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Freface

Globai economic 1nterdependence ha& been a _universally
accepted fact of present day internatiénal living. Since the
Worid War 11 the revolutionary developments in the means of
transpaort and communication and the progress ‘of
industrialization'.fand echrological advancemenf, have
vastly prowmoted the scope of commercial and trade natian.
Thie thae in turrn, been a source of ianeased coope'atidn,
links, collaboration among nations. Thesé»haye alsc been a
source of competition and conflict in internationai
reiation. This new dimension of international relation has

i

led to a systematic use of several econamic instruments for
securilag - national interest and far exercising
- -’\ r . -

intfiuence/power over other . nation. These economic
instruments i1nclude foreign aid, tariff, quota and license,
embargoes and boycotts blacklisting, exchange controls,
subs:idies, ianter - government commodi ty agreements,

internat:onal cartels,'trade and payment agreements etc.

Among these economic instruments. tor securing ﬁational
interests, foreign aid has recently become a mare pqweriul
instrument. Urnlike in_the past where fpreign aid Qés used
mainly 4af humanitarian purposes, presentiy 1t retlects

economic, political, military and strategic 1nterest ot
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donor countries. DBecause of this wmultipurpose nature of
foreign aid it has many different and crucial roles to play

in the contemporary era of international relation.

One of the most r1aportant functions of féreign aid in
the present day interﬁational relatrons, 1is toi induce
3ﬁolicy reforms in the recipient na{ions. Aid-dcnors, using
foreign a&aid as a strategic instrument do not hesitate to
axpress thigl view on the éuitabi}ity of various  policies
enacted ‘§Y f nationai' governmnents. In.fatt, there 1s nD' 
area in the develapment-§ield'where donors do oot chose to
exercise a say. fivailable evidences revealed.that tﬁey have
attempted to i1nflueince policies on state Vownership,' the_
role ot private sector, the monetary and fiscal pplicies,
pricing_ policy, distribution policy, the usé ot
'édministrative contrais; the structure of devel aopment
expenditure, the external value of cufrency s pattern of
deveiapmenf administration and variety af other operational,

policy oriented and ideological issues.

‘The attitude  of interference :in public- policy ot
recipient nations origigates in the belief that the size and
importange of contribution made by‘-donors ‘to the poor
countries givé the +tormer a right to dictate.how recipient-

nations should conduct their development affairs. Backed by

(i)



puwér?ul "finance rescdrcea donor ‘s power of such
interference iﬁ the*policy'mattérsvof recipient nations 15
enormoés. Such an autﬁority of ai1d donor emerges due to the
eccnomic weakness of recipirent nations. Therefore, * poliéy
makers of recipient ﬁatians have to wait upon decisions in
danor countries lbefcre'£hey.formglateltheir pelicies. In'
other Qords ma jor poiicies of thése recipient nations” are
ed not in their nationai capital 5ut butside their
national 5Dundaries. This whoie pheﬁbﬁena deserve a closér

icok and this study is an attempt in this regardg.

The in¥1uéhce>on the.publit ﬁolicies-of poor developilng
countries by aid donors throuéh_?oreignjaid will be studied
with reference to Sir Lanka, a couhtry which ranks among the
pocrest thirty natian; in fhe world. As other third wqud
countries Sri Lanka lacks the capacity to gener ate
sufficient dbméstic resources tor her development programs
and this means an increased dependence upoﬁ toreign aid.
Sri Lanka, therefare, remains highly vulnerable to pressure

from aid donors.
This study has four main abjectives:

{1} to understand the sources and circumstances under which

pressure came to be exercised.

" (i)



(11} to differentiate the varying perspectives among
various groups of donors towards the exercise of

pressure in the affairs of Sri Lanka.

{iiijto review the response of successive regimes 1n S
Lanka Lo these pressures and to see how this affected

relation between the donors énd the regime.

(iv) to exawmine how far and to what extent foreign aid has

" led to change the pubiic policies.

This is.a descriptive and qualitative study drawing on
both library and +field wDrk'in'Sr? Lanka and in India. The
" core chapters are maiﬁly based on primary sources. For ‘this
newspapers, periodicals, press reports and annual reports
and working papérs of international aid agenéies were used.
Extensive interviews were held wWith large number of
political leaders, scholars 6¥4icials and Journalists ot
Sri  Lanka to understand the nature and working of +oreign

aid as well as its real impact on the public policy.

The empirical exercise in this study are based on data
obtained from Annual Reports of Central Bank ot Sri  Lanka,
Fareign Aid- Indicators of Department of External Racecourses

ot S5ri Lanka and annual reports of various aid agencies.

i)



Data ¥f0m these sources »héve been. classitied = to
facilitate Coiiparson and ta bring out impcrtanf
informations in the foretront. Tabufatiqn'o4 data ﬁas been
used as much as possible. FPercentages aﬁd averages have been
used throughout Athe interpretation. Arranged data have,
sametimés, been‘prgéented in the form bf_charts, graphs ang

diagrams.
The study is divided into six chapters.

In the openiné chaptef VérioUS 1ssues related to the
cancept ~at {areign aid have been brie{iy discussed and
eftort have been made to understand the ways in which aid
donors bring policy reforms in economicaliy weak recipient

countries.

Chapter two deéls with the aid situation for Sri lanka.
This chapter alsoc outlines the impact of foreign aid on the

development.

Chapter three is devoted to understand the nature of
bilateral aid brograms and their impact on public policy in

Sri Lanka. .

Chapter four devoted to understand the Vnature of
multilateral aid programs and their impact on public policy
in the country. In this chapter it is also endeavored to

identify the real interest of the multilateral aid agencies.

(v)



. Chapter five ogutlines the pressure tactic5>04 S5ri Lanka_
Aid - Consortium and the wWays in which both biiateral and
multilateral aid donors coordinated in the éonsoftium_ to
bring poi;cy reforme in the countryf This chapter alsoc .
identities the areas where the doﬁors have made chicy

changes.

In +inal chapter six, the main conclusions of the study
are summarised and the policy implications thrown uﬁ_by the

étudy are indicated.
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CHAPTER 1
FOREIGN AID AND PUBLIC FOLICY
Concept of Foreign Aid

Faréign Aid (which is also alternatively called
‘economic aid’ or ex£érnal assistance or ‘overseas aid'_nor
‘development aésisfance‘)_is aﬁ émbiguoqs term and ﬁhere is
no co@mqghggréemént on its definifipn.l Little and Clitford
&efine'the term ‘foreigﬁ aid’ aslfﬁe fiow of resourcesv-from
a. developéd ?odntfy to_a deQeloping'country.2 Bhagwati and
Eckans 6SSEfVé' that -+oreign. aid bconsistS- of expliéity
tr&ns#ers of real resouféeé to Iéss_developed countries on
concessional terms.3 In the words of Horgénthau, foreign aid
iﬁplies the transfer df money, goods and services_#rdm aone
nation (donor) to another (recipient)..4 Faul Mosley &efines

foreign aid as money transferred on concessional terms . by

i. For a summary of the controversies on the definition
af foreign aid see Adrian Moges and Teresa Hayter, -
World I1I1: Handbook of Developing countries, (New York,
Macmillan, 1967), P. 71. ‘

2. I.M.D. tLittle and J.M. Clifford, international Aid.
(Chicago, Aldine Fublishing Co., 196&6), p 13. :

3. Jagdish . Bhagwati and Richard S&. Eckans (cd.) Foreign
' Aid : Selected Readings. (Penguin Books, 1976), p. 1.

g, Hans ﬂargenthau, “The Political Theory 6{ Fbreign' Aid"
‘American Political Science Review. Vol. LVI.



the government of rich countries to the government of poor

. . -6 - 7 _
countries.” Remand Mikesell®~ and Arnaold,” have also define

foreign aid i1n similar terms.

An examination aof various definition on +taoreign aid
jndicate that the essence of foreign aid 1s transfer of
resources ¥ro@'m0re afflueﬁt to fhe less developed parts ot
the world. It is toreign, external or oQérseas because 1t
‘ariginates out%ide the national boundaries ot ﬁhe recipirent
country; it 1s called aid or assisténce because it_ is not
determined by the same principles which govern autonomous

flows of trade and capital.

Histary of Foreign Aid

Foreign aid is not a new concept although 7its nature
and oabjectives have been changing +from time to time.

External assistance was seen 1n early centuries also.

S. Faul Mosley, 0Overseas Aid : its detfence and Reforas
(Gussex, wheatsheat Books, 1987) p 3

6. Raymand'ﬂjksell, the Economics of Feoreian Aid. (London, -
1968). p. 4.

7. H.T.F Arnold, Aid For Development : A Political and
Economic study, (London, 1966}, p. 7.




However, 1t was only in the post war period: that foreign aid

began to flow 1n a planned and é systematic way.

Since the niﬁeteenth centufy it has been a common
practicé for imperial government to transfer money on
concessional terms to the governmént of their colonies under
the labelv of ‘grant in aid',,‘budgetéry_subsidy’ or some
'such .terms. The goVernment of‘Britain, France, Germany and
the United Stafes gave this type of assistance before 1914.
"Hawever, this transfer of resoufces wés on tempoba;y basis
.and without the slightest connotation of moral obligation or
aid +for development. During the inter—@ar periodvthe warld
economy experienced a :great ecanomic depression.
Econamically weak countries increasingly felt néed for
foreign aid and for the first time foreign aid for

1

development entered political discussion.

During the later yeérs of World War II the changing
shape of international relation was quite clear and econo@ic
content of national interest also emerged. The establishment
of World Bank and Internationai Monetary Fund during this
period exblains the awareness of the big powers towards the
increasing importance of economic factors 1in thé future

world arder.

(2]



Among  the big powers, the Uﬁited States launched the
first systematic and ﬁlanned foreign aild programme. This was .
known as the American Marshali Plan (name atter George C.
Marshall, the U.S. Secretary d{ State from 1947-49%). Thg aim
of the Marshall FPlan was to bring abecut the +{inancial and
economic :recovery of war-torn Eﬁrope. Under this» massive .
amqunts:of American capital assistance helped Europe recover

its war—-torn economy.

Aﬁather deveioéﬁent of the world war [IlI was the
emerging . of new nétions in Asia and Atrica. The western‘
powers believed that the povery in these newly i1independent
countries wmay create unrest that can lead to Communist
revolution. 1t was fteared that if steps were not taken to
assist the econamies of these newly i1ndependent nations the
situaticn would be ripe for communist revolution which the
western countries wanted to contain;q The Colombo Filan, an
initiative of Common wealth was an implication of these
_deveiopment. The Flan which went 1nto operation 1n 1951, wasq
1ntended fDF countries ot south and-gouth East Asia but was
later extended teo include a mach wider area stretching from
‘Iran to South Korea and {rom_Fiji in the Facific to the

Maldives 11n the Ind:ian Gcean. The 'six donor countries



(Australia, Britain, Canada, Japan, New Zealand and the
USA), are the main scurces of aid but the developing members

.also provide some technical assistance tor each other.

During the second halt ot thé 1950s the Soviet Union.
became tor the first time a substantial donor of aid. Unt:il
Stalins death in 1953 the sole financialrlink between the
Sogiet Unioni'and the deQeiopiﬁg countries had been 1ts
support for {Dcal Communiist parties. Buf atter the first
.conference 0% non—alxgnéd'tountries at Bandung in 1935 1t
became clear that the world could not be rigidly divided
into pro—communist and anti-communist Qovernments.10 Saviet
uniton wanted to win this new emerging group and the obyious
instrument was the foreign aid. In the next +ew years

massive amounts of Soviet aid was given toc scme aof the

leading nations i1in the non—-aligned movement.

The ending of the European empires' mainly thaose of
Britain, France and Holland led to a very rapid expansion of
the ald programmes o+ these countries. The main ocbiective of
the ai1d programmes of these old colon;él powers was to
promote their strategic interest in:the newly 1ndependent
counffies. Japan and West BGermany also became substantive

10 " Guy Aronold, Aid and the Third world: The North/South
Divide, {(London, Robert Royce L & D. 1985). F. 7.




donar of aid for the first time in early 1260. 1t was also
in the early 1960s that the Scandinavian countries, acne ot
whom had ever been colonial powers on any scale began their
develaopment éid programmes. lToday even compafatively mor e
affluent countries in the third world such as India,
Fakistan and Gult countries have aid programmnes.

i

Foreign Aid : Aims and Objectives of the Donors

The continued gquest for motivation of foreign aid has
been pursued through countless commissions, study groups
contferences, reports and memoranda. However, there 1is no

clear agreement on mativation of foreign aid.

Appafent objective of foreign aid 1s toi promote
economic grqwth and develaopment of less atfluent couﬁtries.
This 1s the Liberal approach to -foreign aird. Liberal
scholars tiold the view that imternal stagrnation on accaunt
ot 1nefficrency is the cause of urider development of the
third world and the cure is foreign aid from the developed
countries. In fact, official objective ot all the aid
programnes i1s economic development. According ta Ué Foreign
Aid Act the main objective of US-AID is to promote economic
development ot the poor countries. The Soviet Union support

to the legirtimate aspirations and requirements of developling



countries. through - 1ts aid programme.11 In additi1on to
raising liVing stahdards, thevUnited kKingdom' s aim 1s to use
1its aid to help'yorld econaomic tecovery and grcwth.12
'According to tow Number 38. Italian aid objective 1s to
promote grawth and development 1n the thierd wor ld
countries.13 The principal aobjective D;:the Australian aid
programme 1s also to promote economic and’ social deQeiopment
of develcpiﬁg _cauntries particulérly in the geographical
vicihity of Austrélia.l4 Offici1al objective of other .doncrs
such as Canad;, Netherland, Japan, China and S;andinavian
countfies is also the economic development of the third

warld countries.

The apbarent objective of foreign aid which is économic
development is viewed by Liberal scholars as a humanitarian
0; Vmoral act. In the words of-the 1969 Fearson Commission
Report, “Fartners in Development", the simplest answer to
the question (why aid) is the mdral ane; that is only right
for ﬁhose who have 1s to share Qith those wﬁo have not" In

11. International Business Intelligence (IEI) Devel opment
Aid (London, Butter worths 1988). p. 1786.

12. Ibid, p. 469.
13. 1Ibid, p. 470.

i4. Ibid, p. 534.



cther words thaose who can help have the abvious
responsitiility to help eliminate the obvious evils of
hunger , disease illiteracy and other various maladies of the

third world.

Neo—Marxist Scholars disagree with the Liberai appréach
o# the course and care of thé under development of the third
wo}ld._ They believe thét tﬁe cause ofvunder developaent is
international e%ploitation by"the developed  countries and
thej cure is_{undémental changé 1n the relatiorn between the
devéioped aﬁ&. underde?eloped countries. | Neo—Marxists
embﬁasize that external assistance.in terms of foreign aid,
foréign investment and technical assistance are nothin§ but
ﬁechanism te extract wealth of the develobihg countries.
Their argument is that in the rich dominant international
political ecaonomy poor countries have became satellites.
Théy added that economic benefits of aid in true sense go to
‘the industrial and agriculturél\interest ot the develaped
countries ‘and. not to the developing countries. Hence, 1in
reality aid strengthen new-imperialism in the international

system and consequent dependence.

The Uiberal view that fareign aid as an instrument to
promote economic growth and devel opment in the

underdevel gped countries did not hold- true - 1n many



countries.. On the.contrary Neé—Marxist-view that aid are not
purely humanitarian but normally granted with political and
economic candition was proved éa be cdrrect in more often
than not. The nature of the aid programmes of many principal
donors i1ndicate that the main and sole objective has been
strategi; and 'ﬁot the'humanitarian; In +fact, the Unitéd
states promote their strategic interest through the US—AIb
.Nhile the Soviet Union prcmoteé its security interesﬁé and
communist ideolagy. China uses ifé'éid to expand overseas
mar kets for itS»éering industriai and agricultural output.
The. trapidly increasing Japanese aid has been directly tied
to the efforts of Tokyo to extend Japanese commerce and
investment 1n Asia. It is, therefore; be naive to assume
that the major objective_ of +toreign aid 1is economic
development. I+ the objective of aid is econo&ic growth and
deveiopment of poor countries, why donors grant different
.amounts ot aid? For example Israeil, Egypt and = Fakistan
receive 40 per ;ent ot the annual budget of US. AID while
India a poorer Cbuntry as compared to"these three countries
does not receive much aid from the United States. The reason
is that the United States has a greater interest in
prqmating the econémic devel opment ofvsome__countries than
the other. What criteria might be used to distinguish

between countries in terms of the extent of donors interest?



Obviously, i1t 1s not an economic criteria tor allocation of
resourcés émdng developing countries. Eéonohic criteria may
play some role but other tactors necessarily —and 1ndeed
appropriately come inta the pictufe. Even the develobment ot
poor countries has strategic econamic interest. Econamic
develagpment 1in péor countriés would help donors to acﬁieye
their trade ané 'investmenf ;interest as econamically
developed coﬁntries are better markets for Qoods and better
locations for  1nvestment and chiet sources | for raw
materials. The United>States aid to Indié; Japane5é'a1d to
the South-East Asian countfiés and Indian aid to 1its
neighbouring countries have such strategic econamic
interest. Official Astateménts on aid 1n many countries
emphasis these strategic economic advantage accrruing to
them‘ through their aid programmes. As a committee of House
ot Commons once réﬁorted Britéin is an aid donor not only
because ot her concern for the welfare o{.the people of . fhe
developing worid‘but'aiso far reasons of mutual'advantage.15
Similarly the official objective of Indian aid programme .is
to expand overseas market for Indian Industrial export
techhology and exéertise in the commercial sectorf16 Thus,

15. 1bid, p. 47.

16. Ibid, p. S34.

10



it 1s clear that the main rational behind foreign aid 1s not

humwanitarian but strategic.

One of the strategic factors of foreign aid that
hecessarily and appropriately come in to the picture 1s
security 1interests of the donar. Gecurity 1nterests of
donors in less—-developed countriés are twa foldé first they
seek to maintain peace among pbok countrieé,su that they
will .ﬁot be drawn into a tgird wor 1d war; and second, théy
seek t0 'é0ntain the 1ntluence of enemy powegs or hostile
'idealoé;es by maintaining powers or allies in -ﬁdor
' countries. 1’ Much of US aid can be attributed ta such
motives.  The largest aid recipients of the 'United States
such as Israél Egypt and Pakistan owe theif inculsion in the
US. AID programme simply to the strategic position they are
believed to hold by‘military strategists and politicians 1n
the United States. Indian aid té Nepal , 'Soviet aid to

Aafghanistan and Cuba and the United States aid to the

Fhilippines can also be attributed to such motives.

Folitical reasons have been one of the main strategic

objective of foreign aid.18 Over the years, aid have been

17. David HWall, the Charity of Nation. (London, Macmillon,
1973y, p. 45. o

18. Samuel F. Hantington, Folitical Order In Changing
Societies (Yale University Fress.,1968), p. 289.

11



used to win friends, to control behavior of the recipients,
to create favourabie image of . the donors in the
interﬂatiénal political arena and other various politically
motivated actions of the donors. Morgenthau accepts that the
aid is used in different circumsﬁances in different forms
but the basicr{unctiqn of {oreigh aid 1s -political-;q In
factAthe ﬁolitical objectives of foreign aid programmes,wére
'avershédowed by the humanitarian aspect for a long time énd

it was Morgenthau who first touched this aspect of foreign

aid.

From‘the ¥Dregoing discussion it is clear that the méin
rational béhind foreign aid is strategic interest of dondrs.
Because of these stratégic importance ot +foreign Qid it 1s
considered as an instrument of Foreign policy. Developing a
political theory on foreign aid trom donors and recipients
points ot view, John White viewed fareign aid as instrument
ot foreign policy and form as -part of international

relation. Montegomery says that toreign aid ic a part of

foreign policy as it has many different roles to play in

19.  Hans J. Morgentau in George Liska's, The New State
Cratt, p. 9. . :
Morgentau has classified Fforeign aid = under SiX
categories namely humanitarian, subsistanence, bribery,
prestige, military, and development aid. ‘
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Nelson alsao hold the similar views.

Foreign Aid and Public Policy in Recipients Countries

Some s:‘.chc)_lars""4 ciaims that the most important +tunction

ot foreign aidvis to induce'policy reforms in the reCipient
country. Qsing fﬁreign aidAas a strategié inst?ument donors
do not hesitate to express their views on the suitability of
various po]icies enacted ’by natiohéI  governments, the
quality ot the administration and.the integrity ot the
politicél leadership. This gttitude originates i1in the belief
that the size and importance of contribution made by donors

to the poor countries gives the former a right to dictate

how it should manage its development affairs.

20. dJdohn D. Montogomery. Foreign aid 1in International
Folitice (MacMillian, 1969}, p. S.

21. Edword §S. Hason, Foreign Aid and Foreign Folicy (New
York, Harper and Row, 1974). p. 4.

22. GBGeorge Liska,' The New State Cratt: FfForeign Aid in
American Foreign Folicy,{ Chicago University Fress,
1960), p. 6.

23. Joan Nelson, Aid, Influence and Foreign Folicy, {(New
York, MacMillan, 1968}, p. S. '

24. Kueger ‘Loans to assist the Transition to outward
- looking Policies’, World Economy, Vol 4. No 3, Sept.
1?81, Joan M. Nelson "Asiad, Influence and
‘Foreiagn Folicy, (New York, Macmillan, 1968), Desmond
Mc Nexli. The Contradiction of Foreign Aid, (London,

Cream Helm, 1981).



Available evidences show that over the years 1ncreased
attention has been paid by donors to domestic policy
factors. For ex;mple» a seizable US AID loan for road
construction in 'Afghanistan was conditioned on the
Government: establishing staffing and budgeting for a
national high way maintenance department. A loan to the
‘Bolivian Miﬁing Bank by the US AID to finance expansion and
modernization of the privaﬁe mining industry was conditioned
:on reformé of the cquntry's mining code and enforcement 0{,
new mineréi export ’tax laws to encourage investment in

mining. US AID loans for power station in Korea were

~
,
a~

‘conditioned on changes 1n rate struéture. Under the
. pressure from the IMF the I1JI Government of Fakistan in 1990
has effected a massive increase in domestic oil prices and
fulfilled three of the twelve conditionalities of the fund
to quality for $ 240 mn loan. The first two conditions were
fulfilled . by the care t#ker Governmenf.of Ghulam Mustata
Jatoi 'in August 198%9. The conditions complemented by the
céretakér gavernment were: (1) adoptioniof the flexible
pricing policy +or the sale of cotton and rice, {11)

imposition o+ general sales tax at the rate of 12.5% on all

goods 1mported and”manufactured invthe country and (111}

25. These three examples were cited from US. Aid Economic
Assistance Frogramme 1967. '
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adjustments 1n fiscal policy. Further, additional loans by
the Fund were conditioned on appropriate ‘adjustment 1in
electricity tatiff‘public transport tarit+ and rai}way fares
.and locating an IMF officiral in.the Finance Hinistry to
over see tﬁe spede and progress of the implementation ot the
Fund’'s conditians-zé By April 1991 Pakistan agreed ta meet
all  those conditidngiities. imp65ed by thé vFQnd ‘and the
proposed IMF office was established in Islamabad. Soon
atter, Frime Minister Nawaz Sharif has announced an early
privatisation ot 160 public sector compaﬁies. Under this
programme one of the five nationalized commefcial baﬁk was
privatiéed. The private sector has been allowed 1in gpower
_»generating and telecommunication hitherto restricted for the
public sectaor. The deernment Has also made far—rea&hing
reforms 1n the investment policy. Foreign 1investors have
been allo@ed té bring and inveét money freely o, They are
allowed to repatriate their cabital ar profit again i
foreign exchange. TheseAmeasures were takeﬁ ta please the
- IMF  and to win an immediate IMF lpan.27 In 1991 the Fund
attached three major conditions for granting a laan worth #

1.8 billion to India. The IMF required that India cut

subsidies for farm products, reduce the budget deficit - and

26. Dawn (Karachi), Nov. is 19%0.

27. Hindustan Times, (New Delhi), April 3, 1991.



slash non-development expenditure."8 Atter a long discussion

the Fund granted the loan. But betfore the loan was appraved
the Government increased the tax surcharge. It also

increased o1l price by 257 as advised by the Fund. 7 The

N

annual budget (vote aof account for 1991 due to political
. instability’ at the cenfre) which was presented two month
atter receiving the +first IMF loan took sohe stepsv to-
eliminate subsidy 1n areas sgch ac fertilizer aﬁd +ood. For
the second. loan worth & 2.1 billion the Fundv(has imposed
stringent conditionélities such as regulation of ind&étf?
more encouragement toc tforeign investment, liberalisation ‘o¥
the -{oreign trade regime and major reforms of public
seCtor.30 Bqth the IMF and the World Bank as also the rich
donor nations conveyed in qnequivocal terms thét India would
have tovagree to the implementation of abové measures and
they would not tolerate ény haif heartéd refurmé.31 In. 1990
an IMF loan to Congo was conditioned on Goavernment efforts

to reduce public éxpenditure and pension age form 53 to 50

2
tor some categories of civil servants.s“ An IMF loan to

8. 1bid, Jan. 14 1991.

29. Hindustan Times, Jan. 23, 1991.

30. 1Ibid, Feb. 24, 199i.

31. 1bid, May 2, 1991.

32. FBIS (Sub Sharan African), July 10, 1990.



Egypt in 1990 tied to increase in price on a broad range of

-

' Z3
consumer goods .

'In 1976 IMF forced reforms in tax administration and
crediting policy 1n Zambia.34 The IDA, a World Bank
subsidiary appraved a $ 200 mn loan at ghe beginning of
épril ﬁﬁ cover part of an agricul tural reform programme: in
Ténzénia. The objéctive of thece re{orms was to increasé'the
‘number of private tradES'inviVEd in ﬁarketing the produce
and disfribution offlfertilize}. The Agency announcea that
“the secénd part of the loan would be released bonce the
fenzanianr authOfit? Stafts implemeﬁting the reforms.gs Aid
Lo Ethiopia in 1989 was tied with changes 1in agricultﬁral
palicy giving a biggefvfole for {free market.3é When the - IMF
approved a loan equivalent to SDR 44;6 million for Sri Lanka
in 192920 under the Structural Adjustment Facility the Fund

said the country has to improve the climate‘for trade and

industry by stfengthening‘ the public enterprise sector

33. kKhaleej Times, July 19, 1990.

34. HRobert Cassen, Does aid work {Oxford, Associates
- Clarendon Fress, i986), p.974.

35. The Indian Ocean News Letter, April 28, 1990.

36. Sydney Maorning Herald, Nov 29, 1988.
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including privatisation, liberalising trade, reducing

. _ . v . _ : 57
regulations and promoting foreign investment.

Fram the above exampleé we have learnt that there 1s
hardly aﬁy area in the development field of poor countries
where donors go not chose"to exercise é say. It was also
obse}véd. lthat.in éanyaoccésions donors have atte@pted fo :
inf}ueﬁce policies on state ownership, the role of private
sector, the monetary and fiscal policies, pricing policy
distributions policy the Qse of admiﬁistrative controls, the
strucfure 64 devel opment éxpendjture the external value of
the curfency, the patterns of develop@ent administration and
a "variety of other opEfatiOﬁal poli;y oriented and
ideological 1ssues.

One way in which donor can attempf to intluence the
policies of another 1is by praomising to provide or
threatening to withhold or review aid. If the récipient 15
not ready to ;ccept same €onditions or to take certain
aéfionsu favodfed by the donor ,pressure can be exefted by
threatening. to cut aid or to withhold it. For example, IMF

has warned Fakistan that without immediate action to bring

37. Economic Timeg, ( New Delhi), Oct. 27, 1990.



financial recourses from the Internatiocnal Commurniity might
be very difficult to obtain 08. IMF stopped aid to Zambia in
1987 as the latter rejected an economic restructuring

-

programmne designed by the Fund 39

The World Bank was delaying disbursement of US % 160 mn
'energy creditv and US» f 175 @mn  industrial credit to.
Bangladesh in 1990 for ' non—fulfillment of the bank’s
conditi§n54o. When Equadors pfuved_ unable to iﬁplement
Cfully the agreed refofﬁs the UaS;" withheld the +final
installment of & 3 an loan 41. lﬁ thé‘récent pést, a Large
numbér of western donors have warned the government of Sri
Lanka that unless 1t takes appropriate measures to promote
human rights, aid would be reduced. The IMF said that i1t was
ready“ to release the second locan worth US £ 2 billions by
the end of July, 1991 if fndia make some policy changes such
as deregulatién of industry more encouragement to '4oreign
investment, libEﬁalizatiqn of the foreign trade fegime,
financial refofms of public gector banks and cutting

subsidies for farm products. ©

9. Indian Express, (New Delhi), Jan.3, 198%.

40. POT Banqladesh‘Series, March 3, 1990.

41. New York Times, April 15, 1967.

42. Hindustan Times, Feb. 24, 1991.



When Colombia delayed difficult but wvital decision
regarding 1ts exchange rate and budget during 1965 US-AID
held up disbursement of programme loans and did not
negotiate a néwlloan until 1n late 1965 when Columbia took
the needed aeasures. As a result US AID commitments ‘to
Columbia. dropped from ¢ 74 million in Fiscal year 1964 to

3. The resumption of US aid to

only $3.6 wmillion in 19657
India in 1966 was conditioned on the devaluation of the
currehcy. This was against the wishes of the Indian Priﬁe
NiniSfér " and -if was the subject of major pressure and
tension between tﬁe donofs and the gévernment of India .44.
Similarly 1in 1978 US halted new deyélobment aid to pakistan
because of Islamabad‘'s refusal to cancel the purchase of
French nuclear reprbcessing facilitiesqs. Most wesern
donors, both overnments and institutions argque +for free
enterprise and against state control. They wish to pramote
the systém they_themselves favour. in some cases they make

plain that greater aid will be forthcoming +Ffor countries

which Ffavour a free enter price rather than a socialist

43. United States Overseas Loans and Grants, July 1, 1945 -
June 30, 1965.

44. Raobert Cessas, n. 34, p. 88.

45. Dawn, August S5, 1978.
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approach Vto development. These changes are brought by
adjustment programmes ot therworld Bank and the IMF. in
{act, | the adoption vof» polices gquided by these two
, f .
institution ,in the context of Structural Ad justment
Programme has now become a pre-condition of additional aid
ﬁy many donors. Available evidence shore that LDCS which
adoﬁted Structural deustment'Progfaﬂmes_gene;ally received
increaSEd amounts of aid as compared fo.the years préceding
the arrangement with the IMF and the World Bank. As shown .in
Tabié_}l.l LDCe with adjustment programme also received .on
the aQerage higher amounts in pef &apita terms as compared
with other {DCs. Thus, if a recipienf is ready fo ~accept

some condition favoured by a danor he will get more aid.

Another way in which a donor can attempt to influence
the polices of recipient is by discriminating the volume of
aid between rgpipient countries, between sector or region or

between different project within a country. Why a donor

-

gives a larger volume of aid te particular country?
DISs
3389109549
34F

an ,Ii /,l/ /II//////////I/
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Table 1.1

.Official Development Assistance to LDCs with Structural
Adjustment Programme. (SAP)

Country Year o+t ODA Fer capita %
SAF Before SAF After SAF
1980-82 1988
Burundi 19846 ' 32.0 "34.4
Hatiti 1986 L 21.5 " 22.6
Niger 1986 3.6 54.5
Bangl adesh . 1987 : 14.8 15.0
C.African Rep. 1987 45.3 64.6
Chad - _ 1987 S12.2 46.2
Guinea : 1987 ' Z20.2 - 40.8
Guinea-Bissan 1987 88.8 102.9
Moz ambi que 1987 1S. 4 60.7
Nepal _ 1987 2.7 21.5
Uganda A 1987 7.8 17.8
Tanzania 1987 Z6.5 8.2
Equador 1988 35.7 7.5
Mal awi : 1988 22.0 39.6
Mali ' 1988 36.6 47.2

Source : United Nation Least Developed countries 1989.

The answer 1s that every dbnor has ceéfain interest 1in
certain countries at a certain period. These interest may
be econamic {(support of capitalist oriented gerrnments),
militaryr (securing bases) or pSYchological‘ (demonstrating
symbatﬁy). In the 1980s Israel, Egypt and Fakistan were the
largesf-recipient of the United States aid programme. While
US aid to the first two countries Continued in 1991 there
was. a major cut in aid to Pakistan. This was a ciear

reflection. ot Fakistan's reduced importance in Americas



post-cold war strategic equation.46 It a country 1like India
who was discriminated by the United States in 1ts aid budget
wante to attract more aid on concessional terms it will
have to bfing radi;al changes 1n 1its économic policies as

demanded by the western donors.

;h certain ﬁircumstances,-aid_is used to d;scriminété
between di%ferent'sectors or region or different projects in
order to further the donors interest. Japanese gid, for
example, is héavily cpﬁcentrated on devel opment ot
infrastructure since this is likely.to stimulate exports
f{rom their domestic producers. However, it is important not
to confuse this with the common practice of many bilateral

aid donors of concentrating on sectors in which they have a

particular expertise. (The Norwagian 1in +fisheries or
shipping and - the Dutch in land reclamation? such
discrimination is not exercised in the donor’'s interest

and should be regarded oot as an influence but as an

intelligent division of labour.

A specific sector or region may be chosen by donors in
order to please an influential political or powerful group

in the recipient country. For example massive Western aid

46. Hindustan Times, March 5, 1991.




“tlew to( the village re-awaking movement of Ransirighe
Premadésa, then Frime Minister of Sri Lankas during 15980s.
When he become the Fresident in 1989 he launched another
programmé called ‘dana .Saviya' which ;150 received a
subétantial amount ot aid. In some cases the donors may noct
honor ~ the priority of development requirements of the
re;ipiént country. Building a hdge wager t?eatment plant' in -
a small town located within the electorate of the Frime
Miniétér or other influential minister of the recipient
counfry 1s perhaﬁs not the first priority. Such act{oné ~at
both rseétorial and projectAlevel disturb the pattern of

development besides wasting mdney and manpower .

Donors méy not only express concern with the details of
the project aF the'planning stage but alsc wmaintain a
continuing interest in its implementafion.j This may involve
visiting mission or a permaneﬁ£ presence in the form of
~advisors provided under technical éssistance with the
project. However, the degree of intervention deéends very
much upon the donor. some may viftually diséppéar once the
funds have been handed over while. Some stay till the end
of thé project; As qsual, a broject will be divided into
two or more stages and furthervfinantingbwill depend on the
satisfactory completidn ot eacﬁ, or there may be quartérly

or annual  dishursement of funds subject to the donors



satisfaction with the way in which the project 1s being

carried out.

In addition to promising or withholding ard and
discrimination between countries, sectars, regions and
projects within a country there is another choice Vopen to
donors‘and that ié,.yaryiﬁg the terms on which aid 1s given.
The rate of interést, the length of the grace periocd during
which interest and repayment are suspended and the repayment
period of the loan can be varied actording to ﬁhe sector ar
project. anors. wouid like to impose shott terms 1if the
recipient 1s ready-to bring certain changes in public policy
{avoufed by the donor. |

Foreign Aid and Foreign Policy of Recipient Nations

1

Not only domestic bolicy but also foreign policy of the
recipient countries has been altered or changed by the
donors through ald mechanism. Basically, fofeign éid have
been ~used to exert influénce on four aspects of a récipient

foreign policy:

(1) Its bilateral relatioﬁrwith the daonor
(ii) : Its cold war attitudes and roles
(111) Its behavior toward neighbours

{(1v)} Its behaviour in international organisation.

