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Preface 

Global economic interdependence ha~ been a universally 

accepted fact of present day international living.-Since the 

World War II the revolutionary developments in the means of 

transport and communication and the pr-ogress of 

industrialization , and techrcol ogi cal advancement, have 

vastly prom6ted the scope of commercial and trade nation. 

This has in turn, been a sour~e of increased cooperation, 

links, collaboration among nations. These have also been a 

source of competition and conflict lfl i ntet-nati onaJ. 

relation. This new dimension of international relation has 

led to a systematic use of several economic instruments for-

secur1ng national interest and exercising 

influence/power over 
,. 

other nation. These economic 

instruments include foreign aid, tariff, quota and license, 

embar~oes and boycotts blacklisting, exchange contr-oi s, 

subs:i.:iies, inter· - government commodity agreements, 

international cartels, trade and _payment agreements etc. 

Among these economic instruments for securing national 

foreign aid has recently become a more powerful 

instrument. Unlike in the past where foreign aid was used 

mainly far humanitarian purposes, presently it reflects 

economic, political, military and strategic interest of 
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donor countr1es. Because of this multipurpose nature of 

foreign aid it has many diffefent and crucial roles to play 

in the contemporary era of international relation. 

One of the most important functions of foreign aid 1n 

the present day interriat1onal r-ei ati ons, 1 s to induce 

policy reforms in the r~cipient nations. Aid donors, us1ng 

foreign aid as a strategic instrument do not hesitate to 

~xpress this v1ew on the suitability of various policies 

enact E•d by · r.ational governments • In fact, there is no 

. area in the development field where donors do not chose to 

t>xercise a say. Available evidences t-evealed that they have 

attempted to influence policies on state ownership, the 

role of private sector, the monetary and fiscal 

pricing policy, distribution policy, the 

·administrative controls, the structure of 

e:-:pendi ture, the external· value of currency , 

policies, 

use of 

development 

pattern of 

development administration and variety of other operational, 

policy oriented and ideological issues. 

The attitude of interference 1n public policy of 

recipient nations originates in the belief that the size and 

importance of contribution made by donors to the poor 

countries give the former a right to dictate haw recipient 

nations should conduct their development affairs. Backed by 



powerful finance resources donor's power of such 

interference in the policy matters of recipient nations 1s 

enormous. Such an authority of aid donor emerges due to the 

economic weakness of recipient nations. Therefore, · pol1 c y· 

makers of recipient nations have to wait upon decisions in 

d6nor countri~s . before they formulate their policies. In 

other words maja~ policies of these recipient nations are 

formulated not in their national capital but outside their 

national boundaries. This whole phenomena deserve a closer 

look and this study is an attempt in th1s regard. 

The influence on the public policies of poor developing 

countries by aid donors through foreign aid will be studied 

with reference to Sir Lanka, a country which ranks among the 

poorest thirty nations in the world. As other' third world 

countries Sri Lanka lacks the capacity to generate 

sufficient domt>stic resources fot.,. her development programs 

and this means an increased dependence upon foreign aid. 

Sri Lanka, therefore, remains highly vulnerable to pressure 

from aid donor-s. 

This study has four main objectiv~s: 

<i> to understand the sources and circumstances under which 

pressure came to be exercised. 

(Yti) 



< i i) to di4ferentiate the vary~ng perspectives among 

various groups of donors towards 

pressure in the affairs of Sri Lanka. 

the exerc1se of 

(iiilto review the response of successive regimes in Sri 

Lanka to these pressures and to see h6w this af~ected 

relation between the donors and the regime. 

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

led to change the public policies. 

This is a descri~tive and qualitative study drawing on 

both library and field work in Sri Lanka and in India. The 

core chapters are mainly based on primary sources. For this 

newspapers, periodicals, press reports and annual reports 

and working papers of international aid agenc1es were used. 

Ext.ensi ve 

political 

interviews were held with large number of 

leaders, scholars officials and journalists of 

Sri Lanka to understand the nature and wot-king of foreign 

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

The empirical exercise 1.n this study are based on data 

obtained from Annual Reports of Central· Bank of Sri Lanka, 

For-eign Aid· lndi cators of Department of External Racecourses 

of Sri Lanka and annual r-epm-ts of various aid agencies. 
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Data from these sources have been classified to 

facilita1:e compar1son and to bring out important 

informations in the' forefront. Tabulation of data has been 

used as much as possible. Percentages and averages have been 

used throughout the interpretation. Arranged data have, 

sometimes, been presented in the form of chart~, graphs and 

' 
diagrams. 

The study is di:vided into six chapters. 

In the opening chapter var1ous iss~es related to the 

concept of foreign aid have been briefly discussed and 

effort have been made to understand the ways in which aid 

donors bring policy· reforms 1n economically weak recipient 

countt-i es. 

Chapter two deals wit~ the aid situation for Sri lanka. 

This chapter- also outlines the impact of fore.ign aid on the 

development. 

Chapter three is devoted to understand the nature ·of 

bilateral aid programs and their impact on public policy in 

Sri Lanka. 

four devoted to understand the nature of 

multilatefal aid programs and their impact on public poli~y 

in the country. In this chapter it is also endeavored to 

{dentify the real interest of the multilateral ~id agencies. 

(\I) 



Chapter five outlines the pressure tactics of Sri L~nka 

Aid Consortium and the ways in which both bilateral and 

multi lateral aid donors coordinated in the consortium to 

bring policy reforms in the country. This chapter also 

identifies the areas where the donors have ~ade policy 

changes. 

In final chapter six, the ma1n conclusions of the study 

are summarised and the policy implications thrown up by the 

st~dy are indicated. 

(vi) 
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CHAPTER 1 

FOREIGN AID AND PUBLIC POLICY 

Concept of Foreign. Aid 

Foreign Aid <which is also alternatively called 

economic aid·' or exter·nal ass.i stance ot- 'overseas aid' ore 

'development assistance'} is an ambiguous term and there is 

no common c3.greement on its definition. 1 Little and Clifford 

define the term 'foreign aid' as·the flow of resources from 

'"' L a developed cou.ntry to a developing country. Bhagwati and 

Eckans observe that foreign aid consists of explicity 

transfers of real resources to less developed countries on 
3 . . . 

concessional terms. In the words of Morgenthau, foreign aid 

implies the transfer of money, goods and se,rvices from one 

nation (donor> to another <recipient>. 4 Paul Mosley defines 

foreign aid as money transferred on concessional terms by 

1. ·For a summary of the controversies on the definition 
of foreign aid see Adrian Mages and Teresa Hayter, 
World III:·Handbook of Developing countries, <New York, 
Macmillan, 1967>, P. 71. · 

2. I.M.O. Little and J.M. Clifford, International Aid. 
<Chicago, Aldine Publishing Co., 1966>, p 13. 

3.. Jagdish P. Bhagwati and Richard S. Eckans <cd.> Foreign 
Aid : Selected Readings. <Penguin Books, 1976), p. 1. · 

4. Hans Morgenthau, "The Political Theory of Foreign Aid" 
·American Political Scieoce Review~ Vol. LVI. · 
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the government of rich countries to the government of poor 

5 6 - 1 7 1 countries. Remand Mikesell and Arno d, have a so def1ne 

foreign aid in similar terms. 

An examination of various definition on foreign aid 

indicate that the essence of foreign aid ~s transfer of 

resources from more affluent to the less developed parts ·of 

the world. It is foreign, external or overseas because it 

originates outside the national boundaries of the recipient 

country; it is called aid or assistance because it IS not 

determined by the same principles which govern autonomous 

flows of trade and capital. 

History of Foreion Aid 

Foreign aid is not a new concept although -its nature 

and objectives have been changing from time to time. 

External assistance was seen 1n early centuries also. 

5. Paul Mosley, Overseas Aid : its defence and Reforms 
(Sussex, wheatsheaf Books, i987) p 3. 

6. Raymand Miksell, the Economics of Foreign Aid. (London, 
1968). p. 4. 

7. H.T.P Arnold, 
Economic study, 

Aid For Development : A 
<London, 196'6) , p. 7. 

Political and 



However, it was only in the post war period that foreign a1d 

began to flow in a planned and a systematic way. 

Since the nineteenth century it has been a common 

practice for imperial government to transfer money on 

concessional terms to the government of their colonies under 

the 1 abel of 'grant in aid',. 'budgetary subsidy' or some 

such terms. The government of Britain, France, Germany and 

the United States gave this type of assistance before 1914. 

However, this tr·ansfer of resources was on temporary basis 

and without the slightest connotation of moral obligation or 

aid for development. During the inter-war period the world 

economy experienced a great economic depression. 

Economically weak countries increasingly felt need for 

foreign aid and for the first time foreign aid far 

development entered political discussion. 8 

During the later years of World War II the changing 

shape of international relation was quite clear and econom1c 

content of national interest also emerged. The establishment 

of World Bank and International Monetary Fund during this 

period explains the awareness of the big powers towards the 

increasing importance of economic factors in the future 

world order. 

8. Mosley, n. 5, p. 21. 



Atltong the big powers, the United States. launched the 

first systematic and planned for-eign aid progr·amme. This was 

known as the American Marshall Plan (name after George C. 

Marshall, the U.S. Secretary of State from 1947-49). The a1m 

of the Marshall Plan was to bring about the financial and 

economic recovery of war-torn Europe. Under this massivf2. 

amounts of American capital assistance helped Europe recover 

its war-tarn economy. 

Another development of the war 1 d ~~ar I I was the 

emerging of new nations in Asia and Africa. The w.estern 

powers believed that the povery in these newly ind~pendent 

countries may create unrest that can lead to Communist 

revolution. It was feared that if steps were nat taken to 

assist the economies of these newly independent nations the 

situation would be r·ipe for communist revolution which the 

western 
c;· 

countries wanted to contain. The Colo~bo Plan, an 

initiative of Common wealth was an implication of these 

development. The Plan which went into operation in 1951~ was 

intended for countries of south and south East Asia but was 

later extended to include a mu~h wider area stretching from 

Iran to South korea and from Fiji in the Pacific to the 

Maldives In the Indian Ocean. The six donor countries 

9. Mi k se l l , n. 6, p. 4. 
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( Au s t r· a l 1 a , Britain, Canada, Japan, New Zealand and the 

USA>, are the main sources of aid but the developing members 

also provide some technical assistance for each other. 

During the second half of the 1950s the Soviet Union 

became for the first time a substantial donor of aid. Until 

Stalins death in 1953 the sole financial link between the 

Soviet Union ·and the developing countries had been .its 

support for local Communist parties. But after 

conference of non-aligned countries at Bandung in 1955 it 

became clear that the world could not be rigidly divided 

10 into pro-communist and anti-communist governments. Soviet 

union wanted to win this new emerging group and the obvious 

instrument wa·~ the foreign aid. In the ne>:t few years 

massive amounts of Soviet aid was given to some of the 

leading nations in the non-aligned mov~nent. 

The ending of the European empires mainly thos~ of 

Britain, France and Holland led to a very rapid e>:pansion of 

the aid programmes of these countries. fhe main objective of 

the aid progt- ammes of these old col ani al powers was to 

promote their strategic interest in the newly independent 

countries. Japan and West Germany also became substantive 

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



donor of aid for the fir·st time in early 1960. lt was also 

in the early 1960s that the Scandinavian countr1es, none of 

whom had ever been colonial powerson any scale began their 

development aid programmes. loday even comparatively more 

affluent countries 1n the thi~d world such as India, 

Pak1stan and Gul~ countr1es have aid programmes. 

Foreign Aid : Aims and Objectives of th& Donors 

The continued quest for motivation of·foreign aid has 

been pursued through countless commissions, study groups 

confer·ences, reports and memoranda. However, there is no 

clear agreement on motivation of foreign aid. 

Apparent objective of foreign aid 1s to promote 

I 

economic growth and development of less affluent countries. 

This is the Liberal approach to foreign aid. Liberal 

scholars hold the view that internal stagnation on account 

of inefficiency rs the cause of u~der development of the 

third world and the cure is foreign aid fr·om the developed 

countries. In fact, official objective of all the aid 

programmes is economic development. According to US Foreign 

Aid Act the main objective of US-AID is to promote economic 

development of the poor countries. The Soviet Union support 

to the legitiffiate aspirations and requirements of developing 



countries through its aid 
11 programme. In addition to 

raising living standards, the United kingdom's a1m is to use 

its aid to help world economic recovery and 
1 ';• 

growth. ~ 

According to Low Number 38. Italian aid obJective is to 

promote growth and development 1n the third wor-ld 

. . 13 
countries. l~e principal objective at the Australian aid 

programme is also to promote economic and' social development 

of developing countries particularly in the geographical 

vicinity of Australia. 14 Official objective of other donors 

such as Canada, Netherland, Japan, China and Scandinavian 

countries is also the economic development of the third 

world countries. 

