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. The Janesevrya Programme draws at-

tention to four basic espects of macra-
economic” management: — économic
.employment,

principafly focus on - these “aspects. 1t
will not deal with the incidence of po-
verty or its--measuremient. -Jt will pro-
ceed on the basis that the levels of obso-
lute poverty in-'Sri Lanka have reached
the:thréshold of serlous concern to poli-

_ cy. makers regarding their social, .politi-
" cal and economic impacts. Since the po-

litical and social dimensions are coyered
‘by "other contributors, this paper_-wlll

. refer only to their économic consequeri-

" It Is often assert'ed that economists do

not pay sufficient attention to the prob-

lems of poverty. This Is not entirely .

true. Those who have been dealing with.
the normativé aspects of economics
such. as development pollcy and planti-

Ing, have invariably -come to grips with
- poverty issises. They have, however, dif-

fered in their approaches to resolvlng
them :

For the sai<e of anal\'nieel"'convenlenoe

it is possible to divide these approaches

Jinto those.which advocate non-interven-

.tionist “trickle down effect” solutions

.and others which prescribe governmeqt
‘intervention in some form or the other.
In practice Howeéver, there Is today a
pergeptible. convergence towards the

 latter approach, the outstanding diffe-
rence belng in the degree of emphasis- -

given- to "economic qrowth vis-a-vis po-

: verty. allevlatlon This dlfferenoe is also .
reflected in the methods of mterventlon .

advocated.

lt Is.in thjs context that one must try
to understand the attitude of interna-
tional organisations such’ as the- World
Bank and the IMF. These organisations
‘have been traditionally considered to be
overly concerned with eeonomu: growth

and monetary stability in less developed:
countries (LDCS) to the detriment of

poverty alleviation. However, recent

- pronquncements made by . the World
Bank President and the Managing.Direc-

- tor of the IMF seem to'indicate that in-
creasing ‘attention is being paid by these -

lnﬂetlon ‘and -
- balance of payments. This paper wlll'

lns,tltutlons to questlons oi.poverty in

-LDEs. This change in emphasls reflects,

on the one hand, recognition 6f a Iong
standing "concern of policy makers ‘in

third ‘world ‘countries about the-social

and political consequences of poverty.
On the other hand, it reflects some new
thinking ‘among economists regarding
the possible economic consequences of
poverty,. particularly its consequences

‘for growth. Some prominent examples
+of this new thinking are reflected in

Drewnoski’s “’levels of living’ , the ILO’s
"“basic needs'’, Chenery et al’s “redistri-
bution with growth” end, more recent-
ly, in Amartya Sen’s “entitlements’’ and
:"opportunltles .

it is not possible wlthln the narrow
confines of this paper to do justice to all
‘these interesting theoretical develop-
ments which . have made economists
more sensitive ta the questions of pover-
ty. Essentially, what they suggest is the
need . to - invest In human capital, not
only as a means of overcoming poverty
but-also as a way of promoting develop
ment. .

Maao-l.-leonomic Situation K

Before we embark on an analysis of
the macro-economic situation :in Sri
Lanka ‘as a backdrop to the JSP, it is
necessary to reflect briefly on the fun
damental factors affecting poverty .

Obwously, income distribution s an
important factor. But.two' other fac-
tors of. equal importance are the level

- of per caprta income. and, relatedly, the.

,macro environment and corresponding .
pollcy framework w;thm whloh redis- .
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- tribution and poverty alleviation mea-
sures are jmplemented. Thus, w:thout
a slgmflcant and sustained increase in
per -capita income levels,  the net result
of Tedistribution and poverty alleviation

measures would be a redistribution of -

poverty and a general decline -in living
stangdards, Further, rednstnbutlon mea-
surés such as the raising Df nominal
wage levels will be of little welfare con-
sequence if inflation were to cpnstantlv
erode the purchasing power of money.
Similarly, minimum wage legislation
could be counter-productive in terms of
employment creation if ‘not accompani-
ed by corresponding increases in .pro-
ductivity. In the absence of requisite.
productivity increases, employers will
" resort to a substitution of capltal for
labour.

.Per capita income growth depends by
definition on relative rates of growth of

GDP and population. Sri Lanka’s popu-
lation growth, at a low. of 1.4 percent .

