
The Current Budgetary Policy: Goals, Strategies 
and Tasks 
I n t r o d u c t i o n 

The 2 0 0 9 b u d g e t h a s b e e n 
p resen ted i n the p a r l i a m e n t . I t 
is t he f i f t h b u d g e t o f the present 

g o v e r n m e n t a n d the f o u r t h b u d g e t that 
has b e e n b a s e d o n the d e v e l o p m e n t 
f r a m e w o r k o f 'Mahinda Chin tana'', a 
v i s i o n f o r a N e w Sr i L a n k a - A T e n -
Y e a r H o r i z o n D e v e l o p m e n t 
F r a m e w o r k 2 0 0 6 - 2 0 1 6 . T h i s n e w 
d e v e l o p m e n t f r a m e w o r k w a s 
i n t r o d u c e d as a n e lec t ion m a n i f e s t o o f 
the P r e s i d e n t i a l e l ec t i on i n 2005, a n d 
the f i r s t c a m e i n t o p r a c t i s e w i t h t he 
2006 b u d g e t a r y p o l i c i e s . T h e 2009 
b u d g e t is a lso a successive e f fo r t o f t h i s 
d e v e l o p m e n t f r a m e w o r k . T h e Mahinda 
Chintana v i s i o n i s , i n f a c t , a 
s u p p l e m e n t a r y f r a m e w o r k o f 'Rata 
Perata' d e v e l o p m e n t p r o g r a m o f t h e 
g o v e r n m e n t a p p o i n t e d i n 2004. U n d e r 
t h i s Rata Perata p r o g r a m , t he U n i t e d 
P e o p l e ' s F r e e d o m A l l i a n c e ( U P F A ) 
p resen ted s o m e st ra teg ies fo r na t i ona l 
d e v e l o p m e n t t o m a k e S r i L a n k a a n 
e c o n o m i c a l l y a n d soc ia l l y p r o s p e r o u s 
c o u n t r y . I n th is con tex t , the h i g h leve l 
o f e c o n o m i c g r o w t h w i t h i m p r o v e d 
e q u i t y i n the c o u n t r y has been the m a i n 
ob jec t ive o f the g o v e r n m e n t . Speci f ic 
s t ra teg ies h a v e a lso been f o r m u l a t e d 
fo r d i f f e ren t sectors such as a g r i c u l t u r e , 
i n d u s t r y , t o u r i s m , e t c . a n d f o r 
e c o n o m i c i n f r a s t r u c t u r e d e v e l o p m e n t , 
p o v e r t y a l l e v i a t i o n , u n e m p l o y m e n t 
r e d u c t i o n , h u m a n r e s o u r c e 
d e v e l o p m e n t , etc. 

T h e strategies of the Rata Perata a n d also 
Mahinda Chintana d e v e l o p m e n t 
p r o g r a m s w e r e b a s i c a l l y f o r m e d 

c o n s i d e r i n g t h e ' M i l l e n n i u m 

D e v e l o p m e n t G o a l s ( M D G s ) o f t h e 

U n i t e d N a t i o n s D e v e l o p m e n t P r o g r a m 

( U N D P ) , w h i c h w e r e i n i t i a t e d b y the 

U n i t e d N a t i o n s M i l l e n n i u m 

Dec la ra t i on , s i gned i n Sep tember 2000 

( G o v e r n m e n t of Sri Lanka , 2006). U n d e r 

t h i s o v e r a l l p o l i c y f r a m e w o r k , t h e 

present g o v e r n m e n t is m o v i n g t o w a r d s 

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

p a y i n g p a r t i c u l a r a t t en t i on o n the f iscal 

po l ic ies i n a c c o m p l i s h i n g th is goa l . T h e 

annua l b u d g e t s p l ay a m a j o r ro le i n th is 

p rocess . A v a r i e t y o f n e w p r o j e c t s , 

p r o g r a m s a n d also ac t i v i t i es have been 

i n i t i a t ed u n d e r b u d g e t a r y p r o p o s a l s . 

Some o f the e x i s t i n g p r o g r a m s are a lso 
b e i n g a c c e l e r a t e d t o a c h i e v e c e r t a i n 
ob jec t i ves . H o w e v e r , f o r the last o n e 
a n d ha l f decades, the f iscal sector i n the 
c o u n t r y has been c r i t i ca l d u e to i ts h u g e 
d e f i c i t . T h i s w i d e n i n g d e f i c i t o f the 
b u d g e t , o n o n e h a n d , has d r a g t h e 
c o u n t r y t o a n o u t s t a n d i n g p u b l i c deb t 
t r a p , a n d o n o the r h a n d , has c o m p e l l e d 
t h e g o v e r n m e n t t o c u r t a i l e s s e n t i a l 
e x p e n d i t u r e s s i g n i f i c a n t l y . T h e r e f o r e , 
the r e d u c t i o n of the f isca l d e f i c i t a n d 
the p u b l i c debt to a des i r ed leve l has 
b e e n a n i m p o r t a n t t a s k o f t h e 
g o v e r n m e n t i n r e l a t i o n t o t h e f i s ca l 
sector . I n d e e d , t h i s task is n o t a n e w 
o n e ; i t h a s a l o n g h i s t o r y . A l l 
g o v e r n m e n t s r u l e d the c o u n t r y s ince 
t h e l a t e 1 9 8 0 s h a V e a t t e m p t e d t o 
a c c o m p l i s h t h i s t a s k b y a d o p t i n g 
v a r i o u s measures . 

B a c k g r o u n d o f t h e N e w G o a l 

T h e Rata Perata p r o g r a m has b e e n , 
bas ica l l y , f o r m u l a t e d i n t he con tex t o f 

n e o - l i b e r a l p o l i c y p r i n c i p l e s . T h e s e 

p o l i c i e s w e r e i n i t i a t e d b y t h e 

W a s h i n g t o n - b a s e d f i n a n c i a l 

i n s t i t u t i o n s i n t he ea r l y 1970s, as a n e w 

d e v e l o p m e n t a l concep t f o r the w o r l d . 

P a r t i c u l a r l y , the W o r l d Bank ( W B ) a n d 

the I n t e r n a t i o n a l M o n e t a r y F u n d ( I M F ) 

a d v i s e d t he d e v e l o p i n g c o u n t r i e s to 

i m p l e m e n t these po l i c ies as a n essent ia l 

r e q u i r e m e n t f o r b o t h s h o r t - t e r m 

s t a b i l i s a t i o n a n d l o n g - t e r m g r o w t h 

( M c G r i l l v a r y a n d W h i t e , 1999). T h e W B 

a n d the I M F h a v e f u r t h e r t i e d these 

po l i c i es to t h e i r c o n d i t i o n a l i t i e s w i t h 

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

l oans f o r d e v e l o p i n g c o u n t r i e s . A s a 

resu l t , o v e r the last th ree decades, the 

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

r a p i d l y i n m a n y c o u n t r i e s of the w o r l d . 

T h e bas ic f o u n d a t i o n o f t h i s o v e r a l l 

p o l i c y i s t h e r e d u c t i o n o f s t a t e 

i n t e r v e n t i o n i n economic ac t i v i t i es , a n d 

e c o n o m i c l i b e r a l i s a t i o n a n d t h e 

o p e n i n g u p of the marke t s ( W i l l i a m s o n , 

1990 a n d 2 0 0 0 ) . I n S r i L a n k a , a l l 

successive g o v e r n m e n t s tha t a i l e d af ter 

1977 a lso a d o p t e d m o r e o r less the same 

p o l i c y p r i n c i p l e s i n e c o n o m i c 

m a n a g e m e n t . The Rata Perata p r o g r a m 
o f the g o v e r n m e n t elected i n 2004 w a s 

a l s o b a s e d o n t h i s s p i r i t o f n e o -
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l i b e r a l i s m . H o w e v e r , t h e r e w e r e 
c e r t a i n s t r a t e g i c c h a n g e s i n t h i s 
d e v e l o p m e n t f r a m e w o r k c o m p a r e d to 
t h o s e i n t h e p a s t . H e n c e , t h e 2004 
g o v e r n m e n t i n i t i a t e d a n a p p r o a c h 
w h i c h e m p h a s i s e d a h o m e - g r o w n 
d e v e l o p m e n t s t ra tegy fo r the c o u n t r y 
w i t h i n t h e n e o - l i b e r a l c o n t e x t 
( G o v e r n m e n t of Sr i L a n k a , 2005). 