The apparent objective of foreign aid which is economic 

development is viewed by Liberal scholars as a humanitarian 

or moral act. In the words of the 1969 Pearson Commission 

Report, "Partners in Development", the simplest answer to 

the question (why aid) is the moral one; that is only right 

for those who have is to share with those who have not'' In 

11. International Business Intelligence <IBI> 
Aid <London, Butter worths 1988). p. 178. 

12. Ibid, p. 469. 

13. Ibid, p. 420. 

14. Ibid, p. 534. 

Development 



other words those who can help have the obvious 

responsibility to help eliminate the obvious evils of 

hunger-, disease illiteracy and other various maladies of the 

third wor-ld. 

Nee-Marxist Scholars disagree with the Liberal approach 

of the course and care of the under development of th~ third 

world. They believe that the cause of under development is 

i nten1ati anal exploitation by the developed countries and 

the cure is fundamental change in the relation betweeh the 

developed and underdeveloped countries. Neo-Marxists 

emphasize that external assistance in terms of foreign aid, 

foreign investment and technical assistance are nothing but 

mec~anism to extract wealth of the developing countries. 

Their argument is that in the rich dominant international 

political economy poor countries have became satellites. 

They added that economic benefits of aid in true sense go to 

the 
I 

industrial and agricultural interest pf the developed 

countries and not to the developing countries. Hence., in 

reality aid strengthen new-imperialism 1n .the international 

system and consequent dependence. 

The Liberal view that foreign aid as an instrument to 

promote economic gr-owth and development ln the 

underdeveloped countries did nat hold true in many 

c. 
L) 



countries. On the contrary Nee-Marxist view that aid are not 

purely humanitarian but normally granted with political and 

econom1c condition ~as proved to be correct in more often 

than not. The nature of the aid programmes of many principal 

donors indicate that the main and sole objective has been 

strategic and not the humanitarian. In fact, the United 

states promote their strategic interest through the US-AID 

while the Soviet Union promotes i~s security interests and 

communist ideology. China uses its aid to expand overseas 

mat-kets for· 1ts growing industrial and agr-icultural output. 

The rapidly increasing J~panese aid has been directly tied 

to the efforts of Tokyo to extend Japanese commerce and 

investment in Asia. It is, therefore, be naive to assume 

that the major objective of foreign aid is economic 

development. If the objective of aid is economic growth and 

development of poor countries, why donors grant different 

amounts of aid? For example Israel, Egypt and Pakistan 

receive 40 per cent of the annual budget of US. AID while 

India a poorer country as compared to these three countries 

does not receive much aid frofR the United States. The reason 

1s that the United States has a greater interest in 

pr·omoting the economic development of some countries than 

the other·. What criteria might be used to distinguish 

between countries in terms of the extent of donors interest? 

\..r' 



Obviously, it is not an economic criteria for allocation of 

resources aa,ong developing countries. Economic criteria may 

play some role but other factors necessarily and Indeed 

appropriately come into the picture. Even the development of 

countries has strategic economic interest. Economic 

development In poor countries would help donors to achieve 

their trade and 'investment interest as economically 

developed countries are better markets for goods and better 

locations for investment and chief sources for raw 

materials. The United States aid to India, Japanese a1d to 

the South-East Asian countries and Indian aid to its 

neighbouring countries have such strategic economic 

interest. Official statement~ on aid in many countries 

emphasis these strategit economic advantage accrruing to 

them through their aid programmes. As a committee of House 

of Commons once reported Britain is an aid donor not only 

because of her concern for the welfare of the people of the 

15 developing world but also for reasons of mutual advantage. 

Similarly the officiai objective of Indian aid programme is 

to expand overseas market for Indian Industrial export 

technology and expertise in the commercial sector. 16 Thus, 

15. Ibid, p. 47. 

16. Ibid, p. 534. 
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it is clear that the main rational behind foreign aid is hot 

humanitarian but strategic. 

One of the strategic factors of foreign aid that 

necessarily and appropriately come in to the picture 1s 

security interests of the donor. Security interests of 

donors in less-developed countries are two told: first they 

seek to maintain peace among poo~ countrie~ so that they 

will not be drawn into a third world war; and second~ they 

seek to contain the influence of enemy powers or hostile 

·ideologies by maintaining powers or allies ln poor 

. .· 17 
countries. Much of US aid can be attributed to such 

motives. The largest aid recipients of the United States 

such as Israel Egypt and Pakistan owe their it:tculsion 1n 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 to Nepal, Soviet aid to 

Afghanistan and Cuba and the United States aid to the 

Philippines can also be attributed to such motives. 

Political reasons have been one of the main strategic 

b . t . f f . . d 18 0 th . d o Jec 1ve o ore1gn a1 • ver e years, a1 

17. David Wall, the Charity of Nation. <London, 
1973)' p. 45. 

have been 

Macmillan, 

18. Samuel P. Hantington, Political Or-der In Chanaina 
Societies <Yale University Pr-ess.,1968>, p. 289. 
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used to win friends, to control behavior of the recipients, 

to create favourable 1mage of the donors In the 

international political arena and other various politically 

motivated actions of the donors. Morgenthau accepts that the 

aid is used in different circumstances 1n dif+erent forms 

but the basic function of foreign aid 1s political. 19 In 

fact the political objectives of foreign aid programmes were 

overshadowed by the humanitarian aspect for a long time and 

it was Morgenthau who first touched this aspect of foreign 

aid. 

From the foregoing discussion i~ is clear that the main 

rational behind foreign aid is strategic interest of donors. 

Because of these strategic importance of foreign aid it is 

considered as an instrument of foreign policy. Developing a 

political theory on foreign aid from donors and recipients 

points of view, John White viewed foreign aid as instrument 

of foreign policy and form as part of international 

relation. Montegomery says that foreign aid i~ a part of 

foreign policy as it has many different roles to play io 

19. Hans J. Morgentau in George Liska's, Th@ New State 
Craft, p. 9. 
Morgentau has classified foreign aid under six 
categories namely humanitarian, subsistanence, br~bery, 
prestige, military, and development aid. 

l::C.: 



?O ?1 ~~ 
donor's d1plomacy.-- Edward Mason~- George Liska~~ and Joan 

,..-,-.; 

NelsonL~ also hold the similar views. 

Foreign Aid and Public Policy in Recipients Countries 

?4 
Some scholars- claims that the most important function 

of foreign aid is to induce policy reforms in the recipient 

country. Using foreign aid ~s a strategic instrument ~onors 

do not hesitate to express their views on the suitability of 

various policies enacted by national governments~ the 

quality of the administration and the integrity of the 

political leadership. This ~ttitude originates in 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. 
I ----------------------------------

20. John D. Montogomery. Foreion aid 1n International 
Politics <MacMillian, 1969>, p. 5. 

21. 

23. 

Edward S. Hasan, Foreign Aid and Foreign Policy 
York, Harper~and Row, 1974). p. 4~ 

(New 

George Liska, The New State Craft: F~o~r~e~i~g~n~~A~i~d~~l~"~' 
American Foreion Policy,( Chicago University Press, 
1960>, p. 6. 

Joan Nelson, Aid, Influence and Foreign Policy, 
York, MacMillan, 1968>, p. 8. 

<New 

24. Kueger 'Loans to assist the Transition to outward 
looking Policies', World Economy, Vol 4. No 3, Sept. 
1981, Joan H. Nelson · Asiad, Influence and 
'For-eign Policy, (New York, Macmillan, 1968), Desmond 

Me Neill. The Contradiction of Foreign Aid, <London, 
Cream Helm, 1981>. 

1 ·~ 



Available evidences show that over the years increased 

attention has been paid by donors to domestic pol1cy 

factors. For e~ample 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 Mining Bank by the US AID to finance expansion and 

modernization of the private mining industry was conditioned 

on reforms of the country's mining code and enforcement of 

new mineral export tax laws to encourage investment in 

mining. US AID loans for power station in Korea were 

conditioned on changes in rate 
?5 

structure.- Under the 

pressure ft-om the IMF the IJI Government of Pakistan in 1990 

has effected a massive increase in domestic oil prices and 

fulfilled three of the twelve conditionalities of the fund 

to qualify for $ 240 mn loan. The first two conditions were 

fulfilled by the care taker Government of Ghulam Mustafa 

Jatoi 1n August 1989. The conditions complemented by the 

caretaker government were: (i) adoption of the flexible 

pricing policy for the sale of cotton and rice~ ( i i ) 

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

goods imported and manufactured in the country and (iii ) 

25. These three examples were cited fr-om US. Aid Economic 
Assistance Programme 1967. 

'14 



adjustments 1n fiscal policy. Further, additional loans by 

the Fund were conditioned on appropriate adjustment 1n 

electricity tariff public transport tariff and railway fares 

and locating an IMF official 1n the Finance Ministry to 

oversee the spede and progress of the implementation of the 

Fund's conditions. 26 By April 1991 Pakistan agreed to meet 

all those condition~lities imposed by the Fund and the 

proposed IMF uffice was established 1n Islamabad. Soon 

after, Prime Minister Nawaz Sharif has announced an early 

privatisation of 160 public sector companies. Under this 

programme one of the five nationalized com~ercial bank was 

privati sed. The private sector has been allowed in power 

generating and telecommunication hitherto restt- icted for the 

public sector. The Government has also made far-reaching 

reforms in the investment policy. Foreign investors have 

been allowed to br.ing and invest money free! y <t They are 

allowed to repatriate their capital or profit aga1n in 

foreign exchange. These measures were taken to please the 

IMF and 27 
to win an immediate IMF loan. In 1991 the Fund 

attached three major conditions for granting a loan worth $ 

1.8 billion to India. The I~F required that India cut 

subsidies far farm products, reduce the budget deficit ·and 

26. Dawn <Karachi>, Nov. is 1990. 

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



slash non-development expenditure. 28 After a long discussion 

the Fund gr-anted the 1 oan. But before the 1 oan was approved 

the Government increased the tax surcharge. It 

increased oil price by 251. as advised by the 
29 

Fund. 

also 

The 

annual budget (vote of account for 1991 due to political 

instability' at the centre) which was presented two month 

after receiving the first IMF loah took same steps to 

eliminate subsidy in areas such as fertilizer and food. For 

the secorid loan worth S 2.1 billion the Fund has imposed 

stringent conditionalities such as regulation of industry 

more encouragement to foreign investment, liberalisatian of 

the foreign trade r-egime and major reforms of public 

30 
sector. Both the IMF and the World Bank as also the rich 

donor nations conveyed in ~nequivocal terms that India. would 

have to agre~ to the implementation of above measures and 

• 31 they would not tolerate any half hearted reforms. In 1990 

an IMF loan to Congo was conditioned on Government efforts 

to reduce public expenditure and pension ~ge form 55 to 50 

for some t - f . ·1 t 32 A ca egor1es o c1v1 servan s. n IHF loan to 

28. Ibid~ Jan. 14 1991. 

29. Hindustan Times, Jan. 23~ 1991. 

30. Ibid~ Feb. 24, 1991. 

31. Ibid~ May 2., 1991. 

32. FBIS <Sub Sha.ran African)., July 10, 1990. 
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Egypt in 1990 tied to increase 1n price on a broad range of 

"<3 
consumer goods~ . 

In 1976 IMF forced reforms in tax administration and 

crediting policy ln Z b
. 34 

am 1a. The IDA, a Wor·ld Bc..nk 

subsidiary approved a $ 200 mn loan at the beginning of 

April td cover part of an agricultural ref0rm programme 1n 

Tanzania. The objective of these refer~~ was to increase the 

number of private trades invc!ved in marketing the produce 

and distribution of{ fertilizer. The Agency announced that 

the second part of the loan would be released once the 

i.t>nzanian t . t . - 35 au hority star s implementing the re+orms. Aid 

L~ Ethiopia in 1989 was tied with changes 1n agricultural 

policy giving a bigger role for free market. 36 When the · IMF 

approved a loan equivalent to SDR 44.6 million for Sri Lanka 

in 1990 under the Structural Adjustment Facility the Fund 

said the country has to improve the climate for trade and 

industry by strengthening the public ~nterprise sector 

33. Khaleej Times, July 19, 1990. 

34. Robert Cassen, Does aid work 
Clarendon Press, i986)., p.94. 

(Oxford,. 

