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INTRODUCTION

Sri Lanka’s economy has been depend-
ent -on the export-import trade since the
colonial era, Consequently, heavy em-
phasis has been placed on the traditional
tree crop sector as the-main source of
foreign exchange earnings. Inspite of the
drastic policy changes introduced by
every government since independence in
1948, Sri Lanka seems not to have been
successful in undermmmg the dominant
role played by the popularly known
“tripod”, Tea, Rubber and Coconut in
‘the economy. :

Exogenous factors such as adverse -
global economic -

weather conditions,
conditions (specially-those of industrial

countries) and severe competition for,

Sri Lankan exports, still tend to influe-
nce the economy to a greater extent
which portrays the vulnerability of the
Sri Lankan economy, to the vagaries of
external elements.

Despite the introduction of liberaliza-
tion policies the expected export expan-
sion and diversification of the export
base may not have taken place; partially
due to the global recession in early 80s
and the deteriorating commodity prices
in the international market. In addition,
the unprecedented level of defence ex-
penditure, collapse of the tourist trade
and dwindling worker remittances fur-
ther aggravated the situation.

South Korea has always been repeated-
ly quoted as a country which has achie-
ved economic success through liberaliza-
tion, If we closely examine the policies
related to export development in Sri
Lanka, it reveals that attempts have
been made to emulate the Korean mod-
el. It is worthwhile investigating, whe-
ther it was liberalization policies -per se
or whether it was direction and guidan-
ce of the South Korean Government
that effected this spectacular performa-
nce of their economic growth.

The objective of this paper is to verity -

the reasons why emulation of the Kore-
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an model since 1977 had mot resulted in
a rapid growth of the export sector in
Sri Lanka and to identify the major ex-
ternal factors that would have intensifi-
ed the effects of policy reforms imple-
mented by South Korea and nullified
the effects in Sri Lanka,

In this paper attempts have therefore
been made to trace the similarities and
dissimilarities in policies that had been
operative under the liberalized regimes
in South Korea arid Sri Lanka. The initi-
al period of the liberalized regime in
South Korea i.e. 1963-73, has been dis-

cussed in this paper as it will serve as a -

comparison to Sri Lankas post 1977
sxtuatlon

HISTORICAL OVERVIEW

To begin with the similarities, both
countries situated in Asia are significant-

ly small in size. They share a common.

past of colonization and have inherited
economic systems in which foreign tra-
de, specially export of primary products
was ‘“‘the key element in their economic
structure” at the time of independence.
(Singh P 283) Furthermore, both
countries are poor in natural resource
endowments which entail high reliance
on imported raw materials in the manu-
facturing sector. Yet, both possessed an
excess supply of labour with inadequate

employment opportunities, which pravi--

ded a non-militant and mobile labour
force at a comparatively lower wage
rate.

Sri Lanka

At the commencement of the post in

dependent era, the external reserve posi-

tion was favourable in Sri Lanka. This
situation - was further strengthened by
the export boom in the early 1950%.
This trend was reversed in the late 50%
with the adoption of import substitua-

tion as the development strategy in Sri .

Lanka,

" With "the dual exchange rate policy,

land reforms, and nationalization the

‘i)

attempts at indistrialization resulted in
strengthening the role of the Govern-
ment in all economic activities, Further-
more, due to the high level of invest-
ment in the capital goods industry, the
reliance on imports escalated,

The year 1977 can be considered a
tandmark in the history of development
economics in Sri Lanka. Wide ranging
policy reforms were introduced special-
ly in foreign trade, dismantling a rigid
system of direct controls.

" The unification of the exchange rate

with a 47% initial devaluation in 1977
was with a view to ensure a more realis-
tic exchange rate policy. Quantitative
import controls were replaced by a ta-
riff system retaining high import tariffs
on a selective basis to protect domestic
production. With the establishment of
Free Trade Zones foreign investments
were encouraged removing institutional
constraints of capital transfers. A speci-
fic export development policy package
was implemented extending concessio-
nary finance, cash grants for better per-
formance, and fiscal incentives in the
form of tax exemptions,