T h i s s t ra tegy is no t a n e w d e v e l o p m e n t 
a p p r o a c h w h i c h s u d d e n l y e v o l v e d ; i t 
has a clear l i n k w i t h the e a r l y p e r i o d of 
the F r e e d o m A l l i a n c e g o v e r n m e n t . T h e 
F r e e d o m A l l i a n c e g o v e r n m e n t e lected 
i n 1994 o r i g i n a l l y i n i t i a t e d a 
h u m a n i t a r i a n o u t l o o k to t he concept o f 
o p e n e c o n o m y i n o r d e r t o re t r i eve the 
p e o p l e f r o m t h e c l u t c h e s o f n e o -
l i b e r a l i s m . T h i s is s i m p l y c a l l e d t h e 
' h u m a n f a c e ' i n d e v e l o p m e n t 
( L a k s h m a n , 1997). T h e social jus t ice a n d 
d e m o c r a t i s a t i o n are c o n s i d e r e d as the 
genera l m e a n i n g o f th is n e w a p p r o a c h . 
B a s e d o n t h i s n e w i d e o l o g y , t h e 
g o v e r n m e n t c a m e i n t o p o w e r i n 1994 
p a i d m u c h a t t e n t i o n o n soc ia l w e l f a r e 
a n d p o v e r t y a l l e v i a t i o n ( J a y a s u r i y a , 
1999 ) . A n u m b e r o f s o c i a l w e l f a r e 
p r o g r a m s s u c h as S a m u r d h i , f o o d 
s tamps a n d schoo l m i d - d a y m e a l w e r e 
i n i t i a t ed ( G u n a t i l a k a , 2000). 

I n a d d i t i o n , to a w a k e n a n i n d i g e n o u s 

e c o n o m y , the re w a s a n i m p o r t a n t e f fo r t 

i n t h e c o u n t r y t h r o u g h p r o v i d i n g 

i n f r a s t r u c t u r e f a c i l i t i e s , a i m i n g a t 

p r o v i d i n g e q u a l o p p o r t u n i t i e s f o r 

d e v e l o p m e n t i n the r u r a l areas o f the 

c o u n t r y ( G o v e r n m e n t o f S r i L a n k a , 

1995) . P a r t i c u l a r l y , t h e g o v e r n m e n t 

t h o r o u g h l y t ook i n t o accoun t the local 

d e v e l o p m e n t po ten t i a l s a n d resources 

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

p l a n n i n g . A l l b u d g e t a r y p o l i c i e s a n d 

p r o p o s a l s w e r e f o r m u l a t e d based o n 

th is focus a n d hence, the t h e m e of the 

b u d g e t p r e a m b l e a f t e r 1995 w a s 

" s u s t a i n a b l e e c o n o m i c a n d s o c i a l 

d e v e l o p m e n t , based o n local va lues and 

n a t i o n a l p r i o r i t i e s " . T h e F i n a n c e 
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M i n i s t e r t r i e d t o a d o p t t h i s g o a l 
i n t e n s e l y i n h i s b u d g e t a r y s t ra teg ies 
f r o m the 1995 b u d g e t s ta t i ng c lear ly the 
b u d g e t w o u l d be a " p e o p l e - f r i e n d l y 
b u d g e t " tha t w o u l d be " p r o - p o o r " as 
w e l l as " p r o - g r o w t h " . T h i s i m p o r t a n t 
sh i f t o f d e v e l o p m e n t p o l i c y a p p r o a c h 
w a s no t jus t h a p p e n e d i n Sri Lanka , bu t 
is g e n e r a l l y t a k i n g p l a c e ac ross t h e 
d e v e l o p i n g c o u n t r i e s d u e t o s o m e 
s h o r t c o m i n g s i n t h e e x t r e m i s t n e o -
l i be ra l po l i c ies . T h e I M F a n d W B also 
gene ra l l y r e c o m m e n d e d some o f these 
r e f o r m s a n d s p e c i a l p r o g r a m s t o 
m i t i g a t e t he p r o b l e m s a r i s i n g i n t he 
d e v e l o p i n g w o r l d ( P r a b h u , 2 0 0 1 , 
W e e r a k o o n , 2004). 

T h e r e are a n u m b e r o f reasons w h i c h 
l e d t o t h e e m e r g e n c e o f t h i s new-
a p p r o a c h a l l o v e r t h e w o r l d . T h e 
c u r t a i l m e n t o f s u b s i d i e s a n d t h e 
r e d u c t i o n o f s t a t e i n t e r v e n t i o n i n 
e c o n o m i c a c t i v i t i e s u n d e r t h e 
l i be ra l i sa t i on p r o g r a m s , p a r t i c u l a r l y i n 
e s s e n t i a l s e r v i c e s , h a v e g e n e r a t e d 
h a r m f u l r e s u l t s i n m a n y e c o n o m i e s . 
T h e s o c i a l s e c t o r s u f f e r e d t h e m o s t 
u n d e r l i b e r a l i s e d p o l i c i e s i n m a n y 
coun t r ies . Pove r t y has e x p a n d e d w i t h i n 
d e v e l o p i n g n a t i o n s ( R o d r i k , 2 0 0 2 ; 
P r a b h u , 2 0 0 1 ) . ' M a n y i n t e r n a t i o n a l 
a g e n c i e s a n d i n t e l l e c t u a l s h a v e 
se r ious ly taken no te of these p r o b l e m s , 
a n d h a v e c o m e u p w i t h w a y s t o 
m i n i m i s e the p r o b l e m s . The Repor t of 
t h e U N W o r l d C o m m i s s i o n o n t h e 
Social D i m e n s i o n of G l o b a l i s a t i o n has 
s ta ted "Seen t h r o u g h the eyes of the 
v a s t m a j o r i t y o f m e n a n d w o m e n 
a r o u n d the w o r l d , g l oba l i sa t i on has no t 
met the i r s i m p l e a s p i r a t i o n for decent 
jobs, l i v e l i h o o d s a n d a bet ter f u t u r e fo r 
t h e i r c h i l d r e n . " H o w e v e r , t h e 
c o m m i s s i o n d i d not d e v a l u e the w h o l e 
p o t e n t i a l i t y o f c u r r e n t p r o c e s s o f 
g l o b a l i s a t i o n i n g r o w t h a n d 
d e v e l o p m e n t . I t o n l v d i s c u s s e s t h e 
s h o r t c o m i n g s , p a r t i c u l a r l y w i t h r ega rd 
to peop le ' s social d e v e l o p m e n t ( W o r l d 
C o m m i s s i o n o n the Socia l D i m e n s i o n 
of G l o b a l i s a t i o n , 2004). Hence , by the 
m i d 1980s, an u rgen t need of a fa i r a n d 
i nc l us i ve process of g l oba l i sa t i on w a s 
c l e a r l y v i s i b l e . A s a resu l t o f these , 
m a n y coun t i es e m b a r k e d o n course o f 
r e d e s i g n i n g o f t h e i r p o l i c i e s b v 
themse lves , a n d the I M F a n d W B w e r e 
s l o w l y i n v o l v e d the rea f te r . T h e W B 
i n i t i a t e d a specia l p r o g r a m k n o w n as 
the "Soc ia l D i m e n s i o n of A d j u s t m e n t " 
i n 1987 , a n d h a s a l s o b e e n g i v i n g 

greater i m p o r t a n c e to sectoral loans fo r 
e d u c a t i o n a n d h e a l t h ( S h a n , 1998; 
P r a b h u , 2001). These n e w r e f o r m s and 
p r o j e c t s a r e s p e c i a l l y a i m e d at t h e 
i m p r o v e m e n t o f t h e e q u i t y a n d 
e f f i c i e n c y o f t h e s o c i a l s e c t o r s i n 
d e v e l o p i n g c o u n t r i e s b y s h i f t i n g 
resources f r o m h i g h cost areas to l o w 
c o s t b a s i c s e r v i c e s ; c o m p e n s a t o r y 
p r o g r a m s to p r o t e c t t he bas ic l i v i n g 
s t a n d a r d o f the v u l n e r a b l e a n d l o w -
i n c o m e p o p u l a t i o n d u r i n g a d j u s t m e n t 
w e r e i n t r o d u c e d (Corn ia et a l . , 1987). 