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

36. Sydney Morning Herald, Nov 29~ 1988. 
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including privatisation, liberalising reduc1ng 

regulations and promoting foreign investment.
37 

From the above examples we have learnt that there 1 s 

hardly any area in the development field of poor countr-ies 

where donors do not chose · to exercise a say. It was also 

observed that in many occas1ons donors have attempted to 

influence policies on state ownership, the role of private 

sector-, the monetary and fiscal policies, pricing policy 

distributions policy the use of administrative controls, the 

structure of development expenditure the external value of 

the currency, the patterns of development administration and 

variety of other operati anal policy oriented and 

ideological issues. 

One way in which donor can attempt to influence the 

policies of another 1s by promising to provide or 

threatening to withhold or review aid. If the recipient 1s 

not ready to accept some conditions or to take certain 

actions favoured by the donor,pressure can be exerted by 

threatening to cut aid or. to withhold it. For example, IMF 

has warned Pakistap that without immediate action to bring 

ref arms r-ecommended by the Fund the needed additional 

37. Economic Times, <New Delhi>, Oct. 27, 1990. 
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financial recourses from the International Community might 

--. I t bt . 38 
b~ v~ry di++1cu t o o a1n . IMF stopped aid to Zambia in 

1987 as the latter rejected an economic restructuring 

39 
programme designed by the Fund 

The World Bank was delaying disbursement of US $ 160 mn 

energy credit and US S 175 mn industrial credit to 

Bangladesh in 1990 for non-fulfillment of the bank's 

d
. . 40 

con 1t1ons . When Equadors proved unable to implement 

fully the agreed reforms the u~s. withheld the final 

installment f $ - 1 
41

• In the t t o 0 mn oan recen- pas ~ a large 

number of . western donm-s have warned the government of St- i 

Lanka that unless it takes appropriate measures to promote 

human rights, aid would be reduced. The IMF said that it was 

ready to release the second loan worth US $ 2 billions by 

the end of July, 1991 if India make some policy changes such 

as deregulation of industry more encouragement to foreign 

investment, liberalization of the foreign trade regime, 

financial reforms o~ public sector banks and 

42 subsidies for farm products. 

38. Dawn, Oct. 13, 1990. 

39. Indian Express, <New Delhi>, Jan.3, 1989. 

40. POT Bangladesh Series, March 3, 1990. 

41. New York Times, April 15, 1967. 

42. Hindustan Times, Feb. 24, 1991. 
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When Colombia delayed difficult but vital decision 

regarding its e~change rate and budget during 1965 US-AID 

held up disbursement of programme lo~ns and did not 

negotiate a new loan until in late 1965 when Columbia took 

the needed measures. As a result.US AID commitments to 

Columbia dropped from $ 74 million in Fiscal ·year 1964 to 

only $3.6 million in 1965
43

• The resumption of US aid to 

India In 1966 was conditioned on the devaluation of the 

curr:ency. This was against the wishes of the Indian Prime 

Minister and it was the subject of major pressure and 

tension between the donot-s and the government of India 
44 

Similarly in 1978 US halted new development aid to pakistan 

because of Islamabad's refusal to cancel the purchase of 

French 1 . f .1. t. 45 
nuc ear reprocess~ng act 1 ~es • Host wesern 

donors, both overnments and institutions argue for free 

enterprise and against state control. They wish to promote 

the system they themselves favour. In some cases they make 

plain that greater aid will be forthcoming ~or countries 

which favour a free enter price rather than a socialist 

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

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

45. Dawn, August 5, 1.978. 

20 



approach to development. These changes are brought by 

adjustment programmes o-f the World Bank and the IMF. In 

-fact, the adoption o-f polices guided by these 
• 

two 

institution ~n the context of Structural Adjustment 

Programme has now become a pre-condition o-f additional aid 

by many donors. Available evidence shore that LDCs which 

adopted Structural Adjustment Programmes generally received 

increa~ed amounts o-f aid as compared to the years preceding 

the arrangem~nt with the IMF and the World Bank. As shown .in 

Table 1.1 LDCs with adjustment programme also received on 

the average higher amounts in per capita terms as compared 

with other LDCs. Thus, if a recipient is r~ady to accept 

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

Another way ~n which a donor can attempt to influence 

the polices of recipient is by discriminating the volume of 

aid between re~ipient countries, between sector or region or 

between di-fferent project within a country. Why a donor 

gives a larger volume of aid to particular country? 

::·1 



Official Development 
Adjustment Programme. 

Table 1.1 

Assistance to LDCs 
<SAP> 

Country Year of 
SAF 

ODA 
Before SAP 

1980-82 

with Structural 

Per capita $ 
After- SAP 

1988 _____ _: __________________________________ . ___________________ _ 
Bur-undi 1986 32.0 34.4 
Hatiti 1986 21.5. 22.6 
Niger- 1986 39.6 56.5 
Bangladesh 1987· 14.8 15.0 
C. Afr-ican Rep. 1987 45.3 64.6 
Chad 1987 12.2 46.2 
Guin~a 1987 20.2 40.8 
Guinea-Bissan 1987 88.8 io2.9 
Mozambique 1987 15.4 60.7 
Nepal 1987 12.7 21.5 
Uganda 1987 9.8 17.8 
Tanzania 1987 36.5 38.2 
Equador 1988 35.7 97.5 
Malawi 1988 22.0 39.6 
Mali 1988 36.6 47.2 

Sour-ce : United' Nation Least Developed countries 1989. 

The answer is that every donor has certain interest in 

certain countries at a certain period. These interest may 

be economic <support of capitalist oriented governm~ts>, 

military <securing bases> or psychological <demonstrating 

sympathy). In the 1980s Israel, Egypt and Pakistan were the 

largest 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 clear 

reflection. of Pakistan's reduced importance in Americas 



t - 46 If t post-cold war strategic equa 1on. a coun ry like India 

who was discriminated by the United States in its aid budget 

wants to attract more aid on concessinnal terms it will 

have to bring radical changes in its economic policies as 

demanded by the western donors. 

!n certain circumstances, aid 1s used to discriminate 

between different sectors or ~egion or different projects in 

order to further the donors inter~st. Japanese .aid, . for 

example, is heavily contentrated on development of 

infrastructure since this is likely to stimulate exports 

from their domestic producers. However, it is important not 

to confuse this with the common practice of m.any bilateral 

aid donors of concentrating on sectors in which they have a 

particular expertise. <The Norwagian in fisheries or 

shipping and the Dutch in land reclamation) such 

discrimination is not exercised in the donor's 

and should be regarded not as an influence but as an 

intelligent division of labour. 

A specific sector or reg1on 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 • 
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flew to the village re-awaking movement of Rans1nghe 

Premadasa, then Prime·Minister of Sri Lankas during 1980s. 

When he became the President in 1989 he launched another 

programme called 'Jana Saviye~.' which also received a 

substantial amount of aid. In some cases the donors may not 

honor the priority of development requirements of the 

recipient country. Building a ~uge water treatment plant in 

a small town located within the electorate of the Pr1me 

Minister or other influential minister of the recipient 

country is perhaps not the first priority. Such actions at 

both sectorial and project level disturb the pattern of 

development besides wasting money and manpower. 

Donors may not only express concern with the details of 

the project at the planning stage but also maintain a 

continuing interest in its implementation. This may involve 

visiting mission or a permanent presence in the form of 

advisors provided uMder technical assistance with the 

project. However, the degree of intervention depends very 

much upon the donor. some may virtually disappear once the 

funds have been handed over while. S~e stay till the end 

of the project. As usual, a project will be divided into 

two or more stages and further financing will depend on the 

satisfactory completion of each, or there may be quarterly 

or· annual disbursement of funds subject to the donors 

24 



satisfaction with the way in which the proJect IS tJel.ng 

carried out. 

In addition to promising or withholding aid and 

discrimination between countries, sectors, regions and 

projects within a country there is another choice open to 

donors and that is, varying the terms on which aid 1s g1ven~ 

The rate of interest, the length of the grace period during 

which interest. and r-epayment are suspended and the repayment 

period of the lo~n can be varied according to the sector or 

project. Donors would like to impose shaft terms if the 

recipient is ready to bring certain changes in public policy 

favoured by the donor. 

Foreign Aid and Foreign Policy of Recipient Nation& 

Not only domestic policy but also foreign policy of the 

recipient countries has been altered or changed by the 

donors through aid mechanism. Basically, foreign aid have 

been used to exert influence on four aspects of a recipient 

fm-eign policy: 

( i i ) 

(iii ) 

< 1 v> 

Its bilater·al relation with the donor 

Its cold war ~ttitudes and roles 

Its behavior toward neighbours 

Its behaviour in internatipnal organisation. 

. u:: 
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One of the basic objective of any bilateral a1d 

programme 1s to maintain or to promote cordial relations 

with recipient countries. Aid receiving countries are 

expected to have good ~ill towards their donors. They are 

expected not to endanger economic~ trade and security 

interest of donors. 

Aid has been used over the years to influence the cd1d 

war attitude and roles of recipieht countries. Through 

foreign aid~ the two power block were trying to win newly 

independent nations. A classic example can be traced 1n 

Guinea. In 1958 .when France withdraw its aid programme, 

Guinea turned to the Soviet Union which responded with 
. ' 

substantial technical assistance and with loans to be repaid 

over a number of years by Guinean exports to the Soviet 

Union. The excessive reliance of Guinea on the Soviet Union 

was a matter of concern for the United states. The 

Washington administration also began to give substantial 

technical~ commodity and project as~istance to Guinea and 

the pressure was exerted to delink with the Soviet Union. 

After a few months of the begi~ning of massive US aid Guinea 
. . 47 

expelled the Soviet Ambassador • 

47. Nelson~ n. 23 - p 114. 
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Through aid Western nations tried to contain the spread 

of t . t 1. . 48 Th Communalism and promo e cap! a 1sm • e United State 

Foreign Assistance Act of 1963 prohibited giving economic 

or military aid to countries whose ships or plans carry 

strategic . C b 4 9 M _· l . t . d t goods to Commun1st u a • 1 1 ary a1 o Spain 

was fr·azen in February 1964 because Spanish ships and 

air·ct-aft continued to trade with Cuba, a former colony of 

Spain. The 1966 legislation revising and extending the food 

for peace programme introduced a similar restriction on toad 

aid to countries which trade with Cuba and North Vietn~m 50
• 

In many occasions West Germany had threatened cancellation 

of diplomatic relations with a country recognizing Communist 

East Germany meaning a simultaneous withdrawal of economi£ 

'd 51 a1 . Due to this threat a number of recipient nations of 

West German aid progt-amme did not recognize East Germany. 

In a few occasions foreign aid have been used to 

control behavior of recipients towards their neighbour. For 

example~ ir, an effort to dissuade Indonesia from her 

48. A. Fatouros and R. N. kelson. Canada's overseas ·Aid 
(Toronto, Canadian Institute of International Affairs, 
<1964}, p. 24. 

49. US Foreign Assistance Act, 1963 Sec 301 (c) <1>. 

50. Food for Peace Act of 1966 sec. 103 (d) (3). 

51. Karel Holbik and Henry Allen Myers 7 West German Foreign 
Aid 1956 - 1966 <Boston University Pr-ess. 1968), p. 47. 



confrontation policy,towards Malaysia, the United States 

drastically curtailed its aid between 196~. and 5 , ... 
1o·c- ..:.. 

76.J • 

During Nasser regime the United States openly and repeatedly 

used its food aid to restrict Egyptian involvement in 

regional affairs-the Arab Israeli dispute, mi 1 i tar·y 

i ntet-vent ion in Yemen., political pressur.e on Jordan and 

·Saudi Arabia and Cairio, aid to the Congolese rebels. The 

aid tactics of the United State proved to be success and 

Egypt halted its assistance to the Conglese rebels and. 

moderated its tough statements on the Arab Israeli 

dispute53 . 

It has been observed that in many cases foreign aid 

have been used to win diplomatic support of the recipient 

.country in regional and international organisation. 