‘per annum, partly helped by migration,

compares well with many of the more

advanced countries. There appears to be
little room for any dramatic. achieve-
ments on this front. Thus, the main
trust will have to be in acceleratmg aver-
all economic growth,

. Table T below- provides interesting in-
sights into Sri Lanka’s position among a
selected group of Asian Countries with
regard to per capita income levels and
rates. It may be observed that Sri
Lanka’'s position has dropped from se-

-cond place in the 1950s to 5th place in-

1987 Simple arithmetic indicates that
at the highest average rate of growth
achieved so far of 6.2 percent per an-

num. [t would take almost 32 years for.

Srl Lanka to reach. Malaysia’s present

-Jevel of per capita income (See. Table

Tt). 1£'Sri Lanka is even to reach pre-

“sent day Thai per ‘capita levels, the pe-

riod required would be approximately
19 years.

latter development _is not surprising
since foreign aid during the last decade

- has financed mostly large.scale projects

such as those In the Mahaweli Develop-
ment Programme where capital intensity

‘has been very high. Lower productivity,

reflecting low levels of skills and ma-
nagement deficiencies, may have. also
played an important role.

If Sri Lanka is to accelerate the growth

TABLE II
SRI LANKA - GDP GROWTH AND INV ESTMENT
- 1971-77 1978-82 . : 1983-8'{
GDP growt ratet, 2.9 6.2 4.1
Investment 15.7 276 25.1
Foreign Savmgs 2 3.2 12.8 8.5
: Nauogal Savings 12.5 14.8 16.5
ICOR sS4 44 6.1

1 — in constant prices
2 ~as percentage of GDP

3 = ICOR - Incremental Capital Output Ratio

Table It above ‘depicts succmtly the
economic growth outturn in Sri Lanka
during the last twenty five years. [t may
be observed that two factors have fun-
damentally affected economié-growth -
the investment ratjo and the caputal-out-
put ratio. An improvement in either or
both of these factars is required to acce-
lerate growth. Foreign aid appears to
have played a major role in promotlng
growth during ‘the last ten years, while

the capital-output ratio has increased, '

reflecting a higher capltal intensity. The

process and provide more employment
"opportunities it must increase the ratio
of investment to GDP and reduce the °
capital output ratio. The ratio of invest-

_ment to GDP, as Table 11 indicates, will

have to be increased by raising either

"domestic savings or foreign savings, or

both. Domestic savings.can only be in-
creased by reducing consumption, usual-
ly of basic items, which affects the mid-
dle classes and the poor. To-mitigate the
burden on these classes, it would seem

- that greater reliance will have to be plac-

TABLE! A COMPARISON OF SRI LAm’s GROWTH PERFORMANCE WITH THAT OF THE OTHER COUNTRIES
' 1950 1960 1970 1980' 1987
GDP GDP GDP -GDP GDP
a/ a o qf a/ a/
Country Per Capita Rank PerCapita Rank PerCapita Rank Per Capita Rank Per éapita Rank.
_ §ri Lanka 113.8 2 1421 4 1832 3 2509 . 7 3909 - 5
- Burma 422 5 662 17 804 8 . 1699 8- 21076/ © 8
India . 55.9 3 734- 6 986 6 253.7 6 291,26/ 7
Karea - - - 1514 3 266.8 2 - 15072 - 2 29931 - 1
 Pakistan - - 506 8 871 7 286.9 5 337.5 3
Philippines 170.6 1. 2534 . 2 1790 4 " 7207 3 5964 4
Thailand 53.5 4 96.8 .5 1788 5 7140 4 914.4 3
Malaysia S - -, 2155 1 3801 .1 17432 1 " 17106 2
Memo lten.u:' o . .
United States - 1882.8 2833 ..4917.3 11787.1 18,300  18300.8
United Kingdom 1224 1379.1 2224.4 9829.9 . 13440
a/ InUSS .
b/ 1986
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B:ut foreign aid, from whichever quar-’
r, whether from international financial

mdtrtutlons such as, the World Bank, the
IMF, or bilateral donors, will not be
forthcoming unless a country shows it-
self capable of absorbing the aid and uti-
lising it efficlently Bilateral donors have
shown a tendency- in recent years to
follow the prescriptions of the World