T h e s e a d v e r s e r e p e r c u s s i o n s o f 
g l o b a l i s a t i o n a n d s t r u c t u r a l a d j u s t m e n t 
p o l i c i e s h a v e b e e n s e e n i n t h e S r i 
L a n k a n e c o n o m y s ince the late 1980s. 
S o m e o f t h e s e m a c r o - e c o n o m i c 
p r o b l e m s , f o r ins tance, h i g h i n f l a t i o n 
a n d r a p i d l y r i s i n g l i v i n g cost a n d s l o w 
p rog ress o f soc ia l sector, w o u l d h a v e 
e v o l v e d soon a f te r the i n t r o d u c t i o n o f 
l i b e r a l i s e d p o l i c i e s ( L a k s h m a n , 1999; 
S h a n d , 1999). I n a d d i t i o n , there w a s a 
s i g n i f i c a n t f a i l u r e o f l i b e r a l i s e d 
po l i c ies i n r e l a t i on to the d i s t r i b u t i o n a l 
effects of d e v e l o p m e n t in the c o u n t r y . 
I n fact , the ' t r i c k l e d o w n ' effect of the 
l i b e r a l i s e d p o l i c i e s w a s n o t r e f l ec ted 
as m u c h as expec ted ( G o v e r n m e n t o f 
S r i L a n k a , 2 0 0 5 ) , a n d t h e r e f o r e , the 
i n c o m e i n e q u a l i t y has been b r o a d e n e d 
o v e r the p e r i o d a f te r 1977. For ins tance, 
the i n c o m e rece ived b y the poores t 4 0 % 
of p o p u l a t i o n d u r i n g the p e r i o d 1978-
1979 w a s 16.06%, a n d i t has d e c l i n e d to 
14.1 b y 2 0 0 3 - 2 0 0 4 . M e a n w h i l e , t h e 
pe rcen tage o f i n c o m e o f t he 2 0 % r iche 
p o p u l a t i o n has g o n e u p f r o m 49.9% to 
5 2 . 1 % d u r i n g t h e s a m e p e r i o d . I n 
a d d i t i o n , i n c o m e percentages o f r u r a l , 
u r b a n a n d estate sectors d u r i n g 1986-
1987 have c h a n g e d f r o m 63.4%, 31 .5% 
a n d 5 . 1 % to 7 5 . 1 % , 2 2 . 1 % , a n d 2 .7% 
respec t i ve l y d u r i n g 2003 /2004 (Cent ra l 
Bank o f Sri L a n k a , 1986 /1987 ; C e n t r a l 
Bank o f Sri L a n k a , 2005). C o n s e q u e n t l y , 
t h e g o v e r n m e n t e l e c t e d i n 1989 
i n t r o d u c e d some special p r o g r a m s such 
as Janasaviya a n d f o o d s tamps , a i m i n g 
at p o o r a n d b a c k w a r d p e o p l e i n the 
c o u n t r y . T h e d e v e l o p m e n t a l in terest of 
s o c i a l s e c t o r , w h i c h h a s s o m e w h a t 
s i d e l i n e d b e f o r e , w a s a l s o 
r eemphas i sed bv the g o v e r n m e n t . 

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

f u r t h e r f r o m 1994 , i n i t i a t i n g t h e 

a p p r o a c h o f ' h u m a n f a c e ' i n 

d e v e l o p m e n t . H o w e v e r , s o m e o t h e r 

i n te rna l reasons w e r e also b e h i n d th is 

change in g l o b a l i s a t i o n po l ic ies . T h o s e 
f a c t o r s p r o v i d e d s o m e i n c e n t i v e s to 
change the sys tem ex is ted . T h e p o l i t i c a l 
a n d e c o n o m i c v i e w of the g o v e r n m e n t 
e lec ted i n 1994 w a s s o m e w h a t d i f f e r e n t 
f r o m the a l r e a d y ex i s t i ng po l i c ies o f the 
w o r l d , a n d i t s h o w e d a c o n s i d e r a b l e 
i n t e r e s t t o c h a n g e t h e s y s t e m 
G a y a s u r i y a , 1999, D u n h a m , 2004)) . T h e 
g o v e r n m e n t w h i c h came in to p o w e r i n 
1994 w a s a c o a l i t i o n o f le f t p o l i t i c a l 
p a r t i e s . I t w a s c a l l e d t h e U n i t e d 
P e o p l e ' s F r e e d o m A l l i a n c e 
g o v e r n m e n t . T h i s a l l i a n c e 
reemphas i sed the ro le o f the state a n d 
i ts i m p o r t a n c e i n d e v e l o p m e n t to s o m e 
ex ten t . I t has been p o i n t e d o u t that t h i s 
c h a n g i n g p a t h as a r e v e r s a l o f 
l i b e r a l i s a t i o n p r o c e s s ( K n i g h t - J o h n , 
2 0 0 4 ) . M e a n w h i l e , t h e r e w a s a 
r e o r i e n t a t i o n w i t h r ega rd to the s ta te-
l e d d e v e l o p m e n t , p a r t i c u l a r l y i n t he 
w e l f a r e a n d the social serv ices, i n i t i a t e d 
u n d e r the state respons ib i l i t y ( C e n t r a l 
B a n k o f S r i L a n k a ; 1998, G u n a t i l a k a , 
2 0 0 0 ) . I n a d d i t i o n , t h e g o v e r n m e n t 
e l e c t e d i n 1994 e m p h a s i s e d t h e 
f eas ib i l i t y of the i n d i g e n o u s sec tor i n 
e c o n o m i c d e v e l o p m e n t , p a r t i c u l a r l y 
t h e h o m e - g r o w n a g r i c u l t u r a l sec to r , 
a n d hence, v a r i o u s p r o m o t i o n a l s teps 
s u c h as e x p a n d i n g c r e d i t f a c i l i t i e s , 
subs id ies o n fe r t i l i se r a n d d e v e l o p i n g 
i n f r a s t r u c t u r e s h a v e b e e n t a k e n t o 
e n c o u r a g e p r i v a t e sector i n a g r i c u l t u r e 
(Cen t ra l Bank of Sr i L a n k a , 1998). I n th is 
c o n t e x t , t h e o v e r a l l d e v e l o p m e n t 
p o l i c y w a s redes igned to some ex ten t , 
g i v i n g s p e c i a l a t t e n t i o n t o f i s c a l 
p o l i c i e s . T h i s n e w p o l i c y d i r e c t i o n 
r e m a i n e d u n c h a n g e d t h r o u g h o u t t he 
p e r i o d f r o m 1994 to 2004 , a l t h o u g h 
t he re w e r e s o m e t e m p o r a r y se tbacks 
f r o m 2001 to 2002. 

