, main prodtc-
tion factor which en-
joyed comparative
advantage in the country bothin

Table5: GNP and Growth Rates of Agricultural terms of skilled and unskilled
Sector and Paddy Production labour, has moved from agricul-
tural sector to industrial and ser-
Growth Rate vice sec(ors. As_ a consequence
labour price hasincreased bothin
Year | Agricuftural Sector | Paddy | GDP agricultural sector. According tore-
cent statistics, fabour rates have
increased more than 250% in all
1983 53 4.9 agricultural areas, indicating that
1984 20 152 51 cost of production of many agri-
1985 99 24 4.9 cultural commodities also in-
1986 22 100 43 creased at least 40 percent
Iggg g; :%50 ;3 (Henegedara, 2002). This was in-
1989 19 16.4 23 directly affected for the production
1990 104 167 6.2 and consumption of some agricul-
1991 08 213 46 tural crops
1992 24 5.9 43
1993 50 2.0 6.0 Technological Change: As a re-
1994 38 06 56 sult of green revolution and re-
1995 33 a7 55 search and development activities,
}ggg 2(1) _2'677 2'3 the adoption of high yielding vari-
1998 o5 8.6 47 eties incrgased from 71%in 1972
1999 45 Na 43 to 90% in 1997 (Dhanapala,
2000 18 Na 6.0 1997). The effect of wider spread
of new technologies was greatly

from 15 % in 1977 to 77 in 2001 respectively

{Central Bank of Sri Lanka, 2001). However, im-

g portance of agriculture sector still remains, provid-

ing employment to more than 40 percent of labour
force and 19 percent of export earnings. The GNP
per capita income of the country has increased
from US$ 176 in 1978 to US$ 881 in 2000, be-
coming a country of middle-income economies as
categorized by the World Bank (see Table 1).
Though the economy has changed very fast in
past two decades, the agricultural sector and paddy
sector growth rates increased very slowly and
some instances negatively, indicating more likely
the neutral growth or anti trade biased growth. How-
ever, it is clear that overall effect of economic
development is not merely depending on agricul-
tural sector. When the effects of other sectors (ser-
vice and industries) are very effective, influence
of agricultural sector could be minimized.

Production and Consumption: As indicated in Fig.3

Source: Central Bank of Sri Lanka ard Data Bank,HARTI.

helped to increase the production
efficiency and to offset the bad ef-
fect of increasing production inputs.

Though non-plantation agriculture indicated
some negative effects, there is a possibility to
product and market integration through encour-
aging the processing of tea, coconut and rice
sectors (Somaratna, 2002). However, in sum-
mary it could be concluded that tariff liberaliza-
tion foster economic growth by showing a path
way in the direction for sustainable develop-
ment.

Footnotes

2 NPCisthe ratio of domestic market price of a given
commodity to its border price.
Thus:  NPC = P¢/P® where P4 domestic price of
given commodity
P® - border price of the commodity

3 The EPCis defined as the ratio between the value
added in domestic market prices to the value added
in world prices for a particular production process.
EPC = V*/ V" where V" - value added in border prices
Ve - value added in domestic prices
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