Probably., the clear example was a $ 5 mn aid to Haiti to be 

used in constructing an ·international airport, in return 

for Haiti supporting vote for the Charter of Punta del Este 

establishing the alliance for Progress. The Charter vote 

was expected to be closed and Haiti's vote therefore 

appeared, important. Once Haiti received the promised aid 

. ------------------
52. Nelson, n. 23 p. 117. 

53. Washington Post, June 23., 1965. 



54 
+rom the Un1ted States it voted for the charter • French 

aid to former Afr1can colonies used to be provided on the 

explicit understanding that France would be consulted 

before these countries vote at the United Nations on major 

- 55 s· ·1 1 1ssues. 1m1 ar y, Japan as the largest donor of Indonesia 

was reported to have exerted pressure on many domestic and 

- - . 56 
fore1gn pol1cy areas . 

From the foregoing discussion, it is clear that both 

bilateral and multilateral donors have extensiv~ly used 

foreign aid to exert pressure on recipient countries to 

change and alter their domestic and foreign polices. 

Vulnerability of Aid Recipient Countrie~ 

A high proportion of developing countries particularly 

in Africa are heavily dependent upon a single commodity. 

(Table 1.2) This may be a mineral such as copper in Zambia 

or an agricultural product such as cocoa in Ghana. In 

either case the one product is the mainstay of the. economy 

and the principal source of foreign exchange earning~. Its 
r 

price., almost always, is determined by market forces outside 

the producer country's control; these market forces moreover 

are in the hands of the principal Western donor natipns. 

This makes poor countries extt-emely· vulnerable to outside 

pressLwes. 



Alumina 
Jamaica 
Bauxite 
Guinea 
Cloves 
Cameron 
Cocoa 
Ghana 
Coffee 
Burundi 
Colombia 
El salvador 
Rawanda 
Uganda 
Copper 
Zambia 
Copra 
Syschelles 

Tab! e 1. 2 

One Commodity Countries 

Crude Petroleum 
Algeria 
Angola 
Congo 
Ecuador 
Gabon 
Indonesia 
Iraq 

kuwait 
Libya 
Mexico 
Nigeria 
Oman 
Qatcr 
Saudi Arabia. 
Tunisia 
U.A.E. 

Diamonds 
Botswana 
Lesotho 
Sierra leon 
Groundnut Products 
Gambia 
Iron ore 
Mauritania 

Live animals 
Somalia 
SuQar 
Fiji 
Mauritius 
Tea 
SriLan'ka 
Malawi· 
l<enya 

The majority of all developing countries lack 

sufficient trained people. Though third world countries give 

high priority to education, it takes a long time to build 

up an education system so that a steady flow of trained 

people 1s produced every year. In any case even where 

educational systens are being successfully expanded, a 

country's requirements are likely to be growing even 

faster so that the demand for trained people continues on an 

upward curve. As a result, years after independence, most 

developing countries are still in urgent need of technical 

assistance. 
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A high propor·tion of developing countr·ies do not have 

enough food to feed their population. This is largely the 

result of d deliberate policy to encourage cash crop 

production for export-tea~ coffee. cotoa and other similar 

crops-at the expense of food for home consumption. As a 

result most of the developing countries are highly 

dependent on food aid. 

Emerging nations need capital in their drive for 

social~ political and economic modernization. Some 

developing countries generat~ at least a part of what they 

need. But few have enough capital and the maJority will 

need to seek it overseas for many years to come. So they 

borrow and become indebted and the greater their debts the 

more they are vulnerable to pressures by donors. 

Most new countries had already been pushed along a 

particular economic path before independen~e usually as a 

part of the Western economic system to which the colonial 

powers belonged. As a result even if they had wished to do 

so they would have found it difficult to change direction 

after independence. In many cases only a part of their 

potential had been developed and that was the part ·which 

suited colonial interest~ Thus, minerals or a crap such as 

tea may have been fully exploited for exports while other 

'·• -.> l 



aspects of the economy had been neglected. lh1s 

unfavourable situation put poor countries in a vicious 

circle of poverty. Therefore, they are likely to turn for 

help whatever assistance is to be found no matter what the 

price may be. The result is increasing dependence on aid. 

The greater the dependence on aid the greater· the 

vulnerab,ility to outside pressur.es. <Table 1.3) 

Observation of real effect of foreign aid to develop1ng 

countries reveal the fact that it has failed to improve the 

socio economic ccindition ~n these countries. On the 

contrary, 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 exercise a say. 

They have attempt~d to influence polices on state ownership, 

the role of the pr·ivate sector, the monetary and fiscal 

policies of regimes pricing policy, distribution policy, the 

exterrial value of currency and variety of other policy-

oriented and ideological issues. Occasionally pressut-e is 

lltore cnldel y applied to serve spe~ific foreign 

policy objectives of the donor in particular. 

54. Arthur Schlesinger, One Thousand Days, <Boston,. 
Houghton- Miffin, 1965>, p. 782. 

55. Desmond, McNeill From Aid to Re -Colonization: Lessons 
of Failure, tLondon: Harrap Publication, 1973), p. 28. 

56. Alar Rix, Japanese Economic Aid, <London, Croom Helm. 
1980>, p. 229. 
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Table 1.3 
Indicators of External Dependence of Some Least Developed 
Countries 1982 and 1987. 

Country Debt to 
GDF''l. 

1982 1987 
Afghanistan 
Bangladesh 
Benin 
Bhutan 
Botswana 
Burkina Faso 
Burundi 
Cape Verde 
Central Aft-ica 
Chad 
Comoros 

24 
37 
62 

40 
35 
25 
65 
38 
31 
70 
96 
23 

Dem: Yemen 
Djibouti 
Equatorial 
Ethiopia 
Gambia 

Guina 179 

Guina 
Guinea Bissau 
Haiti 
Kiribati 
Laos 
Lesotho 
Malawi 
Maldives 

28 
102 
101 
73 
46 
47 
130 
43 
80 
80 

Mali 70 
Mauritania 160 
Mozambique 46 
Myanamar 35 
Nepal 15 
Niger 45 
Rawanda 16 
Samoa 59 
Suo Tome 111 
Sieroa leane 46 
Somalia 44 
Sudan 74 
Togo 130 
Tuvalu 
Uganda 47 
Tanzania 44 
Vanuatu 25 
Yemen 35 

39 
57 
64 
18 
49 
48 
63 
73 
57 

98 
173 
143 
108 
50 
211 
91 
308 
38 
83 
109 
67 
108 
79 
103 
220 
133 
46 
39 
H2 
28 
80 
255 
98 
134 
100 
111 
14 
35 
142 
255 
65 

De~t service 
to Export I. 

1982 1987 
5 8 
23 40 
iO 20 
6 5 
10 9 
15 11 
17 39 
6 18 
6 12 
5 3 
9 4 

37 
14 
22 
24 
23 
12 
0 
7 
3 
36 
3 
19 
21 
46 
40 
8 
39 
6 
18 
4 
32 
13 
25 
14 

25 

4 
24 

51 
42 
26 
28 
27 
22 
54 
17 
17 
17 
4 
41 
6 
19 

79 
59 
9 
38 
14 
26 
98 
17 
37 
50 
24 

47 
43 
~.9 

90 

ODA to 
GDP I. 

1982 
7 
10 
8 
7 
12 
20 
13 
<="<::::" 
..J..J 

12 
11 
39 
24 
29 

8 
25 
7 
32 
9 
<="7 
..J..Jo 

53 
28 
10 
9 

·18 
25 
9 
6 
9 
13 
11 

26 
7 
17 
9 
9 

248 
7 

. 11 
47 
10 

1987 
7 
9 
8 
17 
10 
16 
17 
46 
16 
20 
27 
~ . ...,. 
.L.J 

48 
29 
14 
57 
11 
80 
10 
27 
27 
29 
23 
21 
19 
;,.7 
-'-
50 
4 
13 
17 
12 
36 
47 
8 
36 
9 
10 

904 
7 
26 
73 
9 

Source: United Nations Least Developed countries 1989. 



Such interference carries considerable political 

significance. Poor countries~ therefore, remains highly 

vulnerable to pressure from aid donors to influenc~ 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 

reference to Sri Lanka, a ~ountry which ranks among the 

poorest thirty nations in the world. As other third world 

countries, where capital formulation and,percapita GNP are 

very low, Sri Lanka is highly dependent upon fbreign aid. 

Hence the Sri Lankan case would be a meaningful example of 

the third world in this respect. 



CHAPTER 2 

SRI LANKA: THE CONTEXT OF FOREIGN AID 

Aid Received by Different Regimes 

The aid. history of Sri Lanka began 1n 1950 when it 

joined the Colombo Plan and entered into an agreement with 

' the United States under the Point ·Four Programme. During 

the first reg1me of the pro-westE?rn UNP., the country 

received aid only form the capitalist world. There was no 

evidence that the regime made any attempt to ·get aid from 

the socialist countries. This was apparently due to its pro 

western foreign policy and hostility towards the socialist 

bloc. 

In 1956 a coalition under the leadership of S.W. R. D. 

Bandaranaike came to power. A marked feature of the foreign 

policy of this regime <1956-1959) was the path of non-

alignment. Therefore, for the first time Sri Lanka was able 

to receive aid from both capitalists and socialists 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. 1 m it received during the six years of the UNP 

rule. Of Rs 551.9 mn Rs 355.9 mn or 64 percent was given by 

the socialist block. It is noted that the policies of 

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



f~iendshi~ with the Communist countries did by no means 

cause a lessening o-f Sri Lankas's aL.:ility to draw aid fr·om 

the U.S. The foreign aid figures bear witness to this 

fact. For instanL?, during the regime, USA had granted a 

total of Rs 1S~.5 mn while standing as the biggest donor 

c..:: aid to' Sri Lanka and the USSR stood as the second biggest 

~0no~ providing aid worth Rs 142.8 mn. 

Between 1960 and 1964 Sri Lanka was governed by the 

Sri Lanka Freedom Pa~ty unde~ the leadership of r-· - . 
~1r1mavo 

Banadarnaike,the widow of the slain P~ime Minister, S.W.R.D. 

Bandaranaike. Mrs. Bandaranaike's fo~eign policy was what 

het- husband formulated and implemented the policy of non-

algnment and friendship with all nations •. Therefore Sri 

Lanka con·tinued to receive substantial aid from Communist 

countries. According to the Central Bank, the total aid 

received during the period from 1960 t.o 1964 amounted to 

Rs 382.7 m. of that 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 alon·e contributed 

42 percent of the total aid budget. 

Between 1965 and 1969 Sri L~~ka was governed by the 

United National Party under the leadership of Dudley 

Senanayaka who was able to draw more aid from the capitalist 

countries than from the Communist countries. During his 



regline, of total net receipt of for-eign aid amounting lo Rs. 

1206.7 mn, Rs. 1001-2 m or· 83 percent was given by the 

Capitalist donors. The Communist countries not only reduced 

the quantum of. aid but also lessened the grant content of 

their assistance. While the contribution of Communist 

countries to the total net receipts of foreign aid declined 

f~om 51 per cent to 17 percent the gr· ant content of 

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

their-

In 1970 a coalition under the leadership of Siri mavo 

Bandaranaike came to power. The Sri Lanka Freedom Party~ 

Communist Party (Moscow) and the Lanka Samasamaja Party 

(Trosky) were the partners of this tripartite coalition •. 

While strictly adhering to the path of non-alignment the 

coalition government advocated policies leading Sri Lanka 

towards socialism. As seen in Table 2.1 the quantum of aid 

over the seven years from 1970-77 waa $ 1428 mn of which 73 

percent was in the form. of 1 oans, and 27 per-cent came in as 

grants. Among the countries whose assistance came in as 100 

per cent grants were Sweden, Australia, Yugoslavia, 

Norway~ Switzerland, East Germany and Saudi Arabia; 

Italy 

while 

the multilateral agencies giving 100 percent grants were tile 

UN group and the EEC. It can also be observed from the data 

that almost 75 percent of the aid to Sri Lanka came in 

through Aid Consortium in the 1970-77 period. Th:is 

illustrates the fact that the aid from Aid Consortium was 



fully stabilised during the r-eginae. rotal a1d pledged by 

Communist countries amounted to $ 252.01 mn or 18 percent 

of the total aid cotruni tment for the period under review. 