I t w a s i n t h i s c o n t e x t , t h e U n i t e d 

F r e e d o m A l l i a n c e g o v e r n m e n t e lec ted 

i n 2 0 0 4 i n i t i a t e d t h e 'Rata Perata' 
p r o g r a m to be i m p l e m e n t e d w i t h i n the 

n e x t f i v e - y e a r p e r i o d . T h e M a h i n d a 

C h i n t a n a d e v e l o p m e n t v i e w w a s 

f o r m u l a t e d thereaf te r w i t h i n the same 

p e r s p e c t i v e . U n d e r h i s e l e c t i o n 

m a n i f e s t o , the P res iden t p r o m i s e d to 

i m p l e m e n t p o l i c i e s t o w a r d s b u i l d i n g 

a N e w S r i L a n k a , f o r r a p i d s o c i o ­

e c o n o m i c d e v e l o p m e n t d u r i n g h i s 6-

year t e r m o f o f f i ce ( G o v e r n m e n t o f Sri 

L a n k a , 2006 budge t speech). The v i s i o n 

a r t i c u l a t e d i n 2005 m a n i f e s t o is a 

f u r t h e r c o n s o l i d a t i o n o f the e c o n o m i c 

p o l i c y f r a m e w o r k a d o p t e d b y t h e 

22 Economic Review. Feb./March 2009 



UPFA Governments since 1994 in which 
both the private sector and the public 
sector co-exist in a complementary 
manner in a market friendly 
environment to promote a national 
economy. Thus , the fundamental 
national view on economy and human 
face of development which came from 
1994 did not change, but it was further 
strengthened whilst entering new ideas 
and aspirations. However, by this time, 
there were some additional problems 
to be faced, such as food price soaring 
all over the world which was an 
indication of a serious food crisis in the 
future (United Nations, 2008). Relating 
to this, the UN Food and Agricultural 
Organisation warned many nations in 
the world about their future food 
shortage and hunger. Figures showed 
that there were about 100 mil l ion 
human beings within the ranks of the 
poor and hunger. This has basically 
evolved due to the neglect of 
agricultural sector for last one and half 
decades (Subramanian, 2008). Hence, 
the agr icul tura l deve lopment in 
deve loping countr ies current ly 
highlights the slogan of 'back to the land 
and power to the people ' . Th i s 
upcoming food insecurity issue led Sri 
Lanka to move toward an 
agr icul tura l ly self-sufficient and 
indigenous economy. Meanwhile, the 
rising domestic cost of living owing to 
world oil cr is is and lack of 
domest ica l ly-produced consumer 
goods also provided a fertile ground 
to think in an alternative way while 
providing a guidel ine to a 'home­
grown' economy (Government of Sri 
Lanka, 2005). 

Premise of the Current Budgetary 
Policy 

The budgetary strategies since 2004 
have mainly aimed at: (1) making a 
strong home-grown economy with 
cons ide rab l e local ownership and 
accountability; (2) empowering rural 
sector for eliminating poverty; and (3) 
reduction of living cost of the people 
in the country. The budget proposals 
have emphasised these three goals since 
2005 stating "Creating our Future -
Building our Nation" (Government of 
Sri Lanka, 2005, 2006 and 2007). These 
targets have, indeed, evolved as a result 
of the detrimental effects in the Sri 
Lankan free and liberalised economy-

stated before. The Freedom Alliance 
regime has, therefore, opened a new 
path in development from 2004. The 
s t ra teg ies of Mahinda Chinthana 
intensively emphasised these further, 
whi le making its proposa ls . The 
Nat ional Counci l for Economic 
Deve lopment ( N C E D ) , which has 
b e c o m e a forum since the UPFA 
Government was formed in 2004 for a 
consultative service in economic issues, 
has contributed immensely towards 
identifying practical proposals for this 
assignment. This growing interest can 
be seen noticeably from the following, 
in all budgets since 2005: 

1. The 2005 budget fundamentally 
emphasised a home-grown economic 
development strategy for Sri Lanka. 
Under this, the government designed 
policies to empower people through 
their own initiatives and based on their 
own strengths. This concept has been 
currently the fundamental view of 
national development in Sri Lanka. 
This strategy was also formulated as a 
supp lementa ry s t ra tegy to the 
approach of ' human face ' in 
development. The agricultural sector 
was reconsidered to be an engine of 
national development, and also one 
that provides a permanent solution for 
long-lasting growth and rising living 
cost in the country in this context 
(Government of Sri Lanka, 2005 and 
2006). In addition, in relation to growth 
of indigenous sector and domestic food 
crisis, the government realised the 
abi l i ty of agr icul tura l sec tor 
(Government of Sri Lanka, 2 0 0 7 ) . 
Hence , creat ing an a t t rac t ive 
environment to agricultural producers, 
the gove rnmen t is providing the 
necessary facilities such as seeds, 
planting material, credit, fertilisers at 
affordable prices, and also expanding 
storage and marketing arrangements 
and elevating the primary agriculture 
into a processing stage including high 
qual i ty rice mil l ing through the 
budgetary proposals (Government of 
Sri Lanka, 2006, 2007 and 2009). 

In addition, different strategies have 
been also chosen annually to provide 
incentives to rural agriculture for its 
self sufficiency. Many special projects/ 
programs, such as "Dahasak Maha Vav"-
1000 major tank rehabilitation program, 
"Wnri Pubhiidiiwn" or irr igation 
development program and also some 

tax rebates on expor t s -based 
agr icu l tu re have been in t roduced 
targeting at accelerating agricultural 
deve lopmen t (Government of Sri 
Lanka, 2005 and 2006). These programs 
have been, in fact, initiated under the 
guidance of budgetary proposals as 
those conceptualised by both the Rata 
Perata and Mahinda Chintana views, in 
order to carry forward the agricultural 
economy at a he ightened pace . 
Similarly, this enthusiasm can be seen 
in all other sectors in the agriculture. 
In order to develop the livestock and 
fishing industry, the government is 
p rovid ing required faci l i t ies and 
incen t ives through the budge t 
proposals (Government of Sri Lanka, 
2007 and 2008). In carrying all these 
sec tors forward, the government 
expects to create a successful 'Krushi 
Navodaya' - a new agr icul tura l 
upliftment, in the Sri Lankan economy 
allocating Rs. 2 billion each year which 
might be helpful to alleviate many of 
the current problems in the country 
(Government of Sri Lanka, 2006 and 
2007). 

2. The government devoted a similar 
effort to the industrial sector in the 
'home-grown' development process. In 
this con tex t , the feasibi l i ty of an 
indigenous industrial sector in income 
generation and export development 
was reemphas i sed . A larger 
respons ib i l i ty has been placed on 
pr ivate smal l - and medium-sca le 
industries (SMEs) by the budgetary 
proposals. The building of domestic 
raw mater ia l -based smal l - and 
medium-scale industries was specially 
ment ioned in development pol icy, 
particularly in budgetary proposals in 
the last couple of years (Government 
of Sri Lanka, 2005, 2006 and 2009) . 
Meanwhile, the government proposed 
to set up a Presidential Task Force for 
National Productivity Improvement. 
The main objectives of this team are 
the identification of constraints and to 
address them on a priority basis, and 
thereafter , to make necessa ry 
a r r angemen t s to acce lera te the 
product ion level in each sector , 
particularly in the industrial sector. As 
the government ment ioned in the 

budget speech in 2005, it is a lso 
planning to use possible full strength 
of human and natural resources , 
marketing prowess and skills in this 
development. 
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The necessary a r rangements and 
faci l i t ies for this sec tor are also 
considered by the government as an 
urgent requirement. In this context, the 
state has agreed to develop mortgage-
free lending instruments such as credit 
guarantee schemes, refinance facilities 
and venture capital funding, to support 
SMEs (Government of Sri Lanka, 2006 
and 2008) . The technologica l 
development was also recognised in 
this process as a government 
responsibility through the proposals 
whi le a l locat ing money by the 
budgets. Furthermore, many levies or 
duties to protect local SMEs were 
initiated from the budget, 2009, e.g, 
paper, furniture, leather and plastics 
(Government of Sri Lanka, 2009 ) . 
Meanwhi le , the government has 
proposed, through the budget, to set 
up at least one industry in each 
divisional secretariat area, to expand 
the industrialisation outside Colombo 
and Gampaha with the objectives of 
employment generation and creation 
of income opportunities in rural and 
peri-urban areas in the coun t ry . 
Depending on the level of investment, 
the lax r e l i e f s /ho l idays and other 
incentives are offered for the private 
investors who are s tar t ing new 
enterpr i ses outs ide Co lombo and 
Gampaha districts. These incentives are 
available for relocation of industries 
too. The government also currently 
provides the duty waivers and tax 
exempt ions on the import of plant 
machinery for SMEs s ince 2006 
(Government of Sri Lanka, 2 0 0 6 ) . 
Furthermore, as a strategy of industries 
and agricultural development, agro-
based industr ies using local ly-
cultivated grains and other industries 
involved in process ing fruits and 
vegetable are also given incentives 
since 2006, For example, 15% income 
tax exempt ion on expor t income 
earn ings , value-added tax (VAT) 
exemption and economic service charge 
reduct ion on fishery and fruit 
production, custom duty reduction on 
traditional agricul tural process ing 
industr ies and VAT reduct ion on 
handloom textile, etc. (Government of 
Sri Lanka, 2006, 2007 and 2008). 