MET



One of the basic objective of any bilateral aid
programme 1s to maintain or to ﬁrombte cordial relations
with recipient countries. Aid reteiving countries are
expected to have good will towards their donors. They are
expected not to endanger economic, trade and security

interest of donars.

-Aid has been used over the vyears to influence the cold
war 'attitude and roles of recipient countries. Through
foreign aid, the two power black yere“trying to -win newly
independent ngtidns. A classic example can be traced 1in
Guinea. In 1938 :whén Fraqte withdraw its aid programme,
Guinea furped to the Soviet Union which  responded with
substantial technical assistance and with loans to be repalid
over a number of years by Guihean éxports to the Soviet
Union. The excessive relianﬁe of Guinea on the Soviet.Union
was ' a matter of. concern +for the United states. The
Washington administration also bhegan to giver substantial
technicai, cammodity and prgject gssistance to Guinea and
the :pressure'wés exefted ﬁo delink with the Soviet Union.
‘After a few months of the beginning of massive US aid BGuinea

_'expelled the Soviet Ambassador47.

47. Nelson, n. 23 - p 114,



Through aid Western nations tried to contain the spread
of Communalism and promote cabitalish48. The United State
Foreigﬁ As;istance Act of 1963 prohibited giving economic
or military  aid to countries whase ships or plans carry
strategic goads to Communist Cuba49. Military>aid to Spain
was trozen 1in February 1964 because Span;sh ships and
aircraif éoﬁfinuéd to trade'with Cuba,ra former colony of
Spain. The 1966 legislation revising and extending the +ood
for peace pfogramme introduced a similar restriction on food
aid te cpuntriés which trade with Cuba and North Vietnam SO.
In many occasions West Germany had threa£enéd. cancellation
‘ot diplomatic relations with a country recoghi;ing Communist
East Germany meaning a éimultaneous-withdrawal of economic

aid.s1 Due to this threat a number of recipient nations of

West German aid programme did not recognize East Germany.

In a +few occasions foreign aid have been used to
control behavior q¥ recipients towards their neighbdur. For

example, 1in an etfort to dissuade Indonesia fram her

48. A. Fatouros and R. N. kelson. Canada’'s oOverseas Aid

(Toronto, Canadian Institute of International @Affairs,
(19464) , p. 24.

49. US Foreign Assistance Act, 1963 Sec 301 (c) (1).
S50. Food for Peace Actlof 1966 sec. 103 (d) (3).

51. arel Holbik and Henry Allen Myers, West German Foreign

Arld 1956 - 19266 (Boston University Fress. 1968), p. 47..

_____



canfrontation policy-towards Malaysia, the United étates
drastically- curtailed its aad betweeﬁ 1962 and 19657°.
-During Nasser regime the United.States openly and repeatedly
used its food aia to restrict Egyptian ihvolvement in
regional affairs—the _ Arab Israeli dispute, military
:interventian 1N Yemeg, political_pressuﬁé on jdrdan and
" Saudi Arabia and.Cairio, aid to the Congolesé rebels. The
aid tactics of the Unite& State proved to be success and
Vngypt halted its assistaﬁce torﬁhebrconglese febels anqh
'moderated'..its tougﬁ statements onr the #Arab Israeli
>disputesg.

It has been observed thét in many cases foreign aid
have been used to win diplomatic support of the recipient
country in regional' and international organiéatian.
-fPrabably, the clear example was a % S an aid to Haiti to be
used 1n constructing anv‘internationél'airport, in return
for Haiti.supporting vote for the Charter of Funta del Este
establishing the alliance tor Progrgés. The Charter vote
was expected to be closed and AHaiti‘gl vote therefore
appeared, important.:ﬁnce Haiti received the éromised aid

52. Nelson, n. 23 p. 117.

53. Hashington Fost, June 23, 1965.



from the United States it voted for the charter’54.‘ Fhencﬁ
aid to former African colonies used.to be provided an the
explicit understanding thaf France would ée cbnsulted
betore these countries vote at the United Nations on major

issues.JS Similarly, Japan as the largest donor of Indonesia

was reported to have exerted pressure on many domestic and

56

foreign policy areas .

From the foregoing discussion, it 15 clear that both
bilateral énd multilateral donors have extensi?ély used
'Foreign ‘aid  to exert pressure on reciplient countries to

change and alter their domestic and iéreign_policesQ
Vulnerability_o{ Aid Recipient Countries’

A high proportion of developing countries particularly
in Africa are heavily dependent upon a single commodity.
(Table 1.3) This may be a mineral such as coppér in Zambia
or ~  an agricultural prddgct such asg éécoa in Ghana. In
either-case the one product 1s the mainstay of the econoay
and the principal source of foreign_exchange earnings. Its
pfice,_almost always, is determ:ned by market forces outside
the producer country’'s control; these market forces moreover
are in the hatds o{.fhe principal Nésterﬁ dbnor nations.

This makes poor countries extremely vulnerable to outside

pressures.

e



Table 1.2

One Commodity Countries

Alumina Crude Petroleum Di amonds
Jamaica Algeria ' Botswana
Bauxite © Angola ‘ Lesatho
Guinea Congo Sierra leon
Claves Ecuadar Groundnut Praoducts
Cameron Gabon Gamblia
Cocoa Indonesia Iron ore
Ghana - Irag : _ Mauritania
. Coffee : ' .
Burundi Kuwait Live animals
- Colombia Libya ' , . Somalia
El salvador Mexico N Sugar
Rawanda Nigeria Fi)1
Uganda _ Oman =~ = _ Mauritius
Caopper v Ratcr : - Tea
Zambia Soudi Arabia ' Srilanka
Copra ' Tunisia Mal awi
Syschelles U.A.E. Kenya
The majority of all developing  countries lack

sufticient trained people. Though third wofld countries qive
high priorityjto education, it takes a long time to build
ub. an education system so that a steady flow of trained
people is. produced every year. In any case even where
educational systems are being successfully expanded, a
counfry's requirements are likely to: be growing even
#aster so that the demand for trained peoble continues on an
upward curve. As a result, years aftgr independence, most
develqping cauntries are still in>Qrgent need of technical

assistance.
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A high proportion of developing countries do not have
enough food to feed their population. This is largely the
result of a deliberate policy to encour age cash crap
production for export—tea, cottee. céCca and other similar
crops—at the expense of food for home consumption. As a
result most of - the devgloping countfies are highly

dependént on food aid.

Emerging nations need capital 1in tﬁeir drive +or
soéial, politiéal and vééonomic ~modernization. Some
developing countfies genéréﬁé at least.a part q{ what they
need. but few have enough capital and.the majority will
need to seek it overseas for many years to come. So théy
borrow and become indebted and the greater their debts the

more they are wvulnerable to pressures by donors.

Most new &ﬁuntries had already been pushed along a
particular economic path before independence usually és'~a
part of the Western ecanom;c system to which the colonial
powers -belonged. As a result even 1f they had wished tq do -
so . they would bave found it di+ficult ta change direction
after i1ndependence. Iﬁ many cases oniy a part of their
potential had been developed and that was the part  which
suited colonial interest. Thus, minerals or a Crop sucﬁ as

tea may have been fully exploited for exports while other



asbects ot the economy had 'been - neglected. Thie
untavourable situation put poor countrjes in a vicious
CirC}e of poverty. Therefore, tﬁey are likely té turn tor
help whatever assistance i1s to be fouhd;'hé matter what the
price may be. The result is increasing dependence on aid.
The greater the dependence on aid the greater the

vulnerability to outside pressures. (Table 1.3)

Dbsefvation of real etfect of foreign aid.to developing
countries reveal'thé fact that>it has failed to improve the
socio ecunohic_ ;6ndition 'i5“~these cbuntries. On the
contrafy, foreign aid has been used to keep poor countries
under the grip'of-the donors Indeed there is no. area of
development where . donors do not chose to éxercise a say.
vThey have atteapted to influence polices on state ownership,
the role of thé pﬁivate sector, the wmonetary and fiscal
policieé-of regimeé'pricing policy, distribution policy, the
exterrial value of currency and variety of other policy—v

" oriented and ideological issues. Occasionally pressure 1is

mOor e crudely applied to serve specific foreign
policy objectives of the donor in particular.
S4. Arthur  Schlesinger, 0One Thousand  Days, (Baston,

Houghton - Miffin, 1965), p. 782. :
55. Desmond, McNeill From Aid to Re - Colonization: lLessons
of Failure, (London : Harrap FPublication, 1973}, p. 28B.
56.. Alar Rix, Japanese Economic Aid, {(London, Croom Helm.
1980), p. 229.




Indicators of

Table 1.3

External De

Countries 1982 and 1987.

Country

Afghanistan
Bangl adesh
Benin

Bhutan
Botswana
Burkina Faso
Burundi

Cape Verde
Central Africa
Chad

Comoros

Dem: Yemen
Diibout:

Equatorial Guina

Ethiopia
Gambia

Guina .
fuinea Bissau
Haiti '
Kiribati
Laos
fLesotho

Mal awi
Maldives
Mali
Mauritania
Mozambi que
Myanamar
Nepal

Niger
Rawanda
Samoa

Suo Tome
Sierca leane
Samalia
Sudan

Togo

Tuvalu
tUganda
Tanzania
Vanuatu
Yemen

Debt to
GDF%
1982 1987
2 39
3 57
&2 64
z 18
40 49
35 48
.25 63
65 73
3B 57
70 .98
96 173
23 143
179 108
2 S0
102 211
101 21
73 308
46 38
47 83
130 109
43 &7
80 108
80 79
70 103
160 220
44 133
35 44
15 39
5 8z
16 28
59 80
111 255
44, 98
44 134
74 100
130 111
- 14
47 35
44 1472
2 255
35 &5

Debt service
to Export %
1987

1982
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Devel oped
ODA to
GDF %
1982 1987
7 7
10 9
8 8
7 17
12 10
20 16
i3 17
55 45
1z i6
i1 20
39 z2
2 23
29 45
25 29
8 14
= 5
7 i1
32 80
9 10
S3 27
5 27
2 29
10 23
Q 21
-18 12
25 22
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& 4
9 i3
13 17
ii iz
22 36
2¢& 47
7 8
17 36
? g
9 3
248 204
7 7
11 26
47 73
ia Q
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Source:

United Nations Least Developed countries 1989.



" Such interference carries considerable ~ political
significance. fFoor countries, therefore, remains highly
vulnerable to pressure from aid donors to 1nfluence their
external alignments and the cause of their domestic

policies. This whole phenomenon deserves a closer look.

_The.influence.on the public policies of poor countries
by donors through <foreign aid could be studied - with
ré#erence te Sri itanka, a country whith ranks améng tﬁe
paqrest' fhirty natioﬁ; in the.world. As other third world
count}ies, whe?e capital formulation ah&,percapita GNF are
very low, Sr1 Lanka is highly dependent upon fbreign Caid.
Henée the Sri Lankan case would be a meéningful example of

the third world in this respect.



CHAPTER 2

SRI LANKA: THE CONTEXT OF FOREIGN AID:

Aid Received by Different Regimes

The ai1d. history of Sri Lanka began in 19530 when 1t
joined the Colombo Flan and entefed into an'agreement yitﬁ
the United States under the Point:-Four Progrémme. 'Duriné
‘the .first regimé ot the pro-western UNP, the country.
';eceived - aid only form the capitalist world.'Thgre was no
evidence that the regime made anyvéttempt to’éét ‘aid from
the socialist éountries. This was apparently due to i1ts pro
western foreign policy and hostiliﬁy towards the socialist

bloc.

In 1956 a coalition under the leadership of S.W. R. D.
Bandarana: ite éame to power. A marked feature of the foreign
policy of this regime (1956-1959) was the path of non-
alignmént. Tthefore, vfor_the first time Sri‘Lanka was able
to receive aid from bath capitalists aﬁd sacialists donors.
‘During the four year of the coalition government Sri Lanka
. received . foreign aid worth of Rs. 551.9'mn as compared to
Rs 148. imit received'during the six years of the “UNP
rule. D; Rs 551.%9 on Rs 355.9 mn or 64 percent was given by
fhe socialist block. It is noted that the policies of

S.W.R.D. Bandaranaike which laid the foundation +for firm

.....



triendshipg with the Communist countries did by no means
cause a lessening of 5r1 Lankas’'s auvrlity to draw aid +rom
the U.5. h The +foreign aid {igures beat witnesé to this
ftact. For. instanc=, during the regirme, USA ﬁad granted a
taotal of Rs 155.5 mn while standing as the biggest donor
of aid to Sri Lanka ané the USSR stood as the second biggest

udnor providing aid worth Rs 142.8 mn.

Betﬂeen .1960 and 19;4 Sri Lénka'was governed by £he
Sri Lahk; Freedom Farty under the leadershipj ot Sirimavo
Banadarnaike,the widow of the slain Prime.ﬂinister, S.w;R.D.
Bandaranéike, Mrs. Bandaranaike s {Qreign policy was what
’ hef hustand 4ofmulated and imﬁlemented the ”policy of non-
aignment 'énd friendship with all nations.. Therefore Sri
tLanka continued to receive substantial aid from Communist
countries. According to the Central Bank, the total aid
received during the period from'i960 to 1@64 amounted to
Rs IB2.7 m. of tﬁat Rs 195.9 mm or 51 per cent was given by
Communist countries. During the regime of Mrs. Bandaranaike

USSR and China were the largest donors who alone contributed

42 percent of the total aid budget.

Between 1965 and 1969 Sri Lanka was governed by the
United National Farty under the - leadership of = Dudley
Senanayaka who was able to draw more aid from the capitalist

countries than from the Communist countries. During his



regime, of total net receipt of foreign aid amounting to Ks.

I

1206.7  mn, RSf 1001-2 m or g3 peréent was givén by the
Capitalist doriors. The Communist countries not only reduced
the quantum 6{ aid but also lesséned thie grant content ot
their assistance. Rhile the contribution of Communist
‘countries to the tatal net receipts of foreign aid declined
,4rbm Sl'pEﬁ &ent to 1? peréent,the gran£ content of. their

aid came down from 34 per cent to mere 3 percent.

In 1?70'; coalition'junder the leadership of Sirimavo
Bandaranaikeilcame to pbwer.bThe-Sri tanka Freedom Farty,
Communist Farty (Moscow} and the Lanka Samasaméja Farty
{(Trasky) weré the partners of this tripartite coalition,
While strictly adhering to the path of non—alignment the
coalition goveronment advocated policies leading Sri Lanka
towards soﬁia}ism. As seen i1n Table 2.1 the quantum of aid
éQer the SEQEH years from 1970-77 waa % 1428 mn of which 73
percent was in the form of loans, and 27 percent came.in as
grants. Among the Cduntries whose assistance came 1n és i00
perr-cent grants were Sweden, Australia, Yugoslavia, Ifaly
Norway, Switzerland, East Germany and Saudi Arabia; while
the»multilateral agencies gilving IQO percent grants were the
UN group and the EEC. It can also be‘obseryed frdh the daté
that almost 75 per&ent of the aid to Sri Lanka came in
through Aild Consortium in the 1970-77 period. This

1llustrates the ?act that the aid from Aid Consortium was



tully stabilised duwing the regime. Total ard pledged by
Communi;t countries amounted to F 252.01 mn or 18 percent
of the total aid comamitment for the period under review.
New Commuinist daonors such as Hungary, Czechoslovak%a,

Bulgaria, Yugoslavia, North Korea and East Germany appeared

irn the first time showing the United Front government’'s

cordial relation with the Estern Bioc. Another notable
feature was that a number of ngn—aligned countries  had
commi tted a:id amounting to s 1531.42. The passible

explanation of the generaosity shaown by these non-aligned’
countries was their appreciation of Mrs. Bandaranaike s role

1in the movement.

(TABLE 2.1)
‘ Commi tments of 0ODA 1970—77 (US ¢ millions)
Tatal " 0f which Fercent

1970-77. L oans Grants Loans Grunts
Capitalist Donor

usa ' 176.2 148.93 27.27 89.52 15.48

Japan 107.4 F0.92 16.48 B4.66 15.34
FRG B&6. 6 62.39 24.21 72.04 27.94
Canada 81.3 S1.17 J0.13 62.94 37.06
UK 73.5 I2.43 41.07 44,12 55.88
Sweden 97.6 57.60 - $57.6 100.¢

France 43.5 38.92 4.58 8%9.47 10.53
Netherlands 41.0Q - 25.07 13.93 41i.15 | 38.8S5S
Australia 22.1 - 2. - 100.0

Denmark - 7.0 6£.50 0.9 @ 92.86 7.14
Itali ' 3.4 - 3.4 - 1Q0.0

Norway - 2.8 - 2. - 100.0

Switzerland. 1.0

- 1.0 - 100.0

Contd/——-



Western aid agenc:ies

World Bank 134.5 1Z24.3 - 1006.0 -
A&DB 8i.2 81.3 - 100.0

UN 72.0 - 72.0 - 100.0
EEC 2.8 - 28.8 - 100.0
Total (&) 10620.00 - 672.13 347.87 65.9 34,1
Socialist Donors

China 32.24 112,13 2011 89.79 15.21
USSR 90.37 87.71 2.66 97.06 2.94
‘Hungary 1G.3 10.36 - 100.0 —
Czqchoslovakia 7.86 7.86 - 100.0 -
Bulgaria 4.890 4.80 - 100.0 -
Yugoslavia : 4.15 - 4.15 - 100.0
North Korea 1.76 1.0 0.76 56.82 43,18
East Germany 0. 47 - 0.47 - 106.0
Total (B) 252. 01 223.86 26.15 88.8 11.2
Non Aligned Countrieé:

India 42.5 40.55 1.95 95.41 4.59
Iran 3I2.0 32.0 - 100.G -
Kuwait 25.72 25.47 0.25 99.03 Q.97
UaE 17.2 17.2 — 100.0 -
Libya ) 16.0 15.0 1.0 93.75 625
OFEC Fund T 11.3 11.3 - 100.0 -
Soudi Funds 5.7 - &.7 - 100.0
Total (C) 151.42 141.52 .92 33.46 6.54
Others (D) . 4.65 Q.65 100.0

(I) North Korea and Yugoslavia is not included.

Source: External KResources Department, Sri Lanka.



When the United Natioﬁal party under the leadership of
'J.R.. Jéyawardene came into power, i1ts economic policy was
tc achieve structural changeé both by liberalizing the
ecanomy and by expandin§ rapidly the. level ot public
investmenti‘ This twin strategy was very much in line with
"concerns andArecommendations voiced.in previoqs-years by the
donors,' who have responded very {évourably fo' Sri Lankaé
needs tor fnréign aid. fherefore, total foreign aid
tommitmEﬁtS  and disbursement to Sri Lanka ‘increased very
rabidly atter the election of the UNF governmeﬁf i 1977. 0;
‘ ihe total 5# $ 9428.69 mn feceived between 1960 and 1989, 80
percent was received in the period 1978—8?. The 1978 aid
commitments,' at. £ 400 mn, were double the ‘1976 level.
Commi tments then doubled égain by 1981 to feath‘ a record
level of % 816 mn. Few other countries have e?er receilved
such a high volume of aid per cabita as $& 54 which 6Sri
Lanka écﬁieved in that year. After 1981 new commi tments
‘declined somewhat, and have averaged $ S00-600 mn- till
1987. In 1988 Sri Lanka again received a record level of aid

amounting to & 1128 mn. (Table 2.2).
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TABLE 2.2

Aid Commitments 19460 - 1989 ($ millions)

Year Aid Group Lentrally planned other Total
1960 14
1961 N 14
1962 18
1963 5
1964 is
1965 4 12
1964 . 49 9
1967 5 5
1968 59 5%
1969 129 129
1970 . S0 24 74
1971 87 38 125
1972 .. 48 ' 85 133
1973 . BB g8
1974 113 37 : 12 162
1875 250 60 67 377
1976 178 3 .17 198
1977 227 4 . 18 249
1978 378 10 12 400
1979 568 . 1 569
1980 580 33 15 62
1981 737 79 816
1982 485 70 55
1983 353 15 268
. 1984 4z 24 4462
1985 532 z2
1986 589 15 8 597
1987 S63 70 SB83
1988 122 & 11286
1989 397 397

Source : External Resources Department, Sri ianka.

Lk )

During 2 vyears upto 1989, Sri1 Lanka wunder the UNF
regime received external assistance 4rom Z0 countries and 4
multilateral agencies which amounted to F# 7023.96 mn. OF

that ¥ 6800.3 or 96,82 ¢ per cent came through Western

—~

donors (Table 2.3).



TABLE 2.3

Commi tments of ODA 1978-198%9 (In % millions).

Capitalist Donors

Uusa

Japan

FRG

Canada -

UK

Sweden
France
Netherlands
Australia -
Denmark
Italy

Nor way
Switzerland
Finland

Western Aid Agencies

World Bank
ABD

UN

EEC

Socialist Donors

China
USSR
Others

Non Aligned Countries

India
Kuwait
Libya
Saudi

Other

Total

1278-1%89

831.0
1431.9
420.7
345.0
362.7
270.1
172.8
243.8
45.1

nk

0 LN e (o
fory

10
i7
20
z4

13

21

14

O )

N

18

17
14
25

16

23

% of
Total

"11.83

20.38
S5.98
4.91
5.16
%.84
2.56
3.47
0.69 .
0. 6b
0.56

1.83
0.39
1.13

Source : External Rresources Department, Sri Lanka.



The new government’'s liberal economic policy ot
welcoming toreign 1nvestment and pro—Western foreign policy
were the reasons behind the generosity shogn by the western
donors. Since the diplométic and politicai ;reiations with
the csocialist countries were far less closer than under
thé 1970-77 qovernment aid received from socialist donors
amounted to'mgfe»$ 58.6 &n or G.83 perfeﬁt.oi the total aid
commitments during the period 1978-89. Sri  Lanka’'s
influentional position in the Non- A}igned‘ﬂovemenﬁ in the
1970 also helped obtain a;gistanﬁéiﬂ£hrough both bilateral
and multilateral channels from Nest.Asian oil‘ exporters.
Though these relationship were strengthened after 1977 by
the increase in labour migration from Sri Lanka to West ésia
and the ¥act'that a Sri Lankan Muslim, A.C.5. Hamed, was
foreign minister of Sri Lanka for a number of yeérs (1977-
199?). created a psychological climate favourable to closer
cooperationA between Sfi Lanka and the Arab countries. New
aid commitmeﬁts from West Asia vhavé, however , ceased since
1984, when Gri Lanka entered into an official relationship
with Israel +{or the purpose of obtaining training is
counter , insurgency for its armed forces. Aé a result,
contribution méde‘by ﬂon—alignéd countries de¢iihed from 17
percent 1n the period 1970-77 to 2 percent in the period

1978-89 (Table 2.4).



TABLE 2.4

" Aid Commitments by Diffarent Class of Donors
' (In $ millions)

Total % Total %

Donors 1970-77 1978-89
Capitalist Donors 713.40 49 4426.5 63
Western aid Agencies 316.460 22 2379.8 34
Socialist Donars C292.01 18 58.6 0.8
Non—Aligned Donors 252.01 18 157.96 2.2
Others = : 4.65 - 6.7, -

1428. 08 100 T7023.56 100

Source: External Resources'Department, Sri Lanka.

Foreign aid has‘been-used.primarily fo finance the very
ambifious pubiic investment programmes of the current
gaovernment and has been of g}eat importance.in the country’'s
economy. Thus, during the periog 1986—84 foreign aid
covered 63 percent of public investment expenditure. Iﬁ
1985, it equalled 56 percent of total public investment
expeﬁditure, X2 percént aof total (public and privaté)
investments and 1% per cent of total public expéhditure

(1.e. for both investment and consumption purposes).

0f the total aid recéipts bet@éen 1980 and 1989, 41
bercent was for the agriculture, +{orestry, 400¢  and
4isherieé, 20 percent for electricity,- gas, water and
sanitation services, B percent for services aﬁd 7 percent

for transport storage and communication. (Table 2.5).



TABLE 2.5

Aid Receipts by Sector, 1980-89

SECTOR Ald Receilved Fercentage
198089 A
(US # Million)

1. Agriculture, forestry,Food 1939.99 : 40.84
A. Agriculture - 938.23 : 19.75
B. Forestry ' 25.84 ' 0.54
C. Fisheries 27.57 0.58
D. Food o 453,27 9.594
E. Dairy and Livestock 19.01 0. 40

Development
F. Rural Developaent 132,33 C2.79
G. Irrigation & Water 24%.74 7.24
Management '

. 2. Mining and Quarrying - -

3. Manufacturing 195.83 4.12
4. Constructrion 205.43 4,32
S. A. Electricity & Gas 791.25 16.66
B. Water Supply & 184.2 _ .88
Sanitation Services . »
6. A. Transport & Storage 204. 08 4.30
B. Communications 125.88 2.65
7. Wholesale & Retail Trade -0.89 0.02
8. Banking Insurance and 14.58 - 0.31
. Real Estate A
9. Ownership of Dwellings 7.35 : 0.15
10.Fublic Administration 4.25 ' 0. 09
and Defence '
11.S8ervices ' 359.37 7.57
1Z.Miscellancous Commodities 493.72 ' 10.39
13.Balance of Payment Support 14.74 o 0.31
14.Technical Assistance 208.39 o 4.39
TOTAL . 4,750.02 100.00

Source: External Resources Department, Sri Lanka.
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1t is evident that a very little quantum of aid (4%)
has gaone .into manufacturing sector. This retflects the
géneral policies of western aid Adonors; unlike the .
socialist donors they tend to provide very little aid +for
.industrial develqpment. This also reflects the poljcies and
pre{éfence of the-UNP government which_ébught to pr&vatise
ﬁanu{acturing units under the guidance of the world'Bank.

(As shown in Table 2.6).

TABLE 2.6

Summary of Aid Receipt

Type of Aid 1965-77 A 1978-89 7%

Froject Aid | 285. 1 2 3793.3 73
Commodity Aid 445.1 - 40 895.5 17
Food Aid 368.9 34 557.9 10
Total 1099. 1 100 5246.7 100

Source: External Resources Department, Sri iLanka.

"There has been a major switch over from commodityﬁ and
food aid to project aid during the regime of present UNF

govarnment.

Between 1940 and 1977 only 26 percent of all aid
receipts were linked to specific projects. The share of

projéct aid in total aid receipts rose to 72 pér "cent 1n
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the period 1978-89. The share ot both commodity aid and +ood
aid deélined sharply from 40 per cént to 17 per cent and 34
per cent to 10 per cent regpectively. This underlines the
diminishing importantace of food aid and commodity éid in

the total aid pitture.

The main reason for the inéréase of share of préject
aid was the -méssive public investment progr amme Df' the
Government. The Accelerated'Muhaweli'Scheme whichw absorbed
36 per centlof all ﬁroject aidlﬁétween 1978 and 1985 also
contributed - to .the increase in the projection aid. The
project involves of‘using-waters Df.the Mahaweli river for
hydropower irrigation and opeﬁing up new land for settlement

schemes.
Aid Dependence of Sri Lanka :

Sri Lanka 1s among the group of non—oil exporting
_déveloping.countries that is suffering {rom an inadequacy of
resources bath local and toreign to meet basic requirements
and 1nputs nécessary for i1ts develﬁpment efforts. Theretore,
Sri bLanka has practically no éhoice other than seeking

toreign aid.

The ctountry’'s dependence of {oreigh aid is not a new
feature. It is dated back to 1952 when the need for foreign

aid was felt for the first time as a result of adverse trade

IS
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balance (Rs 200 mn in 1952) and the resultant econcmi c
crisis at home; Since_then-Sri Lanka i1s caught wup 1n a
campulsive drive for more foreign aid. However, dependence
on foreign aid was not heavy till 1977. When the United
National FParty came‘into pbwer iﬁ 1977 it launched a massive
public investment programme. However; the Governmént lacked
the ability td-generate suf%iciént‘ domestic resource to
finance this investment programme meaning = an increasing

resort to foreign aid.

The result presenfed in Table ZZ.7 shows 'a steady
increase in the margins bf aid depéndenée ot the country.
The -disbursedv> aid amounted to 8.0% of BDF in 1980 which
increased to 9 per cent in 1984.vExcébt in 1987 the ratio
remained as 97 after 1984. Table 2.7 further brings out the
role of aid in #inancing the gap in trade, investment and
lbudget. Imports financed by aid rose from 154 in 1980 to 282
in 1989 and the share of aid in financing the budget has
beeh in the region of 90 to S71 for the last ten vyears.
around 1/3 of tofals investment was also ftinanced by toreign
aid. These ratiaos indicate that both the domestic and
external resources gap have become héavily deﬁendent on aid
finance. This dependence become more apparent when one

reviews the situation in various key sector of the economy.



TABLE 2.7

Table 2.7 Aid Dependence

Year Gross Aid Aid Aid Aid ‘Aid
Domestic Disburs. Disburs. Disburs. Disburs. .Diéburs.
Froduct to to to to Budget

‘ GDF A
(¥ Million) (% million) (%) Imports Investment Financing

1980 4291 326 8 15 ‘ 24 42

1981 4339 380 8 i8 31 S7

1982 4769 408 8 i8 28 44

1983 5007 396 B8 i9 _ 26 59

1984 5263 455 9 24 31 72

1985 526 506 9 27 § 39 - 55

1986 9763 346 9 30 . 39 &2

1987 4940 493 8 . 35 30 48

1988 6006 573 9 39 41 B 40

1982 &i44 536 9 28 49 49

- Source: Compiled From Annual Reports of Central Bank of | Sri  Lanka

and Foreign Aid Indicators of External Resources Department,
Sri Lanka.

The Agricultural Sector

Agriculture has always been the maiﬁstay ot Sri Lanka.

it alone contributes more than one-third to the GDF.

fccording to the available data from 1980 to 1986
development of agricultural sector is heavily dependent on

foreign aid (Table 2.8)
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TABLE 2.8
Aid in Agriculture, Irrigation and Fishing

(In Rs. million)

Year Capital Expenditure Aid Arld to Capital
Expenditure
1980 . 237.329 - 105.24 44
1981 . 210.45 ¢1.37 44
1982 I79.47 174.16 46
1982 295.03 - 20Z.07 E 68
1984 207.84 279.98 91
1985 - 2B81.8S ’ 262,52 3
1986 . 220,68 221.70 6

Source: Compiled from Annual Reports of Central Bank of 5ri
Lanka. '

The above data show that the share of aid in +inancing

the capital expenditure in the agricultural sector rose from

447 1n 1980 to P64 1n- 1986 indicating the 1ncreasing

dependency on aid for the development of agricultural
sector. In the agricultural sector rural devel opment
programme, and the accelerated Mahaveli Development

Frogramme have nearly 100% aid component. Even the more
labouwr 1ntensive canal excavations are sustained by the

varlious food aid programmes for rural public works.
The Manufacturing Sector
Aid has been a critical source +or both capacity

creation and utilisation in the manufacturing sector in the

country; Virtually every new 1industrial project under



execution 1n the qulic sector 1s tied to aid disbursements
ei ther directly to the projectlor through various public
sector financing agencies. Once the project is commissioned
level of commodity aid inflows became a crucial determinant

of the level ot capacity utilisation.

Infrastructure

The enfiré'infraétructure O{E devel opment énd soclal
services remaihs: dependent sn aidg. The developmént‘ of
transport capécity such as buiriding of national highways to
village roads - is sustained by aid. Expansion and
modernisationv of port capacity, expansion of the éhipping

tleet, modernisation of the airports and aire services are

being done with external assistance. Similarly 1in the
development ot power ‘generating capacity and its
distribution including rural eléétrificatidn: the
devel opment of public buildings, the expansion and

improvement of education and health services, aid remains

the main source of finance.
Donors Pressure: Sri Lanka’'s Economic Weakness as a Variable

Srr1 Lanka’s overall dependency on aid was much more
greater 1n late. 1980s. This was mainly due to the slow
economic growth, a repercussion of the civil disturbance in

the north and east of the country . These civil disfurbances

‘\:J 1



exacerbated the impact of domestic structural imbalances and
untavorable externa1‘4actors, As a result, thé growth rate
came down to Z.2 percent 1n 1989 from-é.O.ﬁercent in 1982,
and the per capita growth rate declined 4rom»4.5 in 1982
cto mere 0.3 percent in i@B?. Unemployment which 1is chronic
problem 1n Sri Lanka rose to 184 of the iabour force in 198C
due to the sharp déciine in agricuftural production and
service activates, particularly tourism_thus revaersing soﬁe
ot the improvements registered in eafiyJi?BOS. Inspite of a
‘relatively higher tax revenue to GDF:ratio (194 1n 1987)
among 1ow income countries, 5ri Lanka overall budget deficit
rose +from Rs 4966 mn in 1981 to Rs 3462? mn ;n 1989.
Buring the 19805. the overall fiscal position has also
deteriorated mainly because of 1increased expenditure on
defence and internal security‘asSociated with éhe civil
disturbances. These expenditure rose to more than 5% of GDF
in 1988 from -about 1-3% in the early 1980s. The trade.
deficit which was 1less than Rs 10600 wmn before 1978
continued to rise as a consequence of import liberalisation
of tﬁe.UNP Government énd_it registered a ten 461d increase
‘between 1978 and 1989. ﬁRs 1781 mﬂ _and Rs 247146 mn

respectively). (see Table 2.9)

€
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(TABLE 2.9

Balance of Payment (In Rs. Millions)

Exports Imports Balance Current
ot

Trade Account

1975 3,933 5,251 1,310 772
1976 4,815 4,645 170 50
1977 6,635 6,007 +637 +1266
1978 13,206 14,687 1,481 1,032
1979 , 15,273 22,560 7,228 3,556
1980 17,603 33,915 16,312 10,912
1981 20,507 36,123 15,614 38,498
1982 21,098 41,501 20,322 11,844
1983 25,038 45,206 T0,163 11,122
1984 37,198 49,490 11,845 1,400
1985 35,728 55,529 19,800 11,407
1986 33,893 55,283 21,390 11,509
1987 41,097 61,102 26,005 10,093
1988 46,985 . 71,253 24,7268 12,377
1789 56,094 80,810 29,714 12,997

Source: Central Bank of Sri Lanka . Annual Reports,
1983 and 1989. '

Similarly, the current account deticit also i1ncreased
from Rs 1032 mn in 1978 to Re 12997 an in 1989 Qhen the
deticit was le-of the GDF. Owing to these serious economic
problems, Sri Lanka continued +to borrow trom the external
sources. As a result, the external debt which was Rs.
14582.3 mn  in 1#78 rose to Rs. ‘1S4744 @n in 1985,
Consequently the debt service ratio increased +rom 13.0
vpercent in 1978 to QO;b.in 198%. The external resource gap
which is measured by the difference between .total toreign
exchange receipts and the payment ipcluding short term

credits also increased from Rs. 25392 in 1981 to Rs. 381%S
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mn  in  198%. In this untfavourable econom: C si1tuation 5Sri
Lanka has little choice other than heévily. resorting to
foreign aid. Implication of more dependency on toreign aid
is an adverse economic sSituation where bargaining power of

the the recipient 1s Qirtually rero, 1s the recipient’s

vulnerability to the pressure from aid donors.