New Communist donors such as Hungary, Czechoslovakia, 
I 

Bulgaria, Yugoslavia, North Korea and East Germany appeared 

in the first time showing the United Front government·s 

cordial relatioA with the Estern Bloc. Another notable 

feature was that a number of ncin-aligned countries had 

committed aid amounting to $ 151.42. The possible 

explanation of the generosity shown by these non-aligned· 

countries was their appreciation of Mrs. Bandaranaike·s role 

in the movement. 

<TABLE 2. 1) 

Commitments of ODA 1970-77 <US $ million&) 

Capitalist Donor 

USA 
Japan 
FRG 
Canada 
Ul< 
Sweden 
France 
Netherlands 
Australia 
Denmark 
Itali 
Norway 
Switzer-land 

Total 
1970-77 

176.2 
107.4 
86.6 
81.3 
73.5 
57.6 
43.5 
41.0 
22.1 

7.0 
3.4 
2.8 
1.0 

Of which 
Loans Grants 

148.93 27.27 
90.92 16.48 
62~39 24.21 
51.17 30.13 
32.43 41.07 
57.60 
38.92 4.58 
25.07 15.93 

2.1 
6.50 0.5 

3.4 
2.8 
1.0 

.l'i I 

... :•c 

Percent 
Loans Grunts 

89.52 15.48 
84.66 15.34 
72.04 27.96 
62.94 37.06 
44.12 55.88 
57.6 100.0 

89.47 10.53 
61.15 38.85 

100.0 
92.86 7.14 

100.0 
100.0 
100.0 

Contd/---



Western aid aqenc1es 

World Bank 
ADB 
UN 
EEC 

Total (A) 

Socic~l i st Donors 

China 
USSR 
Hungary 
Czechoslovakia 
Bulgaria 
Yugoslavia 
Ndrth korea 
East Germany 

134.5 
81. ~. 
72.0 
2.8 

1020.00 

132.24 
90.37 
10.36 
7.86 
4.80 
4. 15 
1. 76 
0.47 

134.3 100.0 
81.3 100.0 

72.0 100.0 
28.8 ·. 100.0 

672.13 347.87 65.9 34. 1 

112. 13 20.11 89.79 15.21 
87.71 2.66 97.06 2.94 
10.36 100.0 
7.86 100.0 
4.80 100.0 

4.15 100.0 
1.0 0.76 56.82 43.18 

0.47 100.0 
--------------------------~----------------

Total <B> 252.01 

Non Aligned Countries: 

India 
Iran 
Kuwait 
UAE 
Libya 
OPEC Fund 
Soudi Funds 

Total (C) 

Others <D> 

Total A+B+C+D 

42.5 
32.0 
25.72 
17.2 
16.0 
11.3 
6.7 

151.42 

4.65 

1428.08 

223.86 28.15 88.8 11.2 

40.55 1.95 95.41 4.59 
32.0 100.0 
25.47 0.25 99.03 0.97 
17.2 100.0 
15.0 1.0 93.75 6 ..... = • ..:..J 

11.3 100.0 
6.7 100.0 

141.52 9.9 .93.46 6.54 

9.65 100.0 

1037.~1 390.57 72.65 27.35 

<I> North Korea and Yugoslavia is not included. 

Source: External Resources Department~ Sri Lanka. 



When the United National party under- the leadership of 

J.R. Jayawardene came into power, its economic policy was 

to achieve structural changes both by liberalizing the 

economy and by expanding rapidly the level of public 

investment. This twin strategy was very much in line with 

·concerns and recommendations voiced in previous years by the 

' 
donors, who have responded very favourably to· Sri Lankas 

needs for foreign aid. Therefore, total foreign aid 

commitments and disbursement to Sri Lanka increased very 

rapidly after the election of the UNP government in 1977. Of 

the total of $ 9428.69 mn received between 1960 and 1989, 80 

percent was received in the period 1978-89. The 1978 aid 

commitments, at. S 400 mn, were double the ·1976 level. 

Commitments then doubled again by 1981 to reach a record 

level of $ 816 mn. Few other countries have ever received 

such a high volume of aid per capita as $ s• which S~i 

Lanka achieved in that year. After 1981 new commitments 

'declined somewhat, and have averaged $ 500-600 mn till 

1987. In 1988 Sri Lanka again received a record l~vel of aid 

amounting to $ 1128 mn. <Table 2.2). 



Year 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

.1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 

1ABLE ,, -. 
L.L 

Aid Commitments 1960 - 1989 

Aid Group Centrally planned 

49 
49 
45 
59 
129 
50 

. 87 
48 
88 
113 
250 
178 
227 
378 
568 
580 
737 
485 
353 
428 
532 
589 
563 
1?? 
397 

24 
38 
85 

37 
60 
3 
4 
10 

15 

' 

($ millions) 

other 

12 
67 
17 
18 
12 
1 
15 
79 
70 
15 
24 

8 
20 
6 

Source : External Resources Depat- tment, St- i Lanka. 

During years upto 1989 7 Sri Lanka under 

Total 

14 
14 
18 
15 
i5 
12 
99 
45 
59 
12'7' 
74 
125 
133 
88 
162 
377 
198 
249 
400 
569 
628 
816 
555 
368 
462 
5'" ..:,~ 

597 
583 
1128 
397 

the UNP 

regime received e>:ternal assistance from 20 countries ~nd 4 

multilateral agencies which amounted to S 7023.56 mn. Of-

that $ 6800.3 or· 96,82 $ pt.:'r cent came through Western 

donors <lable 2.3>. 



TABLE 2.3 
Commitments of ODA 1978-1989 <In $ millions> 

Capitalist Donors 
USA 
Japan 
FRG 
Canada 
UK 
Sweden 
Ft-ance 
Nether- I ands 
Australia 
Denmark 
Italy 
Not-way 
Switzerland 
Finland 

Western Aid Agencies 
World Bank 
ABD 
UN 
EEC 

Socialist Donors 
China 
USSR 
Others 

Non Alioned Countries 
India 
Kuwait 
Libya 
Saudi 

Other 

Total 
1978-1989 

8~.51. 0 
1431.9 
420.7 
345.0 
362.7 
270.1 
179.8 
243.8 

49.1 
46.2 

4. 1 
128.6 
27.9 
79.6 

4420.5 

1172.0 
·810.7 
255.2 
141.9 

2379.8 

6800.3 

48.2 

10.4 

58.6 

56.7 
47.1 
0.1 

54.06 

157.96 
6.7 

7023.56 

Rank 

1 

7 
6 
8 
11 
10 
i7 
20 
24 
13 
21 
14 

2 
4 
9 
12 

18 

22 

17 
14 
25 
16 

23 

Z of 
Total 

. 11.83 
20.38 
5.98 
4.91 
5.16 
3.84 
2.56 
3.47 
0.69. 
0.66 
(1.56 
1. 83 
0.39 
1. 13 

62.93 

16.68 
11.64 
3.63 
2.02 

33.88 

96.82 

0.69 

o. 15 

0.83 

0.81 
0.67 

0.77 

2.24 
0.9 

100.00 

Source : External Rresources Department, Sri Lanka. 
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The new government's liberal economic policy of 

wel com1 ng f m-ei gn investment and pro-Western foreign policy 

were the reasons behind the generosity shown by the western 

Since the diplomatic and political .relations with 

the socialist countries were far less closer than under 

the 1970-77 government aid received from socialist donors 

amounted to mi;=!re $ 58.6 mn or 0.83 percent of the total aid 

commitments during the period 1978-89. Sri Lanka's 

influentional position in the Non- Aligned Movement in the 

1970s also helped obtain assistance through both bilateral 

and multilateral channels from West Asian oil exporters. 

Though these relationship were strengthened after 1977 by 

the increase in labour migration from Sri Lanka to West Asia 

and the fact that a Sri Lankan Muslim, A.C.S. Hamed, was 

' foreign minister of Sri Lanka for a number of years ( 1977-

1989). created a psychological climate favourable to closer 

cooperation between Sri Lanka and the Arab countries. New 

aid commitments from West Asia have, however, ceased since 

1984, when Sri Lanka entered into an official relationship 

with Israel for the purpose of obtaining training 1s 

counter, insurgency for its armed forces. As a result, 

contribution made by non-aligned countries declined from 17 

percent in the period 1970-77 to 2 percent in the period 

1978-89 <Table 2.4). 
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TABLE 2.4 

Aid Commitments by Different ClA&a of Donors 
<In $millions> 

Donors 

Capitalist Donors 
Western aid Agencies 
Socialist Donors 
Non-Al.i gned Donors 
Others 

Total 
1970-77 

713.40 
316.60 
252.01 
252.01 

4.65 
----------

1428.08 
----------

Source: External Resources Department, 

49 
22 
18 
18 

100 

Sri 

Total 
1978-89 

4420.5 
2379.8 

58~.6 
157.96 

6.7 
----------
7023.56 

----------
Lanka. 

63 
34 
0.8 
2.2 

100 

Foreign aid ha~ been used primarily to finance the very 

ambitious public investment programmes of the current 

government and has been of great importance in the country's 

economy. Thus, during the period 1980-84 foreign aid 

covered 63 percent of public investment expenditure. In 

1985, it equalled 56 percent of total pub! i c investment 

expenditure, 32 percent of total <public and private) 

investments and 19 per cent of total public expenditure 

<i.e. for both i~v~stment and consumption purposes). 

Of the total aid receipts between 1980 and 1989, 41 

percent was for the agriculture, forestry, food and 

fisheries, 20 percent for electricity, gas, water and 

sanitation services, 8 percent for services and 7 percent 

for transport storage and co•munication. <Table 2.5>. 

44 



TABLE 

Aid Receipts by Sector, 1980-89 

SECTOR 

1. Agriculture, forestry,Food 

A. Agriculture 
B. Forestry 
C. Fisheries 
D. Food 
E. Dairy and Livestock 

Development. 
F. Rural Development 
G. Irrigation & Water 

Management 

2. Mining and Quarrying 
3. Manufacturing 
4. Constructrion 

5. A. Electricity & Gas 
B. Water Supply & 

Sanitation Services 

6. A. Transport & Storage 
B. Communications 

7. Wholesale & Retail Trade 

8. Banking Insurance and 
Real Estate 

9. Ownership of Dwellings 

lO.Public Administration 
and Defence 

11.Services 
12.Miscellan~ous ~ommodities 

13.Balance of Payment Support 
14.Technical Assistance 

TOTAL 

Aid Received 
1980-89 

<US $ Mi 11 ion) 

1939.99 

938.23 
25.84 
27.57 

453.27 
19.01 

343.74 

195.83 
205.43 

791..25 
184.27 

204.08 
125.88 

·0.89 

14.58 

7.35 

4.25 

359.37 
493.72 

14.74 
208.39 

4,750.02 

Source: External Resources Department, Sri Lanka. 

Percentage 
% 

40.84 

19.75 
0.54 
0.58 
9.54 
0.40 

2.79 
7.24 

4.12 
4.32 

16.66 
3.88 

4.30 
2.b5 

b.02 

0.31 

0.15 

0.09 

7.57 
10.39 
0.31 
4.39 

100.00 



It 1s evident that a very little quantum of aid <4%) 

has gone into manufacturing sector. This reflects the 

general policies of western aid donors; unlike the 

socialist donors they tend to provide very little aid for 

industrial development. This also reflects the policies and 

preference of the UNP government which sought to privatise 

manufacturing units under the guidance of the World B~nk. 

<As shown in Table 2.6). 

Type of Aid 

Project Aid 
Commodity Aid 
Food Aid 

TABLE 2.6 

Summary of Aid Receipt 

1965-77 

285.1 
445.1 
368.9 

26 
40 
34 

1978-89 

3793.3 
895.5 
557.9 

73 
17 
10 

------------------------------~-----~-----------------------
Total 1099.1 100 5246.7 100 

Source: External R&sources Department. Sri Lanka. 

·There has been a major switch over from commodity and 

food aid ·to project aid during the regime of present UNP 

government. 

Between 1960 and 1977 only 26 percent of all aid 

receipts were linked to specific projects. The share of 

project aid in total aid r~ceipts rose to 72 per cent 1n 
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the period 1978-89. The share of both commodity aid and food 

aid declined sharply from 40 per cent to 17 per cent and 34 

per cent to 10 per cent respectively. This underlines the 

diminishing importantace of food aid and commodity aid 1n 

the total aid picture. 