Exporters were granted the facility of
obtaining imported inputs at internatio-
nal prices through a Duty Rebate Sche-
me. The Government’s stated policy was
to limit the role of the State in econo-
mic activities and increase the participa-
tion of the private sector. The existing
institutional structure was further stre-
ngthened with the expansion of preva-
lent incentive schemes and the introduc-
tioh of new ones,

‘ South Korea

Under colonial rule, from 191045, the
Korean economy had become highly

.dependent on Japan for technolpgy and

management. As a-consequence, the
sudden separation from Japan crippled
the Korean economy in 1940,

In addition, .the partition in 1950 had
devastating effects on the South Korean
economy. She was saddled with 66% of
the population while the power genera-
ting plants and mineral resources were
based in the North. The North had the
major share of heavy industries. (West-
phal 75 : 6-7)

Up to 1963, there was political instabi-
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lity, with political upheavals twice in

© . 1960.. South Korea till then had been

following stringent controls’.specially

" with regard to trade and foreign exchan-
ge. - _ :

Liberalization policies were introduced.

after 1963, and these were stated to

‘have triggered off ‘“a phenomenal eco~ -

‘nomic performance”. (Westphal 75: 42)
.* The-elements of the policy reforms were
the flexible exchange rate,.access to im-
ported inputs and machinery at interna-

- tjonal prices, interest rate reforms, effe-

¢tive stabilization programmes with stre-
.ngthening' of the tax base, curtailment
of Government expenditure and intensi-
fication: of the export incentive sche-
. mes, ‘ L

“The flexible exchange. rate policy” has
been an effective policy instrument
which was utilized by the South Korean.
Government to motivate exporters and

also to maintain the level of imports at.

" controllable levels,

Since 1963, a comparatively more Li-

" beralized ‘policy towards imports- was
adopted in order to ensure the provision
of imported raw materials .and capital

. goods. The.government successfully lin-
ked imported goodsito exports, so that
‘it could have a better control over the
volume of imports.. This measure - was

one of the key factors for the success of -
economrc deveIOpment in South Korea.'

i

- Concessionary credit facilities were .

g made available to exporters while main-
‘taining a high level of interest rates to
“motivate savings,
. mobilize. domestic savings could effecti-

These measures- to

- vely mitigate the adverse rmpact of decl-

;mngforeum aid,
Furthermore the export sector was

ights for selected exportd. In ordeér to
*"encourage backward linkages the incen-
tives were extended to indirect expor- .

ters. ‘Moreover, the strong commitment"

of the govemment to economic dev'eloq-'.
. ment and export oriented industrializa-

tion inevitably contributed to the South
Korean success. '

; EXPANS[ON AND DIVERSIFICAT-
* ION - OF THE EXPORT- SECTOR

In this paper attentron will-be focused
on specific aspects of export. expansron
and dlversrﬁcatmn in South Korea. The

trend during the initial period of libera- .

lization policies in Korea i.e. 1963-73,

will be compared with the trends in Sri

Lanka during 1978-85 after the adopt-
ion of the liberalized policies. The valué
of exports in’ South Korea is in US §

while the valué of exports in Sn Lanka

is in current SDRs
Export Expansron

It could be observed that the value’ of

exports in South Korea had grown in
enormous proportions in absolute terms

‘and the annual growth rate- too had ref-
_lected a continuous positive trend thou-

gh subject to_ tluctuations. (Tables F &
2).The positive trend of growth had act-
ually . commenced in - 1959, but- smce
1963 the growth rate had been’ more

stable with the exception of 1973. The )
.proceeds from exports had accelerated
from US § 87 mn; in 1963 to US § -
3271 mn, in 1973 with. an annual aver-,

age growth rate of 50 percent. This

..could easily be termed a phenomenal in-
- crease, Yet, with the introduction of the _
- liberalized .poli:cies in Sri Lanka, the

growth rate had been- 11-percent for the
1978-85 period and in absolute terms

the increase ‘had been a little less than
two-fold, 675 SDR mn. in. 1978 ‘to

1312.7 SDR ma., ‘in 1985. Contrary to
general observatrons us procurements
for Vietnam ' during 1967-73 did not

have much of.a significant impact on

the total “export earnings of South

_Korea. (Westphal : 75:14)

_In absolute ferms, the exports in the. .
primary products sector had increased
from US § 40.8 mn. in 1963°'to US § -
381.0 mn. in 1973 in South Korea;but . .
thé growth rate in the total export earn-

- ingscorresponds mainly to the escalat-

ion of the earnings in the. manufactunng
sector from US '$ 43.6 mn. in 1963 to
US $ 2872.8 mn. in 1973,

" The observed development in-the ex-
port trade was due to the emphasis on
the industrial ‘exports by. the govern-
ment in cognition of the limited poten-

- tial in the expansion of pnmary agncul-

tural products.