In the economically weak and politicaily unstable Sri
Lanka donors exert different degrees of iniluenée. Most
donors fry toc do so thfcugh the énhQ31 Faris meetings of the
Aid Group. Others also do it moire directly through country
programme' ani project_ﬁegotiation; The.world Banﬁ does so
very openly regarding specific projects making project
approval and subsequent disbursement'éondiiional on specitic
.policy reforms. For example, the world Bapk hasl taken a
lead 10 bringing out major institutional reforms 1in  the
dairy industry wusing its own iocans and technical assistanée
as a lever; Scandinavian donors have expressed their
concern over the present ethnic cénflxct and they continue
to wurge '5ri  lanka to reach negotiated solution to the
conflict. The next three chapters of this study are devoted
to understand these sources and circumstances under which

pressure came to be exercised.
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Impact of Foreign Aid

The most mechanically — minded economist believe that
there i1s a fixed relationship between foreign resource flows
and thé graowth rate of thé receiving country. Their models
are largely based on keynisian’' concepts. The underiine
assumﬁtion of many of such aid theories is that thebratéV ot
deveiopment wi11  incréase if the rate of investment to
national income rises and secondiy, that the investment will

rise 1f capital r1mport 1ncrease.

The Harrod - Domor model also says that the economic
growth rate of a country depends on savings and the

incremental capital output ratio. Thus,

G = sk where‘

g = Growth rate of GNF

s = Savings ratio

k = Capital — out put
~atio

Since the saving ratio of the developing countries is
very low dQe to low per capiga "1income there 15 a gap
between the required savings and the actual SaQiﬂgS._I? a
country needs to achieve a higher rate of economic growth

the gap should be bridged. This could not be done

successfully by increasing domestic savings under the
prevailing conditions ot the developing countries.
Therefore, the only available means is to barrow +rom

external markets. But this to a great extent not very easy



Tor developing countries to do'so as interest rates are high
andg their repaying capacity 1s also low. Under @ this

condition the only alternative they have is foreign aid.

.

i+ a country receives a grant of aid a’ > the gfowth
rate should rise. Then the Harrod - Domor equation J;an be
written as g = ks +.a) k If a country néeds £q achieve a
targeted growth rate then the required - iovestment,
assuming the ’k* capital — output ratio is constant, can be

determined by'the abovévequation.

g = (s + 3)
g = ck
g/k = c

Where c = (s + aj
targeted growth rate
required capital
actual savings
required foreign
capital

v Na
o

This equation shows that as a result of foreign aid the

capacity for economic grawth will i1ncrease over time.

However , some econaomists argue that increased
investment 1s neither necessary nor sufficient to achieve a
high rate of growth in an under developed country. They

further argue  that in many cases capital imports tend to

1. Graiffen K. and Evans J., “"Foreign Assistance : Ubjective
and Consequences", Economic Development and Cultural
Change, April. 1970.




increase aggregate consumption more than i1nvestment. They
have observed and found qut statistical. evidence to suggest
that there is avlack ot association between foreign aidA and
the economic development and growth in  the developing
countries. We will erxamine this propositions in the context

‘of Sri Lanka by using data from 1980 to 198%9. (Table 2.10).

Table Z.10
Aid, Consumption, Investment and Savings,

(US ¢ Million)

Year Aad Consumption investment Saving
1980 3z6 3711 1350 580
1981 380 3997 1238 542
1982 408 4203 1465 566
1983 394 4418 1508 509
1?84 455 4449 1464 615
1985 S0Z . S096 1308 430
1986 546' S207 1418 668
19287 483 S249 14172 &00
1988 575 5406 1351 600
1989 S36 3520 1268 624

Source : World Bank Annual Report on Sri Lanka, 1990.

A simple regression model 1s used 1n the study to +ind

out the relationship between the amount of fareign aid



received by GSri Lanka and its savings investment, and

consumptions. The below mentioned assumnptions were set 1n

order to test the relationship.

~
Y
~

{Bb)

(cs

(d)

The amounts of foreign aid should increase the growth
of both GNF aﬁd GDP. It 1is assumgd that the
relationship between aid and both GNF and GDF would be
positivé )
When the country receives more foreign'aid the savings
investment export gfowth and sectors development
should increase as a result of increase production

capacity of the country.

The overall consumption of the country should decrease
as a result of.aid inflow because aid should supplement
domesfic savinéf rather than consumpgion. This .
assumption ié made on the basis of the savings gap
model which describes £hat any 1increase 1in foreign
capital ‘is devoted entirely to raising the rate of

capital accumulation.

The relétionship between foreign aid and export growth
1s positive. It ameans that the country should reduce
imports  and increase exports in order to reduce the

savings gap retard the economic.

1c)



Foreign Aid and consumption.

The saving gap @model assumed ﬁhat any 1ncrease 1in
foreign aid would increase the capital @ accumulation and
investment rather than consumption. I+ the tﬁeory 1s valid
the regression coefficient of the consumption VS foreign aid
run should Qield & negétiye relationship. It meané that when
foreign aid.ihcrease thé domestic conéumptibn should reduce

and savinges and investment should rise.

Regression Equation:

c, = 1261.815 + 7.519 (0.863)
R = - 0.8%3

t = B8.705

F

- Statistic = 75.774
Where C 1is conéumption in ¢ million
A 1s foreign Aid in % million.

As -can_.be seen from the summary the regression co-
efficient (b} is Statistically significant. The hypothesis
tesfing for b’ provided evidence to reject the null
hypothesis. The conclusion was ‘that there is positive
relationship 5etween aid ;nd consumption during the period
1980 - 198%9. The model can explain 89.3% of the variation in
consumption. Hence the investment and domestjc.savings did
not Aincrease in-pfoportion to increased foreign aid during
the period under concerned. In other words a part of

foreign aid received by the country was spent on



consumption. Even though we remove the time effect O
consumption there still exist positive relationship between

the aid and consumption.

Regression Equation :

C = 2794.504 + 2.429 A + 147. 663 T

- (1.375) (37.049)
RS = 0.963%

t = 1.766

F. Statistic =  116.323
Where C is consumption in  million
A 1s foreign aid 1n F million

T is time.
Foreign Aid and Domestic Saving

The regression analysis on foreign aid and consumption
indicated that tﬁe inflow ot foreign capital resulted 1n
some combination of increased expenditure on private and
public consumption; I+ this view is valid it 1mpiies that
the 1increase in investment will be much less than the
increase in capital imports and consequently the domestic

savings ratio will decline.

The regression analysis on the relationship between

foreign aid and domestic saving produces following resuits.



Don. Saving = 453,695 + 0O.266 Aid

- : (0.278)
R = - G.013
t ' = 0.942

F — Statistic = (.888

As can ,pe seen from the summary the regressian
coeffi;ient (b) is not statistically significant. The model -
can’'t explain the variation in domestic savings
satistactorily . The conclusion is that though coefficirent

{b) is positive it is not very much significant.

- In order to remove the time effect on savings time
coefficient can be i1ncorporated. Then the regresslon

analysis produce following results.

1

541.151 - 0.031 Aid + 6.426 Time
(0.785) (21.146)

Dom. Saving

W]

- R = 0.132
t = 0.039

F. Statistic = 0.478

In this new analysis aid coefficient 1s negative
meaning when the amounf of aid increases the domestic
éavings tends to decrease as a result of 1ncreased
consumption. The result also indicates that the positive
coetficient shown 1n the earlier regression. analysis 1s

largely due to the effect of time. However , since both the

&l



regression coefficient are not statistically significant 1t
cannot be exactly said that foreign aid has an adverse

impacts on domestic savings.
Foreign Aid and Investment

fhe-level ot investment in Sri Lanka almost double tao
an average af 277 of GDPvduring 1978 - 1985 as compared to
.ISZ betwéen 1970 and 1975. This was vefy much due to public
investment, which to a large extent was fjn;hce by +toreign
aid; However on this basis it 1s not safé to conclude that
there has been a strong positive relationship between
foreign aid and the ievel of investment. The results of

regression run summarised below bare the witness to this

point.

Investment = 1397.832 - 0.032 Aid
(0.372)

R2 ' '= -0.124

t = =—-0.0854

F- statistic = 0.007

According to classical aid maodels, when every thing
else being equal, a given amount of aid increased investment
and through investment the rate of economic gro@th will

1ncrease.

H



in‘ other words the relationshiﬁ between aid and
economic growth rate measured by conventional GNF  or BDF
growth 1is positive. i+ fhe theoretical assumptions aré
correct the same data should produce a regression equation
in which the regression coetficient 1s positive. However,
DQF analysis did not show strong association of 1nvestment
T with aid...The model can not e#plain thé yariation oin
investment satistfactorily. The fegression ébe{{icient is
also not statistically signi?icant. Conclusion is that the
" capital imébrts did not lead to increase iﬁvestment 1n

'proportiﬁn to the aid received but by less than 1t.
- Foreign Aid and Foreign Debt

So +far the analysis has been concerned with assessing
the effect of net capital inflows on growth but no attention
-has beenn given to the indebtedness arising’ +from these

capital flows.

Table 2.11

Foreign Aid and Foreign Debt

Year Fopulation Foreign External ~ Fer Capita Per Capita bap between
{Mid year) Aid Debt ({Rs. Foreign Aid Debt Rupees per capita
' (Rupees. wmillion} Rupees foreign aid
aillion) : : and debt
1965 11133 6.9 446.6 0,62 40,11 3%.49
1966 11439 145.2 521.1 12.69 45.35 32.86
1967 11703 212.0 708.0 18.11 60.49 42.38
1968 11992 299.9 1038.3 23,01 B6.58 61.97
: Contd/--~~--



1969 12252 408.

b 1337.5 33.35 109.16 75.81
1970 12516 380.7 1556.9 30.41 123.91 93.50
1971 12608 602.9 1767.5 47.82 146,169 92.37
1972 12841 - 515.2 2352.5 40,006 182,92 142.85
1973 13091 428.3 2750.6 32.72 210,11 177.39
1974 13284 745.1 2833.7 36.0% 213.32 157.23
1975 13496 1425.8 3764.9 1G5.65 274,57 168.87
1976 13717 1432.2 4368.90 104.41 162.18 257.7¢6
1977 3942 1737.6 15593.5 124.63 1118.45 993.52
197 14184 3926.8 14382.3 276.85 1028. 08 731.23
1979 14471 41%1.5 15840.4 287,635 1094, 64 B04.99
1980 14747 5373.4 22276.8 364.37 1510.60 1146.23
1981 14388 - 7191.5 2917%.1 - 499.82 '1946. 38 1466.54
1962 15189 B4B4. & 332862.7 55B.73 2321.59 1762.86
1983 15417 10677.6 46687.8 692,59 3028.33 2335.74
1984 15599 13699.4 54181.2 878.22 3473.38 2595.16
1985 15837 13662.0 694531 852,66 43B5.5¢ 3522.84
1988 16117 15341.5 58304.0 §551.88 5478.94 4527.086
1987 16361 ° 14444.0 112440.6 882.83 6872.49 5989.66
1988 16584 18324.7 125656.9 1104.83 7376.08 -6471.25
1989 16806 19458, 9 1547441 1157.85 9207.467 B049.82

Source : Coapiled frow Annval Reports ot Central Bank of Sri Lanka.

Acs shown in Table 2.11 there has been an alarming
external debt situation i1n the country, particuiarly atter
1977. External debt rose from Rs. 444.6 mn, in 1965. As a
result, the per capita debt also increased from Rs. 40.11 to
Re. 2207.67 during the period. Thé_gfowth of toreign aid was
slow and as a conseguence net ¥oreign debt has been risiﬁg

gradually.



Chapter 3

Bilateral Aid Donors and Their Impact on Public

Policy of Sri Lanka

Sri  banka has long-standing links with the wmajor
industrial countries of. Europe, América and Japan. Thése
links were not close during the pericod 1370-77 because 6%
 wide5pread disapproval of the statist and socialist éﬁonomic
policies and the non-aligned ¥0r§iéﬁ policy ot the SLFF -
led governaent. The links were fapidly developed atter the
elécticn of UNF government in 1977 with its liberal economic
palicies, wel&oming attitude to foreign inQestment, and pro—
western foreign policy stance. At the same time, Sr1 Lanka
has retained and/or strengthened its aid relationship with
other types of donors (Table 3.1) Although aiplomatic and
palitical relations with the centrally-planned economies are
far less close than under the 1?70—77_ government, the
socialist countries have continued to disburse some limited
:assistancev to ﬁhe present govérnment‘(Table 3.2 . Donors
iike Norway and Sweden began their aid programmes to Sri1
Lanka under the previous governmentg and partly in response
to the social democratic flavour of policies of the United
Front Goverament and the evident commitment to social

welfare policies. They have expanded their assistance_under
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Table 3.7

.‘!

i
Ci

1

c

Aid Commitiments By Donors 1970-1989 (In US $ Million)

55.4 3.2 127 70.7  113.2 12885 145.1

Aid Dgnars 1970 1974 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 = 1982 E1'.-’&3 1984 1985 1986 1987 1988 © 1989  Total
i
Devellped Industrial countries i ) :
Austrﬁlia - 2.1 2.1 0.4 7.8 £t 2.0 1.6 7.3 3.7 2.4 8.6 5.1 4.4 4.5 - 1.0 - 0.9 85 M2
Belgiun - - - - - e - .4 07 .08 - - - - - - - 3
Canada 4.9 8.7 4.6 .7 5.2 19.2 12.4 166 275 1.4 743 3.8 2.6~ 20,7 53.%9 8.2 0.1 47.2 57,9 2.4 4243
France. 0.5 4.5 0.7 .4 7.2 8.2 1.7 6.2 1.0 28.4 - 17¢s.5 28.6 19.¢ - 19.0 1.8 10.2 24.9 15.2 7.4 2233
Hest ﬁermany 0.9 5.9 1.5 18.1 18.8 297 8.4 3.3 23.0 30.8 17.8 1866 - 4.0 10.1 3.8 3.3 102.9 1.2 2.5 2.7 502.3
Italy - 1.3 - - 1.4 - - 0.7 - - - - 1.1 - - - - 3.0 - - 7.5
Japan, 0.1 8.3 1.4 14.0 14.7 16 67 25.6 666 361 1008 957 97.4 300 70.6 115.5  140.8 . 170.0 4344 53,3 1539.3
Netherlands - - - - - 2.5 1.5 1.0 387 13.4 41, 6.4 11.9 14.3 9.3 1.7~ 15.3 21.2 3BT 14.6  280.0
Switzerland - 0.2 0.2 0.1 - - - 0.2 - 18.1 0. - S - 0.9 - 4.4 L - - 28.9
United Kingdom 9.5 1.0 0.1 4.6 6.3 7.4 5.7 23.9 411 209.1 7.1 - - - 21,5 29.1 45.3 0.2 8.3 - 436.2
Unitgd States o 5.2 17.2 4.7 7.0 3.2 374 &7.4 440 789 514 465 70.3 8.2 886 107.0 3.4 4.8 68,6 S57.2 751 1007.2
Total:: ‘ 3.2 62 3/.3 0.3 k4.6 1341 131.8 1085 2B1.1 4014 325.3 4366 7 169.8  289.64 223.2 3834 347.9 A35.1 164.0 4529.4 )
Scandinavian Donars :
Denmark - - 2.8 - - 3.7 - 0.5 - 5.8 - 2.3 0.4 6.1 - - 6.7 2.8 9.2 2.9 53.2
Finland N - - - - - - - - - 10 0.8 S.6 7.8 8.2 7.7 7.2 1.8 13.0 6.5 79.6
 Norvay _ - - - - - - - 28 62 94 %1 &7 0.2 %4 101 10.3 118 B8 0.4 8 1318
Sweden - 1.6 - 2.5  10.8 12.6 13.5 6.6 194 206 241 - 22.7 25.8 2.7 33.2 340 239 19.7 5.4 11.9 3277
Tutal: - 1.4 2.8 2.5 10.8 1.2 135 19.9 253 3.5 W2 S L0 500 515 S?.Q 9.3 43.1 41,0 461 5919
Secialist Doners .
Peaple Rep.of China ~ - - - - 0.4 3.0 -~ - - 32.7 - - - - - 15.5 - - - 51.3
Sovietl Union - - - - - 59.5 - - - - - - - - - - - - - - 59.8
Other centrally : °
Planned Economic 24.2 38.2 B4 - .2 0.3 0.5 4.1 104 - - - - - - - - - - - 199.5
Total 2.2 382 8.6 - 32 02 35 41 04 - BT - - - - - 5.5 - - - 0
" West Asian Donors ' ‘ o o _ o
Iran - - - - - ®O - - - - - - - - - - - - - - oo
Libya - - - - - - - 153.0 - 0.1 - - - - - - - - - - 16.1°
United Arab Emirates - - - - - - 52 - - - - - - - - - - - - - 5.2
Huwait Fund - - - - - B85 03 - - - 24 - 450 - - - - - - - R
° Baudi Fund - - - - - &7 - - - 4.06 - 50.0 - - - - - - - - 40.75
Total - - - - - 4.2 35 15.0 - 3,16 24 50.0 45.0 - - - - - - - 186.96
India - e - 7.9 06 1.0 T8 8.0 2.4 124 .7 - - - - - w2 - - w2
Others - - - - 2.7 3.0 0.1 - 0.4 &.6 - - - - - - - - - 1.5
Grond Tolal 1536 329.2  45C.56 400.%  S3A.8 3267 219.8 3.1 275.2 4482 410.2 40,2 a76.1 15730.22

Source ¢ External Resources Deparment, Sri Lanka.
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Table 2.2

Aid Disbursement By Donors 1970-1989 (In US $ Million)

Aid Donors 1970 1974 1972 1973 1974 1975 1976 1977 1978 1979 1980 - 1981 1982 1983 1984 1985 1986 1987 1988 1989 To{al
Developed Industrial countries

fustralia 2.8 1O 1.4 2.2 2 83 2.0 w7 w7 29 4.2 5.4 2.3 7.2 7.8 0.7 0.8 - 0.7 7.1
Belgium - - - - - - - - - ~ - - - 6.2 0.4 a.4 6.7 2.8 1.0 0.4
Canada 3.4 55 5.6 3.7 S.i M3 115 W7 MO0 e T8 A9 N2 B4 M2 23 1946 8.0 A6 13T .
France €6 29 56 53 32 1 H2 34 &5 T4 53 @5 107 18 Bs =4 94 By g5 31

- *Hest Gerzany - 20 33 23 A 93 ‘7.7 23 87 1ms.AW2 #2124 B OBS 3‘7.0 TOMGE 43 S5 N3 Ty RA
Italy .7 0.9 1.8 0.3 0.3 13 - 0.7 - - -5 - - - - - - 3.0 - A 4
Japan 5.1 2.8 3.5 9.2 9.2 1B 1.3 17.2 B4 TY OIL7 M9 501 530 AL9 862 1B A2 1928 T8
Netherlands .- - - - - 33 43 %4 B3I 138 3 R4 1B 1O =B 5.7 10.3 4.8 7.7 4.2
Switzerlands - - - - - - - - - o 0. 0.6 - 8.9 8.2 1.6 4.2 0.4 3.3 2.4
United Xingdom 0.3 11 T 4.4 3.0 27 74 27 8% 94 68 B 6 Wb BT 8.3 5.5 8.6 1.8 5.9
Uniled Stales 9.9 0.9 5.4 8.5 8.9 2.6 ?.T .6 1T %2 42 I3 L7 B9 82 BT T B3 e e
Tatal 4.2 353 %9 4901 5L W2 891 102.1 0.6 738 2249 .234.‘: 247.6 7.7 309.9 292.1 2064 290.0 - RE 8S
Scandinavian Donors ) . )

. Densark t.2 0.4 0.2 2.4 0.7 0.2 06 03 &% 0.5 3.3 2.8 2.9 0.2 9.2 0.4 0.8 3.3 5.4 2.6
Finland - - - -~ - - - - - - 0.8 2.4 3.4 4.5 5.3 5.9. €34 B4 4T 09
Narsay - - - - LN 158 23 3 .7 1.8 .0 .2 8.7 0.2 246 14.9
Sweden - 1.5 - 2.3 3.5 8.4 68 %3 T4 BT 22.3_ 2.4 2. TR 33 N2 28 183 1.4 4.1

| Ttal 22 20 02 &5 42 83 74 %3 WA £S5 J2 BT 0.2 45 B0 9.2 83 01 00 Wb
Sacialist Donors . .
Pzople Rep. af China - - - - - 1.3 42 22 0 04 - %7 5.4 1.4 $.7 1.7 - 9.8 S.2 5.4
Soviet Union - - - - - 6 7.2 5.4 2.0 0.7 0.1 0.1 - - 1 - - - - 0.01
Other Centrally : : I ‘

Planned Econcaies 8.8 35.0 13.2 1.2 29 0.5 31 40 0.4 - - - - - - - - - - -

Tatal 8.3 ®O B2 L2 Wt 29 W7 23 54 0.8 21 & 54 4 LT 4T - 9.8 5.2 544

Hest Asian Denors

Iran - - - - - 2.0 o

Libya - - - - - - - 15.0[

United Arab Emicales - - - - - - 12.0 .

Kawait Fund - - - - - 2.4 5.3| 3.9 .7 .7 3.1 1.2 .0 - 2.6 3.3 39 1.7

Saudi Fund T S e - X S A B 2

Total - - - - - BT o2 23 39 AT 47 31 a2 38 &7 A7 & 53 39 7
. India 83 29 24 23 38 24 47 62 @O &5 94 15 21 T 04 04 02 1% 23 53
. Dthers. - - - ~ - 2.5 0 0.6 L1 Ot 0.2 5.5 1.1 1.4 14 03 0.7 0.3 1.6 0.2

Source ¢ Exilsrnal ;?esources Departaent, Sri Lanka.-
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the present government despite i1ts substantial shitt  away
+rom this welfare orientation. Sri1 Lanka’'s 1nfluencial
position 1in the Non-Aligned Movement in the 1970s also
helped obtain assistance from West Asian o1l exporters. New
aid commitments‘From West Asia have, however, ceased since
1984, when Sri Lanka entered into an official relationship
with Israel *of the purﬁase ot obtaining training 1n counter
insurgency warfarg for its armed forces. In this chapter we
wiil discuss aid programmes of these bilateral donors of_Sri
tanka. To differenciate the -Qarying perspectives amang
various bilateral donors towards the exercise ot pressure in
the affairs _o? Sri Lanka they are classified into +Five
groups:

(1) Developed industiral countries

(ii) Scandinavian donors; : '

(111)5ocialist anors;

(iv) West Asian donors; and

{(v) India and others.
" Develaped Industrial Countries
Japan

Japanese development aid commenced in the early 1950 s.

Its assistance i1s based on two major principies :

bHé



1. Humanitarian concern for the poor nations ot the Worid.

ii. Japan dependé greatiy on Third World ‘resources, to
maintéin its >prosperity.> Ac;ordingly, Japan’'s
relations with the developing countrieé need to be
harmonious and secure. By extending aid and assistance
Japan hopes to achieve this_objective.
Japanese aid criginates §roﬁ three sources :

1. Overseas Economic Cé—operatiaﬁ Fund (DECF)

ii. Export—-Import Eank.af Japan.

i1i. Japan Imnternational Co-operation Agency (JICA).

OECE, .under the control aof the Ecoromic Flanning
Agency, provides gavefnment loans on concessional terms to
finance various projecte and programmes. The Export—Import
Bank Gf Japan, under the control of the Ministry of Financey’
has the function of helping export and import {inanciﬁg and
direct 1nvestments Ain the Third World. JICA, part of the
Ministry of Foreign Affairs, is responsible for technical
co—operation progfammes. It provides resources for projects
in developing countries which OECF and Exportllmport Bank of
Japan would not be in a position to finance.

Currently, Japan is the largest donor of Sri Lanka and
it éccounté tor nearly one-third of the total annual aid
receipts, of the country (Table 3.3). Japanese bilateral.

aid 1s available as grants, technical co-operation or loans.



Table 3.2

Fercentage Share of Bilateral Donors
in Total Aid 1985-1989

Country 1985 1986 1987 1988 1989
fustralia 0.13 0.15 - 0.12 1.32
Belgium 0.19 0.13 0.16 0.17 .08
Canada 4.54 3.58 Z.70 4.28 2.56
Denmark - 0.67 0.14 0.78 1.11 G.68
Finland 1.18 2.45 3.15 2.5 Z.72
- France Z2.47 1.72 3.86 3.04 0.58
West Germany ?.45% 11.60 6.19 4.71 S.99
india G022 0.4 0.27 G.57 0.99
Italy .- - 0.62 - .23
Japen 0 17.20 21.71 20.69 33.51 33.18
" Netherlands . - 3.13 i.868 3.01 .08 2.65
Norway 1.7% 1.8% 2.96 Z2.52 2.2
Sweden , &6.82 4,36 3.73 0.76 .77
Switzeriand - G. 92 1.1Z 0. 01 0.65 0. 44
U.K. ’ ' 1.26 2.83 1.75 2.91 2.96
U.5.A. ' 19.10 i1.28 Z.06 8.41 .45
Saudi Fund 1.58 2.84 0.54 0. 22 0.28
Kuwait Fund - 0.25 1.84 0.78 1.76 0. 62
China 0.33 - 2.00 0.90 -
UAE 0.03 0. 06 Q0,31 - -
Total Share 70.46 67.66 63. 60 73.04 68.72
Souwrce @ Compiled from Foreign Aid Indicators ot Sri Lanka.
Ovar the vyears grants contents of Japanese aid has
increased. Between 1965 and 1970 Japanes aid was

exclusively in the form of lpans and by 1989 40 per cent ot
Japanese aid was in the form of outright grants (Table 3.4).
Befween 1985 and 1989 Japanese loans were heavily identified
with UColombo Fort Expansion, Colombo Airporfr Development,

Mahaweli Stage 1, Colombo Telecommunication and Samanal awewa

&t



Table 3.4

Susaary of Bilatera) Aid Receipts 1985-1989

Country 1985 1986 1987 1988 1989
L 6 L 6 L 6 L 6 L 6
fustralia - 18.1 - 2.8 - - - 1.2 Be.G 170.7
Belgius - 26.9 - 20.2 - 23.5 - 32.7 - 15.1
Lanada 5.7 563.5 8.1 S41.2 1.4 8317 - 784.5 - 498.0
Denmark 0.3 9.6 - 2.6 8.0 3.2 153.6 5.5  72.2 . 5%.2
Finland . = - 161.0 - 376.5 - 454.7 - 47.2 - 724.7
France C 334 - 263.3 - 538.0 - 557.9 - 43§ -
West Bermany  1267.9 1.5 1778.4 1.6 £93.9 0.76  B63.0 1.8 116b.0 6.1
India .8 - S - 40,5 - 105.5 - 3.6 190.4
Italy - - - - - 0.9 - - - 4,2
Japan 1454.3  £94.9 1989.9  {340.8 1645.1  1144.7  4068.6 2073.2  3870.5  2585.4
Nether L ands 3.5 IS TLE A 15 434S 0.7 564.7 0.6 515,
Nor way - 245.1 S 290.0 3787 43.5 431.0
Sweden .- 933.4 - 618.8 - 539.6 - 141.3 - 149.5
Switzerland I 90.9 78.3 95.5 - 1.5 - 119.6 3.6 72.4
UK. .- 172.0 - 434.0 - 253.7 - - 533.8 - 576.4
U.5.4. 2285.9  323.2 14102 320.9 935.5  372.3  1287.5 '548.2 9943 B44.Z
Saudi Fund 215.1 - 435.1 - 77.4 - 4.5 - 54.8 -
Kuwait Fund  33.5 - 282.9 - 112.8 - 323.3 - 120.8 -
China 5.6 - - - 289.2 - 165.3 - 196.4 -
UAE 4.5 - 8.8 - 45.2 - 5.8 - - -
USSR 0.1 - - - - - - - 0.5
Pakistan Lo - - - - 2.2 - - - -
Total 57749 3850.9 4332.4  4350.0  4882.2 4251.6  7527.7 5803.2  6692.2 6876.6
PofL&6G 50 0 & 40 53 47 54 M 49 51

Hydro Power projects. During thé same period Japanese
»grants were mainly concentrafed on build;ng of a genetic
resource centre an automobilé engineering, centre a
pharmaceutical ceﬁtre,'a national youth centre and a fishery

harbour at FKirinda. Besides, these projects, Japan has

‘Source : Compiled from Foreign Aild Indicators of Sri Lanka.



extended its cooperation to road maintenance and
rehabilitation, compuiter training, education, television and
radio broadcasting, water supply and sanitary 1mprovement,
community health, rural development and various researéh
insﬁitutlons. During the period from 1985 to 1989 the two
govefnments have signed 64 aid agreements amounting -to Rs.
28484.1 wmillion and of which agreemeﬁts worth Rs;_ 18857.5
mi}iionv (66%) were joan agréements. Japanese loans are in
principal subject to 20 ymars matufif; and 10 -yéars grace
period. an examination of the Japénese aid égréements
re?ealed the fact Lhat over the years 1ts interest rate has
been declining. #RAgreements signedvin early 1980°'s carried
3.25“percent annual 1nterest rate and in Jlate 1280s the
interest rate was 2.5% including commission and management

1

fees.

The distribution of Japanese aia as shown in Table 3.5
illustrates the fact its aid'was bighly concéntrated on
project aid and commodity aid. Data revegled that Japan did
not.- give tood aid 1n the recent past. As can be seen +{rom
data Japanese share 1n Sri Lanka’s total arnnual aid receiptt
hasv shot up from 17.20% in 1985 to 33.15 percent in 1989,

indicating 1ncreasing role of Japanese aid in the island

devel opment efforts.



Table 3.5

Janaese Aid

Years Non fahawell Hatiawel1 Coamodity food Total brand
L B L b L 6 L ) L 6  Total
;;BS --905.9 570.3 9.1 -;;jg-_-;;éj;_-——é;;jg-_--: __________ - 1454.3— 894.9 23#9:5
1986 1249,6 1181.0 1747 - Je3.6 1398 - - 1989.9  1340.8 33307
- 19g7 1003.0 997.? 3797 - 462.4 156.8 - - 18451 11477 - 29928
1988 2882.3 1274.3 77,6 - geg.7  798.8 - - 406B.6  2076.2 6141?8
1989 2435.2 195{.9 570.2 - Bes.1 8314 - : - 3870.5 2585.4 $455.9

Total  8476.0 5977 15923 #A.8 31e0.0 2064 - (1284 80420 21270.0

L Total
f1d

L toan

0

G Grant

Source : External Resource Department, Sri Lanka.

Japan, 1in 1ts dealing with Sri Lénka has generally
refrained from direct interference 1n domestic policy
changes. Héwever, it favoured co-ordination of ‘policy
dialogue through the Asian Development Bank, World Bank arnd
Ard Consortium. It 15 learnt that Japan has expreSSed. 1ts
concern over tﬁe implementation of particular projécts ‘such

as Colombo Harbour and Colombo Airport Expansion projects.

Japan has made its presence feit in Sri Lanka through a
large volume of aid. Currently, Japan enjoys a booming

bilateral trade at least six times 1in 1ts favour — with Sri



Lanka. Japanrn’s industrial multinational iike Mitsui,
Hitachi and Mitsubishi have become big business 1n the
country. The iiberalised impbrts ot cars has made Sri Lanka
a South Asian heaven for Japanese models. In addition,
large number of reconditioned Japanese cars and mator cycles
are almost dumped on SrilLanka'éi}oad by Local.agents. in
1978, the Japénese Govefnmeﬁt made an outright gitt of a
fully equipped television sfation and provided»traininé for
personnel s. Now,‘at least 1in evéry fitteen households in
SriL‘Lanka haye either a colour or black and white set made
in Jépan. Japanesevcontractors héve clinched some of the
most prestigious project§ in Sri Ladka including the modern
parliament complex, a series of. tourist hbtels and a
nationwide telecommunication network. In short rational
behind Japanese aid in Sri Lanka has always been strategic

econamnic jnterests.
United States of Aﬁérica

The US government stresses that a major “objective aof
1ts aid spending is to promote Americian interest overseas.
In addition foreign aid programmes for the Third World have

four other main objectives =

i. Policy Dialogue and Reform
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Through policy dialogue, the US54 comnunicates with
governments fto eliminate subsidies, price and - wage
controls, trade restrictions, Dvgrvalued exchange rates
and interest rate ceiiings.‘ A country receiving help

from the USA, is given advice on economic policies.

Transfer onTéchnology

The Us Fforeign aid programme helps expand and

vstrengthéh capabilities of developing nations by means

of technDiDgy transter.
Institution Buiiding

A major objective of US foreign aid 1s to promote
democracy by establishing institution that encourage
seif help and 1ncrease citizen participation in

decision making.
PrivateVSeCtor Growth

The USA takes the view that developing nations with
strong private sectors have achieved taster and wmore
sustained . growth. It, theretfore, encourages the
development of the private.sector as a vehicle for

generating emplayment and higher i1ncome.



us bilateral aid 1is managed by the Agency 4o
International Devélopment (AID) which was established in

i5761. Its bilateral aid comprises three major programmes:

1. Economic Support Fund, consisting ot econom:c
assistance extended in response to political and

security consideration;

1i. Development Assistance Programme, extended mainly to

low income countries;
111. Fublic Law Food Aid Frogramme (FL480).

-

the Foreign Assistance Act of 1961 authorises AID to
administer First two progrémmes, while the FL 480 1is
implemented jointly by AID, the'Department ot Agriculture

L

and the State Department.

The US aid has a long record of involvement< in 5Sri:
Ltanka. In IQSO.Sji Lanka entered into an agreement with the
United States to obtain US aid under the Foint Four
Frogramme. Betweén 1950 and 1955 Sri Lanka received US  aid
worth HRs. S4.5 million or 38 percentfof the total aid. in
the next three years the value of the‘US aid commitment was
Rs. 155 million. During the regime of Communist backed SLFF
Government (1960—69)US aid was sharply reduced and the

r

period registered mere Rs. 23.8 million aid. In contrast,



during the regime of the right wing UNF Government ot Dudley
Senanayaka the net receipt o% US aid amounted to Rs. 248.3
million, a ten +old 1ncrease against the previous Communist—
backed Bandaranaike Government. US aid was again' curtailed
during the Communist and Trosky backed United Front
'Government‘ which came to power 1n 1970 and the ﬁét receipt
of  US aid during this gériod amounted to Rs. 167.7 wmillion
of which only Rs. 0.1 million was in the form of outright

graint.

After 1978 the US government extended its co-operation
to the right wing UNF ,goVernment which bfought. tully
economic liberalism giving a prominant ﬁalce to the‘ private
cector. To promote and strengthen these Iiberal. econbmic
paolicies the US aid was given on highly concessional terms.
Thus, the volume of US aid and its terms varied according to

the i1deology.of the government of Sri Lanka.

In January 1979 US-AID presented 1ts first country
development - stragegy statement +tor Sri  Lanka, the basic

elements of which were as follows:

(a} to .continue the emphasis on food production, while at
the same time widening the scope of activities to

involve +{ood crops other than rice, also increased



emphasis to be paid to aspects other than production,

such as marketing, processing water mangement etc.;

(b} support the environmental health sector, eg. potable

water, sanitation and health education;

{cy explore the natural resources and energy sector for

potential assistance;

(d’ prcvide technical assistance for the build ub ot

management capability of Sri Lanka staff.

Development assistance pledged by the U;S. since 1979
reflects £he salient {eatufes of this Development Strategy
Statements (DSS). The DSS for 1982 and 1?84 broadly
maintained the same strategy identified in 1979, since it
was cloéely related to the government7s own priorities’' as

identified in the medium term investment programme.