3. As a developing country, the rural 
sector in Sri Lanka is large. The 
concentration of population in this 
sector is more than 70 percent of the 
total popula t ion in the count ry . 

However , we cannot see that an 
adequate attention has been given by 
the government to this sector over the 
last few decades. Consequently, the 
necessary facilities in the rural sector 
have not been developed to a required 
level. The rural people have not been 
able to meet their basic needs, at least 
at a minimum level . The pover ty , 
therefore, remained without any sign 
of decl ine . In addi t ion, the rural 
participation in country's development 
was very weak. The max imum 
potentials of the rural sector in national 
development were not used by the 
governments which ruled since 
independence For instance, around 48% 
of GDP is still produced by the Western 
Province whi le the individual 
contribution of other provinces is less 
than 10% (Central Bank of Sri Lanka, 
2007). 

This unpleasant situation has been 
changing since recent past. The current 
government has paid a considerable 
attention to awaken the rural economy 
and to ensure the prosperity of the rural 
areas using its own capabi l i ty in 
national development and also by 
equitably distributing the benefits to 
increase their living standards. In this 
context, the government has specially 
launched multi-pronged initiatives in 
different sectors. The largest role in this 
connection was done by the annual 
budgets since 2005 (Government of Sri 
Lanka, 2005) . Under the budgetary 
proposals, the need of public sector 
capital formation »in areas l ike 
irrigation and watershed development, 
rural electrification, extension services 
infrastructure development, etc. has 
been thoroughly emphasised as those 
in t roduced by new projec ts . For 
ins tance; the "Sanwardhana 
Sangramaya" - a concerted effort for 
development- that the Pres ident 
inaugurated since 2005, along with the 
"Maga Naguma" or rural road 
rehabilitation program, "Thousand 
Industrial Ent repreneur V i l l age" 
program and the "Navodaya School 
Development program", are few of the 
several community-centred, economic 
capacity building programs. 

The Mahinda Chinthana proposed a 
"Cama Naguma" p rogram as an 
ini t iat ive to empower the rural 
community. This is, indeed, planning 
to adopt programs originated from 

communities, reflecting their needs. 
The 'Cama Nagma' program further aims 
at providing all rural bas ic 
infrastructures such as e lect r ic i ty , 
telecommunication, water supplies, 
feeder roads , health cent res , pre-
schools , market ing faci l i t ies , 
communi ty faci l i t ies such as 
cemeteries, playgrounds and children's 
parks to all villages in Sri Lanka, to 
improve their access to development. 
In addition, to interconnect the rural 
and urban in order to accelerate rapid 
growth in the country, many mega-
scale pro jec ts such as i r r igat ion, 
e lect r ic i ty , h ighways and port 
complexes have been initiated by the 
government all around the country. 
Part icularly, budgetary al locat ions 
were made under the concept of 'E-
v i l lage ' s ince the 2006 budget 
attempted to connect rural villages in 
backward areas with the rest of the 
world and enable them to blend with 
the global community and economic 
t rends through information 
technology. This program has been 
further strengthened since the 2009 
budget al locat ing huge amount of 
money to 'Nana Sala Cen t r e s ' . 
Fur thermore , var ious specif ic 
provincial development projects such 
as 'Pubudamu Wellassa' 'Rajarata 
Navodaya' 'Senkadagala Revival', 'Ruhuna 
Development' have been initiated in 
order to develop provinces aiming at 
regional development of the country 
(Government of Sri Lanka, 2005, 2006 
and 2009). 

4. The economic policy framework of 
Mahinda Chintana recognises "poverty 
eradication" as a key objective of policy 
strategies. So, the budgets from 2005 
have been proposed and have executed 
a number of pover ty a l lev ia t ion 
programs and activit ies within the 
'home-grown' process and also as new 
programs. One of the main programs 
is 'Gama Naguma'. In fact, this is a 
program which is expected to develop 
the rural areas and to reduce poverty 
through community participation and 
developing business environment of 
villages. In addition, the government 
has ini t ia ted cer ta in rura l -based 
programs such as "jnna Pubuduwa", 
"Garni Pubuduwa" and "Garni Diriya" to 
empower the rural grass-root level 
populat ion at each divisional 
secretariat level (Government of Sri 
Lanka, 2005 , 2 0 0 6 ) . Under these 
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programs, the government expects to 
promote l ivel ihood deve lopment 
activities in each year. The "Samurdhi" 
benef ic iar ies are also a l lowed to 
increase their monthly income level by 
part ic ipat ing in such projects 
(Government of Sri Lanka, 2006). 

The government has already set up 
separate ministries dedicated to the 
development of children and estate 
infrastructure and communi ty 
development in the context of poverty 
eradication. The Health Ministry has, 
meanwhile, arranged for the provision 
of nutri t ional meals together with 
maternity clinics and related services 
to expectant mothers, particularly at 
rural hospitals, while the Education 
Ministry implements the free meals 
program for school children in the less 
advantaged schools since 2006. The 
amount allocated since 2007 for this 
school children programs is more than 
300 millions Rupees (Government of 
Sri Lanka, 2007). In addition, targeting 
the fulfilment of basic needs , the 
government has committed to promote 
a rural housing system through a 
variety of programs. The "Jana Sevena" 
and 'Bim Saviya' programs are the main 
programs in this context which is 
expected to distribute a large number 
of land blocks (100,000) with clear titles 
(Government of Sri Lanka, 2007 and 
2008). Furthermore, as a part of the 
government's commitment in reducing 
poverty and increasing income of the 
poor, new l ive l ihood genera t ion 
activities such as dairy farming, out-
grower arrangements for fruit and 
vegetable cultivation, sub-contracting 
arrangements for industrial work and 
micro credit schemes for self-
employment are tentat ively set to 
happen. The 'Yovun Diriya' program is 
also another program which aims at a 
poverty reduction through the creation 
of employment oppor tuni t ies for 
youth, par t icular ly in rural a reas 
(Government of Sri Lanka, 2006 and 
2007). 

5. The rising food price is a serious 
current economic problem in Sri Lanka 
(Budget speeches, 2005, 2007, 2008 and 
2009). Meanwhile, there is a growing 
concern also at policy level regarding 
the future food shortage in the country 
(Vidanage, 2008). Sri Lanka is not the 
only country which faces this present 
crisis. Both problems are clearly visible 

all over the world. The governments 
and policy makers in many countries 
are, therefore, se lec t ing sui table 
strategies to alleviate the problem. In 
the Sri Lankan economy, these 
p rob lems are cons idered as big 
chal lenges , which adversely affect 
people of every walk of life. The living 
standards of people in the country are 
deteriorating day by day. For example, 
based on Colombo consumer price 
index (CCPI), the cost of living has gone 
up by 45% during the period 2002-2006 
(Central Bank of Sri kanka, 2002 and 
2006). The annual growth of this living 
cost is 12% (Government of Sri Lanka, 
2007 ) . Hence, as an immediate 
requirement, the government has come 
up with the prudent solut ions for 
stabilising prices and ensuring food 
security. Consequently, for the last 
couple of years, the government has 
been involved eagerly in identifying 
sui table s t rategies under different 
policy fronts. The budgetary policies 
are mainly used in this endeavour by 
the government by devoting a larger 
role to it. Particularly, to bring down 
the high prices of consumer goods, the 
tax sys tem has been changed (for 
example; from business turn over tax 
(BTT), goods and services tax (GST) to 
value added tax (VAT)), tax rates are 
reduced (for example; the rate of VAT 
reduced from 15% to 12% by 2009 while 
a lager number of commodit ies are 
exempted from the VAT), incentives are 
introduced to enhance the production 
system and the duties and taxes on 
domest ic product ion are reduced. 
Meanwhile, to reduce the burden of 
rising living cost, the government has 
increased the cost of living allowance 
for gove rnmen t ' s employees and 
pensioners from 2009 (Government of 
Sri Lanka, 2008 and 2009). 