The main reaso~ for the 1ncrease of share of project 

aid was the mass1ve public investment programme of the 

Government. The Accelerated Muhaweli ~cheme which absorbed 

36 per cent of all pr-oject aid between 1978 and 1985 also 

contributed to the increase in the projection aid. The 

project involves of using waters of the Mahaweli r1ver for 

hydropower irrigation and opening up new land for settlement 

schemes. 

Aid Dependance of Sri Lanka 

Sri Lanka is among the group of non-oil export~ng 

developing countries that is suffering from an inadequacy of 

resources both local and foreign to meet basic requirements 

and inputs necessary for its development efforts. Therefor~, 

Sri Lanka has practically no choice other than seeking 

foreign aid. 

The country's dependence of foreign aid is not a new 

feature. It is dated back to 1952 when the need for foreign 

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

,., ·-~ 
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balance <Rs 200 mn in 1952) and the resultant econom1c 

crisis at home. Since then Sri Lanka is caught up 1n a 

compulsive drive for more foreign aid. However, dependence 

on foreign aid was not heavy till 1977. When the United 

National Party came into power in 1977 it launched a mass1ve 

public investment programme. However-., the Government lacked 

the ability to generate suffici~nt domestic resource fo, 

~inance this investment programme meaning an increasing 

resort to foreign aid. 

The result presented iri Table 2.7 shows ·a steady 

increase in the margins of aid dependence of the country. 

The disbursed aid amol.mted to B.O'l. of GDP 1n i980 which 

increased to 9 per cent in 1984. Except in 1987 the ratio 

remained as 9/. after 1984. Table 2.7 further brings out the 

role of aid in financing the gap in trade, investment and 

budget. Imports financed by aid rose from 15% in 1980 to 28% 

in 1989 and the share of aid in financing the budget has 

been in the region of 90 to 57% for the last ten years. 

around 1/3 of totals investment was also financed by foreign 

aid. These ratios indicate that both the domestic and 

external resources gap·have become heavily dependent on aid 

finance. This dependence become more apparent when one 

reviews ttte situation in various key sector of the economy. 
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TABLE 2.7 

Tabla 2.7 Aid Dep•ndanca 

---------------------------------------------------------~-----------

Year Gross Aid Aid Aid Aid Aid 
Domestic Disburs. Disburs. Disburs. Disburs. Di ~burs. 
Product to to to to Budget 

GDP 
($ Million) {$ million) (/.) Imports Investment Financing 

1980 4291 326 8 15 24 42 
1981 4539 380 8 18 31 57 
1982 4769 408 8 18 28 46 
1983 5007 396 8 19 26 59 
1984 5263 455 9 24 31 72 
1985 5526 506 9 27 39 55 
1986 5763 546 9 30 39 62 
1987 4940 493 8. 35 30 48 
1988 6006 575 9 39 41 40 
1989 6144 536 9 28 49 49 

Source: Compiled from Annual Reports of Central Bank of Sri Lanka 
and Foreign Aid Indicators of External Resources Department 7 

Sri Lanka. 

The Agricultural Sectqr 

Agriculture has always been the mainstay of Sri Lanka. 

It alone contributes more than one-third to the GDP. 

According to the available data from 1980 to 1986 

de~elopment 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 

Year 

1980 
1981 
1982 
1983 
1984 
1985 
1986 

<In Rs. million> 

Capital Expenditure Aid 

237.39 105.24 
210.25 91.37 
379.47 174.16 
295.03 202.07 
307.84 279.98 
281.85 262~52 

230.68 221.70 

Aid to Capital 
Expenditure 

44 
44 
46 
68 
91 
93 
96 

---------~----------------------------------~---------------

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

The above data show that the share of aid in financing 

the capital expenditure in the agricultural sector rose from 

44/.. 1n 1980 to 96/.. in· 1986 indicating the increasing 

dependency on ai'd for the development of agricultural 

sector. In the agricultural sector rural development 

programme, and the accelerated Mahaveli Development 

Programme have nearly 100/.. aid component. Even the more 

labour- intensive canal excavations are sustained by the 

various food aid programmes for rural public works. 

The Manufacturing Sector 

Aid has been a critical source for both capacity 

creation and utilisation in the manufacturing sector 1n the 

country. Virtually every new industrial project under 



execution in the public sector IS tied to aid disbursements 

either directly to the project or through various public 

s~ctor financing agencies. Once the project is commissioned 

level of commodity aid·inflows became a crucial determinant 

of the level of capacity utilisation. 

Infrastructure 

The entir~ infrastructure of development and social 

services remains dependent on aid. The development of 

transport capacity such as building of national highways to 

village roads IS sustained by aid. Expansion and 

modernisation of port capacity, expansion of the shipping 

fleet, modernisation of the airports and a1re serv1~es are 

being done with external assi~tance. Similarly in the 

development 

distribution 

development 

of 

of 

power generating 

including rural 

public buildings, 

capacity and 

electrification 

the expansion 

its 

the 

and 

i mpt-ovement of education and health services, 

the main source of finance. 

~id remains 

Donors Pressure: Sri Lanka'& Economic Weakness as a Variable 

Sri Lanka's overall dependency on aid was much more 

greater in 1 ate 1980s. This was mainly due to the slow 

econom1c growth, a repercussion of the civil disturbance in 

the north and ~ast of the country . These civil disturbances 

~:_, :l 



ex ~cer-bated the impact of domestic structural imbalances and 

unfavorable external factors. As a result, the growth rate 

came down to :2.3 percent in 1989 from 6.0 percent 1n 1982, 

and the per capita growth rate declined from 4.5 in 1982 

to mere 0.3 percent in 1989. Unemployment which is chronic 

problem in Sri Lanka rose tcr .18% of the labour force 1n 1980 

due to the sharp decline in agricultural production and 

service activates, particularly tourism_thus ~eversing some 

of the improvements registe~ed 1n early 1980s. Inspite of a 

relatively higher tax revenue to GDP ratio (19% 1n 1987) 

among low income countries, Sri •. Lanka ov~rall budget deficit 

rose from Rs 4966 ron in 1981 to Rs 34627 mn in 1989. 

During the 1980s the overall fiscal position has also 

deteriorated mainly because of increased expenditure· on 
I 

defence and internal security associated with the civil 

disturbances. These expendit~re rose to more than 5% of GDP 

1n 1988 from about 1-3% in the early 1980s. The trade 

defic1t which was less than Rs 1000 mn before 1978 

continued to rise as ~ consequence of import liberalisation 

of the UNP Government and :it reg~stered a ten fold increase 

between 1978 and 1989. <Rs 1981 mn and Rs 24716 mn 

respectively). (see Table 2.9) 



<TABLE 2. <7· ) 

Balance of Payment <In Rs. Millions) 

Exports Imports Balance Current 
of 

Trade Account 

1975 3.,933 c .-.c• 
J'ILJ.l 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 8,498 
1982 21,098 41,501 20,322 11,844 
1983 25,038 45,206 20.,163 11,122 
1984 37,198 49,490 11,,849 1,400 
1985 35,728 55.,529 19,800 11,407 
1986 33,893 55,283 21,390 11,909 
1987 41 ,097 61.,102 20,005 10.,093 
1988 46,985 71,253 24,268 12,377 
1989 56.,094 80,810 29,714 12,997 

Source: Central Bank of Sri Lank~, Annual Reports, 
1983 and 1989. 

Similarly, the c0rrent account deficit al~o increased 

from Rs 1032 mn in 1978 to Rs 12997 mn in 1989 when the 

d~ficit ~~s 10% of the GDP. Owing to these serious economic 

problems, Sri Lanka continued to borrow from the external 

sources. As a result., the external debt which was Rs. 

14582.3 mn in 1978 rose to Rs. · ·154744 ron 1n 1989. 

Consequently the debt service ratio increased from 13.0 

percent in 1978 to 20~6 in 19~9. The ext~rnal resource gap 

which is measured by the dif+erence between total foreign 

exchange receipts and the payment including short term 

credits also increased from Rs. 25392 in 1981 to Rs. 38195 

1.", 
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mn in 1989. In this unfavourable econom1c situation Sri 

Lanka has little cho1ct- other than heavily r-esorting to 

foreign aid. Implication of more dependency on foreign aid 

is an adverse economic situation where bargaining power of 

the the r-ecipient 1s virtually zero, is the recipient's 

vulnerability to the pressure from al.d donor·s. 

In the etonomically weak and politically unstable Sri 

Lanka donors exert different degrees of influence. Most 

donors try to do so through the Anriual Paris meetings of the 

Aid Group. Others also do it more directly thr-ough country 

programme and project negotiation. The World Bank does so 

very openly regarding specific projects making project 

approval and subsequent disbursement conditional on specific 

policy reforms. For- example, the world Bank has taken a 

lead in bringing out major institutional reforms ih the 

dairy industry using its own loans and technical assistance 

as a lever. Scandinavian donors have expressed their 

concern over the preseht ethnic conflLct and they continue 

to urge ·sr-i lanka to reach negotiated solution to the 

conflict. The next three chapters of this study are devoted 

to un~erstand these sources and circumstances under- which 

pressure came to be ex~-cised. 



Impact of Foreign Aid 

The most mechanically- minded economist believe that 

there ~s a fixed relationship between foreign resour2e flows 

and the growth rate of the receiving country. Their models 

are largely based on 'keynisian' concepts. The underline 

assumption of many of such aid theories is that the rate of 

development will increase if the rate of investment to 

national income rises and secondly, that the investment will 

rise if capital import increase. 

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 GNP 
s = Savings ratio 
k Capital out put 

t-ati o 

Since the saving ratio of the developing countries lS 

very low due to low per capita 1ncome there 1s a ~ap 

between the required savings and the actual savings. If a 

copntry needs to achieve a higher rate of economic growth 

the gap should be bridged. This could not ~e done 

successfully by increasing domestic savings under the 

pr-evai 1 i ng conditions of the developing countries. 

Therefore, the only available means is to barrow from 

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



4or developing countries to do·so as interest rates are high 

and repay1ng capacity 1s also low. Under this 

condition the only ~lternative they have lS forei~n aid. 

If a cour.t.ry r-ece1ves a gr-ant of aid 'a the growth 

rate should rise. Then the Harrod - Domor equation can be 

written as g ; (s + a) k If a country needs to achieve a 

t.:.:u-geted growth rate then the required investment, 

assum1ng the 'k' capital -output ratio is constant~ can be 

determ1ned by the above equation. 

9 
g 

g/k 

= 

= 

(s + a) 

ck 

c 
Where c = <s + a) 
g = targeted growth rate 
c = required capital 
s = actual savings 
a = required foreign 

capital 

This equation shows that as a result of foreign aid the 

capacity for economic growth will increase over time. 

However·, some ' - t 1 econom1s s ar-gue that increased 

investment 1s neither necessar-y nor sufficient to achieve a 

high rate of gr-owth in an under developed country. They 

further argue that in many cases capital imparts tend to 

1. Gr-Iffen K. and Evans J., "Foreign Assistance : Objective 
and Consequences", Economic Development and Cultural 
Change, April. 1970. 



1ncrease aggregate consumption more than investment. lhey 

have observed and found out statistical evidence to suggest 

that there is a lack of association between foreign aid and 

the economic developmer.t and growth in the developing 

countries. We will examine this propositions in the context 

of Sri Lanka by using data from 1980 to 1989. (Table 2.10). 

Table 2.10 

Aid, Consumption, Investment and Savings, 

<US s Mill ion) 

-------------------------------------------------
Year Aid Consumption Investment Saving 
-------------------------------------------------
1980 326 3711 1350 580 

1981 380 3997 1238 542 

1982 408 4203 1465 566 

1983 396 4418 1508 509 

1984 455 4449 1464 615 

1985 502 5096 1308 430 

1986 546 5207 1418 668 

1987 483 5249 1412 600 

1988 575 5406 1391 600 

1989 536 5520 1288 624 

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

A simple regression model is used in the study to find 

out the relationship between the amount of foreign aid 

... 
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received by Sri Lanka and its sav1ngs investment~ and 

consumptions. The below mentioned assumptions were set 1n 

order to test the relationship. 

(a) The amounts of foreign aid should increase the growth 

of both GNP and GOP. It 1s assumed that the 

relationship between aid and both GNP and GDP would be 

positive 

{b) 
,## 

When the country receives more foreign aid the sav1ngs 

investment export growth and sectors development 

should increase as a result of increase production 

capacity of the country. 