In 1980 ° s US a1d was mainly concentrated on

agriculture, education, reforestation and watershed
management = water supply .. and  sanitation, irrigation

imporvement, malaria control and Mahaweli. In addition, the
us Alb ‘has shown a keen interest in prpmotioﬁ' q{ priQate
sector and aid worth f 112 miliion was received by Sri Lanka
for this purpose between 1985 and 1989. The distribution of

the US aid as shown in Table 3.6 reveals that Sri Lanka has

e



been a major recipient of US food aid.

US food aid from two sources : (1) USsA CARE,-and

Sri Lanka

recei ved

(11)

F1

480. While food aid under CARE was in the form of grants

food aid under FL 480 was extensively in the form loans.

Table 3.6
U8 Aid
;ears Non Mahaweli Nahaweli Lomaodity Food Total - grand 1 Total
L 6 L "6 L 6 L 6 L 6§ Total Aid

1985 1937 | 141.5 1442.6 29.8 - 9.6 151.9  2285.9 3232 2609.1  19.10
1984 88.0 196.1 452.5 3.3 - 8497 91.5 l4i0.2 0.9 17311 11.28
1987 143.5 96.5  98.6 .50.6 - 6944 245.2 938.5 372.3  1308.8  9.06
1968 1216 2113 6.8 (4.5' - 12293 292.3  1287.5  548.2  1835.7 8.4l
1§B9 7.4 8335 0.9 58.2 - 947.0 352.5  994.3 542 1BIB.S 945
Total 569.0 1078.9 2060.4  194.4 = 4290.0 1133.4 69144 2408.8  9323.2
L = loan

6 = Grant

Source : External Resources Department, Sri Lanka.

It has been abserved that the United States has exerted

pressure on public

policy reforms 1in many  occasions.

Pressure was exerted through both Aid Consortiumband uUs AID
mission.  As we have already mentioned the terms and
conditions of US aid were different from Communist and

Trosky backed-progressive SLFP regime to pro—-western right



Qihg UNP regi@e. While terms and conditions of aid for UNP
Eégims were very liberal. SLFP GoVernmént received US aid on
less concessional terms. This revealéd the fact that
througﬁ aid, US wants to promote the island private sector.
Increased aid to promote the private sector and a shift of
US . aid policy from direct bilateral assistance tov American
private sector participation in deyelopment assistance would
létrengthen our‘argument. A US diplomat described Sri Lanka
as aone of the places where the kind of policies-advocates by_

the Regan administration was working.1

Availéble evidence reveals the fact that United Stafés
has frequently interfered with aid,distribufion witﬁin Sri
Lanka. Atter 1983 ethnic riots, US aid mission  was
concérned aboutvalleged inequalities in the distribution of
US economic aid and the Regan.Adminisfration hinéed that i+

the ’'discrimination’ against Tamil areas continued the aid

~

. Z
programmes may have to be reviewed.” -

Though concrete evidence is not available it is largely
believed that United States frequently use counter fund of

PL 480 to promote its own strategic interest in Sri Lanka.

1. Dawn (Karachi), April 21, 1982.

2. Telegraph (Calcutta), June 4, 1985.



Since the Government of Sri Lanka does not have any
authority to check the application of this <fund the US

mission is tree from any state i1ntertference.
Federal Republic of Germany

The Governmen£ of Féderal Republic ot Germany (FRG)
sees its development policy as part‘of its overall aim +for
peace. It cons;ders the eliminatioﬁ of economic conflicts
between rich and poor states as an important task to promote
.peaceful development and growth. Befman development aid is,
therefore, sets out to promote ecoﬁomic and social progress

in the Third World.

‘Responsibility for official development assistance by
the Federal Republic aof Germany liesbwith the Ministry +or
Economic Co-operation which co—ordinates its qctivit;es with
the Ministry of Foreign Af{aifs, the Ministry for Economic
Affairs and -the Ministry of Finance. German development aid
emanates from two main sources: (iz the Federal Government
Development Aid Fund, ahdv(ii) The Development Bank of the

4

Federal Government.

As a member of Sri Lanka Aid Consortium Germany
contributed around 7 per cent of the total annual aid to Sri

Lanka during period 1980-1989. The German aid has been



almost.wholly,(QBZ) in loén form while the small balance of
grant aid was devoted to technical and training = assistance.
During thé period under concerned German assistance was
heévily identified | wifh the Mahaweli Ranatambe and
Randenigala multi-purpose projects which received 80 to Q0%
of the German éid between 1989 and 1990. Kirindioya
Irrigation and Settlemeqt project also_received substantial
portion of the total Gefman assistance. Besides, Germany
has extended coépgration in the development of the railway

network and the fertilizer distribution system.

Between 1985 and 1989 Sri La&ka and Germany have signed
tweﬁty—two' aid agreements worth of Rs. 3906.7 million. O+
whicths. 3150 million was in loan form. Tﬁe interest rates
charged +or tHe agreements was 0;751 plus 0.25% for
commi tment charge. Repayment pefiods for loans vary from
ten to forty years, the normal period beiné forty years
though ten year terms have become more common in 1986 and
.1987. Some pfessure has been placed on Germany to ease 1its
repayment terms and this has had considerable effect (see
Appendix),~~ The new agreements signéd during the period
illustrates strong emphasis placed by German on development
of agriculture and animal husbanqary. The German desire for
extending cooperation in tﬁe deQeldpmént of multi-purpose
irrigation praject and agricultural sector may bring

L]
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substantial influence on policy matters in these two key
areas.

The distribution of German aid as shown in Table 3.7
illustrate the +fact that the German aid was highly
concentrated on project aid. While small portion was 1in
form of commodity loan.

Table 3.7

Distribution of Gersan Aid-
Year Project Aid Comsndity Food Afd Total Grand 1 of
' Non Mahavaweli Mahavaweli ' total total

Loan Brant Loan Brant Loan Grant Loan brant Loan Grant Aid
1985 90.2 21.9 1091.7 - 84.0 - - - 1267.9  21.5 1289.4 9.4
1986 195.6 1.4 1362.2 - 221.2 - - - 1778.4 1.6 1780.0 11.é
1987 843.9 0.7 - - - - - - 893.9 0.7 8946 6.2
1968 £.9 1.8 877.1 - - - - - 863.0 1.8 8648 47
1989 0.0 0.1 %49 - MLy - - - e 01 1ELY 60
Total  1235.4 5.7 4233.9 - 498.3 - - - 5969.2  25.7 5989.9
Source : External Resources Department, Sri Lanka.

Government of FRG did not engineer any>policy change 1in
Sri  Lanka. However, a particular issue where it has
expfessed its concern is the present ethnic conflict. It

continues to urge the Government to reach a negotiated

&1



splution to the conflict.

Since 1956 GSri Lanka had been considering to extend
diplomatic recognition to East Germany. ‘However , the
decision was differed due to the pressure from West Germany
who threatenea to withdraw aid programme in case o+t
diplomatic recognition to the East Germény. The communist
and Trosky backed progressive SLFP_Governmént had enough
courage to> extend diplomatic relatioh to East Germany 1in
1‘?72.4 West German:reacted angrily and drastically cut it
aid commitments from ¥ 5.9 m in 197; to mere $ 1.5 mjllion

in 19720
The United Kingdom

Since, 1945, the British Aid praogramme has beén
increasingly directed by both commercial and political ends,
with emphasis given to UK business aims, whilst still
attempting to help Third World development. This policy
tries to benefit the British econoﬁy and that of Third World

countries.

3. Annual Reviews, Canadian External Aid Office.
4. Economic Review '(Colombd), ‘Aid Situation for Sri
Lanka.



The main objective of the UK bilateral aid programme 1is
to focus attention on the pqorest developing countries. The
UK attempts to ensure that the bené{its of its aid reach the
poar sector of the population of less developed countries.
Considerable priority is, therefore, given to agriculture,

education and health.

Through its aid policy the UK also aims to halt or
reverse protectionst policies and tﬁereby strengthen the
attachment of Thifd World countries to multilateral tfading
system. This 1is due to the UK’'s beliet that in the long
term, trade is of more importance to developing countries

than aid.

The granting of UK aid to Sri Lanka is systematically
assessed by the Overseas Development Administration (0ODA) on
a continuing basis, taking account of the island’s
development needs, the priorities of the government and the
services and exbertise the.UK can offer. Considerable
efforts are made by ODA to ensure that specific aid are
likely to be effective and achievé their objectives. The UK
recognises that aid spending is fully effective if the
domestic policies are programmes pursued by the Government
of Sri Lanka and appropriate. Therefore, the UK tries to

"intervene domestic policies and programme.

B3



In 1980°'s British aid was overwhelmingly in grant -
forms. Generaly, British aid to Sri Lanka can be divided
into two 4ofms; (1) fimnancial aid, and (ii). technical
cooperation. Financial aid covers both new capital
investment and the supply of spare parts and raw material fo
a}low existing projects to continue. Technical cooperation
aims at creating a poaol of skilléd manpower , . both ‘by
providing experts from Britain and 6y~training local pedple.
Among the Britisﬁ airded programmes 1n the island during
.1580'5 Victoria project, Colombo Airport Devel opment ,

Samanalavewa Hydro Electric projects are worth to mention.

The United Kingdom regards that the private sector can
play a wvital role 1in the economic development of the
country. Hence, the United Kingdom wants Sri Lanka to

pursue policies that deregulate artificial controls.
Australia

The aid programme of Australia is manéged by ¢the
Australian Development Assistance Bureau (ADAB), part of the
Ministry of Foreign Affairs.\\ﬁustralian foreign 1interests
and her i1international states are both considered to be

enhanced through the aid programme.
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Sri. Lanka 1s not a major recipient of the Australian
aid programme as compared to Bangladesh and Fakistan 1in
South Asia and other developing countries, situated in the
vicinity of Australia. Australia in 1980°s contributed less
thén one percent of the total annual aid of the country.
Its aid has been almost wholly in graht form while & small
protion of loaﬁ-aid was devoted to failway and power sector.

1

The distribution of Australian aid as shown in Table
-3, illustratgs the strong emphasis placed by Australia on
fodd grant . However, this grant wés tied to purchase wheat
from Australia. The value of Australian project aid was
very small and this projecf aid was 1dentified with the
Lower Uva Irrigation project, Production of concrete Railway
Sleepers and perr suﬁply. Another field tﬁat Australia has

shawn keen interest is gducation and training.

Under Sri Lanka - Australia bilateral aid programme
annually a dozen of student get education and training in
the Australian educational institution. Australia wants the
Government of Sri Lanka to give more active role to women

and provided Rs. 1.3 million in 1989 to this effect.

The important policy of the Australian aid programme is
that projects which receive the Australian aid should be

consistent with their national development strategy. I+ the

8o



activities' are not consistent with Australian development
criteria assistance 1s not extended. In other words, 1n
implementing project funded by Australia, Sri Lanka has to
place more emphasis on Australian development policy rather

than domestic one.
Canada

The Canadian International Development Agency (CIDA) is
the principal feder;l agency for iéplementing Canada’s
official Adevelopment'éooperation programme. International
Devel opment Research Centre (IDRC) and International Centre
for Ocean' Developmeht (ICOD) are other two .Canadian aid

agencies.

In S5ri Lanka CIDA accounts for 754 of Canadian ;id
while the rest is from the IDRC and IODC.3 It was observed
that CIDA bilateral aid programhe coﬁcentrates on the
provision of basic needs to imprer upgradjng of existing
facilities 1i1n order to leséén dependence on foreign aid.
IDRC suppo;ted the efforts of the Government of Sri Lanka tq
build up‘ its own resear;h capabilities while ICOD has

extended cooperation and technology transfer between Canada

and 5ri Lanka in marine and acoustic research development.
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Canada has been one of the major donors of Sri  Lanka.
Initially, Canada extended its assistance to 5Sri Lanka,
under the Colombo Plan. Between 1950 and 1955 Sri Lanka
received Canadian aid amounting to Rs. 54.6 million or 37%
ot the total aid during the period. Aid commitment of
Canadg between 1956 and 1959 amounted to Rs. 20.3 million.
Sri Lanka received Canadian aid warth Rs. 138 million
between 1960 aﬁdri970 and 6f_which nearly 604 were outright
grants. 'During the period 1970-1989 Caﬁada disbursed aid

amounting to # 345.5million.

Today Canada extends its cooperation to all the vital
sectors of the country. But main emphasis has been on rural
devel opment. In the rural development Canada has extended
its support to irrigation rehabilitation, Sarvodaya rural
upliftment progr amme énd various other agricultural
projects. ‘ Thel other aréas where Canadian aid was
concentrated aré Maduruoya project, poultry extension, bio-
gas technology; water resources management community health,

Soya promotion, honey production and inland fisheries.

Unlike many bilateral donors of Sri Lanka, Canada
provides project (both Mahaveli and non Mahaveli) aid

commodity aid and food aid.



Table 3.8

Canadian Ald

Year Project Aid - Coasodity Food Aid Total 6rand 1 of

Non Mahavaweli  Mahavaweli Aid total total

_Lnan brant Loan brant Loan Grant Lean Grant Loan Brant Aid
1985 - 66.9 56.7 16.1 - 308.7 - 171.8 56.7  563.5  620.2 4.54
1984 - 166.0 B.1 f.3 - 103.5 - 264.4 B.1 54f.2  H49.3 3.58
| 197 - - 115.9 Vl.l 3.8 - T 233.7- - 178.7 t.4 337 5328 L70
1988 - 157.9 - 3.3 - ‘ - >5.57 g . 107,46 | - ' 7845 7845 478
1989 - 128.3 - ~ 139 - 356.0 . - - 4980 498.0 2.56
Total - - 634.8 85.9 44.0- - 1517.6 - 722,35 63.9 2918.9 2984.8 h

Source : External Resources Department, Sri Lanka.

Canada 1in 1its dealing with Sri Lanka bas generally
refrained from interfering domestic matters. Though Canada
has expressed its concern over the violafion ot human rights
in Sri Lanka,'it did not go as far as tq refrain from new
aid commitments ér to make direct cuts in i1ts aid. Thus,
Canadian aid 1s many way contains the most liberal features

af all western donaor countries.
France

. The main objective of French development aid 1s to
establish solidarity between france and the developing

countries. There is an acceptance that this policy 1s 1n



the mutual 1nterest ot France as well as  the recipient

Gpmen

pet
-

countries. France also sees her active role in deve

ai

m

process as being of benetit to her i1nternational polits

protile particularly i1n relation to her former colonies.

French development ald emanates from:

ot
.

Funds d° aide a la co-operation (FAC) which is uweced to

Finance supply contracts.

ii. The Caisse centraie de co—operation economigue (CCCE)

which 1s the principal socurce of concessionary loans.

111. Treasury aid which provides the aid portion of mixed

crédits.

d4s a recipient of French develépment aid, Sri tanka
received mixed credits during the last two decadés. lIn' Sri
Lanka, France» concentrated i1its resources mainly on  the
Nilwalaganga prdjects and i1mprovement of infrastructure.
Credits tc.vﬁilwalagange project was seen as a means of
improving the: manégement.structure of the islands rural
economy, through the  increase of égriculture output.
EBesides tge Nilwalaganga and the improvement ot
infrastructuré such as.Colombo Airport and Telecommunication

a smaller share of French mixed credit was given ta health,

sanitation, technical education and training.
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It was observed that the terms of the mixed credit
given by the treasury were not concessional. The normal
interest rate charged for Nilwalaganga aﬁd Samanal awewa
muilti—-purpose irrigation schemes were around 924 with 10
year repayment and- a hal¥ vyear grace period. O+f 12
agreements signed between 1983 and 1989 only one agreement
was in the form of grant while the rest were loan ag}eements
with tough terms and conditions. Thus, French aid in' many

way contains unconcessional teras.

France has attempted fo.suggest ailocative priorities
or poilicy changes to Sri Lanka in its bilateral aid
negotiatioﬁ. However as many other donors, it also favoured
coordination of policy dialogue through the World Bank or

the donor consortium.
Belgium

As a former colonial power Belgium has extensive
overseas 1nterests, notably in Africa; As. many Vcolonies
became independent in the late 1930s and eafly 1960s thére
was 1ncreased emphasis on the promotion of their economic
development through aid programmes. To implement its aid
programmes, the Belgium Government set up the Development

cooperation Service in 1962. In 1971; this body was renamed

SO



the Belgian Administration for Develaopment Co—-operation

(BADC) which forms part of the Ministry of Foreign Affairs.

The 6bjectiVes of BADC, which were defined by a royal

decrée in 1976, are:

- Co—ordination of Belgium development policy
- Implementation of bilateral - and multilateral
agreements.

- Promotion of investments .

~ Organisation of fhe transfer of knowledgé to the
developing countries

- Dissemination o+ infbrmation in Belgium an fhe problems
of the developing world

- Assessment of the impact of the above objectives.

Belgium 1is linked to a number of developing countries
by means of Global Co-operation Agreements. In regional
terms, three.qharters of bilateral BADC aid goes to Africa.
The remainder of BADC aid is concentrated on Asia (9%4) and

Latin America(7%L).

Sri Lanka has been a beneficiary of BADC bilateral aid
under a Global Co-operation Agreement signed in 1981.
Belgium made its first aid commitment of & 1.6 to Sri  Lanka

1in the same year and it was a technical assistance. Between

?1



1985 and 1989 Belgium aid share in the annual aid recept of
Sri1i Lanka was in the region of 0.15 percent. The notable
feature of Belgium aid during the same period was that 1t

porovided only non—-Mahavelil project aid in the form of

outright grants. These Belgium grants wer e heavily
identitied with two prolects: (1) Wings Beans Research
Froject; and (i1} Unmiversity Development FProjects. The

Belgium spohsored projects in Sri Lanka received Belgium
assistance under three stages: (i) proVisions of Belgium
" experts to provide expertise and possible training; {11)
supply of_ equipment; and (iii) provisions of training

through scholarships and training grants.
Italy

Italian aid programme is administered by the Department
for Development Co-operations of the Ministry of Foreign

Affairs.

Italy as a membef of the Sri Lanka Aid Consortium
(SLALC) has extended its assistance for drought and +flood
relief programmes. This is in line with its basic 6bjective
of helping poor countries for fighting the problems of

hunger.



Sri Lanka 1s not a major recipient of Italian aid.
During the period 1975-1989 total aﬁoqnt received from Italy
was & 6.2 million. One reason that Sri Lanka is not
- receiving subnstantial amount. of aid from Italy is that
around 753% of Italy aid goes to Sub-Saharan African and}
Mediterans Basin. In other words, Sri Lanka lies outside
the strategic geographical region 6{ the Italian éid

programme.
Switzerland

Swiss technical cooﬁéhation with developiong countries
began 1in 1961; although it was not until 1976 that Federal
legislation was enacted, providing the framework {or. the
provision of development aid in the following years. Swiss
aid 1s administrated by the Directorate ot Development Co-

operation (DCA).

As a member of the 8ri Lanka . Aid Consortium,
Switzerland provides both loans and grants. DCA personals
discués, projects in depth with the Government of Sri Lanka
before decisiong to give aid are taken. :In this brocess,
special attention 1s paid to examine the relevance of
proposed projects iﬁ accordance with_the DCA’'s development

policy.



In GSri Lanka‘DCA has suhported A number of proilects.
But more emphasis was given to education and training. It
has also commited rescurces +{or rural develbpment and
related projects. DCA bhas also .attached considerable
importance to livestock development in the country. More
recently Switzerland began to extend its support through

Swiss based non—governmental organisations.

There was no evidence that Switzerland made any
attempts to bring policy changes in Sri Lanka. However, it
has led the World Bank and the IMF to work freely in this

regard.
The Netherlands

Sri Lanka 1s one of the ten largeét recipients of the
Dutch aid.5 The Netherlands accounts for around 34 of the
total annual aid disbursement of the country. It provfdes_
both loans and grants._ While the project aid and a larger
part of éommodity aid are in the {orm of grant a smaller
part of commodity aid are in the farm of concessional laan.
Over the vyears, loan content of Netherland aid has been

declining (B.5%Z 1n 1985, 0.1 in 1989).

5. The ten largest recipiént of the Dutch aid are
Bangladesh India Fakistan, Sri Lanka, Kenya, Egypt,
Sudan, Indonesia, Narth Yeman and Tanzania.
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Aird {fom Netherland covers a variety of areas depending
upon the nature of reduest made by Sri Lanka and -the aid
policy of the Dutch Government. Betweén 1985 and 1989, 1t
has covered a number of schemes raﬁging from rehabilitation
ot people affected by the ethnié conflict to rural
devel opment, water supply and sanitation. However , Dutch aid
was mainly concentrated on rural deveiopment. Three major
.integrated rural devel opment pfogfammes (Mul ative, Ratnapura
and Nuwara Eliya) are beiné funded by the Netherlands.
‘Available evidence sﬁows that the Netherland in. its aid
negotiation did not exert pressure on the government of 5Sri
Lanka to bring changes iﬁ publit policy. However, it has let

the Consortium to make policy changes.
Scandinavian Donors
Norway

Norwegian bilateral assistance to Sri Lanka started in
1970 with the first allocation to the NGO implemented CEY-
NOR Development project. Subsequent project assistance was

limited to this project.

The decision to make Sri Lanka a main recipient of
Norwegian development assistance was made by the Norwegién

Government in 1976. Until 1989, the Country Programme was

95



characterized by substantial allocation for commodi ty
assistante énd import support. The Hambantota Integrated
Rural Development Programme waé the only additional
component with a sizeabie allocation. After the ethnic
di;turbance 1n 1983 a process of changing the profile of the
assistance pragramme was 1nitiated. Rural development
continued to be é ‘main component and indeed received

-increased attention with the initiation of a second

Integrated Rural Develaopment Programhe in Moneragala. Two
new main components‘— rehabilitation of victims of ethnic

disturbances and weltare activities for the Indian Tamil
plantation workers - were introduced at the expense of
commodity assistance and import support. In addition, there

was also a rapld increase in allocation to Sri Lanka NGO's.

In Norway, the political unrest in Sri Lanka has been
followed with deep distress by the Government, politician
and the public at large. There has been a strong concern
about the conflict and the violation. of buman rights
associated with 1t. The Norwegian Governmentlﬁas repeatedly
expressed this concern at the annual Aid Group Meetings 'in
Paris and the Annual Aid negotiations with Sri Lanka. From
Norway’'s point of view, the government of Sri Lanka bears a

considerable responsibility for this political unrest. For

-
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such . reasons Norweglan development assistance to Sri Lanka

has been subject to the following guidelines. since April

1985:

a. continuation of those programmes which are not
directly affected by the conflict;

b. increased emphasis aon programme benefitting victims of
the conflict, the majority of whome havé been Tamils;

c. feduction of commodity aid; and

d. no commitments for new activities.

Norway, 1n its dealing with Sri Lanka,' has genérally
refrained from engaging in'exchanges about the domesti;
policy framework. | HoweVer, it +favours coordination of
policy dialogue through the WOrldeank or 6Sri tLanka Aid
consortium. One reason for the Norwegian position in this
1ssue 1is simply that Norway is a small donor which gives the
overwhelming parts of i1ts aid in forms which have provided
no framework for dialogue. A second reason is that the
Norwegian aid policy, és drawn up in policy documents, has
been largely recipient priented; leaving the decision on
prioritiés with the.recipient government. However, over the
years Norweglan assistance has been modified with a view to
secure various special Norwegian interests. One of those
areas is human rights. Norway has threaten Sri Lanka that
it would stop its aid programme unless adequate measures 1s
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taken to promote human rights.

As a result of the pressure +rom donor countries, the
Government came up with a proposal for a political

settlement in June 1986, which made some concessiaon to the

Tamil Claims. Indo-Sri Lanka Accord in 1987 is another
step.
Denmark

Denmark’'s aid 1s managed by Danish International

Development Agency (DANIDA), which is a part of the Danish
Ministry of Foreign Affairs. DANIDA attaches high
importance to establishing dialogue with developing

countries, consideration of ecology, the role of women and

careful allocation of resources.

\

In 6Sri Lanka Denmark has given assistance to coast
conservation, flood protéction, water supply and sanitation.
While assistance to coast conservation and flood protection .
were in form of loans with free of interest and service
charges, assistance to water supply and sanitation was

outright grants.

6. Gunnar M. Sorbo and others. Sri Lanka Country Study Qﬁd
Norwegian Aid review (Stromgt, University of Bergen,
1987), p.S.
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Identification of project for DANIDA financing was done
by the Ministry of Finance, Sri Lanka with constant
consultation with the Bilateral Depaft%ent of the DANIDA.
I+ the project is seen as worthwhile, DANIDA will organise
an appraisal mission after which final conclusion is made.
In most cases, agreed projects correspoﬁds with the specific

type of expertise available with Denmark.

Between 1985 and 1989 Sri Lanka haé entered only four
agreements with Denmark amounting to Rs. 1089.6 million_ﬂof
which Rs. 904.8 million or 83% were in the form of outright
grants. These aid agreements sought to continue Danish
assistance to coast conservation floor protection, water

supply and sanitation.

Denmark rarely has attempted to suggest allocative
priorities or policy changes to Sri Lanka. Nor did it had
view on fiscal monetary or other policies or suggested that

Sri Lanka re-order or improve its administration.
Finland

Both Finnish multilateral and bilaterai aid is
administered by the Finnish International Development Agency
(FINNIDA),, a subsidiary of the Ministry of Foreign Affairs.
The basic objective of FINNIDA is to support the economic

and social development of Third World countries.
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Finland is a member of Aid Sri Lanka Consortium. During

the 1980°'s 1its aid was in the form of outright grants. In

Sri Lanka FINNIDA  has concentrated 1ts resources on
agriculture, rural devel opment, health and
telecommunication. In project 1dentification, particular

attention was paid to improving the economic and social
conditions of women and poor peasants. In line with this
emphasis FINNIDA was generally funding diaries in
Kilinocﬁchi, Colombo and Digana. To improve: the status of
women, FINNIDA provided aid to establish a women Bureau.
Healthcare was is another sector thch was received a
substahtial> amount of Finish Aid. With the support of
Finland -the gbvernmenf of Sri Lanka was able to improve
rural health facilities, sanitation, health education to a

great extent.

1

It was observed that the most Finnish scheme were

prepared on the basis of the following procedures: |

i. Assessing the justification for a project and the scope
for fINNIDA-partic;pation and financing.

i1. Stating the development and immediate objectiveé for
the project as reaiistically as possible and setting
out a time scale for ifs completion.

111. Inyolving the representatives,of the Government of Sri

Lanka at various stages of the project.
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iv. Monitoring the proje;t to ensure that it meets 1ts
stated objective.
It was also observed that the Finnish aid was not
formally tied, but in practice a considerable part of the

procurements were made 1n Finland.
Sweden

Inspite - of being a country with@ut_a recent colonial
past Sweden provides political and economic support to many
developing cauntries. Swedish aid is administered by the
Swedish International Development Authority (SIDA) and‘ the

Ministry of Foreign Affairs.

Swedish bilateral_aid to Sri Lanka via SIDA has been
based on the country programme. The aim of the countf*
programme 1is to enable Sri lanka to integrate external
assistance into island’s overall development strategies
rather than supportlisolated projects. To ensure a maximnum
degree of effectiveness, Sweden directs its aid efforts to
tﬁose sectors 1n the country which 1t has caonsiderable
knowledge and experience. Integrated Rqral Developmeﬁt
Frogramme (Matara and Badulla), Kothale Dam construction and
developmént of technical education were prominant projécts
which receivedr Swedish aid during 1980;5. Sweden aid to,
these pfoejcts in Sri Lanka was almost exclusively given 1n

the form of grants.



Like most of the aidvdonors, Sweden has expressed its
displeasure over the widespread violation of human rights 1n
the country. This fssue_was raised i1n the consortium as
well as 1n i1ts country programme discussions. It has made
cleaf tﬁat, no new projects would be approved before a

peaceful solution was reached.
Socialist Donors
The Peoples Repﬁblic of China

China's aid to Sri Lanka seems to be to enhance
Beijing’s image in thé regional contéxt and to reduce
extérnal intluence from India. On the Sri Lankan side, the
factors which motivated té seek Chinese assistance were:"
mainly two 1n number. Firstly, que to its poor resources
which were 1inadequate to keep up  with the growing
aspirations for development, S5Sri. Lanka was eageriy looking
{of new sources of external assistance. Against this
backgraound, i1t was natural that therisland viewed China as a
promising partner in its development efforts. Secoﬁdly, Sra
Lanka perceived the +riendly presence of China as a
potential weight to balance the growing influence exert by

Indi a.

109



The volumé af Chinese assistance to S5ri1 Lanka 1s not
large and its contribution to the annual aid budget of the
island 1% less than one per cenf. Chinese aid has been
wholly 1n loaﬁ form and developed to water supply, phosphate
extraction and bower. A small portion of a;d was gliven as
technical assistance, under which Chinese technician came to
Sri Lanka and waorked in the projects tunded by them. The
notable features of Chinese aid was that, help was given to
a project that created rapid results with less 1nvestment

b4

and a shorter caonstruction cycle.

Itzéppéars, ﬁhat China has fully accomplished the goals
of 1ts economic aséistance to Sri Lanka. The first goal;
establishing Chinese presence in fhe island, has been
successfully accomplished. During the period 1970-90 China
gradually emerged in S5ri Lanka as a very #riendly and benign
country. Chinese technicians through their non-provocative
life style and hard work, have become successful i1n creating
positive impression in the island. Tﬁis impression has been
enhénced by China‘s continuing military assistance to the
government and its abjection to India’'s interference in the
island i1nternal affairs. The visit 64 Chinese Frime
Minister Li Feng in December 1990 further strengthened thé

age—old ties between the two countries.
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Soviet Union

The first exchange o+ gmbassadors between the Soviet
Union and Sri Lanka was agreed in Septemeber 1956. At the
came time, trade development and economic co-operation also
began. In 1975, Sri Lanka accepted the Soviet’'s offer to
explore o1il., The First economi; cooperation agreement
signed in February 1958, was offered for iffiga{ion and
hydro-tectinology, and for ;ncreasing agricQItural and
tisheries producgion.7 In 1959 the Soviet Union and Sri
Lanka signed'an agreement for the Oruwala Steel Works. In A
further credit was extended ;n 1971 for the purchase of
machinery aﬁd quipment, and in 1972 Soviet Union gave 1its
first credit for the oil exploration. In A1974 two new
credits were extended for the second-ang third: stages of
Oruwala Steel works.‘ Sri tanka received a new credit 1in

1975 4$rom the Soviet Union for the constructibn ot the

Samanala—Weva Dam and its hydro-electric power station.

As 1n elsewhere, the primary focus of the Soviet
assistance was on the development of the state sectpr of the
national economy. .The development of heavy industry and o+t
energy and mineral resources has been the major target of

Soviet aid policy in S5ri Lanka.

7. Guintin 'V.S. Bach. Sovéit Economic Assistance to the
less Developed countries: A statistical Analysis
(Oxford, Cleardon Fress, 1987), p 138.

104



The patterﬁvof Soviet aid is basically clear—-cut. Aid
is almost 100%L in loan {6rm and 100%Z project-oriented. All
loans bears interest rates-at 2.9%4 with repayment over
twelve years. Léans are repayable in Rupees which are used

for purchase of Sri Lanka goods.
Other European Countries

DuringrtheAUnited Front Government (1970-77) Sri Lanka
receivea a substantial amount of aid from -Yugoslavia, (£
4,15 million), Hungary (¥ 10.346 million), Bulgaria (¢ 4.8
million) and Czechoslovakyé (% 7.86’ These East European
cogntries extended their assistance to Sri Lanka when the
western donor nations had scale down their aid programme 10
protest against the socialist economic policies and the non
aligned +foreign policy of the united +front government.
However, the UNP Government which came into power in 1977
did not get the same cooperation from these Eastern Europe

countries including the Soviet Union.
West Asian Donors

Among the w§st Asian Donors Kuwalit extends its
cooperation to poor countries through Kuwait Fund which was
set up 1n 19261 to promote economic development in the Third
world.‘ The major objective of fhe Fund 1s to provide
assistance to the developfng countries in their efforts

towards economic development by :
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- extension of loans guarantees and grants in aid
- provisions of technical assistance and services

- participation in the capital development of institution

and eligible corporations.

Sri Lanka received assistance from Kuwait in the {form
of loans. Kuwalt made 1ts first:éid commitmeﬁt in 1975
améunting to ¥ 25.5 million. Between 1976 and 1981 aid
commitment. made by Kuwait was negligable (% 2:4 million).
In 1982, Kuwait has pledged aid worth #% 45.0‘million. Since
then no new aid agreement was signed by the—two governments.
Kuwait aid was solely concentrated on Mahawelili system

development.

04 the West Asian donors Saudi Arabia has contributed $
60.76 million between 1975 and 1981. The aid received from
Saudi Fund for Development, the official aid agency of Saudi
Arabia, was in the form of both non Mahaweli and Mahaweli
project loans. While Mahaweli aid was mainly concentrated
on left Bank Development, Non-Mahaweli project loans were
heavily identified with Colombo water supply, Dfainage and

electricity transmission schemes.

A particular i1ssue where Saudi Arabia has expressed
concern was the presence of Israelis in 5ri  Lanka. Saud1i

Arabia repeatedly requested the Government of Sri Lanka to
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close the Israeli Interest section which was openéd 1in 1984.
Evidence shows that Saudi aid was used as a leverage to this
effect. In 1984, Saudi Arabia had shown reluctance to sign
an aid agreement for 171 million Saudi Riyal for the right
bank development of Madura Oya pr.'oj-ect.B Saudyr Arabia had
a}so decided not to accept Sri Lanka’s new Ambassador to
Riyadh while abandoning earlier plans of opening a consulute
in’ (;olombo.9 _ in protesf aéainst Colombo’s 1links with
Israel, Saudi AFabia had withdrawn & 94 million aid to Sri

Lanka 1n 1985.19=

Among the other Arab donors the United Arab Emirates
extends 1its co-operation through Abu Dhabi Fund +for Arab
Economic Develobment. Between 1970 and 1989 the fund made
only one commitment worth § 5.2 in 1976. This assistance
was too in the faorm of loan and concentrated on +fisheries
development. Libya had made a pledge amounting to ¢ 1S.6
miliion during. the same period. Iran extended 1its co-
operation once during the same period'(§ 32 million' in
1§75). It was obserQed that OFEC donors as a whole have

extendéd their co-operation to the United Front Government

1976-77) .

8. Sun (Colombo), September 19, 1984.

9. Hindustan Times July 19, 1984.

10. Atta (Colombo), September 9, 1985.
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India

The official objective of India‘s'aid programme is to
expand overseas market for Indian Industrail export,
technology and expertise i1n the commercial sector.11 The
bulk of Indian bilateral assistance is concentrated on the
two neighbouring countries of Bhutan and Nepal (In 1985 .
they alone received 735 per‘cent ot Indian bilateral aid). A.

substantial amounf of Indian aid also goes to poor African

nations.

Sri Lanka has a long standing socio—economic and
cultural links with.lndia. However, Sri Lanka receives a
negligjble quantum of aid from it.neighbour. 0f total aid
commitment of $ S5755.24 between 1970 and 1989 India
committed aid amounting to ¢ 99.2 or 1.7 per cent. ~ This
small amount was also committed in the form 0{ loan with
very hard terms. India charged S per cent i1nterest rate for
iﬁs loan which should be repayable over 10-15 years after 2-.