The type. Qf industry and industrial - )
deveIOpment in South Korea was chara-
cterized by light, labour-infensive indus-
tries such as plywood, footwear, electri-

‘cal equipment etc. exploiting the com-
"parative advantage’ of the availability of
_ cheap, abundant, unskilled and. sem1-ski-

lled labour. ‘The growth 'rate of the
manufacturing - sector had. commenced
at a low base wrth the major manufac- .
turing products contributing less, than

US $ 10 mn. by each product, in 1962; - -

whereas products like wigs and human
hair were nonexistent. But ‘within .a
short period of time, these industries -
vad grown in: large proportions, almost

" all earning more than US $ 100 mn. per '

year by early 70s,
One _of the reasons that could beattri-

" buted to this spectacular performance in

the export sector in South Korea had
been the government’s total commit:

granted tax exemptions and monoploy ment. Furthermore, analysing the ‘ex-

" TABLE 1 . VALUE OF SRI LANKA EXPORTS - 1978-86
N - N N .. 1
. : ) (In current SDR mps) . . .
. 1978 1979 1980 .1981 1982 1983 . 1984 1985 ©1986
1.Tea 326.8 284.4 286.8  ° 284.3 276.0 - 329.8 605.0, 434.0 281.0
2:Rubberx 2103.2 123.8 120.4 127.5 101.1° 113.4 127.0 - " 93.0 80.0
"3.Coconut " -64.9 84.4 57.3 "63.4 65.1 76.4 81.0 L112.0 73.0
‘Total Tradit- ’ e T - .ot ] : . :
ional crops . 494-.9 492.6° 464.5 475.2° 442.2 518.7 813.0 639.¢0 434.0 -
_4.Minor Agri 36.9 44.1 "40.8 61.7 65.1  59.1 53.0 . 49.0.° . -46.0
"S5.Industrial -96.6 183.9 - 270.2 321.9  360.0 ° 350.7 "495.0 517.0 483.0
5.1.Textile - 24.6 55.5- 84.9 ° 133.3 - 152.4 188.3 290.0. 288.0-° 293.0
5.2.Petroluem 48.2 95.8 - 145.1 148.9 142.8 106.6 126.0 140.0 72.0.
-_TOTAL 673 6 _159. 5 817.7 . 928.3 - 933.7 9917 1432.90 1311.0 -.1036

St)urce Annual Revzew of the Cemral Bank (1 978-86)

26,
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STRUCTURE AND GROWTH RATE OF EXPORTS IN SOUTH KOREA _ 1961-73

TARBLE 2
' TUTAL EXPORT TRANSACTIONS PRIMARY PRODUCT EXPOKTS MANUFACTURED EXPORTS
AMOUNT ANNUAL GROVTH AMOUNT - X OF ANNUAL AMOUNT X OF  ANNUAL

tEAR $ MN. RATE AS 2 $ HN. TOTAL GROVTH X § MN. TOTAL  GROVTH X
1961 42.9 32.5 33.5 78.0 - 9.4 22.0 60.8
1962 56.7 32.2 41.4 73.0 23.6 15.3 27.0 62.2
1963 84.4 48.8 40.8 48.3 -1.4 43.6 351.7 184.8
1964 120.9 43.2 58.6 48.4 43.6 62.3 51.6 42.9
1965 180.5 49.3 68.1 37.7 16.2 112.4 62.3 80.3
1966 225.8 41.7 96.1 37.6 26.4 159.7 62.4 42.1