Bank and the IMF. These prescrrptions ‘
~.are seen as-comprising a series of struc-
in Sri:

tural . adjustment measures.
Lanka s case, these essentially entajl
mgasures directed towards lowering the
ICOR or, in other words raising the effi-

¢cigncy of capital (See Table. 1I). The .

high ICOR is undoubtedly partly attri-
bultable to the capital intensity of donor

funded. large-scale ‘projects such as the

‘Mahaweéli. However, even allowing for

ths, the ICOR remains high. “Therefore
measures must be taken to |mprove the -
quality of mvestment and raise'its pro-’
- ductivity. °

Structural Adjuétment

Measures aimed at improving the allo-
cative efficiency of capital are .those
which seek fundamentally to.make mar-
ket prices reflect opportunity ,Eosts and
give the right signals to producers and

" consumers alike. These measures try to

remove, distortions brought into the
price system by arbitrary (albeit well-
intentioned) interventions of govern-

ment. Price distortions have resulted in
heavy direct as.well.as indirect subsndles
ta inefficient industries.

COrrectaon of prlce dlstomon entalls a

narrowing or evén elimination of devia-
tions of market prices from the real
costs - . of factors of productlon and,
therefore, goods and services to socnety
This in effect: means that wage.rates, in-

terest rates and exchange rates all have -
- to be’ corrected. The series ‘of adjust-

ments which will bring these required

corrections gbout are collectively referr- -

ed 'to as structural gdjustment - a term

that has come into vogue with the poli- .
- cy prescription of the IMF and the

World 8ank. It has been observed: in

‘recent years that the success of these

changes is very closely linked to corres-

- ponding institutional changes aimed at

improving managemeént, technical skills,
and marketing, and thas. the latter -are

therefore necessary concomiterlts of -

successfu| adjustment packages.
Experlence shows that adjustment
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ed;on forelgn savmgs essentlally forelgn'

. policies have had their heaviest toll on

the poor, the destitute, women and chil-
dren. This is brought out forthrightly in

"a UNICEF study entitled ' ““Adjustment

with a Human Face’". “The rich and the
upper. .middle classes have the eapacity

-to adjust their.income generating sour- -

ces to changing market situations. The

. poor,-as well as the lower middle ‘class-

es, do not pOssess such power and they
experience. further exacerbations of
their meagre -and impoverished living
conditions as a result of structural ad-
justment.. Such conditions become im-

"mediately reflected in levels of food in-.

take, nutritional and health standards.

Janasaviya and Structural ; Adjustment
Whether dictated to by the World
Benk and the IMF or not, Sri Lanka

has to undertake.certain st | ad-
ain' structural ad .b.  methods of financing; and -

justn‘lent measures if she is to improve
afficiency and -

-take d'long time to bear fruit - in terms
of increased incomes and *employment

* opportunities, Meanwhrle the poor and
" vulnerable sections of the populatron

must be protected against any further
exacerbation of. their. living standards.
Inspite -of the controversy- over the ac-
tual numbers involved, there is a gro-

. wing. consensus that large. numbers of
) people in the country belong to the
category of the vulnerable. The Jana-’
" saviya Progfamme, therefore, could be

a vehicle of assisting.such people in the
context of structural adlustment

The Janasaviya Programme “will not
only provide. basic’ néeds such as food
and clothing to a section of the popula-
tion whose productivity, levels have been
severely. eroded due to malnutritiori,

. .poor. health, and social backwardness' it.
. 'will ‘also provide them with opportuni-

ties to find productive self employment,
until such time as the organised sector
expands ' sufficiently to provide more
stable employment and incomes._

The JSP aims. to alleviate -poverty

within two years through. an entitle- .

ments grant, .split inté a consumption
component {valued at Rs.1458 p.m. and
given in the form of entitlement certifl-
cates)” and .an’ investment component
{Rs.1042 p,m.). The Gonsurnption coin-

- ponent will" be disbursed -immediately

for the purchase of essential .commodi-
ties, while the investment’ e’ompone"nt

‘will be allowed to accumaulatein a bank
. deposit and released at the end of two

years, subject to the presentation and
approval of a sound investmeént scheme.