J year grace period.

Indian aid to Sri Lanka was wholly commodity aid in
nature and tied to the purchase _04 Indian goods and

services.

During the regime of United Front Government (1970-77)

under the leadership of Mrs. Sirimavo Bandaranaike, a close
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personal friend of the then Indian Frime Minister Mrs.
Indira Gandhi India made new commitments 1in almast every
year . Iin 1973, when the Qestefn donors dramatically cut
their aid India pledged a substantial amount of aid (11% of
total axd commitment in the year) rescuing Sri Lanka from a
difficult balance of payment situation. India’s
contribution to .total aid commitment of the United Front
Governmént amountéd to % 92.5 or' 4 ‘per cent. This
cbntributidn was higher than the contribution made by some
rich donors suéhvras Netherlands, Norway, Switzerland,

Denmark, Italy and Australia.’v.

When the UNF Government came into power in 1977 India
was governed by the right.wing Janata Farty. The two
.countrieé maintainéd very cordial relationship during the
Janta regime (1977—30). The visit of Indian External Affairs
Minister, Atul Behafi Vajpayee in 1978 and the Indian Frime
Minister Morarji Desai in 1979 was the culmination of the
Indo-Sri Lanka warm relationslduring the Janata regime. As
a result; af this warm relations Sri Lanka received aid
amounting to % 32.8 miliion +ram the Janata Goavernment.
This quantum of aid Sri Lanka received dufing the three vyear
period of the Janata regime was higher than the aid granted

by the Congress Government between 1980 and 198%.
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~indian :aidAcdmmitments and disbursement to Sri Lanka
declined. very rapidiy after 1980 when the Congress Farty
came. iﬁto powér. Between 1980 and 1989 India made
com&itmehts only f@ice and that was in 1981 and 1987.
dbvious- reasan J#o? this' was the tension between two
'coﬁntries Qvef the .ethnic problem. After a five year gap
‘India ;bpeared :agaiﬁ in 1987 by commiting aid worth = of $
~19-2 million. fhis resumption of Indian aia in 1987 can be
aﬁtributed to the-iﬁ@o;Sri Lénka Accofd which was sigﬁeq 1n
- the samé year.,;fﬁen again there was ﬁo aid commitéents
during 198841990, probably because the relations had séartd
S0aring on iésues‘pertéining’to the impiémilliontatioﬁ of
the Acéord.-

A Differential Pérspeétive on the Impact of Bilateral  Aid
and Public Policy ' A : :

1

Developed Industrial Countries

The exercise of pressure and influénée on Sri Lanka hés
_largely.‘come from certain develqpéd industriél countries.
There have been evidence that these caunfriesnhave expreséed
their views on the;suitabiiity of various policies of the
government of Sri Lanka and.their aid hasbbeeﬁ usedr as a
strategic instrument to bFing such policy reforms in the
country. The size of aid commit£ed by these developed

countries gave thea a'strong_capacity to dictate how Sri
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Lanka should conduct its development atfairs. (79 per cent
of the total aid commitment during the period came from

these-countries);

Table 3.9
Aid Commitments by Bilateral Donors 1970-89

(In US ¢ million)

Class of Donors- g Commitmeht ‘% of total
' Commi tment

———— e ———————— e ——_—————— e ————— —_

Devel oped Industrial Donors 4529.1 79.0
Scandinavian Donors 5991.9 10.3
Saocialist Donors . 210.6 5.4
West Asian Donors | 185.96 3.2
India 99.2 1.7
Other _ : 11.35 0.4
;;;;;-———f ————————————— . 5730?26 10.0

Source : Compiled from Foreign Aid Indicator of Sri Lanka.

Ouf study reveals that individual countries had their
own areas of interest. For example, Japan who contributed
nearly one—-third of the total aid receipt during the pe?iod
1970-8% had economic interest, whife the United States, the
United Kingdom and the Fedéeral Republic of Germanyvhad both
éccnomic and strategic interest. 7To achieve these interest

they have exerted different degrees of influence. Most



donors have tried to do so through the Annual Faris Meetings
of the Aid Consortium while other did it wmore directly

through country programme and project negotiations.

As a group these donors continued to share with the
world bank, a belief in the need to promote the market
economy in Sri Lanka and they have let the World Bank
articulate - their concern. In many occaéion they have
attempted to suggest allocative prioritiés' and poiicy
changes to Sri Lanka. Similarly, they Had views on +iscal
monetory trade and Diher policies of the country and
suggested GSri Lanka to follow policies favourable to ‘their
interest. They have also indicated that the level of
éssistance would be increased i+ Sri Lanka adopted theée

policies.
Scandinavian Aid Donors ‘

The Scandinavian, namely Sweden, Denmark;' Norway énd
Finland whilst continuing to be members of the Ard
Consortium initially rarely attempted within the Consortium,
to dictate policies to Sri Lanka. Though they have
expressed saome concern over the i1mplementation of particular
projects and their pre#erence for supporting rural oriented
projecf they were more inclined to respect Sri Lank’'s right
to establish priorities and make policies. However, 1in

recent years there has been a growing concern amongst the



Scandinavian‘ donors about human rigﬁt violation 1in Sra
Lanka. In these countries political unresf in S5ri1 Lanka has
been Ffollowed with deep distress by leiticianS and the
public at large. Scandinavian countries have, therefore,
repeated;y expressed their concern over the widespread
violation of human rights at the annual aid ;onsortium
meetings 1n Paris and their annual aia‘negotiation with Sri
.Lanka;‘ They are of the Dpinioﬁ that the Government of G5Sri
Lanka bears considerable responsibility for this political
“unrest. As a whole, they have decided not‘ t0 make

caami tments for new activities.
Socialist Aid Donors

Significantly, the socialist bloc have .indicéted no
such commltment to the process of social transformation or
even poverty amélioration in Sri1 Lanka. They have thus far
tended to refrain from inflicting their 1deological and
policy preference on 5ri Laﬁka. In aid negotiation they may
have strong views on the terms of the loan or the efficiency
of project execution but‘rareiy have the socialist donors
attempted to suggest allocative priorities or poliéy changes
to Sri _Lanka. Nor did these donors have view dn tiscal,
monetary- or other policies or nggest that Sri  Lanka re-

order or improve its administration. 0On a wider plane there

was never any suggestion that the level of assistance to Sri
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Lanka would i1ncrease 1+ Sri Lanka adopted a particular
political liné at home or abroad. This is, however, not to
say that the original decision to pledge aid and the quantum
of aid to be given‘remains uninfluenced by Vthe overall
climate of bilateral political relation with Sri Lanka. an
examination of aid pattern from 1970 and 1989 reveals that
zsocialist donors have given mare aid to communist backed
progressive SLFP Governments. According to available data
on foreign aid receipt by Sri Lanka during the +First four
government éocialist donors have given more assistance ta
SLFF governments.
Table 3.10

Foreign Aid Receipt by Different Regimes
{(In US $ Million)

Region Capitalist % ot Socialist % ot Total
: Donors Total aid donors total aid
aid

Pro-Western

UNP 1950-55 148.1 100 - 0 148.1
Progressive SLFF

MEP 1956-59 , 195.9 34 355.9 64  551.B
Coemunist backed SLFP

1960-64 ' 186.8 - 49 . 195.9 51 382.7
Pro-western UNP

1963-1969 1001,2 87 205.95 17 1206.7

Source : Compiled from Central Bank of Sri Lanka, Annual Reports.

From 1970 to 1989 aid preference of the socialist
donors did not undergo any change. During the period the

socialist donors pledged aid amounting % 310.6 million of



them 8171 were made during the period of SLFF government.
Table 3.11

Aid Commitments By Danors
(In US # milllion)

Year Centrally Flanned Western Capitalists Total
Economics economics and other
(1) ‘ 2y (Y +(2)=(3

1965

1966

1967

1968

1969

1970 4.2 68.0 2.2
1971 38.2 . - 87.4 ' 125.6
1972 84.6 48.3 132.9
1973 - 87.5 87.95
1974 37.2 : 124.6 161.8
1975 60.2 3146.6 376.8
1976 3.5 124.7 198.9
1977 4.1 243 .4 249.S
1978 10.4 389.6 400.0
1979 - 975.0 975.0
1980 I2.7 604.3 . &37.0
1981 - 815.8 B815.8
1982 - B541.0 941.0
1983 - 354.0 394.9
1964 - 462.0 C4462.0
1985 - 246.6 S46.6
1986 15.5 637.0 652.5
1987 - S70.1 ' 570.1
1988 - 1128.5 1128.5
1989 : - 396.6 396.6

Saurce : foreign Aid Indicators of Sr1 Lanka, 1989.
West Asian Aid Donors

The West Asian countries who are the latest entrants
into the ranks of aid donors to S5ri Lanka have committed aid

worth $ 186.96 million during the period 1970-89. They
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first appeared in 1975 during the United Front Government
and continued to extend their assistance to the present UNF
Government till 1983. The marked features of their aid
pragrammes during this period was their unconcerﬁ with the
direction or specifies of G5ri VLanka's developmilliont
Strategies; In other words, they focussed their attention
on the technical and economic feasibiiity of projects
leaving other things under the aﬁthority of the Government
of Sri Lanka. Further, their aid was nat linked with any
politital intereét. Thereforé, Sra Lanka_jretained the

maximum flexibility 1n investment decisions.

This situation changed when Sri Lanka was considering
to allow Israel to open an Interest section in the country.
They requested Sri Lanka not to go with the proposal. In
protes£ against this decision Saudi Arabia décided not to
accept Sri Lanka‘si new Ambéssardor to Riyadh while
abandoning earlier plans of opening of consulate in Colombo;
Iran, after appointing a new Ambassaddr ta Sri Lanka had
instructed him to return; Libya said it would consider its
relations with Sri Lanka if it lets Israel open a diplomatic

mission in Colombo11 Ignoring the appeals and the pressure

i1. International Business Intelligence, Development Aid
» (L.ondon, Butterworths 1988), p. 539.
tacticts by the west Asian Countries Sri Lanka allowed
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Israel to open 1ts interest section and entered into  an
agreement with Israel for the purpose of obtaining training
in  counter insurgency warfare for its armed forces. As a

result, new aid commitments from West Asia have ceased since

1984. !



Chapter 4

Multilateral Aid Donors and Their Impact on
Public Policy of Sri Lanka

Multilateral Donors

There are tive multiléteral aid agencies providing_-aid
'tb Sri Lahkg. They are tﬁe Eurbpean Economic Co@mdniﬁy
fisian development Bank, the UN agencies, the World_ Bank
Gréup and OFEC. Of theséAsome‘UN sﬁecialised agencies are
supporting Sri' Lanké?;s;nce the early fifties. The other
Cmultilateral | agencies, the IDA én& the ADE are 1nva1ved
since the late sixties and their assistance is_obviously- in
the form of loans. Aid from the OPEC and thé EEC is +lawing
siﬁce ié705.‘1ﬂ this chapter aid from these multilateral aid

donors and their prasure tactics are discussed.
 Europian Economic Community (EEC)

- Development aivd pélicy is & part of the high profile of.
EEC trade policy‘ Its aid emanates +from three socrcess
{a} Eurapian Development Fund (EDF); | |
(b’ Europianvlnvesthent Bank (EIBi; and

{c) Centre for Industrial Development.

Aid from Europian Economic Community is mainly

concentratéd .on three areas of development agriculture,
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transport and, energy related field. Ih the Mediterranean
howevér, EEC has emphasised more on industrial development.
In Asia and Latin America eaphasis has been on

agricul tural development‘and food security for the poorest

countries.

EuropiadlEconomic Commﬁnity (EEC) 1s the third largest
bilateralvdonor of Sﬁi Lanka. Its aid has been alﬁost whollf
(98%) in the form of Dutright Qrant and the.small balénce of
loan has been.devoted to Méhawali technical assistance. It
is observed that during 17980s the grant aid from the EEC was
-mainly- concenfratéd an ﬁahawéli Acceleréted Pkoject, East
Coaét Rehabilitatiun Scheme and Intergrated Rural
Devel opment pfograme. Dvéf the>years, the loan content of -
EEC aid has been declining and a}l theﬁagreements signed
between 1985 and 1989 are ocutright grant amounting to és
2922.92mn. It is also noted that EEC has emphasizéd more on
food grants and the share of food grant to the total EEC aid
is increasing (S2%4 in 1985”and‘762 in 1989). The fact that
of 9 aid agreements signed bet;een 1985 and ﬁ1989 7
agreements” worth of Rs 1111.5 mn are food aid agreements

indicates this strohg emphasize on food aid.

EEC, in its dealing with Sri tLanka, has generally
refrained from interfering in interhal afftairs of the

country However, it +favoured co-ordination of policy
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dialogue through the Sri Lanka fid Consortium and 1in many

occasions let the World RBank to work freely in this regard.

Asian Development Bank (ADB)

The Asaian Development Barnk (ADB) was set up in 1966
to foster faster economic growth and co-operation in the

Asian and Pacific region. To this end , ABD:

- promotés investment of public and priv;te capital fbr
development purpose. |

- provides loans fbr}fhe encouragement o+f gfowth

- co—ordinates tﬁe economic development plans and
policies of its member states.

- provide technical assistance tb help prepare finance
and implement development project and programmes.

- cb—perates with relevant UN agencies

ADBE is one of the largest donor of Sri Lanka. It alone
contributes around 107 of total anndal aid receipt its
assistance is in the form of loans and the terms have

generally remains unchanged since 1980..

ABD loans are 1in principal suﬁject to 30 years
maturity, 10 years grace period and 1.0 % service charge.
Aid .{rom ADB has covered a variety of areas depending upon
the nature of request made by Sri Lanka and the aid policy

‘of the ADB. ADB assistance from 1985 to 1989 shown in
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Table 4.2 illustrates that ADB i1in Sri Lanka covers a number

of sectors ranging from road maintenance  to rural

devel opment.

Table 4.2 .
Aid Receipts - ADB 1985-1989 (Rs. Million)
Nature of the Project 1985 1986 1987 1988 1989
Telecommunication 0.9 - - - -
Rural Electricity 0.4 - 45.0 91.9 - 7.3
Kirindioya Irrigation 176.8 172.9 53.8 74.3 78.8
Sevanagala Sugar 178.7. B8O. 4 35.4 43.5 1.3
Development Finance Corp. 23.0 3.0 - - -
Rural Credit Froject 36.4 25.9 0.3 - -
Mahaweli1 Roads Development 48.1 40.0 32.8 41.0 73.7
Tea Industry 21.%9 -950.3 73.1 oB.9 34.3
Anuradhapura Dry Zane 19.4 22.4 15.8 45.1 32.7
National Development _ )
Bank Loan ' 54.8 18.7 - - -
Coconut Developaent 6.1 16.9 24.7 8.0 2.5
Technical Education 6.0 143.2 125.35 124.2 120.9
Community Forestary 7.3 28.9 29.2 68.1 30.7
Livestock Development 18.7 39.4 60.9 62.3 65.2
Trincomalec Thermal Fower 19.6 1.6 40.7 30.7 19.2
Health & population Frojects 10.5 29.1 61.4 29.2 42.8
Towns Fower Distribution 8.5 208.2 4.9 S94.6 292.1
Fisheries Development 7-4 13.8 6.8 10.2 10.3
Aquacul ture Development 2.0 23.6 22.0 - 47.5
Supplementary Asst. For
Selected Frojects 193.7 - - - -
Wallawe Irrigation
Improvement - 4.7 - 6.0 12.9 41.9
Flantation Sector Frojects - 107.9 335.6 237.0 126.6
Trunks Roads i1improvement - 7.6 49 .2 38.7 110.5
Development Financing project - 154.2 77.6 144.8 257.0
Land Use Flanning Project - - 2.9 16.5 29.4
Water Supply Froject ‘ - - 13.0 17.6 26.4
Agricul tural input programme - - 186.0 735.1 112.9
School restoration &7.7
Agricul ture Develaopment - - - 26.0 6&7.7
Road Restaoration ' 117.1 1.4
Small and Medium industry 42.1 "198.1
Road Improvement 20.2 62.3
Agricul ture Programme loan 1065.2
842.2 1237.7 1439.5 2038.1 2908.9

Source : External Resources Development, Sri Lanka.
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In 1980s, aid +from ADB was wmostly concentrated on
Kirindi Oya Irrigation % Settlement Project, Sevanagala
Sugar Development Project, Mahaweli Area Roads Development
Froject, Tea Development Froject, Gnuradhapura Dry Zone
Agricultural Project, Livestock Developments Project,
Heaith and population Pfoject Fisheres Development and

qun Fower Diétribution Froject.

The total aid receipt from ADE between 1985 and 1989
amounted to Rs 8425.m. Is hasv been Dbéerved the share ot
ADB in themtotal annual aid receibt ot the counf;y has been -
continuously increasing since 1985 (Table 4.3). This
iﬁplieé thaf the power of interference of the ADB in the
devélopment policies as also 1ncreasing.

Table 4.3

Perccntaqo share of Multilateral Donors in the Total Aid 1985-1989

Donor 1985 1986 1987 1988 1989
eec 2.3 1.0 1.76 - 1.45
ADB , | 6.16  T7.47 9.66  11.23  149.5
UN Agencies | 4.81 3.98 5.22 4.26 2.31
of which WFP (1.74)  (1.27)  (2.15)  (1.84)  (0.22)
UNICEP 0.73)  (0.70)  (1.01)  (0.85)  (0.57)
1DA 13.67  15.74  17.02 9.70 .60
1BRD 0.89 0.51 0.89 1.19 1.25
IFAD o 1.02 1.06 0.93  0.58 0.71
OPEC Fund - 0.62  0.38 0.62 - 1.01
Total Percentage 29.53  32.34  36.40  26.96  31.28

Source : External Resources Departaeent, Sri Lanka.



Available evidence reveals that ADB has attempted alon

and 1n the consortium, to dictate polices to Sri Lanka. In

~

many occations ADB suggested allocative priorities and

policy changes to Sri Lanka. Similarly it has exbressed
concern over fiscal and monetary policies aft t . atry.
This study learnt that 1i1ts Staff and .consu ; wormaly
spent much time during the Erojc. -ppraisal phase 1n
reviewing institutional + the project. Many of
these  aspects p{ the -. atibn were then Qritten inta the
Ioan=agf é binding commitments on the government té
make | . Iular policy changes and institutional

i1nnovation.

If the reéipient government is ready to accépt the Bank
policy perception incorporated for loans then only aid Vis
committed. Iﬁ such a case the Bank is even ready to give
loan on wmore liberal terms. The Government of 'Sri Lanka
experienced the same thing. For example in 1981 the Bank
has = approved ‘a loan warth of $ 10m to the vreforms o+t
National Development Bank. This was an in£erest free loan
with a repayment pefiod of 40 vyears (normal repayment
period is IO yearsr1 Again 1n 1984 the Bank has approved a

concessional loan in various currencies equivalent to # 15

mn to bring policy reforms and institutional changes in the

1. Tribune (Lahare), June 30, 1981.



aregs ot ;export ﬁromptionz.'Tﬁé-“terms and conditions of
this 1loans were sim;lar to that of 1981 loan. These two
examples 1l1lustrate that the task of ADB 1s to play
subardinate fole to the World Bank. In other words ADB, in
its aid negotiation with poor countries, follows the

attitude and practices af the World Bank and the IMF.

The United nation Agencies

Sri Lanka is a member of é mumber of autonomous-inter-—
governmental agencies establishéd‘ within thé. Uni ted
Nationa System. Théy are prqviding technical assistance.
“Among them major donor agencies are:

(a} Food and Agricultural-Drgadisation (FAD),

(b} international Fund for Agricultural Development

(IFADY, (o) Internatidﬁal Labour Organisation
(1L0) , {(d) International Telecqmmuniéétion Union
(ITW, (e) United Nation Conference on Trade and
Devel opment (UNCTAD) , (£) United Néfinn
Educational Scienfific and Cuthral Organisation
(UINESCOY, (@) Uni ted Nation Industrial
Development Organisation, (h) United Nation -Fuﬁd

for Fopulation Activites (UNFDA), (i) United

Nation Children Fund (UNICEF) (3) World Health

2. Business Standered (Bombay), December 20, 1985.
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organisation. (k) United Nation Centre faor Human

Settlements (UNCHS), and (1) World Food Programme.

In the hext few pages we will briefly examine the
contribution of these various UN agencies to the economic

develapment of the cauntry.

Among Un agencies FAO has been a major danor ot Sri
Lanka As else@here FAO has three main~objeétives in Sri
Lanka: ,

) (a) to raise:the level of nutrition and standard of
livings

{b) tb improve the production and disﬁribution ot

all food and agricultural products and;
(c) to i1mprove the condition of rural people.

In pursarnce .0f these objectives FAO has implemented
technical advice and assistance programme. Between 1970 and

1989 FAD made aid commitments amounting to ¥ 10 mn.

International Fund for Agricultural Develaopment (IFAD)
was established as a specialised Agency ‘Df the United
Nation by an 1nter governmeﬁt agreement adopted in 1976.
Itg main objective 1s increasing food praoduction and fhe
nﬁtritional level of the poorest population of the world.
Hence, it deals exclusively with agriculture includiné

livestock fisheries processing and storage.



In Sri Lanka ‘'aid from IFAD 1s ﬁeavily ideﬁti{ied with
rural dévelopment programmes. Between 1970 and 1989 total
aid commitments made by the Fund amouhted to ¥ 68.8 mn. Some
ot the major project which received ‘IFAD.aid are Kirindioya
Irkig;tion and Settlement Froject, Anuradhapura Dry Zone
Development Froject. Badulla and Kegalle Integrated Rural
Development Programmes and coconut development. IFAD aid 1is
“in the  {ofm of lban with 40 yearsizrepayment périod. 10

years grace period and 1.0%Z annual interest rate.

As a hember of the International labour jorganisation
Sri Lanka continues to receive direct technicél assistance
in the form of outright grant. A number» ot di}ectors in
charge of technical and'voéational institution, training
officers senior and wmiddle level mahagers, trade wunion
leaders and technicians ﬁave been trained under the various

programmes of ILO

International Telecommunication Union has three main
types of activities 1in Gri Lanka: (i)' prométion and
strengthening of national telecommunication netwqu H (11)
strengtheniﬁg technicalland_administrative services related
to. tele-communicatian and (ii1) development of human

resources for tele—communication. These programmes are being

funded by the UNDP but administered by the ITU.



UNESCO was established in 1946. It promotes scientitfic
and cultural relation of the world community, the objectives
of international peacé and the common welfare of mankind. In
pursuance of these objectives UNESCO has contributed to the
development efforts of Sri Lanka in many ways. Some of 1ts
main progr ammes includes training through UNESCO
scholarship, fellowshﬁps study trips and training seminars
promotiné studies.and research on conflict and peace and
Qiolence, establishment of libraries, removing 1lliteracy
and spreding literacy, education for women and the
handicapped. besideé aid received under these various
schemes, UNESCO funded the Cultural Traingle Froject which

involves protection of ancient monuments in the country.

Uni ted Nation Industrial Development  Organisation
(UNIDO) encourages the industriaiiéation process of 5ri
Lanka. To this end UNIDO ‘prepares industrial studies,
conduct reseafchs, encourages the developmeﬁf and transfer
of technology, provide technical assistance, maintains an
industrial and technical ‘information bank and compilles
1ndustrial statisticé. In the last two decadés investment
promotion services of UNIDO have extended support to improve

contact between SrivLankan entrepreneurs and the government

with western investors.



The successful Family planning Programme, ot Sri1  Lanka
was designed, funded and executed by the United Nation Fund
for Fopulation Activities. As a result the growth rate of
population came down from nearly 3% in early 1960°'s to 2.1%4
in early 1980s. Besides family planning activitie, the Fund
extends its cooperation fo% school education and demographic

surveys.

UNICEF thas been one ot the most active UN agencies 1in
Sri Laﬁka- The achievement of tUniversal Child Immunization
(UCI) has been one of the most i1mportant _miiestones in the
history of i1ts cooperation 1n Gri1 Lanka. It 1s considered
all the more remarkable since 1t has been achieved at a time
when the entire country wWwas in deep social crisis. Besides,
UNICEF continues to support the National Dirarrhoeal
Diseases Central Frogramme. In other spheres of health
concerns, supported by UNICEF,; internal maortality, acute
respiratory infections and perhaps malaria figure
prominently’ +or gquite sometimes. UOther i1mportant national
programmes of UNICEF are the supply of sate drinking water,
nutrition improvement, 1ncreasing of the 1literacy and
community based rehabilitation. In addition teo these
national programmes stated above UNICEF ﬁas extended 1its
gooperatiun to variety of programme. Of them the UNICEF-
assisted Relief and Rehabilitation Frogramme is prominent.

While reliet activities continued with greater v1gour



focused on displaced children and women rehabilyitation
efforts 1in the North and East have had to be slowed down

until the situation returns to normal.

As 1n elsewhere, the World Health organisation in  Sra
lanka promoteé, the development of comprehensive health
services, the prgvention and  control of .diseases, the
development of héalth manpower , the improvement‘ ot
environmentél‘conditions, the co-ordination and development
of biomedical and health Services, research and the planning

and i1mplementation of health-brogrammes.

The United Nation Centre for Human Settlement populary
_known as HABITGT was formed in 1977 with the objective of
assisting QDvernments in making affordable and effective
improvements in human settlement policies. In pQrsuance with
this objective HABITAT in 5ri Lanka assi;ts the Government
to promote human settlement activities. Some of “the
prominent programmes which received assistance from HABITAT
during the 1980°‘s are the rural settlement programme in the
Mahaweli deQelopment area and therre—settlement of re#ugées
of the ethnic conflict. HABITAT has also provided assistance
to the One million House Progrémme of President Fremadasa.
This has strengthered the country’'s capacity to design and
implement infrastructure programmes which address the needs

ot poorer people.



O+ the total aid commitments of $258.4 made by the UN
agencies between 1970 and 1989 the World Food Frogramme
alone accounted 4or ¥ 7.5 or 387 thus becoming the largest
single donor among the UN agencies. (Table 4.4) &s 1in  the
case of other UN agencies 1ts aid is inlthe torm ot ocutright
grants. The world food programme has made aid commitment
every year during the period under study becoming a regular
aid donor. In 1980s 1t has extended 1t Cooperatibn to
Mahawel:r B.C. and & Development Programmes, ¥Kirindioya
Settiement Scheme, Cultural Triangie Frogramme, Anuradhapura
Df? Zone Agriculture FProject and afforestation of water
catchments and degraded lands. World Food Frogramme has also
provided emergeny food aid For a number of disasters.

Table 4.4
Susaary of Aid Receipts 1985-1989 {in Rs. Million)

Donor 1983 1986 1587 1988 1989
{ & L G L 6 L & L &

EEL 2.6 jed 3.7 134.¢ 254,06 J86.8
ADB 542.2 1178.7 1439.5 2098.1 29090
UK Agencles
of which WFP 237.8 1943 KLY R 338.8 43.5

URICEF §¢.9 07,5 158.7 1587.5 1.0
104 1868, 1 2415.0 2458.4 1778.6 18a7.0
18RD 1221 8.8 . [26.8 21%.8 243.9
IFAD 139.1 1820 134.6 107.3 ig.1
PEC Fund 84.9 38.4 95,9 - - - -
Total 3059, ¢ 657.1 3594.¢ 425.8 4251.3 7817 4183.8 496,31 5188.0  440.1

Lot L LG os the

Brand Total " 82.3 17.7 89,5 10.5 848 15.2 B9.4 6.6 92 8
L = Loarn

o= Grant

Souwrce @ External Resmurgea'bepartment,'Eri Lanka.



The maost promineht were 1ts assistance to victims of
Kantalai dam disaster and emergency assistance to 1987

drought victims.

As our discussion revelead Sri Lanka has been fortunate
to recelve substantial ameunt_of aid from the various UN
agencies. These agencies are in principle without political
personality since they constitute an. aggregate e#' countries
with varying perspection .on ideology and policy. In
practice, however, this is not always the case. Available
evidence show that the country representatives eﬁd the field
-officers of the UN agencies operating in Sri Lanka have
interfered with national policies. In their aid negotiation
the country representatiVes bave expressed their concern
over the ethnic conflict and the increasing human right
violation and wurged the Gevernment to find solutions to
these problems. Ferther, in their aid negotiation they heve
expressed same concern over the implementation of particular
projects aed warned the Government that aid. would be
withheld if the benefit will not go to poorer section of the
population. Thus, 1n the field of economic and soeial
policy, and of guidance and assistance to &ri Lanka the UN
agencies can be regarded as an internationel administrative

instrument, complementing the national administration.



OPEC Fund for International Development

Among the Arab aid agencies 5r1 Lanka receives aid from
OFEC Fund which is also the only bilateral doner owutside the

Aid Sri Lanka Consortium.

The OPFPEC Fund established 1n 1976 gives priority to the
development praoblems of the very poorest third world
countries ' through both balance of payment support and

programme help.

In Sri  Lanka DPEC assisténce was heavily identitied
with Integrated Tea Development Frogramme, Mahaweli Fower
Generation and Rural Electrification which received 90 ta 95
percent of the total OFEC aid. OFEC aid was in the form of

loan with 15 yeras repayment period, S year grace period and

0.75 service charge.

The OPEC has behaved no different other world aid-
giving organisations. During the 1973 oil crunch they pushed
up- the o1l prices by 23 cents, unmindful of their “poorest_
of the poor brothers". That move would have sounded good
music to the Arab Sheikhs, but rnot to an oridinary leader of
an economically backward couﬁtry. And as any other
organisation, they harp on political ditferences with their

enemli es.



In dealing with Sti Lanka, OPEC Fund did not +try to
bfing reforms 1n the 1sland economy. However, the Fund has
expressed 1ts concern over the Colombo’s i1ncreasing links
with Israel, the ‘common Enemy‘ ofvthe Arab World. In 1985
a delegation from the Fund has paid a quiet visit to Sri
Lanka and offered the Government 1ts assistance in combating
the Tamil insurgency operation provided Isreal is kept out
of the picture.z Thqs, DPEC aid was conditioned on the

Isreal factor.

The International Bank for Reconstruction and Devel opment

World Bank

The Intefnatiodal Bank for Reconstruction and
Devel opment (Fopularly known as World Bank) was set up on
December 27, 1945. The principal purposes as set {forth .in
its articles of agreement (charter) are as follows:

(1) to assist i1in the reconstruction and development of its
.member countries bybfacilitating the investment of
capital for productive purposes, thereby promoting long
range growth of international trade and 1mpraovements 1n
étandard of living;

(11) to promote private foreign investment by guarantees of,
and participation in, loans and other investments made

by private investors; and

3. Hindu (Madras}), March 29, 198S.



(111)to make loans {tor productive purpcses out of 1ts own

resources or the funds borrowed by 1t.

In order to achieve these purposes, the charter
authorises the World Bank to engage 1n the following

tfinancing activaities:—

(1) It may lend funds directly either +from 1its capital
funds or +rom the 4{funds 1t borrows 1in private

investment markets.

(11} It wmay guarantee loans advanced by others or it may

participate i1n such loans.

{i11i1)Loans may be advanced to member countries directly or
to any of their political subdivisions or to private
busines or agricultural enterprises in the territories

of members.

In its efforts to make loans foar development purposes,
the World Bank has provided 1loans to the developing
countries for developmental projects and programmes. There

are some basic characteristics of Bank loans:

(1) leoans are meant for high priority productive purposes
mainly to develop the intrastructure for the
development such as generation and distribution of

electric power , rail, roads, ports and inland



waterways, airlines and airports etc.;

(11) loans must be used to meet only the +foreign exchange

component of projects;

{(1i11}the 1nterest rate of the Bank is somewhat lower but
related to market rate. (In 1986 the lending rate was

B.50 per cent).

(iv) loans are not tied.

. There are two subsidiaries aof the quld Bank:
(1) International Development'Association (IDA); and
{11} International Finance Corﬁoration (IFC).

International Developmentwhssociation (IDA) was set up
in 1960. It 1s an aid-giving association of donor countries
who have-cnme under. the aegis of the World Bank to help the
developing countries whose paying capacity is limited due to
their Soﬁin*economic problems. As Suchlcountries have low
domestic resources and on the other hand are noet 1n a
position to pay high rate o{>interest the IDA offers credit
to the eligible developing countries on +favourable terms.
Tﬁe main criterion for the allocation of credit 1s the per
cabita incqme ot the recipient country. Cauntries which

have an annual per capita of less than § 6B1 are eligible



for IDA credits. QOther parameters taken into consideration
are country’'s credit worthiness, 1ts accessibility to
commercial borrowings, its economic pertormance, the density
of its population and the existence of viable projects 1n
the borrowing country. IDA interest +ree credits are

avairlable to Governments only and may be obtained on payment
of norminal service charges at 0.75 per cent per annum. The
period of repaymeht;is 40 years, éxcluding 10 years <for

initial grace period.

Ihternational Finaﬁce Corporation, an atfiliate of the
World EBank was set up in 1956, It extends credits to
brivaté' business enterprises 1n association with private
investors and management, encourages the development ot
local capital market and stimulates the international +low

of private capital.

Among these these institutions official development aid
emanate only from the IDA. In general IBRD and IDAR have
caommon method of operation aﬁd financing project. The
central purpose of both the 1nstitution 1s to promote
economic and sacial progress in developing countries. To
this end, both lend funds, provide advice and stimulates
investment Sy others. Therefore, these two institution will

be discussed as one entity in the next pages.



fs a whole the World Bank Group 1s many more times
power ful thaﬁ many of the sovereign governments 1n  Third
World today. "Backed by powerful finance resources its'power
of interference 1i1n the 1nternal a#{airs o+t borrowing
countriés vis enarmous. Such an authority ot the Bank
emerges due to the economic weakness of developing nations.
The Bank has been exploiting this economic weakness ot
'dgvéloping nation to bring reforms ;ﬁ their economies
favourable to the Western capitélist class. In this task
the Bank has close cooperation of 1ts sister orgaﬁigation,

IMF, and cther western multilateral and bilateral donors.

Mainly the Bank exertes its pressure on the recipient
through two ways: (1) structural adjustment loans; and (ii)

Aid consortiums of developing countries.

The stfuctgral adjustment loan was launched 1n March
1980. Its purpose 1is to +Finance structural adjustment
programmes 1n developing c¢ountries. The World Bank ‘s
structural adjiustment loans last from three to five years in
coantrast to three year stabilisation programme of the IMF.
I+ the process bf structural change, ih the World Bank's
view, promises to be successtul, 1t may, during this period
grant {urther;loans. As in the case of IMF loans, a Cfedit
is iny granted if the borrower Government signs a letter of

intent 1n which 1t undertakes to comaply with certain



conditions. As with IMF loans, structural adjustment loans
are paid out 1n several tranches; and the next tranche 1s

only paid when the agreed measures have been implemented.

The majority of World Bank terms, howevér, do not offer
greatly from those of the IMF. Like the IMF the World Bank
insists on the reduction of trade restrictions, abolition of
price controls together with price increases for ~public
goods and sefvices-and stimulation of export production by
means of tax relief and devaiuation. The World Bank regard
the reductiqh of state i1ntervention and of the free market

econamy as of central i1mportance.