. 1967 - 358.6 40.2 107.4 29.9 11.8 251.2 70.1 55.4
1968 500.4 39.5 113.5 22.7 5.7 386.9 77.3 54.1
1969 702.8 40.4 147.7 21.0 30.1 555.1 79.0 43.4
1970 1003.8 42.8 164.4 16.4 11.3 839.4 83.6 51.2
1971 1352.0 34.7 189.1 14.0 . 15.0 1162.9 86.0 38.5,
1972 1807.0 33.7 222.7 12.3 14.1 1584.3 87.7 36.2
1973 3254.2 80.2 381.0 11.8 1.1 2872.8 88.2 81.3

Gource: (WESTPHAL'75 : 79.- Tabie 6.2)

change rate policy of both countries in--

spite of the reforms in the exchange rate
during this period, it could be discerned
that the exchange rate had been clearly
manoeuvered in South Korea. These
developments were the consequences of
the conducive investment climate that
had been created by the government

" with tax exemptions andpreferential cre-

dit, coupled with thé entreprenuerial
skill of the South Koreans. The industri-
al base could be diversified with easy
access to the imported industrial inputs
and machinery with the import entitle-
ment scheme for exporters through an
import-export link system. ‘Investors

.could have been highly motivated by

the import entitlements considering the
import control system that was in exis-
tence throughout 1963-73,

The exchange rate policy was highly
oriented towards the promotion of ex-
ports and the effective exchage rate was
always higher than the nominal rate
throughout the p.nod under review.
Conversely, the real effective exchange
rate in Sri Lanka had been appreciating
against almost all trading partners and
competitors. Since 1978, the real effec-
tive exchange rate index in respect to
exports had been declining, and this dra-
stically reduced the competitiveness of
Sri Lankan exports and also reduced the
profitability of the producers and ex-
porters. In South Korea, the multiple
-exchange rate was operated upto 1963,
and from 1963 intensification of export
incentives had been utilized for export
promotion.

This compares with the Sri Lankan sj-
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tuation where the rea ettective exchan-
ge rate index in terms of total imports
had depreciated since 1978 (1978=100)
reaching 161 in 1984. It had appreciat-
ed with regard to imports of consumer
goods while it depreciated at an accele-
rating speed for intermediate goods rea-
ching 171 in 1984. This had a demotiva-
ting effect on the production sector,
while consumer demand in terms of im-
ports was encouraged. The exchange
rate which was artificially kept at an
appreciated level aggravated the deterio-
ration in the development of the export
sector. The appreciated exchange rate
not only favoured imports but was ins-
trumental in causing an. escalation in
costs of production, Confronted with
volatile fluctuations in the international
market, the producer margins were dis-
couragingly low and kept investments at
low levels. The implementation of the
liberalized policies in Sri Lanka were
contradictory to the stated objectives.
(Lakshman 1986)

This could have been more due to a
deliberate policy. followed by the govern:
ment of Sri Lanka in containing intla-
tion trying to satisfy the consumer
demand by expanding imports; and
while in South Korea inflation was con-
tained by demand management policies
such as curtailing government expendi-
ture. Import prices too were comparati-
vely low during the 1960s as the rate of
inflation was low in the industrial coun-
tries; which indicates that the external
environment too was conducive to thie
development of the South Korean indu-
strial sector. Even in terms of devalua-
tion, the South Korean governmient had

been consistent with policies, not allow-
ing an expansionary impact on the eco- -
nomy by imposing special tariffs in or-

der to absorb excessive profits. The ex-

change rate and tariff reforms were con-

stantly used, in order to guide the direc-

tion of export development in South

Korea.

This situation contrasts with the policy
implementation of Sri Lanka during the
comparable period 1978-85. Although
the average growth rate in the traditio-
nal agricultural sector was 6 percent the
annual growth rate was negative, with
the exception of 1983 and 1984. The
level of earnings was sustained due to
the favourable international prices. The
continuation of the hig* 'evel of govern-
ment participation in tne industries and
agricultural sectors in Sri Lanka elimina-
ted the efficiency requirement in these
sectors, as profitability need not be the
main ebjective of the public sector
organizations.

The Government of Sri Lanka through
institutions such as the Export Develop-
ment Board, the Sri Lanka Export Cre-
dit Insurance Corporation and the.
National Development Bank provided
preferential credit facilities, yet the tar-
gets set out for export development
were more at a macro level; whereas in
South Korea the achievement of targets
were at a firm level and with an equal
commitment by the private sector. In
South Korea, the targets were on pro-
duct level as well as firm-level and the
government ensured that the impedi-
ments encountered by exporters in
achieving thse targest were eliminated.
The deteriorating alance of Payments
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in Sti Lanka ‘was adequately suppleme- .