Beneficiaries may, if they $o wish, save

-a part of ‘the consumptron wmponent

4
Pa

accelerate » -economic’
- growth. Such - measures, however, . will

and’ then withdraw it in the form of
cash, inclusive, of interest, at the end
of one year. The JSP beneficiaries will
also have the opportunity of drawlng on
the investment component in advance,

- as-a bank credit, using the JSP deposit

as collateral. Again, the proviso Isthata -
sound investment scherme needs to be

: presented by the prospective receprents

of this credit.
The Economic Consequences

The- success of the programme In terms
of its ob]ectlves es well as its economic
consequences Vis-a-vis economic growth,
employment, inflation and balance of
paymeénts, will ‘'depend on several fac-

- tors, including:

a. the magnltude of the programme
and mode of implementation; *

c. supplementary measures,

The JSP is intended as mmally a con-
sumption augmentatron programme
which -will raise the level of demand for.

. essential commodities such as foodstuf-.

fs, clothing, medicine etc. The magnitu-
des in terms of beneficiaries and entitle-
"ments are yet unknown, These will only
become known through a number of
planned surveys, the application of sc-
lection-criteria with respect to benefrcla-. '

_ries, and an énumeration of the entitle-

-ment mathods? until then, it is not pos-
'sible to make_an'y quantitatlve assess-
ment of the demand impact of JSP. .
Obviously, the higher the demand gene-
rated by the JSP for essential commodi-

“ties the greater will be its initial infla-

tionary impact. Domestic production
will take time to respond to the expan-
sion of demand. Meanwhile, the gaps in
supplies will have to be met from im-
ports {(which will have balance of pay-

. ments consequences) if inflation is not
. to_entirely dlssmate the redistributive

gains., -

The mﬂatrenary and balance of pay-
ments consequences will also depend on
the ingredients of the basket of gntitle- .
ments. .If the entitlements are basically
for food jtems and other commodities
which’ could be . produced domestically
and ‘within a short period, the conse-
quences would be less severe than other-
wise. Such a principle would also have a

- salutory effect on domestic production

and self émployment opportunities.
The selection criteria ‘has to be such

. that the poorest of the poor are the first

beneficiaries. To be effective in terms of

. .cushiqning the most vulnerable sections

of the population it is'necessary to sele- .
ct beneficiaries on the basis of those
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'who will most need {income assistarice to -

withstand the economic shocks of ad-
justment.
Related to this is also the prlncnple ‘of

" disbursements, which has consequences -

.not only for the levels of consumption
‘but alsé for social justice. If the benefi-
ciaries, irr_espective of their current In-
come levels receive the same entitle-
ments, obviously those with higher in-.

comes will benefit ‘more. Further, the’

gap between those at the margin of non-
eligibility and those who are eligible will
also widen. To avoid this, it would be
necessary to apply a “‘topping up” prin-
ciple in disbursing entitlements,
'Financing of JSP -

.. There are five basic methods. ot finan-
oing the JSP each having macro-econo-
rhic implications —

}. -Reduction of other budgetary ex-

penditure; -

ii. New revenue measures;
fii. Non-Bank borrowing;

iv. Bank borrowing;

v. Foreign aid.

There Is a limit to’ which budgetary
expendlture could be reddeed without:
having deleterious effects on_economic’
growth and employment, unless of cour-
se these reductions are brought about
by forced savings through a better ma-
nagement of resources. The govern-
ment’s capital expenditure is financed
to a significant propomor,\' by foreign

"aid. Reductions in local consolidated .

fund dllocations would lead to a reduc-
- tion of foreign aid and absorption,; since
almost gvery project is co-financed. Re-
duction of aid absorption is not desira-
ble because it could make donors more
_ cautious with regards to future pledges. -

New revenue measures to be effective

must be significant and capable of being . '
collected. The easiest to collect and the .

most effective in this regard are the
trade or sales-based méasures. But they
- Invariably have an impact on domestic

‘price {evels.
Non bank borrowings froim Gaptive’

* sources such as the Natioral ~Savirfgs
Bank and the EPF are already utilized
16 the maximum extent possible. What
remains theretore for futher exploration

is expanded open market operations in-

Treasury Bills and long-term’.govern-

ment securities.
There is no similar physloal constralnt
on financing through Bank borrowings

.{printing money) The limitation here is.

that, if it is resorted to on a significant *

. scale it will result in a dangerous ex-
: panslon of liquidity in the system.