Besides, structural adjustment loans, the Worid Bank
manupulate its capacity as. the coordinateor ot aid
- consortiums of developing nations to bring the 1nstitutional
reforms. As the co—ordinator of many aid consortiums the
Bank prepare the annual reports of the state of recipient
economi es. Members of these aid Consoftiums usually make
commitments based upon reports provided by the World Bank.
Since all such reports are 1nformed by the particular
ideological biases of the World Bank aid donors’ inteligence
on recipient economies‘tends to be largely coloured by same
perspectives as that of the Bank. In this atmosphere a
country defying Bank advicevwould not able to get much

assistance from i1ts donors. Most recipients, then, tind the

)



margin for survival is very small. And when the margin for
survival 1s very small a country 1s likely to turn for help
wherever assistance is to be found no matter what the price

may be.

Since the credit rating of many developing countries 1s
poor and as a result they feel ditficulties i1n raising funds
in international capital markets tge'world Bank 1s the énly
alternative source of credit even though 1ts loans vare
conditioned on may refores. .An-analysis of the wofld Bank
share in total official aid of dgvéloping countries reveals
the fact that over the years the contribution of the World

Bank has been increasing.
Table 4.5

IBRD and IDA Aid as % of Total Official Aid of
Some Selected Developing Countries

Country 1980 1989

Algeria ' 1.48 4.91
Argentina 2.41 4.67
Bangl adesh 28.86 36.04
Barbados , 0.92 5.65
Benin 15.44 38.2

Bolivia ' 10.52 13.06
Burundi o 31.33 ' 40.12
Cameroon v 13.65 21.72
Central Africa 19,65 28.2

Chad 18. 62 33.89
Chile _ 1.95 12.99
Colombia 21.98 | 24,72
Congo 4. 32 S.54
Costarica v 8.71 10076
Dominican Republic S5.66 _ S.61

Egypt 5.04 5.30



Fi131 ' 13.68 16.10

Gaban 1.42 2.18
Gambi a 16.3 29.28
Ghana , 19.78 . 43465
Guinea 8.58 14.77
Guinea Bissau 3.74 29.07
Guyana » 9.45 11.99
Haiti 27.2 41.44
India 31.99 33.54
Indonesia 8.84 : 20.53
Jamaica 11.79 17.45
Jordon 6.80 B8.51
Kenya 20.19 35. 66
Madagaskar ' ' 16.3 20.33
Mal awi : 24.96 58. 06
Maldives v &6.45 ' 13.46
Mali 18.03 21.12
Mauritania 5.2 12.06
Mexi1co 5.01 9.72
Morocco a : 6.73 13.67
Myanmar : ’ ’ 10.52 15.70
Nepal 48.81 44.84
Niger ?.62 24.22
Nigeria 10.47 9.13
Fakistan 13.49 21.60
Fanama 5.84 13.13
Fapua New Guinia 17.56 11.95
Faraguay 15.87 15.71
Fhilippines 10.88 14.19
Rawanda 3IB. 66 49.99
Senegal 16.47 22.64
Sierra Leone 13.51 15.63
Somalia 12.29 23.04
Sri Lanka ‘ 10.45 . 16.69
Sudan .61 10.67
Tanzandia ‘ 21.01 27.66
Thailand 12.54 13.37
Togo .21 31.80
Tunisia : Q.89 : 19.09
Uganda 7.80 40.94
Uruguay Q.40 8.0
Vanata - 15.59
Western Samba 11.84 19.54
Yemen Arab Rep. 11.02 15.04
laire ’ - 5.92 : 13.82
Zambia 15.98 18.52
Zimbabwe ' - 0.46 17.40

Source : Trends in Economies, World Bank, 1990.



As showny 1n Table 4.5 developing countries have
borrowed more from the Warld Bank between 1980 band 1989.
Obviously, the greater their borfowings the more they
restrict <Juture options.allowing the Bank to dictate shape
af public policy matters; As réveals by aﬁétUdy the Bank
SUCCESS  WaS impressive in thas regabd.4 According to this
study the'Bank overail éQccess of fully impie@entation ot
its cpnditiohaiities ering the pefiod fro& 1978 to 1988’wés
more £han 63 ber cent. In other worﬁs, the Bank-was able to
make recipient natibns;to impiemeh€7its recommendétions on
all the impDFtaﬂt“pDiiF§ areas Witﬁlmore than'b3 per cent ot
success.  As the data indicates higher success ratios were .
régistered in the areé-of'energy polcy (79.2%7), financiai
sector reforms (71.7%4), and .exChénge rate "anustments

{70.0%) .

The World Bank Group in Sri Lanka

worldv Bank Group hés alloné history in ﬁhe island’'s
development process. It appeared first in 1arge scaie 1n
late 1950s. Between 1960 and 1969 World Bank contribution
‘to the total aid receipt was, however, mere &% (OFf Rs.

158%9.4m World Bank contributed Rs. 94.9m during the period).

4. Adjustment Lending _: An Evaluation of Een Years of
Experience - World Bank Report No. 1. 1989. '
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Table 4.6

" Fully Implementatian'of'Conditionality

- (4 of conditions)

Folicy Area » Success Ratio
Exc;angé Rate Adjustments ) fff -_ N 7G.0 )
frade Folicy —_— 54;9
Fiscal Poiiéy S 2 ) 53.2
Budget / Publig-éxpenditure - ' . 68.0
Fublic Enterp;ise_RefGrms ’ o a1:.3
Financial Sector Reforms = . 71.a
Industrial Policy - S3.3
Energy Folicy - : | 7 7?.2
Agriculture ?aiicy  - ' | '_57;1
Overall Success : ‘ A - o |  63aO

Source : Adjustment Lending : A&n Evaluation of Ten years of
Experience, World Bank Report No.1, 1i989.

This share rose to 8.3%Z between 1970 and 1976 and to 12%
between 1977 and 1989. This indicates the increasing

presence of the World Bank in Sri Lanka.

Among the two institution Sri Lanka receive. a  larger
quantum of aid from IDA whch alone account for nearly 90% of

the Group's assistance. Aid from IDA is in the form of loan.
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with 0.75% savise charge and 0.50 commitment charge.
Agreement sighed t111 1986 have 40 years repayment period
with 10 year grace.period and thereafter the loan repayment

period was reduced to 30 years.

Aid from IDA cavers yariety of areas depending upon the
natufé 'énd request made by Sri Lanka and the éid policy of
IDA. ©  An examination of IDA-assisted projects> during the
period 1985-89 illustrate that IDA has penétrated deep into

the island economy.

Table 4.7

Aid Receipt fros 1DA 1985-89 (Rs. willion)

Nature of Project/Schene 1985 . 1984 1987 1988 1969
Hahaweli 350.8 1041 232,86 4458 23e.5
Tea industry _ 227,68 3694 3465.5 297.4 1744
Rural Developaent {77.7  255.2  126.8 8s.3 47,3
Road Maintenance 163.5 16.8 - - -

Skall and Medium Industry 119.4 V0.5 §56.4 206.8  152.7
Road Transsport 82.0  J73.1 - - -

Kater supply & Drainage 160.3  221.8 2.7 76.8 1123
kubber Industry Saall holdings 30.2 5.3 54.9 52.3 30.3
Agricultural Entenston & Research J6. 1 56.7 - 291 3.7
Fower Distribution 166.4  106.0 205.9 159.8 58.3
Construction industry 80.7 3.2 47.% - -

" Telecossunication Expansion 80.4 32.3 114.7 - -
Forestry 16.9 {6.4 3.0 38.3 4.0
Industrial Development Credit 2141 285.1 382.1 145,1 . 405.4
Irrigation Rehabiiitation S84 194.4 252, 1413 89.1
Kunicipal Wanageaent - 33.9 2.1 8.5 105.2
Vacational Project - - 31.3 £5.0 9.3
Emergency Reconstruction - - - - 182.9  338.7
Health & Family Planning - - - - 6.8
Total 1996.7 2415.2  2457.8  1979.2  1Boo.4

Source : External Resources Departaent, Sri Lanka.
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Some of the most prominent projects {uhded be 1DA
during the priod were Mahaweli Accelerated Project Tree
crops projecty, Rural Development, promotiaon of small and
- medium industries, water supply and -.sanitation
rehiabilitation, Fower Distribution and Transmission Project,
Forest Resources Development Froject and Irrigation

Rehabilitation.

As compared to IDA aid, assistance from IBRD was very
moderafe in volume. It 15 3150 observed that the number of
IBRD-assisted programme- was very small at any time as
compared .. to other bilateral donors. For examble between
1985 and 1989 . IBRD extende& its assistance td on;y 4
projects as agaiﬁst 19 projects of 1IDA and 33 projects of
ABD. OFf these four project, second Road Developmen£ project
alone received 962 of IBRD aid (out of total aid of 793.4 m
Rs. 721.2 mn) during the period. The reason for the small
qQantum of aid from IBRD can be attributed to its hard terms
which country like Sri Lanka caﬁt afford. In principle
loans from IBRD are subject to 15 years repayment period, 35
vyears grace period and 0.753% commitment charge. Normally,
interest rates are not fixed. It will be notified by IBRD

from time to time.
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Pressure from the World Bank Group

It ' is observed that among the_ bilateral and
multinational donors of Sri Lanka the World Bank Group has
exerted much pressure an the Government to change its public
policies. Indeed, ﬁhere is no érea in the developament field
where the Norlq Bank does not chose to exercise a say.
Available evidehce reveals thét the Bank has attempted to
influence policieé on staie’ownership, ﬁhe fdle fo the
private se&tor thé monetary and fiscal policies, priéing
policy, distribution palicy;: the use ’Q{ administrative
. contraols, the structufe ot jdevelopméhtH eXpendithe, the
external .value df_the curren@y, the pattern of development
adminstrétion and variety of other operational polciy .

oriented and ideolagical issues.

il

As the cp-ordinator of the>5ri Lanka Aid Consortium the
World PBank not only prepare'tﬁé annual report on the state
ot the island economy but puts together a considerable body
6{ documentatioﬁ non_particular aspect 6# the economy and
development process. These reports are made available to
donors in the aid consartium who can then use the evidence
and arguments made available to exercise their own Bilateral
p(essure'cn Sri Lanké. In this way the World Bank is now a
major source of infofmation on the state of the Sri  Lankan

economy. Since all such studies are informed by the
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particular ideological biases of the World Bank aid donor ‘s
intelligence on the 1sland economy tends  to be largely

coloured by the same perspectives as that of the Bank.

The Bank 1s not only the leader of the Aid Consortium
but is also one of the largest source of aid (average 10-12%
of the annual aid budget) to Sri Lanka. This importance of
the Bank also strengthen its>£apacity to exert pressure on

the Government.

fhe Bank ‘s ascendancy in the field of'aid to Sri Lanka
has tended to invest 1ts country representatives with a
degree Gf authority in relation to the Sri Lankan economy
whcih no other donor enjoys today. It is hardly surprising
to note that Bank staff hasva high degree of authority on
the politics, and administration of Sri Lanka. Such an

authority of the Bank emerges because of the economic

compulsions and political weakness of the i1island nation.

In the iritial phase atter the creation of the éid
Consortium, which has instituﬁionalised the 1leadership of
the World Bank, its intervention to policy changes was
relatively less. BRecause af the initial stage a hardline
épproach was taken by the Government of Ski-Lanka in aid
negotiation over provision in loan agreements which sought
to impose policy and administrative changes on the

Government.  The Bank’'s intervention to the i1ssue of rise



subsidies 1n 1963 can be recalléd to prove this argument.
Election 1n April 19465 in the 1sland gavé a narrow victory
to Dudley Sennanayaka over the United'FrDht Government ot
Sirimavo Bandaranaike. The new Frime Minister inherited a
set ot difficult economic problems i1including a budget
deficit running near % 120 mn, of which roughly £ 100 wmn
could  be attributed to higﬁ rice subsidies. Under the
subsidy system, thé Gavernment bdught rice {roh the t+armers
at twice the:world market price and sold it, in tgrh, to the
consumer at a third or a quarter of.the procufemént price.
Moreover, the budgetary 1mpact of the subsidy grew annually,
retlecting population gfowth.- The quld Bank_uréed a phase
tive year reduction in the‘subsidies. But Mr. Senanayake
resisted this particular re%orm, mindful of his experience
as premier. a décade earlier, when he cut - subsidies he was
voted out office.s Throughout 1972 the Bank exterted much
pressure on the United Front Government for devaluation of
the Rupeeb by 55%Z. The Finance Minister Dr. N.M. FPerarsa
categorically stated that no devaluation would be
contemplatedQ6 Due to this tpssle the World Bank Group did
nbt make new aid commitments in 1971 and 1972, fn July 1975

the Bank together with the IMF again asked the United Front

3.  Washington Post, August 22, 1966.

6. Daily News (Colombo), June 3, 1972.

.

147



Government to devalue the currency and eliminate the free
rice raltion. But, .the Government categorically refused to
1mplement’ these recommendation;7 Impiication of the
Governmeﬁt's refusal to heed these demands was the suspense

of World Bank aid in 1576.

The World Bank’; etforts to influence the Government to
change public policies prior to 1977 thus met'ﬁith limited
SUCCESS.: Nhenbthe UNF Government came to power 1n 1977 its
economic policy was to-achiéve structural changes both by
liberalizing the ecohomy and by'expanding rapidly the level
ot publié tnvestment. This economic palicy was very much 1n
line with concerns and recommendations voiced vin preyiOQs
vyears by the donors. The World Bank has responded very
tavourably to these new pro—-western economic package.
Within four months of the formation of the UNF Government
1its Finance Minister EKRonnie De Mel stated that he had
received pledges of sufficient +inancial support +rom donor
countries and internaticnal lending institutions to éarry
outl this liberalising programme. To give a moral boost to
the 1liberalising programme, the WDrld_éank Vice Fresident
tor South Asia visited Sri Lanka i1n March 1978. Folliowing
the talks with the Sri1 Lankan leaders in Colombo the Vicé

Fresident said that when the Sri tLanka Aid Consortium meet

7. Economic Times (New Delhi), July 16,1975,

s
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in Péris in May a beginning will be made in ensuring, loné—
term support for the Government ‘s ‘far-sighted’ development
package.s Since then World Bank’ encourqged the UNF
Government to maintain its economic .libgralisation. This
was done _thrnugh a largé'scale aid commithents. Besides
increasing its own aid the Bank asked the donors 1in the
Coﬁsortium of Sri Lanka Aid to pledge more aid in order not

to "allow Sri tanka bold economic experiments to fail“.”

However increasing aid was conditioned on: radical
changes in every aspéctiof the economy. These conditions
were normally brbught an the eve"é# World Bénk sponsored
’ Parfs Ard heeting. For éxample, beftore 1981 meéting o€ the

Consortium the Bank strongly advocated a less energy

intensive dJdevelopment strategy.lo On the eve of 1982

meeting of the Consortium the Bank has exerted pressure on
the Government to reduce the scale of housing programme 1in
order to cut the level of public investmeﬁt.11 The World

Bank report on the economy circulated at the Aid Consortium

meefing 1986 suggested tha the Cement Corporation, the Gri

8. Patriot (New Delhi}, March 20, 1978.
. Daily News, June 30, 1981.
10. Daily News, July 31, 1981.

11. Dawn (Karachi), July 11, 1982.
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Lanka Transport Board and the Urban Development Autharaity
should be restructured or privatised.12 The World Bank has
suggestéd devaluation of the Sri Lankan rupee to make the
island’'s exports  more campetitive 1in the international
mar ket and imprbve its balance of paymen@ position. In a
background note on Sri Lankan econaomy published on the eve
of the 1968 meeting of the Consortium the Bank -has made th;s
recommehdatioh.13 -Before the 1988 meeting of the Conso&tium
the Na?ld Bank wurged Sri Lanka not to postpone érucial
econqmic reforms because of political pressure arising.‘ogt
. of P%eéidential  and parliamentary elections due in i?B?.
Admitting the +fact that.in such a pre-election situation
pressure to postpone the programme 0# economic reforms have
been strong the Bank, however, wafned that a sttponment'
would be very ’dangerous‘.14 Some of the proposal which the
Bank has i1nsisted in i1ts report on the state ot the i1sland
economy were tar—reaching 1in the;r political( implication,
specially during the élection year.- These include,; cutting
down the size of’the Food Stamps Frogramme which provides
access to cheaper food supplies to ithe more vulnerablé

section aof the society, devaluation of the Sri tLankan rupee

privatising the public enterprises and the reducing the size

12.  Sun (Colomba), July 20, 1986.
13. Hinduy, Juns 19, 1987.

14. - Indian Express (Delhi), August 2, 1985.
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ot publié Eeéfo WOt ¢ 401”(:9.1‘J Thus the drastic incursions of
KWorld Bank programmes i1into the economic +inancial and
budegtary poiicieé of Sri Lanka mean 'that the BRank 1s
appropriating central function of the country. This shitts
in the centre of decision making in Sri Lankan econimic
affects outside the borders of the country and as such

challenges tﬁé national sovérignity.
International Monetory Fund (MF)Y

Internaﬁional Moneta;y Fund 1s not an aid agency i1n the
sense 1t does not provide long—term balance of payment
finéncing. Iﬁ pricip}e, it is an internétional intermediate
finéncial Drgadisation which provides Shbrt—term loans withr
poli&y advices. In this pfocess the Fund has the. capacity.
to bring changes in policy matters of ité recipients. This
authority of the Fund to interfere in the internal aftairs
of the borrowing nations comes from the hugé. financiai
reéources (SDR 115 b in 19%0), it controls and its ability
to praovide a fairly large scale, quick disbursing énd Qnited
resources in a short period. Further, the authority aof the
Fund to dictate terms is strengthened by the close co-

operation i1t receives from other western donors. All ot the

major sources of credit in the western world, whether

——— e ——————



private lenders, governments, or multinational aid agencies
will refuse to lend to a country which persists 1n defying
IMF advice. This indicate how coercive IMF can be in giving

loans to the developing countries.

International Monetory Fund was one of ‘the twi
organicsations established as a result of the decisions taken
at the Brettehwoodé Conference. ficcording to Article 1 of

the IMF its main ockbjectives are:

1. tao promote exchange stability and orderly exchange

arrangement and tc avoid competitive devaiuation;

h

- to help re—establish a multilateral system of trade and

payments and to eliminate foreign exchange restrictiong

3. to provide means {or international adjustment, superior
to detlation by making available increased

international reserves; and

4, to facilitate the expansion and balance growth of

international trade.

The basic functions of IMF are:

1. to lay down ground rules for the conduct of

international finances

3]

- to provide short and medium term assistance tor

overcaoming short—-term balance of payment def:icit; and



3. creation and distribution of reserves in the form of

SDRs.

In this study our discussiaon is confined to assistance

provided by the fund.
Financial Assistance of the IMF

Ordinarily, 1# Fund member-subscribes 1te quota 1n the
Fund by paying 254 in reserve assets and 73% in its own
currency. When ajme&ber draws'on the Fund s resources, it
purchases the currencies 0§ othér_membefs—countries or SDRs
with‘its awn cufrency, leading to a rise in Fund’'s holdings
ot tﬁe' member 's currency. The borrowing member must buy
back its own currency within a specified period with SDRs or
currenciés specified by the Fund. The Fund’'s +inancial
resources are ‘made available to 1ts members througﬁ a
variety  of policies, which ditfer mainly in the type of
balance of payment need they address and in the degree -cf
cond:tionality attached ‘tolthem. The Fund provides the

following assistance to member countries:
1. Reserve Tranche

I¥ a member drawn upto 25 per cent of 1ts quota, 1t 1s
. said to have utilised the gold tranche now called the

reserve tranche. Drawing +From the reserve tranche are



automatic and the Fund does not raise any oaobjection. A
reserve’ tranche purchacse does not constitute use of fund
credit and 11t 1s not subject to charges on obligation to

repurchase.

- Credit Tranches

“a

Drawings of more than 25 per cent of its quaota (reserve
tranche) is said to have utilised credit tfanchés. Each
credit tranche is equal to 29 per cent of the member s
gquota. 4 'meﬁber 1%« allowed to 'draw. only four cred:it
tranches. THE credit tranches are subject to examination by
the Fund. For the first credit tranche, the Fund requires
thét3 the membar éhould have a programme, representing a
reasonéble effort to aver come balance  of payment
difficulties. For the subsequent credit tranches, £he member
should present a detalled comprehensive programmee ta
overcome balance of paymenf difficulties. In the +irst
credit tranche the assistance can be made either in the form
ot Adirect purchasé of under a standby arrangement while 1in
the subsequent credit tranches the assistance 1s wmade
avilable only under a standby arrangement and is paid 1in

instalments.
3. Compensatory Financing

This facility established in 1963 15 designed to extend



the Fund’'s balance of payments support to those member
»countries producing primary goods and are suffering from
fluctuation in receipts +rom exports. The conditions +or
~drawing under this facility aré: (1) export sﬁortfgll is a
éhort term one; (1i) 1t 1s largely attributabie to
circumstance beyond the control of the number; {111} the
member wili cooperate with the Fund in an effort to +ind

appropriate solution to any balance of payment difficulties.

Members mgy draw tho 83 per cent of the quota undérr
compensatory financing. Request‘¥0r d'awing'beyond SCG  per
cent of the qucta are cbnsidered only i¥“-the Fund 1s
safi5¥ied thét the member has been cooperating 1n an effort

to solve its balance of payment problem.

In?tiall? this +facility covered only éhortfalls in
earnings +rom merchandise expdfts but in 1979, the coverage
was widened to inclu&é Shortfalis in recepeits from travel
and workers remittances. In 1981, the Fund decided to extent
this facility to members facing baiance o+t pavment
difficulty caused by a éharp increase in the cost of their;

cereal imports.



4. Buffer Stock Financing

The ﬁurpose of this facility established in 1969 is tb
finaﬁce a member ‘s contributions to buffer stock
arraﬁgemehts 1n commodity agreements approved»by the United
Nations. Drawings under this scheme are permitted up to 45
pe& cent. of the quota. The member 1s expected to cooperate
with the fund in an effort to 50Lvé its'balahceio¥ payments

difficulties.
5. Extended Facility

The aim of this +acility is -to. giye,’medium’ term
assistance to member countries in  the following

circumstances of balance of payment difficulties:

i. serious payment 1imbalance due to structural

maladjuétments in praduction, trade and price;
i1. slow growth; and

iii. an inherently weak balance of payments position
"preventing the pursuit of an active development

policy.

The member is required to submit detailed statement of
policies and measures for the first and the subsquent 12
month periods. Drawing may be made in instalments extending

over a period ot two to three years and subject to
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per¥ormaﬁce ciauses relating to r1oplementation of key policy
measures. lotal purchase under this facility may not exceed
140 per cent of the member 's quota provided that the Fund's
holdings ot the members currency  (excluding holding
cannected with the Fund’s compensatory’buf¥er stock or o1l
tacilities) do not exceed 265 per cent o0+ the member’'s
guata. Repayment: of drawings: madg under the extended
facili{y must be.made within {Dur td ten years after each

dr awlng.
6. Enlarged Access Palicy

" The purpose of the enlarged access pbiiéy is to enable
the Fund to ‘proyide additional Ffinancing +from borrowed
resources 1n conjunction with the Fund’'s ofdinary resoaurces,
to members facing serious payments i1mbalances that are large
in relation ta their quotas. The enlarged access poliéy 1s
used bﬁly when £he members needs {inancing‘from the Fund
that  exceeds the amount avildble to it in the four credif
tranchesl’or under the Exfended Fund Facility, and when 1its
problem --equires a relatively long period of adjustment.
Such purchases are subject to the relevant policies ot the
Fund, 1ncluding those on conditionality, phasing, and
per#ormanqev criteria. Thé peridd of a.standby or extended

arrangement under the enlarged access policy will normally



exceed one year and may extend upto three years 1

appropriate cases.
7.  Structural Adjustment Facility (SAP)

Established in March 1986, this {aciligyvprovides leans
on concessional terms to low income me@ber» countries that
are facing protracted bLalance of  payments p}oblems in
support of medium term macro economic and structural
adjustment programmes. The SAF has three méjoc innovative

features:

ia SAF arrangements regquire a comprehensive three year
policy tramework which incorporates more explicity than

in most previous fund facilities;

ii1. the process of collaboratich with the World Bank was
formalised through the requirement.of joint assistance
to a member country in the formulation of the policy
{ramewofk paper (FFF) and the common megotiations of

the final arrangement; and

111. there was an expettatioﬁ that the FFF and SAF process

would be a catalyst for additional financial resources.

8. Enhanced Structural Adjustment Facility (ESAF)

In 1987 the Fund announced the establishment o+ the
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Enhanced . Structura Ad justment Fécility' (EGAF) whose
objectives, basic praocedures and Finance conditions parallel
those of the structural adjﬁstment tacility. Under this
scheme resources are praovided to low 1ncome developing
couﬁtffes engaged i1h econoimic and strutural adjustﬁént. The
additional resources are desigﬁed in ﬁarticular to assist
the adjuétment efforts of lqw jncome countries .faced with
high levels of indebtedness:as well as those whose experts
are concentrated in commodities - often one commodity -~
whiose priceé have remained persistently Neak‘ in warld

markets.

Fro@ the foregoing discussian if 1s Clear. that other
than locan facilities exfen&ed under reserve tranche and the
first credit tranche Fund‘s assistance are condifioned on
various adjustment programmes. In other words, the Fupd
will have the capacity to dictate domestic policies of a
member country moment it draws more than 50 per cent of 1its
quota. DQr discussion turther reveals that as a member
country draws more interference by the Fund .tends to

increase moré.
The IMF in Sri Lanka

The reliance on the IMF as a major source of +inancing
began i1n 1965, with the negotiation of the first standby

Agreement with the Fund (Table'4.8). The agreement was
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Table 4.8

Credit Facilities Frovided by the IMF

to Sri Lanka (1952-1984)

Type Date of Approval Gmount (i1n SDR mn)
SBa June 1965 | 70.00
SEA June 1966 ' . Z25.00
CFF : March 1967 ' 19.50
CFF : . April _ 1968 : 19.30
SBA : May 1968 19.50 -
SEBEA ' August 1969 19.50
SBA _ March 1971 24.50
CFF January 1972 : 19.45
CFF S ~ June 1973 18.60
CFF . - February 1974 5.%0
SBA ' April 1974 ’ 24.50
CFF November 19746 : 15.80
SBA December 1977 : ) 23.00
EFF January 1978 260. 30
CFF June : i981 25.30
SkA September 1983 10G. 00
SBA = Gtand By Arrangements

EFF = Extended Fund Facilities

CFF = Compensatory Financing Facility

Source : International Investor 1284, p.205.

originally +or an 18 ménth period. Herver, the problems
assoclated with the trade deticit continued and Further
access to the IMF facilities was felt necessary. Hence,
subsequent agreements were entered into wifh the Fund to

+inance stabilisation programmes of the BGovernment. In



addition ﬁo dr awings - made under succecssl ve standby
Agreements, financing was alesoc made available wunder the
cdmpensatory Financé scheme. for expert t+luctuations.
Extended . Fund facilities, and Structural fAdjustment

'facilities for fundamental structural retorms.

IMF has been very active in changing domestic policies
of the country since 1977 when the new UNP>Government came
in to power. The new Government liberalised the island
econqﬁy rejecting the statist and .Spcialist economié
policies of the previous government. . 'fhe Nnew - 2Cconomlc
palicy was very much 1n i1ine with recommendation voiced 1n
previous vyears by ihe Fund. ‘The Fund ﬁas responded Qery
favourably to these structural changes. The IMF .credit
figures bear witnesé to this tact. For iﬁstance, in the
first two vyears of the new government Sri Lanka. recei?ed
credit to the tune of SDR 355.3 mn. This amount was one’
half' time more than the total credit received from 1965 to

1976.

During the' first seven years aof the UNF government
there were four majof IMF programmes for Sri Lanka. The
¥irst was  a Standby Credit of SDR 93 m - in December 1977
nfbilowed by an Extended Fund Facility of SDR 260.3 m in
Janyary 1978. The third was compensatory financing tacility

amounting to SDR 25.30 mn and the fourth and last of the
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period was a standy credit of SDR 100 m. The fund has laid
down a number of conditiconalities in 1te very first
agreement with the government. The main points of the
agreement between the Sri Larkan government‘ and the IMF

were:

i. Immediate devaluatian of the Rupee to parity ot Rs. i6
to the U.5. Dollar, the adoption of a unified exchange
rate 'system, and thereafter floating the Rupee which

wac to be tied to a basket of curriencies.

1i. Liberélisation af many categories of 1mports and thé3

replacement of controls by tariffs.

111. The existing food subsidy system was to be replaced by
ohe undef which the only beneficiaries were to be
households earning less than Rs. 300 a month. In the
case of the sugar ration, only.the childfe% of such

families under the age of 12 would be eligible.

1iv. A commitment to increase the price of flour at ‘some
stage. (Similarly, the price adjustments for
fertilizer, pertroleum, public transport and infants

milk were diferred for the time being.

V. A ceiling on the net domestic assets of the banking
system, and a sub-ceiling on Government credit. Both

these ceilings were to be binding pre-conditions for



making drawings, the timing of the trigger p01nts_being

the end ot December 1977 and the middle of 1978.

vi. Increases 1n the interest rate on private saving .

deposits, from 7-84 to 12-10% on 6-18 months deposits.

vii. Constraint on the use of forsign exchange reserves.
Annual loss was fixed at SDR 150 miili1on, any excess
over this figure was to be met by allowing the rupee to

depreciate downward.

viii.limits on foreign borrowings: SDR SO»million for loans
ot one to five years; maturity and SDR 150 million for

loans of 1 to 15 years maturity.

ix. An increase in the procurement price for paddy from Rs.

3% to Rs. 40/- bushe.

X

X. An  across—the-board wage increase of 35% subject to a

ceiling of Rs. 50 a month.

This was the initial policy framework. dver the
following vyears, the Government policies continued - to
contform to this general framework, though with wvarying

degrees of emphasis on specific issues.

The subsequent agreement with the fund, while seeking

to strengthen the i1nitial structwal adjustment programmes



tried to exert pressure on the government to bring mofe_
~adical changes in the ecoﬁomy. For example, thé agreement
in 1983 Stipulated that the Sri Lankan aﬁthorities will
adjust the exchange rate of the rupee at frequent intervals:
and that the changes'wili be made on the basis of a trade
weighted exchange rate undef deflated by 'relétive ﬁonthly
movements in 'wholesaie>prices for Sri  Lanka and ipartner
‘countries.lé’ and in'1983 the IMFvagreed toigrant Sri1  Lanka
SDR S0 an Qﬁ the Standby Credit Facility on condition of
-ﬁruning dpwn: of fhe level of public expenditure; urgent.
rehabilitatién ot the‘plantation sector and-a review of the
éxchange rate policy.17 In 1988 IMF Maqaging Director
Jacques de Larocsiere has warned Sri Lank to keep budgetory
expendi ture firmly.under review due to escalating defence
spending and declining tea prices.18 When Sri Lanka
arranged i1ts Structural Adjustment Facility (SAF) of $-187 o
‘with the IMF in March 1988 extending for a three year period
the Fund has asked the govefnment to strengthen the on—going
structural adijiustment in the E-conomy.19 In 1990 the Fund,

while announcing the approval of a loan equivalent to SDR

16. Lal Jayawardene and other, gtabilization and Adjustment
policies and programmes: Sri  Lanka WIDER, Helsinki
1987). p. 17. '

i7. un, December 28, 1983.

18. Sun, October 10, 198S5.

19. Indian Express, April 8, 1988.
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44.6 m for Sri Lanka 1n support ot the programme under  the .
third annual Structural Adjustment Facility, has csaird that
Sri1 Lanka will have to improvebthe climate for tréde and
industry by strengthening the public enterprise <cector,
including privatisation, lfberalising trade, reducing
regulation and promoting foreragn i1nvestment. The reieaée of
this credit was thus conditioned on  the abave mentioned‘
re{orms;zo Sri Lanka.héd no cholce Dthergthén iﬁplgmenting

- these tough conditions of the IMF.

in Short, IMF, fhrough 1ts credif, was able to pursue é
free market ideoidéy in Sri Lanka,_ which forced the
Government to restric public bofrowing substantially, cut
subsidies for basic goods, social services, tranéport and
state enterprises, increase prices for state services, raise
indirect taxes; to dismiss workers in.the public sector; to
limit pubiic 1nvestment in favour of private initiative and
to pull down protective barries, impased with the intention
of pgshing down inflation, cuttihg the balance—o¥ﬁpa9ments

deficit and developing the economy through market mechanism.

24 Economic Times, October 27,1990.
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CHARPTER S

'AIDF CONSORTIUM FOR SRI LANKA AND ITS IMFPACT ON FPUBLIC
’ POLICY

fa canépicious feature 6{ Sri Lanka’'s econaomy over. the
past four decades has been the problems associatéd vilth
managing - the external assets situation mainly due +to the
reECUrring defﬁcit af current accognt of the  bé1énce ot
payments. Since 19537 payments Dﬁ> éurrant. aétaunt have
exceeded .cufrent réceipts, almagt ever§:year, leading to  a
severe deplaﬁinﬁ af Sri Lanka’'s foreign exchangé éesources.
ﬁmbng the gactors ~gcponsible for this Situétibn :were the -
ajvérse 'mGVementslin terms of trade and the di{ficulty at
cuntaining. imports té a level comﬁatible with therlevel. ot
external asset9  available to the Countryl. Tﬁese adverse
movements feduced seriously " the amount of imports ﬁhat
exports earning could Luy ana iawered the réalj national
income. In 1950 the external assetéA ot Gri 'Lanka was
sufficient to meet 2% of hét annual'requiremént and by 1960
external assets we;érsufficients to finance only 214 of fhe
country ‘s annuak impaort bill. Implications were that  the
. country lacked sufficient exchange earnings to meet basic
consumption réquiremenﬁs and provide the_'inputs necessary

for the develaopment efforts and long ferm economic growth.

1. The terms of trade rase from 100 in 1945 to 150 in 1956
and fell to 113 in 1963.
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There appeared to be little choice for Sri Lan?a at this
juncture other than resorting to foreign aid; It was 1n this
environment of crisis and threat of economic stagnation that
in 1965 the Sri Lanka Aid Consortium was %ormed fo channel
foreign assistance 6n va regul ar Bésis  to provide the
neceésary 1nputs :{or long term economicv growth. AThé
immediate objective of the Consortium was to supplement,
through Fhe prbvision of séefely-neédéd {oreign exchange

Fesources, Sri Lanka;s own efforts in overcoming the foreign
exchange crisis of the mid 1960s and to preQent a  breakdown

in the economic and social structure.

The firet mag€£ﬁ§ af the 5ri1 tLanks  Aid Eonsortium
(eérlier. it was called Aid Ceylon Club) was i1ntormally
convened by the World Bank in Washington in July 1965. It
&as attended by Britajn, Australia, Canada, Japan and the
UsSA  with the Fédéﬁal Republic of Germany and India as
ubserveré; Since,léés the membership of the Consortium has
increased {from the original five donors to_‘t@enty, which:.
‘consists 0#'sixteen bilatefal donors and four multilateral

aid agencies (Table S5.1).

The traditional argument in favour of the Consortium
was that donors should be given a shared perspective
of a country’s problem and should then effectively

seek to find the solution of these praoblems.
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Table 5.1

Membere of Sri Lanka Aid Consartium as on 31.12.1990

Bilateral donars - o Multilateral\donors

Australia : Europian Economci Community
Belgium = Asian Develgpment = Bank
Canada , : : . o United Nations : !
‘Denmark - . ' World Bank Graup
" Finland ’ :
France

Bermany

India

Italy

Jdapan s

Netherlands

Norway

Sweden

" Switzerland

United Kingdom

United States

Source : ExternallResources Department, Sri Lanka.