-nted by the availability of foreign finan-
. ce in the latter part of the 1970%s which
did not reveal the grave situation the

" economy. :was confronted with till the

. -early 19808

With the acclaimed import liberalizat-

ion in South Korea, imports had been.
used as an incenfive for exporters throu- .

.. gh the export « import link system' and

imports were directed towards the im-

provement of the productivity levels of

" exports. In times of Balance of Paymen-

ts problems- 8 more restrictive policy

was adopted towards imports as is subs-"

tantiated by the experience of 1968/69.

The 'manufa,cturing sector in Sri Lanka.

recorded an average rate of 30% growth

" during the period but the concentration

- was on two product sectors, textiles and
petroleum. These characteristics, no

doubt, represent the implementation

~ that was biased towards domestic indus-

trialization. The industrial sector was

more directed towards the domestic
market with high protection and mono-
polistic public sector activities, Further-
more, the domestlc industries' or the
indirect exportets did not have access to
imported machinery and" 'equxpment
which demoralized the industrial sector..

TABLE 3}

With the import liberalization in 1977

the domestic producers in the manufact-
uring sector were subject to excessive
competition. The domestic market was
not conducive for domestic industriali-
zation, especially with the preference

‘for imported goods by.locals even inspi-

te of the quality;-a legacy inherited

‘from the colonial era,

The export sector was more biased
towards agriculture. The inability to res-
pond favourably to international prices
due to the lagged effect in supply in the
agricultural sector and also due. to the
nsk element involved in the export tra-
de, "made the import trade more preferr-

.ed wlth it’s quick returns.

In ‘both countries the government had
played a domijnant role in the develop-
ment process, especially towards export
orientation. It may be perceived that

while in South Korea the government .

had been actually guiding the develop-
ment of the export sector through fiscal
and- monetary policies, in-Sri-Lanka, the
government had played a more passive.

“role. In South Korea, the consistency in

the policies adopted towards export

* trade had contributed significantly to-

wards its remarkable performance; while
in Sri Lanka some. of the policies had
been contradictory with regard to the

expressed hberahzed policies and socml
welfare objectwes

Diversification of the Export Base -*
" In South Korea since 1963 the diversi-

_fication of exports was visible, when -

comparing thechange in.shares of prima- .
ry products and manufactured products. -
In 1962, primary products contributed
73% of the total exports but the decline
had been gradual since 1963 reaching-
11.8% in 1973 while the manufactured
sector escalated from 27% in 1962 to
88.2% in 1973. Even in absolute terms,
the growth had been spectacular from.
USS$ 15.3 mnin 1962 to US$ 2872 8mn
in 1973 (Table 2). .

: In the- manufactured sector analysmg :
the diversification trends in a disaggrega-
ted form; clothing had been dominant,
accounting for 23% in 1973 of the total -
exports and almost 50% of the manufa-
ctunng sector,

The strongest spread effects were most
clearly found in the production and
export of textiles and wearing apparel.
In the case of these production process_-'
es, clear hierarchy of sector can -be esta--
blished leading from intermediate to
finished products. The relatively exten--
sive backward linkages of textile and
clothing production contribute to a
broadening of the industrial base as a

SRI LANKA
COMPOS!TION OF EXPORTS - 1978-85 ('MAJOR CATEGOR]ES AS A PERCENTAGE OF THE TOTAL)
1978 1979 ° 1980 1981 1982 T 1983 1984 - 1985
- Tea . . 48 37 1 1 T3 30 33 . 42 33

Rubber - 15 16 1 14 11 11 9 S |

Coconut . . 10 11 7 7 7 8. . .6 ) 9
- oil (25).- (30) ©(4) (14) (24) (23) (14) (31)

Desssicated (50) T 146) (57) - (53) (41) (47) (55) (43)
" Total traditionals 73 64 56 . 52 ° 48 52 57 49

Minor agriculture 5 . 6 5 7 . 7 6 [] ER
~coffee (12) (12) (5) ts) - - (N (11y .. n (21) -
.~cinnamon (23) (23) . (25) (30) (19) (14) (219} T o(23)

cloves (5) - (11) {22) (18). (14) (25} _ (14 (3
Tsesame (21) {17 (15) (9) (16) - (5 (17) {2)
~cashew (13) - (1) (4) (s) (4) ( 6) - (5). (%))

Total agr: 78 70 61 59 . 55 58. 61 © 53
. Gem & jewellary 4 3 BERE 3 3 T4 -2 2
Manufacturing . ‘ .