The government is initiating different 
programs aimed at future food security. 
Some of programs in the 'home-grown' 
framework have been similarly used 
to control commodi ty prices while 
being used to build the home-grown 
economy. The government has 
pr ior i t ised the agr icul tural sector . 
Agricul ture development can be a 
solution to rising living costs and to 

a l lev ia te the future food shortage 
(Government of Sri Lanka, 2 0 0 5 ) . 
Hence, the government has arranged 
to provide the necessary facilities and 
incent ives to p roducers through 

budgetary allocations. The government 
is in the process of devoting a large 
amount of money from the budget to 
essential facilities such as irrigation, 
roads, markets, storage facilities, rural 
e lect r i f ica t ion and technology 
development . The government has 
initiated a new concept, based on a 
pr iva te-publ ic par tnersh ip 
a r rangement which is be ing 
implemented to provide infrastructure 
facilities for suppliers to be able to offer 
essential commodit ies at wholesale 
prices. 

The government has reintroduced the 
dut ies and taxes on agr icul tura l 
commodities to protect our indigenous 
farmers, for example, duty waivers on 
imported milk items, imposition of 
special commodity tax on imported 
milk powder and sugar (Government 
of Sri Lanka, 2006 and 2009), increase 
of import duty on wheat grain from 
6% to 10% (Government of Sri Lanka, 
2009 ) . The government is offering 
incentives to the private sector through 
the Budget to invest in modern 
technology such as food processing 
industries, for example; tax exemption 
of agricultural income from 2005 and 
removal of 15 percent tax on income 
from exporting agricultural produces 
(Government of Sri Lanka, 2 0 0 6 ) . 
P roducer pr ices have been made 
remunerative in order to increase local 
food production. Furthermore, seeds 
and plant ing mater ia l , credit and 
fer t i l iser are made ava i l ab le at 
affordable pr ices and s torage 
arrangements (e.g, fertiliser Rs. 3 5 0 / 
50 kg), processing facilities for value 
addition of agricultural products are 
provided under the state with very high 
priority being given to it. Meanwhile, 
the government has focused on 
internationally-accepted tariff controls 
to provide a proper balance for locally-
grown products, as well as to keep the 
price levels acceptable to consumers 
(Government of Sri Lanka, 2006). 

The Tasks of the Fiscal Sector 

As d i scussed ear l ie r , the present 
government has assumed a huge 
chal lenge in national development. 
Many of the budgetary strategies are 
formulated to face this challenge. This 
challenge, i.e., the building of a 'home­
grown' national economy, does not 
have a long history. It is, indeed, a main 
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goa l of the present r eg ime . H o w e v e r , 

there is a spec i f i c task for the cu r ren t 

g o v e r n m e n t w i t h a l o n g h i s t o r y , i.e., 

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

d e f i c i t . T h i s h u g e b u d g e t a r y d e f i c i t 

p r i m a r i l y e v o l v e d i n the m i d 1980s d u e 

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

r e s o u r c e s , i n e f f i c i e n t b u s i n e s s a n d 

f i n a n c i a l m a n a g e m e n t p r a c t i c e s , 

c o n t i n u o u s dec l i ne o f tax revenue a n d 

h u g e g o v e r n m e n t expenses ( C e n t r a l 

B a n k o f S r i L a n k a , 1998 a n d 2 0 0 2 ; 

K n i g h t - J o h n , 2 0 0 4 ; W a i d y a s e k a r a , 

2004). 

A l l g o v e r n m e n t s w h i c h r u l e d af ter the 

la te 1980s h a v e m o r e o r less i n t e r v e n e d 

i n t h i s task e x p e c t i n g to m a n a g e i t at 

des i r ed l e v e l . T h e f iscal p o l i c y s t ra tegy 

a n n o u n c e d i n a l l b u d g e t s d u r i n g the 

last decade w a s f o r m u l a t e d bas ica l l y 

w i t h t he o b j e c t i v e o f r e s o l v i n g these 

p r o b l e m s t h a t h a v e p e r s i s t e d , e .g . , 

i n t r o d u c i n g a t i g h t s t a b i l i s a t i o n 

m e a s u r e s s i n c e t h e l a t e 1980s 

( L a k s h m a n , 1999; J a y a s u r i y a , 1999) . 

H o w e v e r , i t s t i l l p e r s i s t s w i t h o u t a 

s i gn i f i can t change . In fact, the leve l o f 

b u d g e t d e f i c i t has r e m a i n e d at t h e 

h i g h e r leve l o v e r t he p e r i o d of t i m e 

t h a n i ts expec ta t i on . A s a consequence, 

a n u m b e r of adve rse t r ends have been 

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

e c o n o m y - T h e f i n a n c i n g of the de f i c i t 

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

resu l ted i n b e c o m i n g the p r i ce i n f l a t i o n 

i n t h e c o u n t r y so s e r i o u s a n d 

u n c o n t r o l l a b l e . T h e p u b l i c debt in the 

e c o n o m y has r i sen to u n p r e c e d e n t e d 

l eve l s . I t a b s o r b s a h u g e a m o u n t o f 

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

a n n u a l l y r e p a y m e n t s a n d i n t e r e s t 

p a y m e n t s . A l a r g e 

a m o u n t o f m o n e y 

f l o w s o u t f r o m t h e 

c o u n t r y f o r d e b t 

s e r v i c i n g ( C e n t r a l 

R i n k of Sri Lanka , 1998; 

K a p p a g o d a , 2004). 

T h e B u d g e t / F i s c a l 

D e f i c i t 

T h e h i g h b u d g e t 

d e f i c i t s h a v e 

c o n t i n u e d t o be a 

m a j o r c a u s e o l S r i 
I a n k a ' s e c o n o m i c i l l s Source: Ccnfral Bank of Sri Lanka, Annual 

t o r t h e las t t w o N o t e : F l s C i , | D l ' i , n t = Total cxponditvuv-
decades, and the re lo ro , | < t . v c n u e receipts • Recov erv ol Loans + 
b r i d g i n g t h i - b u d g e t Receipts from theSa|eof Assets i. 

d e f i c i t h a s b e e n a c r u c i a l i s s u e . 
Bas ica l ly , there are t w o reasons fo r th is 
h u g e d e f i c i t . T h e y a r e , e r o s i o n o f 
g o v e r n m e n t ' s tax r e v e n u e s a n d t h e 
g r o w i n g c u r r e n t expend i t u res . T h e tax 
r e v e n u e i n t h e g o v e r n m e n t h a s 
d e c l i n e d o v e r the past p e r i o d o n tax 
e v a s i o n , a v o i d a n c e , c o l l e c t i o n 
d i f f i c u l t i e s a n d tax c o n c e s s i o n s a n d 
re l ie f u n d e r t he l i be ra l i sa t i on process 
( T a x c o m m i s s i o n R e p o r t , 1 9 9 0 , 
W a i d y a s e k a r a , 2004 ) . O n t h e o t h e r 
h a n d , the c u r r e n t e x p e n d i t u r e s o f the 
b u d g e t h a v e gone u p over the p e r i o d 
a f t e r 1 9 7 7 , m a i n l y o n t h e r i s e o f 
g o v e r n m e n t s ' sa lary expenses, in terest 
p a y m e n t s o n p u b l i c deb t a n d defense 
e x p e n d i t u r e s ( C e n t r a l B a n k o f S r i 
L a n k a , 1998; K a p p a g o d a , 2004). 