- This woul& eliminate overlappiﬁg in the aid efforts and
would sfimulate laggard donors intq meeting their obligation
when confronted -wifh the generbsity> of other donors.
However, in practice the Aid Sri Lanka Consortium did not
always play this role. In effect;_ notwiths£andihg the‘
Consartium, the basis for determining the volume and terhs
of aid continued to depend én the~annual negotiation between
the External Rescurces Department of Sri Lanka and the
mission of the donbr country.The volume of aid determined in

these discussion was either repledged at the Consortium 1§
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already committed or the pre-determined figure was put 1nto
the kitty. The Consortium, in éffect, became a +orum for
. re—iterating what had already been bilatérally negétiéted,
leaving no rooms for a shared perspective of the country’s
problems. This meant that the Consortium became m ore of a
ritual to appraicse the World éank report on the Sri1  Lankan
etonomy. Those dqnoré who ~would nd£ “dream of making
comments oﬁ Sri  Lanka’'s policiés during bilateral
negotiation tended to feel much fréeruin the Consortium tto
venﬁilate their grievances and preju&iéés. The tane +{or

" this was set by the Bank’'s dbcumentS.A
The Pressure of the Aid Consortium

The Sri Lanka Aid Consorfium provided a forum for
putting pressure on the country. It has institutionalised
the leadership of the World Bank, the sponsdr of the
Consortium who prepare the annual report on the state of the
Islénd economy aﬁd a number of documentation on particular
aspects of the econﬁmy and development process. These reports
are made available tdﬁdonors in the Consorfium who can then
use .the evidence and arguments to exercise their own
‘bilateral pressure on Sri Lanka. The meetings of the
Cénsortium are rarely lohg enough to seriouély discuss all,
issues,vso that the donors cannot do much more than reflect

the Bank’'s view on Sri- Lanka. Since the Bank's viéw 1S
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shaped by the pro-western and capitalist i1deology the donorg
_perceptien -on the .island economy tends to be largely

coloured by the same perspectives as that of the Bank.

Between 1970 and 1977 the Sri Lanka Aid Consortium
tried to influence the Government to change 1ts economic
policies. Conserns were e%pressed tha£ aid was being used
for consumption rather than-in§estment.v'80me donors such as
ﬁhe Uk, Germany and tﬁé US cut—-back considerably on. their
ai&T jaThe Worla bBank decided that as long as economic
policies were not changed, it would make no A'¥urther
commitments. A&t the 1972 meeting of fhé Consortium Britain
aﬁd West Gefman who were inifially opposéd even to holding
-of the'meetiﬁg critisi;ed domestic andbfqreign policy of S5ri
Lanka. The diplomatic recognistion éxtended to East Germany

and the threat to British interest in the island were seen

as the reascons for the relﬁctance ot 'these two western

-
-
P

nations™. Expressing the dissatisfaction over the economic
policy of the commuﬁist—backed United Front Govefnment, the
World ”Bank report submitted to the same -meeting of the
Donso}tium stated that Qﬁrld Bank can have no gquarrel with
Sri  Lanka {or>opting for sccialism because development has

no ideclogical bias. However, the steps taken to implement



the Government’'s socialistic aims_“give g;ound for coﬁcernf;
the report warned. lIaplication- of» the dissatisfaction
expressed by the World Bank and other donors.on the'economic
policy of the cauntry was a sharp redﬁction of aid frbm‘ thé
| ‘Tabie’S.Z
Aid Commitmenté 1970—8?

(US $ million)

i i e s . —————

Year " Donors in the Aid Group Aid Group Non—-Aid Grand

Bilateral  Multilateral Total Group Total
’ " Total
1970 - 31.2 36.5 &8.0 24.2 92.2
1971 75.0 . 12.4 87.4 38.2 125.6
1972 - . 38.1- 0 10.2 48.3 - - B4.6 132.9
173 - - 70.7 '16.8 : 87.5 - 87.5
1974 o 76.0 36.5 112.5 - 49.3 161.8
1975 _ 161.4 88.3 2492.7 - 127.1 376.8
1976 ©183.1 25.0 . 178.1 20.1 198.2
1977 - 136.5 0.6 227.1 ' 22.4 249.5
1978 ‘ 318.8 58.8 377.6 22.5 400.1 -
1979 443, 1 124.5 S67.6 1.1 S574.9
1986 359.5 230.1 ' 589.6 “47.4 &37.0
1981 ¢ 483.8 253.3 737.3 78.5 815.8
1982 ’ 281.7 189.7 471.4 &9.6 - 3541.0
1983 o 219.8 21.0 340.8 14.0 354.6
1984 ' 341.1 6.7 437.8 24.2 4562.0
1965 275.2 271.4 : S46.6 - S544.6
1986 - 432.7 196.0 . 428.7 23.8  652.5
- 1987 415.5 - 159.9 575.4 - 575.4
1988 678.1 4441 1122.2 6.3 1128.5
1989 231.3 165.3 3I96.6 .-

396.6

Source : External Resources Department, Sri Lanka.

‘Consortium. As shown in Table 5.2 it came down to & 48.3 mn
in 1972 from & 87.4 in 1971. As a result Sri Lanka had to

seek aid from the non Aid group (mostly socialist and west



Qsian countries) who ﬁledgéd ¥ B4.6 mmny, a littlie less vthan‘
double of the aid commitment made by the donors in the Aid
Consortium. However , the dornors efforts tol in&lQenée the
‘Governﬁent to change economic policies met with limited
success. The Government made it clear that i1t was not
tinterested in receiviﬁg aid that was conditional upon pdiicy
reforms. In fact,this had: been the bfoad policy ot all the.

SLFF Government . V ‘The founder of the party, SWRD
Béndaranaike once said: .

“Naturally,we are all most grateful toc our
friends in this world, as well as the various

" international organisation for the assistance that
they have rendered and are rendering to our
country by way of leoans and assistance in variaus
ways. We are most grateful to them and it is very
useful to us but 1 canrnot escape the conviction
that sort of. assistance may well become a type of
economic drug where there is yndue and ‘increasing

Thad

dependence on foreign aid..." .

1

During her period from 1960-64 Sirimavo Bandaranailike
fealized the inherent dangercs of depending bn foreign aid.
- The §ollowing. statement made in the senate»by her shows, .
that 1like her husband, she too became sceptical .of the
relative bené{its o4 foreign aid.

"1 bhave jealously safegquarded the policy of non-—
alignment followed by my Government even in regard
to the matter of foreign aid .accepted by the
Gavernment of Ceylon. Any foreign aid offered  to

~ the Government with strings ittached has not been
and will not be accepted..." .

3. S.W.R.D. Bandaranaike’s, Speécheé and Writings, p. 458.

4. Honsard of the Senate, August 4, 1964 Val. 20, p. 442,



The combaratively smaller amount ot the {oréign. aid
received by the SLFP‘Governments as compared to the UNF
Gavernments coﬁld be; to sbme extent; .explained the
unwillingness of the SLFF to éccept aid with conditions.
The SLFF regime were able to ﬁaintain.this-policy'as it had
alternative Sources of externé} assistance such as aid +rom
socialisti‘countries, Nest_Asiah countries and neighboqring
"India. The existence of s;ch alternative sources provided
the SLFF Government a betferfadvanfage 1in the b;rgaining for

ibreigﬁ aid in the Sri Lanka Aid Consortium.

DQring tﬁe present UNF Government (1977-) the Sfi Lanka
Aid Congoftium.was incfeasingly used by.both bilateral and
multilateral donors as a forum for exertiﬁg pressure on the
country. In the Consoftium, these donars put différent
degree of pressure and this was in addition to their direct
1nfluence througﬁ country programme and project négotiation.
The donors who did not exert pressure on the public‘ policy
of the country in their bilateral negotiation favoured
coordination of ﬁolicy dialogue through the Consortium.
Among.-the dnnors, the World Bank, the convener of the 6Sri
Lanka Aid Consbrtium has interfered very openly regarding
specific projects making, projéct appraoval and suﬁsequént
disbursement. Second to the World Bénk, the exercise of

powefs-and influence through the Consortium has largely come
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from rich industrial countries. The Scandinavian Donors
namely Sweden, ‘Denmark and Finlana who 1nitially rarely
attempted witﬁin the Consortiﬁm to dictate policies to Sri
Lanka have interfered with thé'way in which® Sri Lanka
handled the ethnic'pfoblem. The UN agencies ‘have rarely
attempted> within the Consortium to exert prESSQre on the
cﬁuntry. So was‘the case.with Europian Econdmit community.

-In the Consbktium the Aéian Deveropment Bank has played a
subordinate fole to the World Bank. In ciose cooperatiod
with the Nofiﬂ Bank 1t hasrexpresséd concern over, fiscal
and moneta?9 pD1icies b{ the country. By and large the UNF
‘Gévernment has bowed tao the various conditibns and pressures
fﬁat' came through the Consortium and in return reéeived a
massive— ‘quantum of foreign aid aé comﬁaréd toe all the
- previous reqimes of -the country (see Table}. The UNF
G@vernment attributed to this unpresidented quantum ot aid
fQ the reaffirmation ot the confidence the 1international
community continued to haQe in the ecoﬁdmic poiicies and’
pragrammés of thé Governments of Sri Lanka. This very
perception of the Governaent overshadowed adQerse impact of
the crqsial reforms which Qere forcefully brought by the
donors in the name D{>the developing the economy through
market mechanism. In fﬁe next few pages we will discuss
about thése fefcfms in the public policy of the country

enginered by the donors through the Aid - Gri Lanka



»Consortium.
Removing of Subsidies

From the early 1940s through 1979 there existed various'
price subsidies and rationing schemes for basic ;oodétuffs ~
'especially rice —:to enéure minihum cansumption levels for
ﬁthe ﬁopulation and brotect the - poor from severé.
&alnutrition. The World Bank ang the‘.IMF; in >théir
negotiatién‘ with Sri Lanka, asked the GovernQEHt to remove
the subsidies in the beliet and hope that. thg 'resulting
shift to investment would have made for higherVQrouth rééegi
and thereby lower unemployment rgtes. No 60vernméﬁt until>
1977 :dared to remové subsidy scheme as the vissue was
crucially Ijnked _ with its political survival. Any
opposifion poorly expecting to win as elecfioﬁ had to
campain on the basis'of enhancing rather than rgducing the
food subsidy. The eleétion ﬁani{estbs of -tbe island’s
political parties bear the witness to this. VFor'example in
1970 SLFP led united Fr0n£ Government came to power on tﬁe
ﬁajor promise of giving 4 pound of rice at {ree. of cost
Awhile in 1977 UNF won the election promising to give 8

pound of rice to every S5ri Lankan living on the lsland;

The pressure from the World Bank and IHF to eliminate
the subsidy scheme, especially, free rice first appeared in

1966. Election in April 1965 in the island gave a narraow



victory to. budley Senanayaka over the Unitéd Front
Gaovernment of Sri Lanka. The new Frime Minister‘inheriiéd a
set of dif?icult -ecqnomic pfoblems inéluding va budget
deficit  rqnn?ng near % 120 am, of thch roughly $.”100
mrllion could be at&ributed.to high rice subsidies. The
Worlid Bank wurged a phased five vyear reduction in tﬁe
éubsidiésé © But .Mr.Senénayaka' fesisted‘zthis particular
reform. He had, howéver, been reépunéive to Bankvédvice on
other points, specifically to baiance the_rice subsidy, the
‘éoyérnment ‘has raised the price ot Government distfibuted
Qﬁeat. {10uf; Tﬁe budget also imbosed'substantial new taxes
and provided for 1ncreased ' noninflatioﬁary | local
.bqrtowingss. Similarly, throughout the Unitéd Front regime
(1910-77) the recqmmendation of removing free Vrice rétion
was made by the World Bank. IMF combinatioh with the support
of the members of trhe Aid Consortium. Their assistance
during this period was conditioned on removing the {ree
ration. For example when Sri fanka approached IMF 1n 1975
for stand by credit facilities the Fund démanded to remove
the free rationf as a pré;canditionsb; The Government
categorically‘ refused and as a result the donors cut  their
aid.

S. Washington Fost, August 22, 1966.

6. Economic Times (New Delhi), July 16, 1975.
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The UNP'Govérnment came to power in 1977 pramising to
give 8 pound of grain to every Sri Lankan among other
things; The IMF and World Bank who haa been waiting to
eliminate the food subsidy totaly whenever a suitablé
opportunity came, asked the-hew Government to 66 s0 within
six month as a pre—-condition tc release a backage of loans.

The implementation of thisirecommendation was a difficult

task for the new Government in the immédiate aftermath of

the election victdry as it had to implement aﬁ least.pért of
the compaign promises. ThetPrime Niniéggr JR Jayawardene (
later Pres;dent) coh{irmed that hiéﬂvGovernmeﬁt . Was 10
di sagreement witﬁ the IMF over this issue. He said that 1n
principle his Government in£ended to phase out subsidies but
" the “timing must be ours".?. However , the Government was
not able to maintain this stand and it had to replace the

free rice ration scheme withzthe Food Stamp Scheme which was

believed to be framed by the World Bank.

Iﬁ the first stage the Governmenf introduced the +ood
stamps‘ to those households whose manthly i1ncome was Abelou
Rs.300. (This was a major condition laid- down in | the
agreement signed in November 1977 with the IMF for the three
tranches standby’éreﬂit aof SDR 93 mn.) In addition to food

'Stamps kerosene .stamps have been issued automatically to
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families which gqualify for +ood stamps and ijve in  villages
- without giectricity. While food.stampé may be used to buy a
range - of essential items, kerosene stamps can be used only
for vkerosene. Under the previous system rations-books wer e
issued pericdically to nearely every 5Sri Lankan. The
previous Ssystem had assured a ?ixed éuantity of rice while
the neQ- method assures'a-fixéd value irrespecgive of the
inflétidn. - As akrésult of this new method,athe .number of
ration books declined from 13.1 ean. to 7.7 sn.  The new
method alsc eliminated the subsidies for whégt:‘and flour.
: Reactihg to the new method Fresident Jayawafdene, who came
to poweé promsing 8 poudd of.grain at free of cost to every
Sri Lankan, declared thétxfhe daysAn{rsubsidies are gahe and
that people must tighten the belt and suftfer shbrt -terms

pain for long—term gainsB,

The removal of free rice rétion, viewed formally as

part of the IMF package of 1977, would naot have been

feasible without an assurance of support for more aid by the

World Bank and the &id Group.
Fertilizer Subsidy

Fertilizer has been subsidized in 5ri Lanka since 1967

to encourage the adoption of modern techniques in rice

8. Times of India (Bombay), March 30, 1980.
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cultiQation. Initially, the subsidy.was designed solely to
promﬁte :paddy. However , 1in 1972 the subsidy was
generélised. Sinée then, the Government has adopted the
pfactice of subsidizing selected types of fertiiizer through

direct payments to importers.

The World Bank was presurising to the Government to
eliminate the fertilizer subsidy. The 1988 World Bank

country Faper writes: .

“The existence of the subsidy is difficult to

“justify on  efficiency and/or . equity grounds.
- Clearly, the subsidy introduces caostly distortian
in the country’'s cropping pattern, 1t 1is

impediment ta the Gavernment objectives 1n . the
agricultural sectors most of the subsidy accrued
- to the wealthy -paddy farmers, and, and important
port of the subsidy, that accruing to tree crops,
has no real effect on production. It 1is thus
recommended that the suBsxdy be phased out within
a reasonable time span" .

By 1999 the subsidies‘for_¥ertilizer were eliminated.

Privatization

The ideclogy of the western donors, which dismisses
state intervention and state planning as evils and advocates
fhe virtues of the privately organised'freg market economy,
15 .being tried vin Sri tanka. Accordingly, the western

9. Sri_ lanka : A break with the past : The 1987 - 90
Bogram of Economic retorms and adjustment World Bank,
Report No. 77 O~LE p. 75.




donors 'particularly IMF and the . World bank asked the
Government tollimit public i1nvestment in favour ot private
'sectors, to dismiss workers in the pubiic sector and to.
privatise public sector units. The World Bank in 1ts annual
. report on the state of island economy, which is circulated
among the reprecentatives of the donors at meetings of the
Ard Cdnsurtium, continued to recommend the>grqwth ot the

private sector as a pre-condition for aid.

The Structural:ﬁdjustment Frogramme of thé IMF in Sri
Lanka‘ has alsg béeﬁvparticular:ébout the. promotion o{b the
private <cector. In this backgfound the Gavernment has to
give éény concessioﬁ to the private sector. Now privéte
investers can, in principle, set up i1ndustries of any size.
The restraints on private sector participation in pafticular
sectors have been relaxed. Frivate participation in the
bitherto 'natiohali;éd sector 1s being encouraged. The
investmeﬁt ceilingi ot the private sector has been
progreésively raised upwardf Liberal coﬁceséion to 'foreign
'capital aléng with investment in the Free Trade Zoneé in
Katunayakevand Biyagamé was made i1n order to atfract privafe
+oreign capital as part of the Government policy to
. strengthen the private sector. As a corolary, parts of the
nationalised sector had been_disinvested.. Under this, state
bist}lleries, United Motors and Ceylon Oxygen were selected

to be privatized. By 1990, United Motors was sold; - Ceylon
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Oxygen was being disinvested and the sale of the two state

Distilleries was under preparation.

Dtﬁér sigﬁificant change occurred during this period
-waé the .Gﬁvernment's decision to allow allowed private
companies to operaée side by sidé with the state-run Central
Transport Board ((CTB). The Centra} Tranéport* Board an
_ éntirély stafe—owngd enterp?ise, wastestablished in 1554
- absorbing 73 private bus co&panies then operaﬁing ia the
- country. In 1979, the Goverament wnder the gquidance cof the
“world baﬂk, decided to free the entry of private Bus owneré
-té the‘indQStryiO- This brouéht about a steady deterioration
in CTB's services. Within a decade, the private sectar
_registeréd_ more than 12,000 buses aﬁd it now provides more
than half theipassenger—miles supplied by fhe bus 1ndustry

in the country. ' v

In 1990, the Government totally deregulated bus fares.
As a result; bus +fares éhot up by two fold creating
inconvenience to the people. The Governmentwas asked by the
World Bank to reduce the CTE‘; staf+ by 20,006 (Total
52,000). To achieve this, a voluntary and _Eompulsdry
.retiremeﬁt scheme was introduced. At the final -stage the

assets of the Board were transfered to the remaining

10. Financial Express {(New Delhi), February 24, 1579.
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.employees sa as to create new companies centered around
S P .

existing depots. By August 1990, 12,000 workers were made

~ to leave the CTB. According to the 1990 World Bank Report

on Sri Lanka the elimination of subsidy to the corporation,

an intention of the Bank, was also done.

'

During the  same period the Government under  the

.préssure “from the aid donors allowed {oféign banks to

Dpefaté in Sri Lanka. Currently, there are 25 banks and of
them:vonly 6 are ﬁatidnai banks. This indicates the

daminance of the private sector in the financial market .

~ The World Bank has not been happy with the existence of evén
these &6 national banks and demanding their privatisation.

In its 1990 énnuél report on Sri Lanka the Bank says:

“The vaerqment needs to get institution such as
Bank of Ceylon People’s Bank, National Development
Bank and the Development Finance Corporation of

Ceylon to operate more ' commercially. Their
privatization may be the most effective way to
achieve this objective, andlla plan in this

direction should be prepared"!

This recommendation ié now  under consideration.
However, the Government may find it difficult to justity the
priVatisation of the state—run banks as they are running on

huge profit.

11. Sri Lanka : Sustaining the Adjustment Process. World
Bank, 1990, Report no. 8985 CE.
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The recent - movev to privatise the state—ruﬁ
Télecommunication  Department would appear to be the
culmination of the World Banks sustained hostility to the
State 1intervention and state planning. The &ra1 tanka
Telecommunications Bill paééed in Parliamen£ dn ist May 1991
prdvides ‘{br ther transfter of all properly, rights and
liabilities - of the Depart¢ent of Telécommunications to the
Corporation “Sri  LéhkaiTé1ecom“. fn .atcdrdahce- wifh the
.provisigns of the Act emplbyees of the Department have +five
alternatives:

(i) te continue in -off@ce'as a  pu£iic officer of the

Department; . o
(i1) to retire +rom thé:.public service and become an

| empioyeé of the corporation; or
{iiidto leave the pgblic~service and become an employee of
the corporation;'of
(iv) to ieave thé public.éervice and become an employee of
the Corporation;qu
(v) 'ﬁo bbth retire ar leave‘the.puﬁlic service and not

become an employee of the corporation.

The centre piece of the privatisation programme is the
-reduction in isize of the public sector. Tﬁis process
accelérated foilowing the establishment of the AP?esidential
Commission on Frivatization in 1987 (which in 1989 was

renamed . as the Commission on Feople—-ization). The
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Commission designéd-the general +ramework {for privatization
in  1987-1990 and beyond. In édditioh,:the Commission wiﬁh
the World Baﬁg' assistance, carried out a .study of the
performancé' Senéitivity of larger manufacturing pubiit
sector wunits under Ministeries of Industries and {exfiles.
This study recommended to restructure qnd eQentually
priQatiie 'mgst activities in texfiles m;neral ;sands,
minning and mineral devel opment aﬁd same activit;es _of
Céather, Hardware, Elywood Tyre, Péper; Ceramic and  ’‘Salt

Corporations.

The Fresidential -Commiésion on Privatization was
-disbandéd in January 1990 and the-task to -privatize- small
public sector units were ﬁanded aver to thé
commerci;lization Division of the Ministry of F;nance. Thé
Commercialization Division is now working on privatization
of 16 smaller public units with_the.finaﬁcial support +froae
the  USAID. The- Fublic Investments Management = Board
éstablished in Sep£ember 1989, and later incorporated as a
company handles the privatizétion of large. public sectér

units.

It becomes. a normal feature of the 6ri Lanka Aid
Consortium tao inguire about the progress of the countries
economic policy of privatising public-sector enterbrisés.

At each meeting the donors talked much about the importance
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of contiﬁuation of the privatisation. Therefore, in the
years to come éri Lanka will be embarking on wholesale
privatization  of the public—sector éntérprises tc qualify
for continued assistance ffom the donors 1n the Consortium.
-The donars pressure on fhis wiil be—further'tighten by the

IMF with whome Sri Lanka is negotiating for an enhanced

. .
~

stru?fural adjustments facility worth % 450 mmIL.

Administrative Reforms

One of the major.points of the western aid ph;losophy?
is that. sféte bureaﬁgracies in developing countries are'
qftén, oversfaffed and corrupt and their planning,
administration” ana production are often inefficient and
wastéful of foreign exchahge. The logical consequence of.
this 1deology is dismissais from the state sector and an
attempt to re—priQatise state e;terprises. The vdonofs,:
particularly World Bank and the IMF viewed the Pﬁﬁlic 59ctof'
Df.Sri Lanka in the same context; They were of the view that
the size of the pub;ic sector was large. Heﬁde, they
~exertéd pressure to réduceﬁits size. Consequently;'in 1986

the Fresident appointed an Administrative Reform Committee

(ARC) to propose appropriate remedies.

12. GStatesman (Cacluttal), March 17, 1991.
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Thé Committeé,‘which warked in close coaperation with
the World Bank +found that the Central Govefnmeﬁt was
overéta#féd. The Bank asked the Govern@ent tc reduce the
staff by 20 per cent within two to three yeafslg.. This
would mean a reduction of about 70,000 based on the current
- manpower strength in the pub}ic sector of 362,000 exclusive
ot the armed forces, police:and health personnel. | Though
the Government; a£ the inifiél stage, heSitate‘tb implement‘
this‘poliéicaly untenable recommendation-it had to give the
ground 1i1n the face of‘mouﬁting pressure fcm thef aid
donorsl4. As  a way of reaucing theiééze of  the_ public
sector the Gévérnment -iﬁtFGduced a voluntry retirement
scheme undernwhich a compeﬁsation‘package will be given tp
~all those leaving the Go?ernment service. According to this
the Government pays pension to all those who have had “ten
yéars_pensionable sérvice‘orfﬁore,.and those who do not have
ten years of pedéionable sér?ice can leave jJobs with a lump-
- sum  gratuity - in lieuw of a pension. Now this voiuntry

retirement scheme is on and a large number of employed are

ieaving their jabs.

Agricul tural Sector

— — ——————— e

13. 1Ibid, n. 9, p. 75.

14. Hindustan Times (New Delhi), August 11, 1988.
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In the agricultgral secior, under ”sustaiaed. pressure
from the aid dbnoré ot the Consortium Sri Lanka has hénded
over the~eﬁtire marketing of paddy,_fertilizer and pasticide;
to the 'private .sector; To facilitaté nbrivétization of'
domestic ricé disfribution the role of the Faddy Marketing ’
Board (FPMB) has beén reduced. Nitﬁ this ﬁhe FMB has bééome
a small—-scale purchaser of last fesort. About;tho;third of
ité éta{fv Haye' been.retrepched an& fhe'rmajo;ity- ofV,ité
storage and milling facilities have beén sold to the priQate

sectaor. B S }
The Plantation Seétor:

The island’'s plantation sectqr'héé‘been éhemaiﬁstay of
its economy. The three main commodities, i.e. tea, rubbérv.
and coconut, occupy an important place in thé ‘économy
contributing around S50 per cent of the total exbort

earnings.

After the nationaliZation aﬁring the 1970s. the E
ménégement of the plantation sector was transferred to twe
state—-owned corpqratiohé: The Janathai,Estate Development
Board (JEDB) and the State Flantation Corporation (SPC);
These twa corpo(atio¢ now own about 110,000 ha of land Qndér

tea, 60,000 ha of land under rubber and ‘12,000 ha wunder

caconut. vThey employ does to one-hal+ million people.



‘In spite of substantial support from donors since the
early .19805 and_trans{ers from the :budget.-the financial
performance of the two corporations has'been‘dismé]. fhié
- has . becaine a matter of concern for the aid donors of Sri
Laﬁka; In 1983, the IﬁF' has. requestea forb urgent
rehabilitation of the plantatiqn.sector and in fact, i1t was
‘a one.of.the conditions-for the release of fhe'balance b{ %
S0 ﬁn. SDR.  on the staﬁd‘by credit fac;lityls The Asian
Develdpmént Bank,' the largest donors..in\'the “plantation
sector has aled‘caiied for immediate manaéémént improvements
to  the plantatioa sector.. DQe to tgis pressure the
Government ‘appointed azhigh level “Core Group" ﬁo identity
the problems and prepafe a programmg o# éction in 1989.. The
Core Group's recomméndations far the immediate future
included: (1) negotiating increased managément flexibility
in the use of labour and reduced labour costs; ané (11)
reducing taxes on tea and rubber. Based on the core Groups
recomen&ations, the Gavernment introduced a reorganisation
of the JEDB and SFC to increase autonomy as well as to
reduce pver-centraliéation of their managemént. The 302
estates under the two corporation were to be:grouped into 82
c1u§ters as +Financially independént Dperétional units -

which were in turn to be grouped into 12 zones +{or

supervision purposes. This proces, however, came to a halt’

15. Sun (Colomba), December 28, 1983.
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in March 1990 as a result of the Cabinet reshuffle. However,
the recommendation of reducing taxes on tea and rub .ber have
been largely implemented. Farticularly in the tea sector

this reduction can be clearly visible.

Table 5.3

Taxes on Tea in Sri Lanka

Expert Duty 1985 1987 - 1988 1989

Black Tea in bulk  S.0 z.50  3.50 1.50
Facketed Tea .50 2.00 3.00 1.00
Tea in bags - . 0.50 - 1.00 0.50
Grean Tea 5.00 3.50 - . 3.50 1,50
Instant Tea 10.00 5.50 8.50 6.50

Source: Tea Statistics, Tea Board of India 1988-89.

Currently, the Government is reviewing the ‘cost and
benetits of various option for increasing the private sector
role in the plantatioﬁ sector. -Thié is being assisted by
International Devel opment Association and the action plan!

for this will be prepared in 1991,

Industrial Retorms:

The need for restructuring 1industrial policies was
EXDFESSEdA by the World Bank and IMF in early 1980s..

Consequently, i1in December 1984, the Cabinet appointed an



Industrial Folicy Committee (iPC) to report on an
appropriate- industrial strgtegy tor Sfi Lanka. Two years
latek, the IP; issued a report whi;h was subsequently
approved by the Cabinet in February,  19687. The report
discuss among cther_fhing the Government's‘ polic9 towards
“foreign  investment and the merasures the Bovernmeﬁt could’
adépt to 'encourége such investmehts and improve private’

sectors confidence in general.

'The. committee probosed that“'éublic Manufacturing
Enterprises be sold to the privaté éector unless they should
remaiﬁ public_ for. speciai reasons; Ih line with the
recommendations.vthe 80vernmen£ transformed 16 selected
enterprises into ﬁublic liability compahies to prepare them
for possible privatization. These companies are frée to
determine all the éspects of management. At the sametime,

with the 1985 budget most remaining special privileges of

public sector have besn removed.

The second - component of the programme is the
privatizatian. ot .enterpfises that can be partially or
totally divested. Under this programme, Stafe -Distilleris,
‘United Motors, and ~Ce§lon Oxygen Qere selected ta be
privatized. Now United Motors was sold. Ceyicn Oxgen 1s
being divested and the sale of thé siate Distilliers 1s

under preparation.

pos
(S
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Trade

On the trade side, tﬁe elimination of 1mport quotas 1n
1977 was the first action taken uhder‘the guﬁdénce of the
World Bank. This was followed by séyeral structurai changes
in the tariff system bgtween 197§ and 1987. The last ban on
imports that Oﬁ textiles, was eliminated in 1985, To
encourage nqn—ﬁraditiunal exporfs; a Free Trade Zone ‘(FTZ)
was created near Colombo in-i?79 and én Export Develoﬁmént
Board (EDB) was set up to maﬁage'thé export incent;ves that

" have been intrbduced'gradually*siﬁce the eaFly 198Os. -
Tax Restructuring:

Sri Lanka's'tax base is more developed than those of
other develaping countries. The tax revence to GDF ratio was
16% in the 1950s and 18%Z in 1980s. Domestic taxes have been

used to correct distortions generated elsewhere  1n the

economy as well as for a variety of purposes.

However, the Bank was not happy with the existing tax
system. In 1988 it éuggested a number of re?orﬁs in  this
regard'i;e (1) reducfion in the number of rates used in tﬁe
company tax and éhe Business Turnover Tax (BTT). In, the
caée ot the compény, tax, this-would mean unitying the
existing five corporate tax rates (i.e. 20% ,30% , 204 S0%)

to the level of the marginal tax rate for personal income.
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In the case of the BTT, the five rates wused at present
(LA, 24,57 ,104,20%) will  be unifged (11)  commodities
considered luxary gocdé could be made subject to excises.
(111} Reduction of taxation ot sugar wheat and rice. (1vi

eliminat/or reduce tax holidays and tax exemption.

The last two budgets have introduced a series of tax
‘changes in'line with theée recomnrendations.

The Exchange Rate Folicy:

The 'Qorld Bank .had been of the view that a more
flexible exchange rate policy was essential to correct the
external account imbalances and to support the - develqpment
ot the wmanutfacturing and the export sector in  genera1.
Throughout the regim of the United Front Government (1970-
77) the World Bank-urged Sri bLanka to devalue the rupee. In
1972, the Finance Minister, Dr.N.M.Perera stated:

“These was a pressure for devaluation of the rupee

by the World Barnk and the IMF but Sri1 Lanka would

not do 1t. Last time we devalued by Z0 per cent.

It has not solved Durigroblems. In fact 1t has

increased cur problems

The Government gave a categorical assurance that no
devaluation was conteaplated despite the pressure. The
World Bank reacted by stoping new aid commitments in 1972.

The pressure to devalue the rupee was again exertéd in 1975

16. Daily News (Colombo), March 28, 1972.




wher Sri Lanka was negotiating with the IMF for Stand by
Credit Facilitiesl7. The Government retused to devalue . and
in the following year the World Bank did not make any new

comml tment.

The opportunityA‘the Norl& Bank and the IMF had been
waiting for devaluation the rupee appeared in 1977 November
when the new UNP Government negotiated with the IMF for the
‘three tranche Standby Credit of SDR 93 million. In this
negotiation tﬁe Fund asked the Government to make immediaté
'&eva}uaticn';q{ the Rupee to a pa;ity of Rs. 16 te the US
Grilar. 'Tﬁé'adoption d{ a unfied exchange rate. syétem and
thereafter floating the rupeé which was to be fied to a
basket of currencies were another conditian in this regard;
The Government immediately imﬁlementéd thesé conditions and
as & result the rgpee—Dollaf éxchange rate rose by 87» per
cent from 1976 to 1978. The value of rupees is now let to
flaat. As a result, its exchange rate has been increasing
(See Table. 5.4) It registe}ed recofdereallevel of Rs.40 in
1970, -However, the desefied result of the devaluation did

not come out.

17. Economic Times (New Délhi), July 16, 1975.



Table 5.4

Rupee Dollar Exchange Rate

Year : " Rate
1565 4.7600
70 o 5.9524
1975 ~ 7.0166
1976 ' B.4266
1978 15.6067
1980 18. 0000
ig87 : 21.32000
1954 : . - 26.2800
1986 o : 28.3200
19886 33.0325
20 ' . 40.5400

Sources: Central Bank of Sri Lanka

Foreign Investment:

The Government 1s also moving ‘aggreséively_ in the
directian of transfering ownership and management of
national enterprices, to fareigners. In April 1990,  a
legicliation was passed by the Farliament in  this regard.
The Act provides foreign investors costly privileges such as
guaranteed rates of return on capitai loan, guarantees and
tari++ exemption on imports of raw materials. A potential
"investor remitting a st of & 150,000 Gf its equivalent 1s
issued a travel documents enabling him to travel freely to
and +Fram Sri  {anka. Further, the 100  percent tax oh
‘transfer of sha?es'invoiving {ofeign nafionél has been
abcl:ghed.v in addition fareign investers.are now permtted.

to hoid majority shares in selective joint ventures.



The Mid-Day Meal Programme:v

Ih the beginning of 1986 with a budgetary>allocation of
Rs.2 billion the Mid~Day Meal Programmevwas launched. It
aims at providing one meal a day to all children enrolled in
primary and secandéfy schools 1n the country. It seems that
many are benefitted from the programme. Thenworld Bank and
the IMF are of the view that it is essential to réplace the"
pragramme - by v~aﬁ 'island-wide. nutrigional programme.
Currently,' the Government is considering the suggestion.
Un£i1 this#islan&—widebnﬁtritional programme 1S implemente&.v
the Boiéf%ment haslbeen adivse not tao spénd more  than 3.5
- per cent of the GNF on the Mid-Day Meal Frogramme and Jana

Saviya.is

Price Controls:

The World Bank and the IMF have been the driving forces
behind the appreciable rise in the price of a .numbr of
goods. This has severeiy attected all the section of the

population. (Table 3.5).

i8. Atta (Colomboi, November Z4, 19%90.
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Administered Prices of Basic

Caonsumer Goods

ITEM Unit 1977 1980 1983 1986 = 1989

: Dec. Dec. Dec. ec. bec.
Rice for Food stuffs kg 2.15 4.48  6.25 7.22 13.09
.Rice (Open Market) kg , '3.70 6.72 | L.73 9.19 1#.67
Flour kg .32 S.23  6.82 7.90 10.60
Bread : kg 1.32 4.52  6.17 6.89 8.89
Kerocens - T Litre  0.76 3.34 . 6.56 6.585 6.58
Electricity Units .12 0.35 ©0G.40 0.50 0.SS
:Bus Fare A ' journey 5-50 1.60 2.50 2.50 Z.20
 Cocunuts each 1.42 2.48 4.13 2.71 4.50
Coconut oil | bottle 4,58 8.38 20.80 10.06 16.0

Milk Fowder ‘ kg 12.13 26.28 52.0 58.20 99.0
Sugar (Upén mar ket) kg 6.62 14.55 13.00 14.50 34.00

Source : The Central Bank of Sri tLanka.