" industries 14 . 24 31 34 .38 35 34 39
—mafine 2) (9 . (95 5) 5 (5} s) K
~textile (26) (31) (33) (421 (42 - (53) (59) . (56)
~petroieunm (53) . (53) (57) (53} (40) . (31) (26) (27
-leather {.6) (.31 ¢-4). (.21 (.6) (.9 (2) (2)

. =rubber (..2) .1y (.4) (.2) (2y - (.6).. (.8) (1) .
~ceramic T (4) (3} «2) (2) 2y (2) “{1) T (2)
~-machinery (9) (150 S (15) . {5) (2) L. (2) (2) (2)"

N.B. - '}Bfeokdown nof the ma'jor. categories are given in paem’heds}
Soutce; - Computed on the basis of basic data-obtained from the annual reports publxshed by the
Centml Bank of Sri Lanka 1978 - 86.

.28
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result of the government’s selective
ef‘orts to support the import substitut-
ior of soire of the intermediate produ-
cts. “’erbruggen : 85:185)

Soutn Korc- followed a flexible inAus-
. trial policy and was quick in response to
the dynamic chanc.s in the external
environment. With import quotas com-

ing into effect ynder the Multi-Fibre -

Agreement, to avoid discrimination,
they followed a “‘strategy of branching
into 8 wide range of products from low-
priced, low-quality, to export of expen-
sive ﬁigh-quality, textiles.” Intra-indust-
ry adjustments averted the freezing of
the industry by “protectionist coalit-
jons”. (Singh :296) .

The . quantitative restrictions of the

West had its positive effects on South
East Asia. It compelled reduction in
costs, improvement in productivity leve-
Is and Nelped in moving into diversified
markets, namely the, East European
countries and African countries. Such
adjustements require late comers like Sri
Lanka to achieve a high level of efficien-
cy in the industrial sector in order to be

competitive,
In ‘South Korea the share of total

manufactured exports continued to in-
creasé at a higher rate from 27.0% in
1962 to 88.2% in 1973. In the latter
part of .the 1960s the contribution from
the major products tend to be more sta-
ble, reflecting the diversification effect.
This factor reveals that the share of the
other manufactured products had been
increasing at a'greater speed.

This encouraging feature was not evi-
dent in the structure of the export sec-
tor in Sri Lanka. While the traditional
tree crop sector continued to contribute
the major share, it had declined signifi-
cantly from 73% in 1978 to 49% in
1985. The manufacturing sector had im-
proved its share from 14% in 1978 to
39% in 1985, This does not mean a sati-
-sfactory structural change within the
manufacturing sector as products, name-
ly, petroleum and textiles, in combina-
tion, contributed 79% - 95% of the total
manufacturing exports during this

period (Table 3),

* In both countries the import coatent
hiad been at a high level. According to

the Korean productivity centre, estima-

tes (Westphal 75:82) of direct import
intensity of exports in 1969 was 41.7%

for all commodities while for manufac-'
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tured exports its was 53.8%. In Sri
Lanka too, the import content was very
high, considering the heavy reliance on
petroleum and textiles, where the im-
rort content was around 85% and 70%
respectively. This portrays the enclave
nature of the export sector specially
with regard to Sri Lar ka.

The greater spread effect of the expan-
sion of the manufacturing export sector
in South ¥.orea could- partially be attri-.
buted to the fact that domesticsuppliers
of intermediate goods to tne export
sector had access to incentives such as

credit facilities at concessionary rates, .

and duty and tax exemptions. Accord-
ing to Balassa . (1981 : 12) “an out-
ward oriented strategy should not be
interpreted t0 mean favouring exports
over import. substitution. Rather it is
characterised by the provision of similar
incentives to production for domestic
and for export markets”. This has been
more applicable in the case of South
Kores, rather than in Sri Lanka where
domestic industries were more monopo-
lized by the public sector under high
protection though, since recent times,
attempts have been made towards dena-
tionalization.