A s a p r i m a r y p r o b l e m o f t h i s h i g h 

e x p e n d i t u r e o v e r t h e r e v e n u e , t h e 

revenue de f i c i t o f the b u d g e t has been 

d e c l i n e d to a nega t i ve rate s ince 1990 

(F igu re 1). T h i s nega t i ve rate re f lects a 

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

w h i c h is a v e r y u n f a v o u r a b l e fo r a n y 

d e v e l o p i n g c o u n t r y . H o w e v e r , t h e 

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

a v e r a g e d at 11 percent o f G D I ' d u r i n g 

t h e p e r i o d 1977-2008. T h e r e c o r d e d 

h ighes t rate d u r i n g th is p e r i o d w a s 23.1 

pe rcen t i n 1980 as s h o w n in the Tab le 

0 1 . A t p resen t , th is rate is s o m e w h a t 

u n d e r c o n t r o l , a n d the re fo re , b y 2005, 

it w a s 8.7% (Tab le N o 1) a n d 6.5% i n 

2009 ( G o v e r n m e n t of Sr i L a n k a , 2009). 

T h i s b u d g e t de f i c i t has t r e m e n d o u s l y 

escor ted the e c o n o m y for a h u g e f iscal 

d e f i c i t . T h e f isca l de f i c i t i n Sri L a n k a 

has inc reased f r o m 4.6 percent o f G D I ' 

i n 1977 as s h o w s i n T a b l e 1 to a n 

u n p r e c e d e n t e d leve l o f 18.5 percent i n 

1982 (Cen t ra l Bank o f Sr i L a n k a , 2002) , 

a n d af ter that , i t d r o p p e d , b u t r e m a i n e d 

a b o v e 6 percen t . For e x a m p l e , the ra te 

w a s 8.6 percent a n d 6.2 percent i n 2005 

a n d 2008 r e s p e c t i v e l y . T h i s e x i s t i n g 

rate is s t i l l h i g h e r a n d also b e y o n d the 

g o v e r n m e n t s ' des i red leve l (Tab le 1). 

T h i s h i g h f iscal de f i c i t rate has a d v e r s e 

repercuss ions . I t is a r g u e d that a f isca l 

d e f i c i t c a n be i n f l a t i o n a r y o r i t m a y 

cause ex te rna l de f i c i t s , a n d is t he re fo re 

d e s t a b i l i s i n g . It is a lso a r g u e d that e v e n 

i f t h e f i s c a l d e f i c i t d o e s n o t c a u s e 

i n f l a t i o n , i t c e r t a i n l y l e a d s t o a n 

a c c u m u l a t i o n o f p u b l i c debt , m o u n t i n g 

f u t u r e in te res t rate. F u r t h e r m o r e , the re 

are s o m e reasonab le a r g u m e n t s aga ins t 

the f iscal de f i c i t tha t the large de f i c i t s 

" c r o w d o u t " t h e p r i v a t e s e c t o r 

i n v e s t m e n t b y ra i s i ng in terest rates a n d 

r e d u c i n g p r i v a t e c red i t a v a i l a b i l i t y f o r 

i n v e s t m e n t . I n a d d i t i o n , t h e f i s c a l 

d e f i c i t r e f l e c t s a n e x c e s s l e v e l o f 

d o m e s t i c i n v e s t m e n t s o v e r t h e 

i n a d e q u a t e d o m e s t i c s a v i n g s , a n d 

hence, the re w o u l d be a net i n f l o w of 

f o r e i g n cap i ta ls , r i s i ng net indeb t -ness 

o f a n e c o n o m y . M a n y o f t h e s e 

tendenc ies have been no t i ceab le i n Sri 

L a n k a f o r l a s t t w o d e c a d e s , F o r 

e x a m p l e , the leve l of i n f l a t i o n is 12.2% 

i n 1991 ,14 .2% in 2001 a n d 11.6 i n 2005, 

the leve l o f t r ade ba lance is 40.9 U S $ 

m i l l i o n i n 1977, -702 i n 1990 a n d -2316 

i n 2005 ( C e n t r a l B a n k o f S r i L a n k a , 

2005). T h e r e f o r e , t he 1Mb' a n d W o r l d 

B a n k h a v e s t r o n g l y e m p h a s i s e d t o 

i m p o s e s t a b i l i s a t i o n m e a s u r e s 

( D u n h a m a n d K e l e g a m a , 1999 , 

L a k s h m a n , 1999, D u n h a m , 2004). 

T a b l e 1 
B u d g e t / F i s c a l d e f i c i t (% o f G D P ) 

Year Budget d e f i c i t 
be fo re g ran ts Fiscal de f i c i t 

1977 5.8 4.6 

1980 23.1 1 7 0 

1985 11.7 11.7 

1990 9.9 9.4 

1995 10.1 10.6 

2000 9.9 9.8 

2005 S.7 8.6 

2006 S.O 7.8 

2007 7.7 7.5 

200S 7.0 6.8 

2009 6.5 
• 

Figure 1 
Revenue D e f i c i t as a p e r c e n t a g e of GDP 

6 -

Year 
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Under these c i r cums tances , all 
governments ruled since the late 1980s 
intuitionally intervened in controlling 
fiscal deficit by introducing various 
strategies and measures. Accordingly, 
practising the IMF guidelines, the last 
regime ini t iated the Fiscal 
Management (responsibility) Act No 03 
which came into effect in 2003. The 
purpose of this Act is , to apply 
legislative measures to improve fiscal 
management , t ransparency and 
accountabi l i ty . The present 
government is taking necessary steps 
to reduce the government debt to 
prudent levels, to maintain the budget 
deficit in less than five percent and to 
ensure maintenance of such levels 
thereafter, to manage the fiscal risks at 
cautious level, to adopt the policies 
relating to spending which should not 
be increased the government debt to 
excessive levels , and to adopt the 
policies relating to spending and taxing 
which should be cons i s ten t at a 
reasonable degree of stabil i ty and 
predictability in the level of tax rates 
in the future. In this context , the 
previous government's target of the 
budget deficit was to reduce to 5 percent 
of GDP by 2006, and it remains as it is 
under the present fiscal s trategies. 
Meanwhi le , a Fiscal M a n a g e m e n t 
Reform Program (FMRP), funded by a 
loan from the Asian Development Bank 
(ADB), has also formed in 2004 aiming 
at modernising and strengthening the 
fiscal and revenue administration in the 
country through the adopt ion of 
improved processes, enhanced human 
resource capabi l i t i es and 
complement ing informat ion 

technology improvements. In 
prepar ing the budgetary 
s t ra tegies , the present 
government is a lso 
thoroughly taking into 
account these directions, and 
hence, the tasks of the fiscal 
front for the last one and half 
decades has remained 
unchanged. 

The Pubic Debt 

Public debt management is 
also a rising issue in Sri Lanka 
for the last decade. The base 
of this public debt issue has, 
in fact, attached with open 
economic pol ic ies in the 
country. As a consequence of 

opening the economy in 1977, there was 
a huge inflow of long- term and 
medium-term capital from foreign 
sources, pushing the country into a 
significant indebtness; for example, 
total external debts was 21% of GDP in 
1976, and it went up to 41 % in 1978 and 
71 % in 1987 (Central Bank of Sri Lanka, 
2002) . Meanwhile, the large fiscal 
deficit in Sri Lanka over the past two 
decades was directly escalated the 
public debt level remarkably. As a 
result of persis tent ly high budget 
defici t as shown in the above 
paragraph and costly deficit financing, 
the public debts exceeded the GDP 
level by the early 2000s (Table 2). On 
the other hand, soaring interest rate on 
huge volume of debts and rising debt 
service payments as shown in Figure 
02 was further widened the budgetary 
deficit, putting the country into a 
considerable debt trap. 