The Government is also moving aggfessively in the
direction of removing all existing ' price controls that
remain under the Fair Trading Commission. In this system,
1¥ private businessmen ;ntend to raise prices of baéic
commadi ties, they  must submi t ta the commi ssion
justification For the pricé changes. The .CommiSsion then

reviews the appropriateness of the proposed price change and



give'it opinion.'vThe World Bank has adviced the Bovernment
to close the Commission and let the prices are fixed by the

mar ket forces.
Ocean and Air Freights:

The Central freight Bureaus used to allocated cafgd to
shipping lines { favouring the state—-owned Ceylon Shipping
Corporation) and regulate rates. Under the guidance of  the

World Bank these regulation were dismantled in 1?89. Now

traders can ch

[«]

ose any shipping  company (except +{or a
limited npumber of routes). ﬂ'Aé a result’ competition
increased aﬁd the Sri Lanka Shipping Corporations lost the
monapoly. .Siﬁilarly; the Bovern@ent also decided in @id~
1990 to liberalize air freight operation and terminate Air

ftanka’'s monopolylg.
Fiscal and Monetary Policy:

The aid donors of S5ri bLanka often stress the need for
sustained tight fiscal and monetary measures. ‘?or exahple
prunning down of 1984 ﬁublic expenditure was one bf the IMFV
conditioﬁé in the yvyear when the Fund agreed to grant Srf
Lanka the balance. SDR 50 mn on the SGtandby Credit

.., 20 o ' ' . .
Facility™ . Similarly, the World Bank at the 1984 meeting

12. Atta, November 24, 1990.

Z20.  Sun, December 28, 1983.



of the Aid Consortium stressed the need for reducing all

- ‘
publiic expenditure"l. In 1985 IMF Managing Director Jacques
de Larosiere warned the Government to keep - budgetary

~
7
A

expenditure firmly under review . The World Bank was of

N

the view that reduction of public expenditure from about 33
per cent of GDF in 19687 to 29 per cent by 1970 i1s essential
for the development. ‘The World Bank has made sdme

suggestion in this regard“”.

(1) Reduct%on ot tﬁe size of the work force in the central
Gﬁvérnment.

{11) eliminatioh ot fértilizer aﬁd:sugar subsidy;

{ri1iprivatization of the Air Lanka by 1590;

{iv) PFraivatization of the Sri Lanka Cement Corporation; and

(v} suspension of all major investment in Mahaweli.

As wef have discussed elsewhere 1n this chapter, the
'¥irst twdi suggestion have been already implemented.
Frivatization of &ri Lanka Cement Corporation is under
consideration and ﬁhe Governament has terminated the monopoly
of Air Lanka in the island’s civil éviation. The Jana Saviya

Prcgramme‘ which initially put high pressure on the budget

21. Ibid, June 23, 1984.

22. Ibid, October 10, 1985.

23, World Bank, Report 1988.



has been redisigned under the guidance o+t thé»World Bank and
the annual expenditure for the Food Stamps Scheme and the

Mid Day Meal Frogramme has & ceiling of 3.5 per cent ot the

GNF .
The Jana Saviya Programme (JSP):

The Jana Saviya . Frogramme, an election promise. of
'Frezideni Preﬁadasag 15 thé centérpiece'of the Go;ernment’g
eftort a1 med at alleyiating poverty. in: Sri Lanké;
TInitially, - the programme aimed at trans%eriﬁg R$.2500 per’
monthy tu:ieach household 1n poverty_ during a two yeaf"
pericd. Right from the beginning the World Bank and the IMF
. were not happy with the programme aé itApdts high _preésure
on the budget. They advised therﬁovernment to rédesign the
JSF into a more production— oriented and sustainéble

T

‘programme Iin fact, this was one of the conditions of aid
‘donors  in 1?8424. The Government agreed to impiement this
condirtion. Soon after redesign was done according to the
principieé and guidliines set by the World Bankzs. Now the
J5F operates in a completely novel form. The new 4programme

consists of several components including credit lines to the

poor, technical assistance and an entrepreneurial

24. Atta, May 20, 1989.

3. BRawaya (lolomboj), November 18, 1990.



development scheme. The marked feature of the new programme

is the abolition of +free allowance of Rs.2500 per month.
The Ethnic Conflict: ’ -

A particular issue where dorors have expressed COncern
iately is the present ethnic conflict. Virtualily all donors
‘of the Ald Gfodp have urged the Government to réach a
negetiated solutioﬁ to the cbn%lict- For example a finance
Ministry st;tement issued after the 1986 JQne meeting of the
Consortium stated that ail‘&elegation:df: donér countries

expressed deep concern and anxiety - about  the _bolitical

csolution to the ethnic problémzé. Before the 1987 meeting

of the Consortium Finance ﬁiﬁister Ronnie de Mel said that
futqre toreign aid from tﬁe aid group would depend largely
on the Government success in restoring peace in the
cougtry27. As expected 'thejworld Bank and IMF at the
meeting have criticised Sri.Lanka for not seeking an early

end to the ethmic crisis.B. This was the period when aid

hJ

‘agencies were questioning Sri Lanka‘é atility teo ensure the
personal satety aof their officials and experts when they
visit the country. They were also gquestioning Sri1 Lanka’'s

ability to protecf such vast development programme scattered

26. Sun, June 1, 1986.

27. Indian Express (New Delhi), May 10, 1987.

28. Ibid, June 23, 1987.



through .out the islénd. _fﬁisvpressure from the donars was
statéd to be one of the reasons .behind the Go§ernment‘5
decision to.sigh the Indo-Sri Lanka Agréement. Hoping that
the .agreement will bfing tﬁe long-awaited peace the donor
.naticn have pledged additional aid worth * 493 at a speciai
meeting of the éid>8foup beld in Deﬁember 1987. fAfter the
-meeting Finance Minpister Sannie &e Me}'said:
"We Feel thatVSUppGrt 15 both?an endor sement ot

the Feace figreement and of Lhe economic policies.
. LT . :
of the Sri Lanka Government” .

In the wake of the Feace Accord, Regan A&ministration
announced itsv réadinéss to increase monetary aid tec 5ri
Lanka to assist' feconstructién efforts. The U5 Deputy
stisténce secretary of state Rabert Pech saiﬁ that the upon
successful 1mplementation of thé accord the U5 with other
‘donors would consider the éppropriafion of additironal funds

-
. - 0]
for Sri Lanka” .

Contrary to the expectation of the aid donars, the
Indo—-Sri Lanka Accord, which was described as the only way
to protect_Sri Laﬁkan unity and integrity, sgvereignty as
also legitimate Tamil aspiration, misérably farled. Wirthin

weeks of signing the Accord the Indian Feace keeping Force

29. Telegraph (Calcutta), December 10, 1987.

30. FPatriot (New Delhi), August 8, 1987.
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(IPKF) which afrived in Sri Lanka to ensure the surrender of
arms and to enforce the military aspect ot the hccord begaﬁ
a céstly éndAbloody conflict with the Liberatibn Tigers of
_Tamil Eelamb(LTTE); At the same time, Sra Lankan army was
ruthlésly cracking down the JVF activities in the Sdufhern
Sri Lankan. The Amenesty international reported a number of
human right violatidn and the aid:dbnors began to expreés
their deep concern errrthe detefiorating state of the.ciQil
libérty. The égandinavian aid donors were mofe particulér

" aboit this situation and anncunced that they would not make
any commitments to new projects. ét the 199é.meeting D{‘the
Cohsortium held in Faric on Jénga%y ? several donoré have
threaﬁened to cut or review their aid p?ogramme to register
their displeasure over the widespread violation of human
rights. Besides the Scandinavin donors who have already
announcéd a cut in aid, the Nether}ands and Canada have also
stated that they would review thé'entire aid programme +for

the cpuntrybi_

Sri Lanka told the aid group that it was working
towards a resclution of the conflict and assured the
Consortium that it will uphold its international obligation

X
~r

with regard to human rights . This assurance was {ollbued

B

31. GStatesman (Calcutta), January 18, 1990.

32. Indian Express, November 5, 1990.




by certain measures such as removal of extra—ordinary power

given to the armed forces.

Thﬁs, Sri:Lénka Aid Consoktium like other muitilateral‘
donbr institutians,' emphasised on economic efficiency _by.
,bfinging_in the free market principle into mahagement ot SF;
Lankan economy. By thus introducing the principle of free
m;rket economy - inta ifsfaid dogmaAtﬁe’COnsortium left: no
b'sccpe for alternative dévélopment sfrategies in Sri Laﬁka.

ThHis, in the conté%t of soéio~economic_conditions. of poar
1ﬁéﬁntries, ,iike Sri Lanka, worked to the large‘égctioﬁ of

the population.



Chapter 6
Canclusion: Vulnerability of Recipient Nations

Global economic iﬁterdependence and continued struggle
to secure‘ larger share ot séarce economic resaurces have
been a source D{'competitiun-and contlict xn _iﬁternat;dnal
relation. This has led to a systematic use of lseveralf
'econaﬁic; instrumenﬁs fof éecufing national intereétQ .émong
these ecoﬁomic instruments foreign aid has been vused by

rich countries for centuries.

The main objective of Foreign aid as .officially
decl ared by,most donor Countriee.is to p%omote écqnamic and_
social _déveiopmént of less developed countries. However,
.the actual picture is different. Our study revealé ~ that
foreign aid_is used by donors as a means of securing »their
econamit, bcliticai, military and strategic interest besides
humanitarian purpose. Because of this multipurpose nature of
§0reigh aird, it has many dif{erent'aﬁd crucial ralés to play
in international félation.

Aid donors, particular western'&onors wisﬁ to bfumote
the system they themselves favour. Iﬁ some case they méke
’;:il::ai@firé‘li that bgreater aid.will beb4orthcoming far couﬁtrieé

which favour a free enterprise system rathér than a

soclialist approach to development. Our Qtudy identifies a
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number of cases whefe tareign aid was conditioned on such
free market economic reforms in the'recipienﬁ natidhs; The
_study also highlights the fact that not only domestic.
economic policy but also foreign poliéy ot the recipient
nation has been altered or changed by the donors through éid

mechanism.

One way in which a donor can éffempt tq inter{ere::in
the polaicies of anéther is by promising to provide or
threatening to withhold or review aiﬁ;AI{ the récipient 15
;not ready to .actebt some ‘condition or to take certain
actions favored _Sy’the donor, pfeésufe can be éxerted by
threatening to cutlaid\or‘toiwithhold aid. Another way in
which donar can 1nterfere with fhe poliéies rof recipient
country is the discriminatidn in therquantum of aid between
recipient countries, between sector or region o between
Qi+{erent project within a countryf No matter the way they
use aid mechanism -to influence the policiesvo{'the recipient'
countries this inter{erence‘is possible-because at ecdnomic
weakness of'tﬁese fécipieﬁt nations. The majority ot these
nations lack adequate financial resources for their social
. political and“economic‘deVelopment; they'du not ﬁave gnough
food to feed their population; they lack sufficient trained
pegpie to run the development task. A high proportioﬁ Df

developing countries are heavily dependent upon  a few

e e
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commodities as a source of foreign exchange earnings and
their price, almostvalways,'is determined by_mafket forces
outside their control. Thése'markét forces moreover are 1n
the hénds.of the princ;pal'@estern donor nations. Because of
this uﬁfavorable ‘economic features they‘are likely to turn
for help wherevér'assistance-is to be ftound nc matter :what
fhe; brice ‘may-be.‘ The result is thg heavy dépendence. on
aid. vThe greater the dependence on aid the -greater the
vulngfability to out side prESSures. These countries, then
experience ééme?loss of independence in decision making,

and sometimes compromise with their. sovereignty.

‘Aid situation for Sri Lanka is not different from ather
poar . aid reéipiehts in the third world. Like other poor
countries, _Sri Lanka is not able to generate suftficient
¥inan;ia1 resourées for her develapment needs. Similarly,
the. country lacks sufficient trained people to run the
development task and enough 'féad to feed her population..
The island- econéﬁy largely depends upon the tea i1industry

and its prices are determined far away in the :London. Tea

Auction.

In the economically weak and politically unstable 6&ri
Lanka, aid. donors have exerted different degree ot
influence thfough aid-mechanism; Most donors have attempted

to do sao through the Annual Paris meeting of the Aid
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Consortium. Dtherg -havé‘ done 1t more 'directly tﬁrqugh
country. programmés and projecf negotiation. Howeyer, thé
donor 's E{fortsiéo infldence the Gévernmenf o{-Sif Lanka to
change ecoﬁdm§c ﬁolicies met with limited success befofe
1977. This was ‘spécially noticed during the regimes of
progressive 5Sir Lanka freedom Farty uhichl maintéinedA-a
cordiail ' re}ations Qith bath cépifalist agd socLalist

countries, thus increasing its bargaining capacity for aid.

V:Q§,radica1 change came about in the relations bétﬁéén
the é{d group and.the Sri Lanka Government after the éﬁange
of regime in 1977. The économic“palicy of the pro - western
United National Farty Government was very much in liﬁe with
the +ree market economic princiﬁlés, the system which
western donors»ﬂish to promote and they themselyes #ayour.v
As a result, western donors have responded very +avourably
to Sri Lankan needs for ¥oreignAaid, while the West Asian
countries and socialiét countries Qirtually disappeared {from

the aid scene.

in many cases wéstern aid Qas cohditionél upon policy
reforms. Since bilaferal pressure on policy reforms would
strain the friendly relationship between the donar and Sri.
t.anka most donors have:févored co — ordination of policy
dialogue through the World Bank or the Sri Lanka Aid

Consofr tium. For this task the World Bank had the fullest



‘corporaticn af the International Monetary rund. This
indicates the fact that the Bank and the Fund under the-
cover of their multilateral format energed acs highly

etfective proxies {for thé western powers.

This is contrary to the widely held notiaon that
multilateral sources of aid are less tied to public policy

in recipient countries. .

The study also reyeals that aid donors have  attempted
to 1influence policiés Gn the'mohétgfy and +fiscal policies
pricing policy, distribution pélicy; thé structure o+t
development expenditure, the size of the bgdget deticit, the
external value of the rupee, state ownership, the role ot
priyate sectdr, the use‘of adminictrative controls,v pattern
of development administration and wvariety of dtﬁer policy
ofientéd and ideologicgl issues. In bringing these changes
the donors have ignored the political and social conditions
0¥‘ the codntry. This worked to the dis- advantage ot thé

large section of the population.

The Waorld Bank and the IﬁF have been the driving torces
behind the appreciable'rise in the prices of a nuhber ot
puﬁlic .goods such as power , tele—communicatibn, transport“
and postal ﬁﬁarges. This haslseverély aftected ali the
ééctioné of. the population, mor e particularly  the

underprivileged section. The lower the i1ncome of those



aftfected and the greater the dependence on sccial _serviCes;
the‘mo}e devastating the effects af the:price rise in public
goodé. Together with increase in price of public goods, the
Government eliminated food éubsidies. This 19&14006 prices

rise wmuch faster than those of other consumer goods. The

effects of the price.rise;here compounded when the  World

Bank and the IMF insisted on keeping wége and salary rises

below the rate oi.inflaticn thus reducing real incoﬁe;

The contraction of the pub;fci?éector, a condition
imposed by the World Bank, haslled tohrétfenchméht::measures
aﬁd increase 1in unemployment. Further, the reduction of
stéte‘influence on the economy did no@ automaticglly lead to
an increase in the private‘investment. Indeed, a cut ba#k in
state investment has Ied t0_a reduction in overail ‘econamic
actiQity becaqse there is no entrepreneaur class to create

coherent -~ market economy structure. Similarly, - the

Government ‘s aftempt to privatise,stafe enterprises ran into

difficulties not only because domestic private investors
were reluctant £0 take on the risk of running 'éiling
companies but also Sri Lanka do not possess the .capital
expertise dr managerial skills needed to _fun' private
business successtully. Thus 1t appears only the state is 1in
a position to carry out specific investment necessary for

the development of the island economy and to provide an

S0



ecpnomic- and social +rame-work designed td coordinate
‘agricul tural and industrial ‘production ;nd diéﬁribution
.structures and tb satisfy mass deméﬁd. In othef words, given
the iwéakﬁess of the 1sland private sector thé* state
enterprise 1s a necessity-to ful#ill ﬁhE'produCtion of goods

and services to meet the basic requirements of the. people.

The &evaiuatidn of the rupee and the . abolition of
contrpls Onv¥dreign trade are intended to set'an export boom
':Qin motion and bring in additional foreign exéhéﬁge. Thesé
measur;s‘,are also intended- to makg the é&énomy more
attractive to {6reign inveétqrs. in practice these ' goals
were rarely achieved in Sri Laﬁka,> Devaluétiqn did not
bring the export boom a§ Sri Lanka'g goods are not
competitive in the international market in terms of
quality. Frotectioniam of the industrial countries ana
competitive devaluation among the countries producing the
same goods .were other féasons tfor the failure 1in the
expart {front. Théhdecontrolling of protit transfer brought
together with devaluation haénled to an outflow of {toreign
exchange which was not adequately;Df{set by direct Foreign
investmeﬁt; While the expected e{{ect ot devaluation thus
failed its negative effect largely appeared in the island
.economy. Devaluation has ihcreaéed the debt service

payment; 1t committed Sir Lanka even more heavily to its
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traditional patternrof exports; and it brought a higher rate

of inflation.

In 1980s the World Bank and the IMF have strongly
aoncated Sri Larmka toifollow>deflatioh policires. This waé
based on their diagnbsis of excessive home demand which had
td be reduced. Impiemenfatiun o#Atﬁesg' deflation policies
{cut in. public expendifuré,_restriﬁtion in mohéy suppiy
reduction of domegtic credit etc.) ﬁas led to. economic
regessidn in the country. Many >cqmbanies went;;bankfupt
bbecause they were hit by the tonfraC£ioﬁ of ’tﬁéfudomestie
etonomy. o .

The World Bank has insisted on the abolition of state
intervention in the agriculture sector. As we discussed
.earlier under the adjustment programme in the agriculturail

sector the Government has increased in producers prices and

allowed private sector to procuré grains and distribute
fertilizef. Hoﬂever, -the agricultufal ~sector, the
cornerstane of éll developménts, did ndt grow much and
infact the growth rate of the sector in late 1980s was

marginal. The World Bank was only interested in removing

the state interference in the sector but it was not keen 1n .

extendingtsupport to remove a number of abstacles preventing
‘ thé rise in the agricultural production. These obstacles

included inadequate rural infrastructure marketing structure



and lack of attractive incentives for small and marginal
{ormers. Admittedly, the Bank recommendation to " i1ncrease
producer prices was a positiQé step ‘but 1t was‘not adeduaté
in the xconfext of ever inﬁreésing prices of agricultural

inputs.

Stﬁuttural adjustment'brought.by the World Bank énd the
IMF wi.'th the strong 'bact:in'g of the Sri Lanka Aid Consortium
‘caused a spiral o%Iinflation'wﬁith atfected the healthy
growth'éof the VeC§nomy. The reduction in the volume of
domeétié credit'aﬁd the restrict money supply and. budgetary
policieé_ advocated by them did not vreduce “intlation. In
contraéi the‘removal ot subsidies price Iiberalfsation and
devaiuation brought a higher rate of inflation; Hénce, the
donors’  proclamation that the f;ght against inflation:. was
the fopjpriority in their package of measures, proved to be
wrong..On the contrary, their adjustment programmes ended up
leaVing the rate of in#lation'és high as 1t -kas in the

- beginning.

Thus the opportunity for the donor nation to impdse
their views on Sri Lanka was ﬁade all too clear wheﬁ_ 1t
became the accepted view th;t‘Sri Lanka simply could nat
- manage her economy without the' assurance that large
amount of aid would be 4orthcoming..és we discussed earlier

the influence of donor’'s is i1nevitably much greater and the

L



lever age Vthat can be exerted correspohdingly more 1intense,
when a Couhtry 18 cbnsiqeréd to be wunable to. tunction
without aid. .For Sri Lénka, aé 40? some of the other
deQélQpiﬁg countries’ reliance on outside assistaﬁ;é is mast

likely to be a featurevo¥ in thé-development of the economy

| aver many years.

A hiéh proportion of all aid recipients-fike Sri Lanka
are now in-afsufficient ©COonnm1c dif#icultieévthat they tend
':3 to seek help-' whé;evéér assistance is to lbe:u+ound and
whateyef the conditions are- imposed; The incféasing resort
to {oreign aid iﬁ such ”aQ édyerse etoﬁomiC'situatiqn will
lessen the bargaining stréﬁgth of poor. Thié situation is
" not limited to small countriés, The aid donors arE'-exerting
pressure to bring changes favorable to them even in large
nations like Soviet Union and India.

If developing countries 4&re not to remain at the
perpetual mercy -of the domestic and external politicaf
compulsion of the aid donors, they wiil have to look within
theméelves t@ see if'fﬁere is a mbre self — reliant path
to devélophent. This needs a rédirection af development
strétegieg. Unless a fundamental restructuring -of the
prevailing socio - economic order can be carried, poiicy
makers of ,tHeSé cantEies have to wait upon‘ deéisions in

donor countries before they formulate their devel opment

.3
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budget, announce an import-export policy and ather various
poliéy matters. However§ such a redirection of policy will"
not come easily after decades of exposure to the influence.
ot aid. fhe_aid regime whi;h has power, in{luenée aﬁd depth

in the soéiety would liké to perpetuate the system. Various
;people-involyed in the aid negatiation want to tontinue thé
aependence on aid for their persona}'benefits; hny mDQe Vto_
reduce the volume of aid will cut off théir agency’
_qommissioﬁ; commicsion . fees, schqlarsﬁip {oreigp tours etc.-
{eaders iﬁﬁthe third quld are well aware of thege 'prabiéméx\
Just as they understand the stra#egic interest éoverning.

‘aid donors.

Foreign"éid negotiations, therefore, offer . a éoncrete
challenge to the political ieaders and planners 0{ the_‘poor
countries. This 1is a .central problem cbncérning " the
developmental effect of aid, and g.éolution td it has to be
found not only ‘at the level of the donoré but  also io

restructuring domestic political system towards mor e

-democratic and responsive direction.
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Table 2

Suasary of Aid Receipt 1965-1989

{In Rupees Million)

Year Non-Mahaweli hccelerated Cocsndity Aid Food kid T
: praject Aid Mahawell ; : :

---------- ;;;;;_—fé;;;;;--—i;;;;f-‘S!anfs Lloans  brants ~Lloans Grant;-_-i;;

S 93 Dt NG WA G962 6Ss K94 B

1786 33 W] MELT 6.5 WIS §89.3  B49.7 4944 10224

1987 7013.1 3331.2 ‘?19.6 béi.b 504.4 ‘659.2 854,64  709.1 ASiZ?.:
' ; 1928 : WIS 405 1845.6 158.i 45 1495 LRI AL 173

BB IS 08 LT LLT WA 12414

947.0

b4B.6 116502

Source : Erternal Resources Bepart;ént, Sri Lanka.

B T DUV PP,
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Tahie 3
fi1d Receipts by Sector and Calendar Year, 1980 - 1989

(10 Million U.S. ﬁollars)

e -

Sector 1980 156t 1582 1581 19g4  19BS  i98s 1967 - I%BE.  198Y
i. Agricultare,Forestey and Fisheries  105.24 91,37 174.ia. F2.07 STR.9F 257 22070 15446 ZZEGY 160,40
4 Agriculture 3T 23,04 itle Gk 104089 BB.9S 126,79 BG4 104.eD (136U {D6.T
B. forestry - 0,17 - g7 2B 7Y 16,330 Ll At 24
L. Fisheries 344 0098 LBE - LIS S04 17 497 L3 Tl 3.4
.G, Foad 38,30 3.4 3310 ELZE TR ALLB0 - 4B.BG 47.5F 0 4Bz 3443

E. fairy b Livestock Develcpeent L7017 Zee 00370 LI LS4 .45 .67 17 Z.6%
‘F. Rurai Developaent 4.3 S0 TE97T 31032 3.4 170B3 17018 1B.54 0 1E.GZ 0 iB.GZ
&. Irrigation b Hater Nanageeent .38 2571 4T ULBY O gbGS 49.3B 3907 (4040 19.5F 0 1546

2y Mining & Buarrving” ' - - - - - - - - LT -
3. Radufacturing SIS V0B .74 63D H6SR 1530 28.et 35.51 1591 ZhLE
§. Construction LBz e LS 9T iBGe 3307 450722 3LLET fe.de 15.b%
‘3. # Transport & Storage 17.57  {5.48  26.57  2e.56 . 45.%4 1530 LA .35 LE.iF 0 IBLG
B. Comsunicatians ¢.07 847 527 7.5 1884 5.27 1277 1609 B .28

7. Bholesaie & Retail Trade .35 6.2t - .06 8 - - - - -

8, Banking,insurance and heal Estate - - - 6,02 2.5 .86  8.57 2,63 - -

- %, Ownership of Dwellings j.12 0 - 6.24 028 249 0.3 03 Lw -
10.Pudlic Adeinistration & Defence - - - - 6.1z L.zt - - 2.9
ti.Services -25.0% Sl.el 15,08 27.8¢ LT 30,50 35,63 4B.35 0 4L 7140
12.8iscellanecus Coswodities v 63,26 BI04 3450 A0 &4,ié 36,29 45,%8  12.7% 3R.52 3ULEC
13.Balance of payeent Support L 90 - - - - - - -
fd.7echnical fssistance R LB theE 1533 13.3e 2.3 2418 22,9 34T 4.3

Total o 326,02 la%.40 406,00 452,40 53e.23 501,37 546,98 4B9.06 S74.5% 535.85

Sagrce @ Esternal Resources Department, Sri lanka.’



Takle 4
Aid Receipts Mahaweli Developsent Prograsse 1980-89

(In Nillion U.S. Dollars)

;;;;;;"‘“""""f ——————— --’---’-—_~-‘---;;éé—iiﬁg;éf 'l?éﬁ {983 -;;é;-~—-;985 1?g;-‘--1987 1988 198;-
o fgictwe & Forestry 00 el G 6 TLa e A T8 SIS 0
E. Faower 59£t6r7 ' 66.56 4682 69.61 al.es  &b.85 4444 4191 4L.SB 3165 IS
L. lrrigatian : : : -  - » 43,65 - 6l.62  TEGT 40,50 32.&? - ":0.38 1.5
5. Rurai Deveioéﬁent | .74 4.2 0048 01t 203 699 A3 AET 0 LT
E. Techsical fssistaace ' - - hB 0;42_' 6.3 106 0.5 6.3 0.7 600 033
ool Mehaseli Frogrssee B0 S8 D00 1063 .0 G605 02 163 ALE 606
fanaal Average Exchange Rate ' . A
1.3 805 29.5304 31.B86b Js.3156

S.0. He./ULS. 3 18,5344 19,3515 26,80 23.03  Z5.5

Source : Departaent of Externai Resources, Sri Lanka.



Tabie §

External Debt Outstanding by type of donors 1980-89 (U.S. § Million) | .

--------------------------- - fse6 198t 1985‘: 198;--- 1984 --;985 1986 -‘1987 1928 1?8;-

6. Loans fran Bilaterat onors S o
Jrchursed - £89.7  §60.7 1007.0 i111.B 1154.6 1471.4 1674.8 7266.2 73930 4445
dndisbursed §5G.3 75,6 B84 398.6 566.9 4545 562.3 IS8 E14.9  bbe.d

;;;;;----------_—‘-‘--—--i---------f--_gggéjg—-;;;;:2 18?0.;--;;15:4 1723.;—-;?65.9 2437 ;--%;égjﬁ"32§7.? Jo4e.?

B. Loans froe Hultinational Donore
Bi shursed - 3.6 3766 435.8 S40.4 6523 TI2.B B9LS IMAZS L1349 1245.2
Undi sbur sed ¥9.0 6125 6539 7010 6107 7SB.S TBAD 779.6 40327 10217
Cletal - 6t.c 9EL.L 10T uu 1263.6 15303 (BBL.7 1522.1 AT 2266.9
Total A + B
Disbursed 1208.3 133.3 {S50.8 1652.2 1606.9 2044.% 7723 3087 359 3ee.7
tIndi stiursed 9.3 35.1 IS3N3 12006 117%.6 1253.0  1396.6 1495.4 191 1624.1
Tatal O 2W7. 2696.4 2980.1 9516 2986.5 3497.7 AM16.V 4604.1 SITRO S29%.6
Total External Debt
Bisbersed i320.3 1625.9 1S84.0 23208 2526.3 3029.4 3602.4 4183.6 43727 438L5.
tindi shur sed COWILO 15812 17340 HHL4 19083 14144 15405 fe7e.B 194Z.1 17546
Total - 2358.5 3206.6 369B.0 I765.2 3934.6 4443.8 SIAZ.Y SBAD.4 6314, 6l2Z1

Share of Bilateral and Muiti- .
Silateral Dosars in the Exiernal debt _194 84 Bt 8.
Share
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Appendix - 11

Bilateral Aid Agreeaents (1985-89)

Late Gacunt  Type Terms Furpoce
Fs.#. RF GF IR '
Canada
2Z. 3.85 178.¢ 5 Irrigation Rebabilitation
31, S5.85 35.¢ & Bee-keeping project
Z. 1.85 3.1 2 Fin Fish Netriticn
22. 4.85 il & Coconut information centre
6. 4.85 1.5 B Debt Recerding and Kgt.
S. 6.8Y% 9.4 G Supply and Demand for Miik
. §5.12.85 ¢.7 5 IRRC  Weaning Practices project
30.12.86 0.7 & get.of HMarine 8 Aguatic HRes.center
15. Z.87 §31.54 & Ieport of commodities ' ‘
(t4.. 2.67 471.5 B . - Da -
15. &.87 175.7 & Canadian food @id
14.12.87 47.14 6 - Dbs - ' :
19. 8.87 ité.6 € Mahaveli Technical Assistance
76.7 G Agri. Extensian Training
10. 2.87 i5.3 b Est. of Naticnal Progcamme
' 2.8 6 Water supply and sanitation
i. 4.B7 3.3 & Food Grain lmprovement
Helminthiasis Contretl Fraoject
26. 8.87 6.8 8 Helwinthiasis Control Fraject
23.12.87 4,3 g il seeds Froject
21.12.87 G.6 g Educational CGuality
- laportant
21.1.87 i.9 8 Rarine & Aguatic Resource
Lentre '
27.6.88 1426.4 G Mahiawell
15.3.88 237.8 & fgri. Resources Froject
11.7.88 151.3 - B inland Fisheries
53.1 6 Food aid
13.5.68 4.0 & Intoraaticon services Froject
6.5.88 16 Phosphate Fertilizer Research
14.23.8% 44,6 5 Forest Froject
7.%.89% 1.9 G Research an Rural Ind.
Z2.7.8% 5.7 6

Research on Cooputer and The
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SR W LR 34.3

‘Australiéf

N NIy . N

LI G ) 00 s b pes b s ben N | g b

.Z.86 27.1 6
.12.88 9.7 G
Z.5.87 124.8 L
3.5.56% BT B <
.&.87 76.0 3
g5 £5.8 L
3.12.89 37.5 &
France
z 5 129.6 L
z7 85 156.6 i
25.7.88° 143.6 L
ZB.7.86& 146.& . L
12.1.87 , 336,60 L
15.6.87 191.7 L
15.6.87 1917 L
5.9.8E& 5.6 &
§.9.88 257.1 L
¥.5.88 216.4 L
75,985 173.3 L
20.5.8Y% 122.9 L
Federal Regpublic of Berwmany
§.3.88 36,2 &
{.4.86 36.3 G
5.86 1450.4 ;L
.5.84 1329.8 L
2.3.87 57.5- 6
.4.87 J2.4 G
9.4.87° 24.8 &
2.4.B7 3.5 6
§.10.87 0.3 -6
3.ii.87 37.2 G
E.11.88 185.90 L
5.4.B8 37.1 G
.4.88 5G.1 G
.4.8E 74.2 G
3.5.88 7.8 G
5.7.88 17.1 5
¥.1i1.68 1584.8 L
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Nofth-faét Educ;tiéd Project

Supply af 60600 H.T. of wheat —
Food Aid Grant
, Sleeper Manu. Froject
Swall Activities Froject
Rehabilitation & Reconstraction
Frhoto Voitaic Fower Suppiy

4
Xt
Foad Aid 1989/9¢

Mixed Credit 19435
a

3

[oet]

Fremch Credit

o]

€
I8
i

o]

‘Hilwala Ganga
froject stage

French Treasury_.. _..
French Frivate Bank
Samanalawewa Froject

Do

Do_\
Telecomuunication )
Sawanalawewa & Nilwalaganga

Kotagala Teachers Tra.lollege
Conservation Farming Fro.
Rantaabe Fower Froject

Do
Kandy Integrated Dev.
tivestock Froduction
Mahaweli ‘
fogat Husbandry
Study and Expert fund
Agricultural Hesearch
Imports of Comamedities
NAKE & :
Railway Training Center
Caast Conservation Pra.
Fromotion of Livestock
SLIDA
Lommodity Loan




Bridge Rebabilition

12.86.88 4 9 6
30.8.¢64 117.8 & Technical Trainiag
21.11.89 35.7 6 Training
13.0 & RSB .
61.3 G Hater Suply Froject
italy
1987 .6 B Drought Felief
4.0 G Food  Asst. for flooc
Reliet
3.1 G o Do
7.4 G o T Food Asst. fer  Lrought
: : reliet
Ihe Nefheriands
8.3.85 267.1 & Development fss. for 1985
8.3.8% 54,90 G Technital Ass.for Narth
-31.1.84 185.3 5 import of fertilizere
- L8927 Technical Aces.
144,01 G Froject ‘Gss.
25.2.87 481.8 G fee, for Fertizers
25.2.87 137.4 B Technical Ass.
5.16.87 152.9 B Relabilitation
3.46.88 365.8 5 De '
3.6.86 451. 4 G Financial Ass.
3.6.88 154.0Q 6 Technical fss.
3.4.88 £8.8 & Voripus Frojects .
1788 74.5 B Ass, for NGD's
1585 3858.6 & Ispart of Commodities
143.4 G Technical Ass.
Switzer [and
22.3.85 159.8 G Irri.Rehabi. Pro,
10.9 & Livestock Dev. Fra.
15.4.87 4.5 B . 1y
20.7.87 11.5 & Remote Sensing Fra.
27.11.87 il.8 L 10 e - Railway Tele.
it.8 L ? 3 5 Do
Penmark
5.3.8¢ 184.8 L 2% 16 - Coast Frotection
2i.8.87 ‘83.1 B - Water supply & Sanitatiam
18.11.88 J04.¢ 5 ~ Do a
27.106.8% S17.7 G Coast Consdrvation and
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Finland
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