The improvement in the intermediate
sector in South Korea helps in reducing
the cost of production as well as enhan-
cing the backward linkage effect in the
economy: In Sri Lanka, the adverse ex-
change rate policy towards intermediate
imports reflected a discriminatory poli-
cy towards local industrialization. The
bias towards export-oriented industries
led to a high reliance on imported in-
puts in the prodéction sector combined
with a high degree of concentration on
a few products. )

Finally, the history of industrialization
goes back to the 1910-1945 period in
South Korea, the era of Japanese occu-
pation. The technological and manage-
ment skills of the Japanese too would
have indirectly contributed towards the
phenomenal performance of the indus-
trial sector in later years. Even though
the Korean War caused considerable de-
struction to the infrastructural facilities,
namely, transport and communications,
the success of the industrial develop-
ment in South Koreawas partially due to
the accumulated industrial experience,
technical skills and entreprenuership-

developed urder Japanese regime ir the
1920s and 40s. (Sck mitz 84)

The same cannot be applied to Sri
Lanka where the agricultural economy
had been dominant till 1960. Industrial

development comn: nced with the
Public Sector playing a dominant role
under a protectionist regime, with a
captive market which did not stimulate
improvements in productivity or quali-
ty. This factor too should have been
considered by the Sri Lankan govern-
ment before embarking on its liberalized
policies.

THE IMPACT OF EXTERNAL
FACTORS ON EXPORT PERFORMA ~
NACE OF SOUTH KOREA AND SRI
LANKA

Countries such as South Korea and Sri
Lanka which have poor natural resource
endowments and which do not wield
power in the international market with
regard to supply or demand (i.e. price
takers) are exceedingly susceptible to
the fluctuations in global economic
conditions. This exacerbates the situat-

" ion more, when the degree of depende-

nce on imports for production and ex-
port for foreign exchange carnings, is at

a high level. The dynamic external en-
vironment has a significant impact on
the economic development of these
countries. Consequently, it is attempted
in this section to identify some of the
major external factors which would
have enhanced or nullified the effects of
various reforms.

The performance of Sou.n Korea in
terms of GDP ' (in constant market’
prices) or in terms of real rate of growth
in the manufacturing sector is impre-
ssive.

During 1963-73 South Korea recorded
a high rate of growth, very much above
the world average of industrial countr-
ies. Even though South Korea's success
has been attributed to the liberalization
of imports, the realistic exchange rate,
provision of incentives to the exporters,
Schmitz argues that (Schmitz 84:9) it
could also be viewed as “a response to a
set of international circumstances which
at one and the sanfe time produced
favourable access to markets of advanc-
ed countries, dramatically increased
access Lo international finance and relos
cation of production by TNCs to the
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f;eriphery”. Furthermore, “the existen-
" ce of a strong (repressive) internationa-
‘lly reliable regime, .... the existence of
technological " infrastructure
" from IS (Import Substitution) policies,..
.. State control over industrial’ develop-
ment” are ‘“held to be extensive and
‘Idecmve in bnngmg about the dynamic -
growth”
- The open door policy of the NICs, in-
cluding South Korea, was indeed oppor-
_ tune when TNCs were “confronted with

"high cost and militant labour problems”
in the West. (Singh 84:291) Rising costs
in industries in Europe and USA confro-
nted with competition from lapan faci-
litated the relocation of industries in
South East Asia, which provided unskill-
‘ed labour at low wage rates and genero-
" us incentives in the form of tax exemp-
tions, credit facilities etc. .