" Foreign aid fmancmg of a sngniﬂoant- )
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‘proportion of the additional commo-
dities required to sustain the JSP con-
‘sumption package could mitigate not
‘only - inflationary but aiso balance of
‘payments pressures. There are indeed
_incentives for donors-to assist thé JSP
“in this manner. Firstly it provides the

~ donors with the possibility of partici- -
pating in a unique poverty alleviation

programme. Secondly, it will assist aid
abserption. by allowing counterpart:
funds generated from local sales of aid
goods to be utilised to meet rupee ex-’
p:ndltt_rre of proiects supported by
‘them

: Supplementary Meamres

SUppIementarv policy measures requ:r-

ed to. mitigate the inflationary and bala- -

nce of payments pressures of the JSP
include credit-controls and the mainte-
nance of a stable real exchange rate.
Most -important, however, are measures
directed towards stimulating agricultural’
and industrial production. :

- The extra purchasmg power generated
by the JSP in the hands of the poar is
bound to increase demand primatily for
food items. An acoelerated agncultural
de\lolopment drive is therefore crucial in
order to arrest 3 potentlally steep rise in
both domestic food prices and food im-
ports. Agriculture also offers wide op-
portunities, particularly ‘in the éase of

minor crops for export development.
Such a development strategy is also.
important to channel the JSP invest-
‘ment component into productive use.

" A similar effort is required: to accelere-

‘te the development of the industrial sec-

tor in order to meet the expected ex-
pansion in domestic demand and to in-
.crease export earnings. The basic strate-
gy with regard to. ‘industrial develop-
ment is contained in the Industtial Poli-
cy Statement odopted by the govern-
ment. A cruclal role in this strategy will
have to-be played by private sector in-
dustnes, particularly by smail manufac-

" turers in.the context of the JSP

JSP Investment
~ The JSP will help resolve to some ex-
~tent a prmcrpal‘ problem with regard.to
small ‘enterprise development, that of
capital. The investment component of
Rs.25,000 appears at a first glance to be
* quite small. However, where a project in
the perception of a bank appears to be

. viable, there is the possibility of obtain-
. ing supplementary loan financing upto.
- glmost three times this .amount. Fur-.
_ther, where necessary several Janasaviya,

peneficiaries could get together and

large enterprise,

pool their capital in order to set up a

"Capital, however, .is only one factor of
production. The poorest of the poor, to
whom the Janasaviya Programme is tar-
getted, are also socially backward, they .

do not know how markets - operate,
.what goods are in demand, what quality

is acceptable to buyers, and the costs of
production that will -yield a reasonable:
return on capital for their sustenance '
and future expansion of business.There
must ‘be an effective mechanism, sup-
ported by government, to help JSP in-
vestors obtain this information. On this
information hinges the type of techno-
logy, to be adopted, the skills to be emp-
joyed and other facilities that must be -

_provided, including’ infrastructure and

marketing assistance.
Ore of the most effective methods of-

delivering the required knowledge of

products, know-how, and marketing.
facilitles, is to forge links between small
enterprises and organised manufacturing
enterprises, This is the method that has
proved successful in Japan, Korea and
recently, Thailand. In Sri Lanka, we al-
ready have some examples of successful
experiments by Bata, Ceylon Tobacco
and a few others. What is required now
is to forge a wider network of such link-
ages.

Conclusion

" 1n the foregoing d|scuss|on the Jana-

saviya Programme was presented as an
essential element of an adjustment pro-

.grammg, that is required to generate aco-
-nomic growth and ensure future in-

comes and employment. Its success, .
howevar, as poirited out, will depend on
the methods of fmancmg and |mplemen-

. ‘tation,

.Contingent . on these . -methods, the’

.country is bound to experience infla:

tionary and balance of payments pres-
sures, some of which can be mitigated in
their .economic impact by the types of
supplementary measures that have been

alluded to above!' It. would, however,

not be possible to avoid either inflatio-’

" nary or balance of payment consequen-

ces altogether.

While every effort must be made to
keep this inflation as low as possible, it .
must also be recognised, however, that
inflation is a hecessary safety valve in’
the event of the real resources required
by the JSP not being forthcoming. Here-
in lies the importance of donor support
over the short term. in the absénce of
real resource transfers of this kind, in-
flation must inevitably and necessarily
dissipate the effects of the redistributive
measures in order to avoid shortages and
- distorted relative price signals.
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