Kappagoda (2004) pointed out that the 
public debt problem in Sri Lanka is not 
in â  crisis as in many developing 
countries and transitional economies. 
Although Sri Lanka is not in a same 
trend as in other developing countries, 
there is an alarming situation currently 
regarding public debt. It is, indeed, 
a lmost outs tanding and a l so at 
unmanageable level. As shown in Table 
2, it is over 80 percent of GDP. A larger 
share of this amount is borrowed from 
domest ic marke tab le and non-
marketable sources such as treasury 
bills, treasury bonds, rupee securities, 
Central Bank Advances, loan from 
commercial banks and development 
bonds. Many of these sources are highly 

Table 2 
Public debt after 1977 
(As a percentage ol GDP) 

Year G o v e r n m e n t Deb t T o t a l 
G o v t . D e b t 

Year 

Domest i c F o r e i g n 

T o t a l 
G o v t . D e b t 

1977 39.5 29.1 68.6 
1980 43.7 33.5 77.2 
1985 38.6 41.7 80.2 
1990 41.6 55.0 96.6 
1995 43.3 51.9 95.2 
2000 53.8 43.1 96.9 
2001 58.0 45.3 103.3 
2002 60.0 45.6 105.6 
2003 56.0 46.3 102.3 
2004 54.7 47.6 102.3 
2005 51.6 39.0 90.6 

2006 50.3 38.4 88.7 

2007 47.9 37.9 85.8 
2008 44.6 37.7 82.3 

inflationary. Particularly, the treasury 
bills, treasury bonds, rupee securities, 
Central Bank Advances, loan from 
commercia l banks generate a huge 
money supply leading to a general 
price rise in the economy. Short-term 
financing, mainly treasury bills and 
long- term non-marke tab le rupee 
securities are a larger share of total 
domestic debt in recent years (almost 
90%) (Central Bank of Sri Lanka, 2002), 
and therefore, the period of maturity 
or repayment becomes very small . 
Consequen t ly , the annual level of 
repayment has gone up remarkably 
and it has led to a l locate more 
government's revenues for repayment 
annually. 

The debt service payment (interest and 
amortised loan repayments) has also 
exceeded the total government revenue 
in some years after 2000. For example, 
the debt service payment was 17.9 and 
19.6 percent of GDP in 2001 and 2007 
respectively (Government revenues 
were 16.7% and 16.5% respectively) 
(Central Bank of Sri Lanka, 2002 and 
2007). In recent years, the government 
has succeeded , to some extent in 
maintaining the public debt level at 
less than hundred percent. As shown 
in Table 02, the public debt level has 
reduced to 82% of GDP by 2008 . 
However, the possibility of controlling 
public debt has been still difficult task 
owing to annual excessive budgetary 
expenditures. The current government 
has , therefore , introduced cer tain 
strategies in 2007 to retain the public 
debt level at a manageab le level , 

Figure 2 
Total Debt Service 

(As a Percentage of GDP) 

Source: Central Bank of Sri Lanka, Annual 
Reports. 

CM CM 

Yeai 
CM CM CM CM 
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a s s u m i n g i t a g o v e r n m e n t ' s i m p o r t a n t 

r e s p o n s i b i l i t y . 

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

s u s t a i n a b i l i t y , t h e g o v e r n m e n t i s 

c o n s i d e r i n g t a k i n g n e c e s s a r y 

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

m a n a g e m e n t . A s a p r i m a r y step i n th is 

process, t he g o v e r n m e n t has focused to 

r e c o r d a l l m e d i u m - a n d l o n g - t e r m 

e x t e r n a l d e b t as s o o n as p o s s i b l e . 

M e a n w h i l e , the g o v e r n m e n t is k e e n l y 

a p p l y i n g t h e g u i d a n c e o f F i s c a l 

M a n a g e m e n t (Respons ib i l i t y ) A c t a lso 

to con t ro l p u b l i c debt as w e l l as the f iscal 

de f i c i t . U n d e r th is A c t , the g o v e r n m e n t 

has p l a n n e d to reduce p u b l i c deb t a lso 

to 85 pe rcen t of G D P b y e n d 2006 a n d 

to 60 pe rcen t b y e n d 2013.The C e n t r a l 

Bank o f Sr i L a n k a has also i n t e r v e n e d 

i n g o v e r n m e n t ' s d e b t m a n a g e m e n t 

s t ra tegy suggested to a p p l y a l l the f iscal 

m a n a g e m e n t measures w i t h o u t de lay . 

T o t u r n back the r i s i n g b o r r o w i n g s a n d 

d e b t / G D P ra t io a n d to ensure m e d i u m -

t e r m f iscal a n d debt sus ta i nab i l i t y , the 

Cen t ra l Bank of Sri L a n k a has s h o w e d 

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

po l i c ies . T h u s , the c u r r e n t g o v e r n m e n t 

has i n t r o d u c e d sens ib l e s t r a teg ies to 

m a n a g e p u b l i c deb t at des i r ed l e v e l . 

C o n c l u s i o n 

T h e na t iona l d e v e l o p m e n t i n Sr i L a n k a 

is t u r n i n g i n t o a n e w p a t h u n d e r the 

'Rata Perata' a n d 'Mahinda Chintana' 
approaches . Both f r a m e w o r k s toge the r 

h a v e b e e n m a k i n g a 'home grown' 
s t ra tegy to accelerate 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 basis of t h i s n e w 

d e v e l o p m e n t i d e o l o g y o r i g i n a l l y 

e v o l v e d i n 1994 w i t h the d e v e l o p m e n t 

f r a m e w o r k o f t h e U n i t e d F r e e d o m 

A l l i a n c e r e g i m e . T h e g o v e r n m e n t 

e lected i n 1994 i n i t i a t ed p o l i c y r e f o r m s 

i n the e c o n o m y at the i n i t i a l s tage to 

m i n i m i s e the a d v e r s e e f fec ts o f n e o -

l i b e r a l p o l i c i e s i n t r o d u c e d i n 1977. 

T h e s e r e f o r m s a r e , i n d e e d , n o t a 

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

s y s t e m ; i t a i m e d r e d u c i n g o f adve rse 

t r e n d s . T h e b a s i c s t r u c t u r e o f t h e 

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

1977 w a s n o t c h a n g e d . T h e p r e s e n t 

g o v e r n m e n t e lected in 2004 d e c i d e d to 

f o l l o w s a m e p o l i c y f r a m e w o r k . It 

i n i t i a t e d a ' h o m e g r o w n ' s t ra tegy in a 

n e w d e v e l o p m e n t r o u t e . The g o a l of 

t h i s n e w s t r a t e g y is t o c r e a t e a n 

a g r i c u l t u r e - b a s e d n a t i o n a l e c o n o m y . 

The government has considered, i h e 

a g r i c u l t u r a l d e v e l o p m e n t as a 

success fu l s o l u t i o n f o r m a n y c u r r e n t 

e c o n o m i c p r o b l e m s i n t he c o u n t r y . 

A n n u a l b u d g e t a r y a l l o c a t i o n s a n d 

po l i c ies have m a i n l y focused to ach ieve 

t hese o b j e c t i v e s . C o n s e q u e n t l y , t h e 

d e f i c i t i n t h e b u d g e t h a s b e e n 

u n c o n t r o l l a b l e . I n d e e d , t h e l a r g e 

b u d g e t de f i c i t i n the c o u n t r y has been 

a s ign i f i can t p r o b l e m o v e r the past 20 

y e a r s . I t h a s c r e a t e d a n u m b e r o f 

p r o b l e m s i n t h e e c o n o m y . T h e 

g o v e r n m e n t , t h e r e f o r e , h a s a n 

i m p o r t a n t t a s k i n t h e f i s c a l f r o n t . 

S u i t a b l e a c t i o n s s h o u l d be t a k e n t o 

o v e r c o m e t h i s i m b a l a n c e s o o n . T h e 

I M F a n d W B a r e a l s o b e h i n d t h e 

g o v e r n m e n t i n f i n d i n g s o l u t i o n s . A l l 

t h e s e m e a s u r e s m u s t b e p r o p e r l y 

a p p l i e d to get o u t the c o u n t r y o f t h i s 

u n f a v o u r a b l e cr is is i n the f isca l sector. 
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