The market controls were minimal in
the West in the 1960s for manufactured
exports as the economic growth rates
were at satisfactory levels. The growth
rate in the manufacturing sector in real
. terms was around 6%-7%, with the ex-

ception of 1969. These healthy econo-

.mic conditions brought about a higher

economic activity in the industrial coun-

tries which did not require restrictiona-
ry policies. The rapid expansion in the
world trade reached an exceptional level

of growth, 18% a year, between 1967-
173,

- another factor that may have contri-
buted  to the success was the buoyant.
transnational bankmg market, that is,
»  EBuro-doliar and Petro-dollar markets,

. developed in 1960s and 70s. The NICs

* .turned to commercial borrowing, in

- ::order to avoid strineent conditionalities

".“of the IMF, which in turn provided :

more flexibility in the formation of
_national policies towards development
It has also been pointed out that the
idle capacity, a highlight ' feature for
the failure of 1S policies would .have
‘helped the economies such as Korea, to
expand production responding to the
-increased market demand by the indus-
trial countries. (Schmitz 84:13) More-
. over, the competition frcm the other
LDCs was less during the 1960s which

is quite contrary to the scenario undei-.

. which Sri Lanka adopted the liberalized
. policies:

Since the late’ 1970s global economlc'

resulting

~

conditions had taken a reverse tmnﬁ.
The protettionism due to increasing un-

“employment in USA and frrope was
surging forward, creating a hostile en-.

vironment in international trade. In the
West, - during the past few decades,
labour groups in textiles and apparel in-
dustries,. steel, footwear etc, responded
to the international competmon argu-,
ing that low profits, ynemployment and
plant closures were due to imports.
From their' point of view the solution

.was protection for domestic industries.

-According to some views, adjustment
policies due to the “oil shock™ in 1970s
were used more in the nature of “a
scapegoat” for protectionist actions by,
the West (Hughes and Waelbroek 81:

129) to camouﬂage the inefficiencies in
‘the domestic industries. ’
"These ever increasing protectionist’

tendencies would not be reduced in the
immediate future specially considering

. the diversion” of imports of restricted.

items, through Voluntary Export Res+ -

‘traints under the Multifibre Agreement,

from tHe major importers to-other LDCs
with low cost products. The share of im-
ports from LDCs to industrial countries
had been on an upward trend during the
70s. For clothing, textiles and leather,
the overall growth of imports was 7.8%,
while from LDCs it was 14.8%. For non-

metalic minerals the growth in LDC im-
‘ports was 13.2%, far above the average

growth rate of 5%. For machinery and
equipment the average growth rate was
8% while for LDC imports it was 2}.8%.

The total growth rate for imports in
the manufacturing sector in DCs was
5.1%, but from LDCs it was 8.1% during"
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the 1970-79 period. (Hughes and Wael-
broek :81:135) Therefore, it had been
reiterated that following the NICs
model by all LDCs would not result in
an impressive growth rate but might tri-
geer off further protectionist resistance.
(Cline :82) .

“International trade itself transmits
attitudes to protection. In a healthy
world econonty, trade leads to growth,
adjustment to change becomes ‘easier
and liberal teadencies predominant; in
an’ ailing global environment, trade is
often perceived as a cause for unemp-
loyment or under employment of facto-
rs of production; it appears to create
difficulty in adjustment and so it leads
to protections”. (Hugh & Waelbroek :
81:139) ‘ .

The NICs had already acquired a high
level of efficiency in industries such as
textiles, machinery and leather. There-
fore, for Sri Lanka to be competitive,
she had to reach a high level of efficie-
ncy. The advancement in micro-electro-
nic based technology tends to under-
mine the comparative advantage .of
LDCs low-wage-unskilled labour.

Moreover, high indebtedness and the
high interest rates for commercial loans
leads countries towards the IMF which
restricts the flexibility of adopting
national economic policies such as in
the case of South Korea. Due to Balance
of Payments problems the deflationary
policies adopted by both developed
countries and .LDCs tend to .low down
the tempo of their economies which
in turn provides less opportunities for
the growth of world trade,

South Korea’s experience with export
oriented growth is “certainly not one of
the classical laissez-faire type” as ‘‘the
economy operates under a highly cen-
tralized guidance’. (Verbruggen :85:

174) Some of the major assets of the’

country have been recognized as “The
well educated, industrions; mobile, non-
militant labour force and entrepienuer-
ial class that associates individual objec-
tives with national economic aspirat-
‘ions”. (ibid) These intermal factors
combined with the buoyant global eco-
- nomic development experienced in the
1960s and 70s helped in the spectacular
growth performance in South Korea.
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