(c) The overall con~umption of the country should decrease 

as a res~lt of aid inflow because aid should supplement 

domestic saving rather than consumption. This 

assumption is made on the basis of the sav1ngs gap 

model which describes that any 1ncrease 1n foreign 

capital is devoted entirely to raising the rate of 

capital accumulation. 

(d) The relationship between foreign aid and export growth 

is positive. It means that the country should reduce 

imports and increase exports in order to reduce the 

savings gap retard the econom1c. 



Foreign Aid and consumption. 

The saving gap model assumed that any 1ncrease in 

foreign aid would increase the capital accumulation and 

investment rather than consumption. If the theory is valid 

the regression coefficient of the consumption VS foreign aid 

run should ~ield a negative relationship. It means that when 

foreign aid increase the domestic consumption should reduce 

and savings and investment should r1se. 

Regression Equation: 

c 
? 

R~ 

t 
F-

1261.815 + 7.519 (0.863) 
= 0.893 
= 8.705 

Statistic= 75.774 

Where C 1s consumption in $million 
A is foreign Aid in $ million. 

As can .be seen from the summary the regress1on co-

efficient (b) is statistically significant. The hypothesis 

testing for 'b' provided evidence to reject the null 

hypothesis. The conclusion was that there 1s positive 

relationship between aid and consumption during the period 

1980 - 1989. The model can explain 89.3/. of the variation in 

consumption. Hence the investment and domestic.savings did 

not increase in proportion 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 n?.move the time effect ors 

consumption there still exist posit1ve relattonship between 

the aid and consumption. 

Regression Equation : 

c = 2794.504 + 2.429 A + 147. 663 T 
( 1. 375) (37.049) 

""' R"'" = 0.963 

t = 1.766 

F. Statistic = 116.323 

Where C is consumption in $ million 

A is foreign aid in $ million 

T is time. 

ForeiQn Aid •nd Domestic Saving 

The regression analysis on foreign aid and COf1sumption 

indicated that the inflow of foreign capital resulted 1n 

some combination of increased expenditure on private and 

public consumption~ If this view is valid it 1mplies that 

the increase 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 dome~tic saving produces following results. 



Don. Saving 453.695 + 0.260 Aid 

(0.276) 
= 0.013 

t 0.942 

F Statistic = 0.888 

As can be seen from the summary the regression 

coefficient (b) IS not statistically significant. The model 

can't explain u-.e variation in do'mestic savings 

satisfactorily • The conclusion is that though coefficient 

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

In order to remove the time effect on savings time 

coefficient can be incorporated. Then the regression 

analysis produce following results. 

Dom. Saving = 541.151 - 0.031 Aid+ 8.426 Time 
(0.785) <21.146) 

...... 
R.:. = 0.132 

t 0.039 

F~ Statistic = 0.478 

. 
In this new analysis aid coefficient 1s negative 

meaning when the amount of aid increases the domestic 

savings tends to decrease as a result of increased 

consumption. The result also indicates that the positive 

coefficient shown in the earlier regressioh analysis 1s 

largely due to the effect of time. However, since both the 
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regression coefficient are not statistically signif1cant 1t 

cannot be exactly said that foreign aid has an adverse 

impacts on domestic savings. 

Foreign Aid and Investment 

The level of investment in Sri Lanka almost double to 

an average of 27% of GDP during 1978 - 1985 as compared to 

15/. between 1970 and 1975. This was very much due to public 

i nvestmen·t, which to a large extent was finance by foreign 

aid. However on this basis it is not safe to conclude that 

there has been a strong positive relationship between 

foreign aid and the level of investment. The results of 

regression run summarised below bare the witness to this 

point. 

Investment = 1397.832 - 0.032 Aid 
<0. 372) 

:::: -0.124 

t == -0.0854 

F- statistic = 0.007 

According to classical aid ~odels, when every thing 

else·being equal,~ given amount of aid increased investment 

and through investment the rate of economic growth will 

increase. 



In other words the relationship between aid and 

economic growth rate measured by conventional GNP or GDP 

growth is positive. If the theoretical assumptions are 

correct the same data should produce a regression equation 

1n which the regression coefficient is positive. However, 

our analysis did not show strong association of investment 

,with aid. The model can not explain the variation in 

investment satisfactorily. The regression coefficient 1s 

also not statistically significant. Conclusion is that the 

capital imports did not lead to ~ncrease investment 1n 

proportion to the aid received but by less than it. 

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 been given to the indebtedness arising· from these 

capital flows. 

Table 2.11 

For•ign Aid •nd Foreign Debt 

Year Population 
(l'fid year) 

Foreign 
tlid 
<Rupees. 
million) 

External 
Debt tRs. 
•ill ion) 

Per Capita 
Foreign ~id 

Rupees 

Per Capita 
Debt Rupees 

Sap bebteen 
per capita 
-foreign aid 
and debt 

196~ 11133 6.9 446.6 0.62 40.11 39.49 
1966 11439 145.2 521.1 12.69 45.55 32.86 
1967 11703 212.0 708.0 18. 11 60.49 42.38 
1968 11992 299.9 1038.3 25.01 86.58 61.57 

Contd/-----

6:', 



1969 12252 408.6 1337.5 33.35 109. 1 b 75.81 
1970 12516 380.7 1550.9 30.41 123.91 93.50 
1971 12608 602.9 1767.5 47.82 140. 19 92.37 
1972 12861 515.2 2352.5 40.06 182.92 142.85 
1973 13091 428.3 2750.6 71"\ "'T·t 

.),t.. f ,L 210.11 177.39 
1974 13284 745.1 2833.7 56.09 213.32 157.23 
1975 13496 1425.8 3704.9 105.65 274.52 168.87 
1976 13717 1432.2 4968.0 104.41 362.18 257.7b 
1977 13942 173/.6 15593.5 124.63 1118.45 993.52 
1978 14184 3926.8 14582.3 276.85 1028.08 751.23 
1979 14471 4191.5 15840.6 289.65 1094.o4 804.99 
1980 14747 5373.4 22276.8 364.37 1510.60 1146.23 
1981 14988 7191.5 29172.1 499.82 1946.3b 1466.54 
1982 15189 8486.6 35262.7 558.73 2321.59 17b2. 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 69453~1 862.66 4385.50 3522.84 
1986 16117 15341.5 88304.0 951.88 5478.94 4527.06 
1987 16361 14444.0 112440.8 882.83 6872.49 5989.66 
1988 1658·6 18324.7 125656.9 1104.83 7576.08 6471.25 
1989 16806 19458.9 154744.1 1157.85 9207.67 8049.82 
--------------------------------------------------------------------------------
Source : Coapiled hot~ Annual Reports of Central Bank of Sri Lanla. 

As shown in Table 2.11 there has been an alarming 

external debt situation in the country, particularly after 

1977. External debt rbse from Rs. 444.6 mn, in 1965. As a 

result, the per capita debt also increased from Rs. 40.11 to 

Rs. 9207~67 during the period. Th~ growth of foreign aid was 

slow and as a consequence net foreign debt has been ris1ng 

gradua~ly. 



Chapter 3 

Bilateral Aid Donors and Their Impact on Public 

Policy of Sri Lanka 
i 

' 

Sri Lanka has long-standing links with the major 

industrial countries of. Europe~ America and Japan. These 

links were not close during the period 1970-77 because of' 

widespread disapproval of the statist and socialist economic 

policies and the non-aligned foreign policy of the SLFP 

led government. The links were rapidly developed after the 

election of UNP government in 1977 witt1 its liberal econom1c 

policies~ welcoming attitude to foreign investment~ and pro-

western foreign policy stance. At the same time~ Sri Lanka 

has retained and/or strengthened its aid relationship with 

other types of donors <Table 3.1) Although diplomatic and 

political relations with the centrally-planned economies ar~ 

far less close than under the 1970-77 government~ the 

socialist countries hav~ continued to disburse some limited 

assistance to the preseht gov~rnment (Table 3.2). Donors 

like Norway and Sweden began their aid programmes to Sri 

Lanka under the previous government, and partly in response 

to the social democratic flavour of policies of the United 

Front Government and the evident commitment to social 

welfare policies. They hav~ expanded their assistance under 



i 
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Tattle 3.: 
Aid CoiMlittmfnh By Donors 1970-1989 (ln US $ Million) 

--~------------------------------------------------------------------------------------------------------· 

Aid D'nors 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 '1983 1984 1985 1986 1987 1988 1989 Total 1 -t- ----------------
D!Y!lpp!d Industrial countrhs . 
Austr~lla - 2.1 2.1 0.4 7.8 
B!lgiulll 
Canada 4.9 8.7 4.6 9.7 5.2 
France 0.5 6.5 0.7 6.4 7.2 
West ~ermany O.'i' 5.9 1.5 18.1 18.8 
ItalY, 1.3 1.4 
Japan, 0.1 8.3 11.4 14.0 14.7 
Nethe;rlands 
sWitz~rland 0.2 0.2 0.1 
Unitfd Kingdo& 9.5 16.0 0.1 4.6 6.3 
United States o 15.3 17.2 14.7 7.0 3.2 

t 1 2.0 

19.2 12.4 
8.2 7.7 

29.7 8.4 

16.6 16.7 
9.5 11.5 

-. 
7.4 5.7 

37.4 67.4 

1.6 7.3 3. 7 

16.6 27.5 10.4 
6.3 1.0 28.4 
3.3 23.0 30.8 
0.7 

25.6 66.6 36.1 
16.0 35.7 13.4 
0.2 18.1 

23.9 41.1 209.1 
14.0 78.9 51.4 

2.1 8.6 
1.6 0.7 

71.3 30.8 
17qs.S 28.6 
17.8 186.6 

10o.8 
41.;1 
0. tf 
7.1 

66.5 

96.7 
16.4 

70.3 
----:-------------------------------------------·--- ---· 

5.1 
0.8 

12.6 
19.0 
6.0 
1.1 

97.1 
11.9 

83.2 

4.4 

20.7 

10.1 

30.0 
14.3 
0.9 

88.6 

4.5 

53.9 
19.0 
3.8 

70.6 
9.3 

21.5 
107.0 

8.2 
11.6 

1.0 

0.1 
10.2 

102.9 

115.5 160.8 
11.7 . 15.3 
6.4 

29.1 46.3 
37.4 46.8 

------------

0.9 

47.2 57.9 
24.9 15.2 
11.2 22.5 
3.0 

170.0 434.4 
21.2 38.7 

1.6 
0.2 8.3 

68.6 57.2 

8.5 71.2 
3.1 

2.4 424.3 
7.4 223 •. 3 
2. 7 502.3 

7.5 
53.3 1~3'1.3 

14.6 280.0 
28.9 
~36.2 

75.1 1007.2 

Total' 31.2 66.2 35.3 60.3 64.6 134.1 131.8 108.5 281.1 401.4 325.3 436.6 239.7 169.8 289.6 223.2 383.4 347.9 635.1 164.0 4529.1 

Scanil'inavian Donors 
Denmark 
Finland "'-
Norway 
Sweden 1.6 

2.8 3.7 0.5 /_ 5.8 2.3 0.4 6.1 
1.0 0.8 5.6 7.8 

2.8 6.2 9.1 9.1 8.7 10.2 9.4 
2.5 10.8 12.6 13.5 16.6 19.1 20.6 24.1 22.7 25.8 26.7 

6.7 
8.2 7.7 7.2 

10.1 10.3 .1t8 
33.2 34.0 23.9 

2.8 
11.8 
8.8 

19.7 

9.2 12.9 53.2 
13.0 16.5 79.6 
10.4 24.8 131.4 
5.4 11.9 327.7 

. ------------------------------------------------------------------------------------------------.::. 
Total 1.b 2.8 2.5 10.8 ·16.3 13.5 19.9 25.3 35.5 34.2 34.5 42.0 50.0 51.5 52.0 49.3 43.1 41.0 66.1 591.9 ___ ..... _____________________ _ 
Socialist Donors 
People Rep.of China 
Soviet Union 
Other centrally 
Planned Economic 24.2 38.2 84.6 

Total 24.2 38.2 84.6 

West Asian Donors 
Iran 
LiLya 
United Arab Emirates -
Kuwait Fund 
Saudi Fund 

Total 

India 
Others 

7.2 7.9 

0.1 3.0 32.7 15.5 
59.5 

37.2 0;3 0.5 4.1 10.4 

37.2 60.2 3.5 4.1 10.4 32./ 15.5 
, oJ·-,-.. -,---.. ---, -"'-·-:o;-, ---,~,_-

32.0 
15.0 0.1 

5.2 
25.5 0.3 2.1 ~5.0 

6.7 4.06 50.0 

64.2 5.5 15.0 4.16 2.1 50.0 45.0 

0.6 11.0 ?:.8 8.0 12.4 12.4 12.7 
2.7 3.0 0.1 0.4 6.6 

" 

51.3 
59.8 

199.5 

310.6 
-...,..,--,.---- --.---,-.-. 

19.2 

32;0 
1'6.1·. 

5.2 
72.9 
60.76 

186.96 

99.2 
12.5 

------.. ---------------------------------------------------------------------------------------
Grond Total 55.4 113.2 122.7 70.7 113.2 1288.5 165.1 155.6 329.2 452.56 400.9 533.8 326.7 219.8 341.1 275.2 448.2 410.2 410.2 676.1 15730.22 

Source : External Resources ileparment, Sri Lanka. 



Table 3.2 • 

Aid Disburse1ant By Donors 197G-1989 <In US $ "illionl 
-----------------~---------------------· ----------------------------------
Aid Donors 1970 1'171 1972 1973 1'174 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 198b 1987 1988 1989 Total 

Developed Industrial countries 
l"llstralia 0.9 1.0 1.1 2.2 4.2 

8 • .\ 5.5 3.7 S.i 

----------------------------------------- 4---. . 

8.3 2.0 1.7 1.7 • 2.'1 '1.3 0.7 0.8 
0.1, 0.7 0.8 

zz.a 1'1.6 · m.o 

7.1 
0.4 

13.7 
B!lgiu• 
Canada 
France 4.6 2.9 

5.6 
5.6 
4.3· 
1.8 
5.5 

5.3 3.2 
11.5 11.5 
7 .• 1 11.2 

12•3 "8.7 

14.7 11.0 
3.4 M 
11~5 ° '111:2 
0.7 

16.6 
7.1 

'24.2' 

4.~ 

Z7.8 
5.3 

13.4 

2:9.2 
10.7 
13~s 

7.2 
0.2 

33.1 
11.8 
47.0 · .. 

7.8 
0.4 

31.2 
18.6 
44.~ 

12.4 9,4 18.'1 
47.3 , 63.5 · ·so.3 

0.7 
1.0 

24.6 
,fT.~ 
Z7.1 

• ,3.1 ,, .J __ , ()\:!"' 

.. 'lltst Guiwly · 
Italy 
Japan 
Netherlands 
Switzerlands 
United !<ingdilll 
lin i ted States 

. ' 3.3 ,, 2.J. 
1.7 0.9 
5.1 7.6 

10.3 16.1 
'1.'1 10.9 

7.4 
25.b 

'1·3·· ''J.7 
0.3 0.3 
9.2 '1.2 

u. 3.0 
a.s 8.9 

1.3 
18.1 11.3 
3.3 ~.3 

17.2 311.1 
9.6 28.3 

37.'1 
19.8 

4.7 7.4 2.7 8.'1 1'1.1 
Zb.b 32.7 40.6 39.'1 40.2 

-! 

37.7 
11.3 
0 1 

63.0 
61.2 

50.1 
15.5 

52.6 
61.7 

53.0 
14.0 
8.9 

36.6 
65.'1 

61.9 
23.: 
B.c 

25.7 
81!.2 

3.0 
86.2 118.7 101.2 
15.7 10.3 14.8 
4.6 b.Z 0.1 
1:..3 15.5 8.6 

95.7 61.7 "·3 

192.6 
f/.7 
3.8 

16.8 
57.6 

32.1 
. 1.2 
177.8 
14.2 
2.4 

15.9 
50.6 

----------------------------------------·---
Total 44.2 55.3 56.9 4'1;1 51.6 r.>.2 89.1 102.1163.6 m.8 224~0 234.1 247.6 m.1 30'1.'1 m.1 306.4 2-ro.o . 359.4 sl!l.~ 

--------·----------,----------------·--------------------
Scandinavian Donors 
Denwrk I.Z 0.4 0.2 2.1 
Finland 
Nor~y 

~eden 1.6 2.4 

Total 1.2 2.0 0.2 4.5 

0.7 

3.5 

4.2 

0.2 0.6 

- " -
8.1. 1..8 

0.3 

.. 
: •. I 

q,.; 
5.5 
?.4 

a.a 7.4 10.3, 13.8 
. . 

0.5 

9.3 
35.7 

45.5 

3.5 
O.b 

12.1 
2Z.3 

2.5 'l.? 
4.4 

11.8 
21.1 

o.:! 
4.5 
9.0 

27.8 

0.2 
5.3 .. ~ 

·tt.C. 

31.3 

0.4 
5.9 
8.7 

34.2 

0.8 
13.4 
10.3 
£3 .. 3 

3.!1 
~.4 

2.6 
13.3 

6.4 
~4.7 

~4.5 

.t.4 

3.6 
20.0 
11.9 
4.1 

43.7 · ~.2 ~1.5 ~.o 4'1.2 48.3 so.' ~.o 3'/.b 
-----------------------r--------------------------------. -------------

Socialist Donors 
Peopb Rep. of China -
Soviet Union 
Other C1!ntrally 
Planned Econo1ies 8.8 35.0 13.2 

1.8 ° ~.4 3.2 3.0 0.1 
1.6 7.2 5.1 2.0 0.7 

1.2 .29.1 0.5 3.1 4.0: 0.4 

~.4 
0.1 0.1 

1.7 
0.1 

1.7 9.8 5.2 5.4 
0.01 

---------___;.-----------------------------------~-----------------.;.----'---------------------------------------

Til tal 8.8 35.0 13.;: 1.2 29.1 'J.'? 10 12.3[ 5.4 0.8 0.1 ~6.8 5.4 1.4 ~.7 9.8 5.2 54.1 ------------------------------------------------------· ______________ .:_ ___________________________________ _ 
West Asian Donors 

Iran­
Libya 
lhii ted Arab fairates -
KYwai t Fu!!d 
Saudi F"und 

'Total 

i~ia · 
llthers 

4.1! 2.'1 2.4 2.3 
--

32.0 

6.7 

12.0 
'l.b ].9 1.7 

38.7 21.6 20.3' 3.9 1.7 

:~.q 2.4 4.7. 6.2. a.o a.5 
2.5 0.6 1.1 0.1 0.2 

4.7 3.1 
3.0 

1.0 
1.7 6.7 

9.6 5.3 3.9 1.7 

-----------------------------------+-
4.7 

9.1 
5.5 

1.5 
1.1 

.1.2 3.0 8.7 

3.1 . 
1.1 

6.7 9.6 . 5.3 3.'1 1.7 
r---------------------

0.1 0.2 
0.? 0.3 

3.3 
0.2 

5.3 

___ ._._ ___________________ . ----- _______ .... ..:._ _______ ~-~------------------. -------. -----------------. -------
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.. 
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the present government despite its substantial sl-,1 ft. away 

from this wel~are orientation. Sri Lanka's 1 n + l u en c 1 a 1 

position in the Non-Aligned Movement in the 19/0s also 

helped obtain assistance from West Asian oil exporters. New 

aid commitments from West Asia have, however, ceased s1nce 

1984, when Sri Lanka entered into ~n official 

with Israel for the purpose of obtaining training 1n counter 

insur-gency w.::u-fare for its armed forces. In this chapter we 

will discuss aid programmes of these bilateral donors of Sri 

Lanka. To differenciate the varying perspect1ves among 

various bilateral donors towards the exercise of pressure 1n 

the affairs of 

groups: 

Sri Lanka they are classified 

(i) Developed industiral countries 

(ii) Scandinavian donors; 

(iii)Socialist donors; 

<iv) West Asian donors; and 

(v) India aad others. 

Developed Industrial Countries 

Japan 

into five 

Japanese development 4id commenced in the early 1950's. 

Its assistance is based on two major principles : 



1. Humanilarian concer-n for- the poor nations of the World. 

11. Japiin depends greatly on Third World resources to 

maintain its pr ospet- i t y. Accor·di ngl y, Japan· s 

relations with the developing countries need to be 

harmonious and secure. By extending. aid and assistance 

Japan hopes to achieve this objective. 

Japanese aid originates from three sources : 

1. Overseas Economic Co-operation Fund <OECF) 

11. Export-Import Bank of Japan. 

iii. Japan International Co-operation Agen~y CJICA). 

OECF, under the control of the Economic Planning 

Agency, provides government loans on concessional terms to 

finance various projects and programmes. The Export-Import 

Bank of Japan, under the control of the Ministry of Finance,· 

has the function of helping export and import financing and 

invest~ents in the Third World. JICA, part of the 

Ministry of Foreign Affairs, is responsible for technical 

co-operation programmes. It provid~s resources for projects 

in developing countries which OECF and Export Import Bank of 

Japan would not be in a position to finance. 

Currently, Japan 1s the largest donor of Sri Lanka and 

it accounts for nearly one-third qf the total annual aid 

receipts, of the country <Table 3.3>. Japanese bilateral 

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



Table "7 "7 
.j. -.: . .-

Percentage Share of Bilateral Donors 
in Total Aid 1985-1989 

. . -----------------------------------------------------------------
Country 1985 1986 1987 1988 1989 
-----------------------------------------------------------------
Australia 0.13 0. 15 0. 12 1 "7') • ...:>-

Belgium 0.19 0.13 0.16 0.17 0.08 
Canada 4.54 3.58 ·3.70 4.28 2.56 
Denmark 0.07 0. 14 0.78 1. 11 0.68 
Finland 1.18 2.45 3.15 2.54 3.72 
France 2.47 1. 72 3~86 3.04 0.58 
West Germany 9. 44 11.h0 6.i9 4.71 5.99 
India 0.•)2 0.04 0.27 0.57 0.99 
Italy 0.62 0 ')"7 

·--...) 

Jape? 'I 17.20 21.71 20.69 33.51 33.18 
Netl-aerlands 3.13 1.88 3.01 3.08 2.65 
Norway 1. 79 1. 89 2.56 ~. L:"'•l 2.21. Lo ,JL 

s~-~eden 6.83 4.36 3.73 0.76 0.77 
Switzerland 0.92 1. 13 O.Oi 0.65 0.44 
U.K. 1.26 2.83 1. 75 2.91 2.96 
u.s.A. 19.10 11.28 9.06 8.41 9.45 
Saudi Fund 1.58 2.84 0.54 0.22 0.28 
Kuwait Fund 0.25 1.84 0.78 1. 7·6 0.62 
China 0.33 2.00 0.90 
UAE 0.03 0.06 0.31 
----------------------------~------------------------------------
Total Share 70.46 67.66 63.60 73.04 68.72 

Source : Compiled from Foreign Aid Indicators of Sri Lanka. 

Over- the years grants contents of Japan~se ~id has 

incr-eased. Between 1965 and 1970 Japanes aid was 

exclusively in the form of loans and by 1989 40 per cent of 

Japanese aid was in the form of outright grants <Table 3.4). 

Between 1985 ~nd 1989 Japanese loans were heavily identified 

with Colombo Port Expansion, Colombo Airport Development~ 

Mahaweli St~ge I, Colombo Telecommunication and Samanalawewa 

t>Fi 



Table 3.4 

Su11ary of Bilateral Aid Rtctipts 1985-1989 

--------------------------------------------------------------------------------------------------------------
Country 1985 1986 1987 1988 1989 

L 6 l 6 l 6 l 6 l 6 
--------------------------------------------------------------------------------------------------------------
~ustr ali a 18.1 22.8 21.2 86.0 170.7 
Belgiua 26.0 20.2 23.5 32.7 15. 1 
Canada 5b.7 563.5 8.1 541.2 1.1 531.7 784.5 498.0 \ 

Denaark 0.3 9.8 21.6 81.0 31.2 153.6 51.5 72.2 .· 59.2 
Finland 161.0 376.5 454.7 467.2 724.7 
France . 337.4 263.3 558.0 557.9 113.5 
West 6eraany 1267.9 21.5 1778.4 1.6 893.9 0.76 863.0 1.8 1166.0 0.1 
lndia 2.8 5.5 40.5 105.5 3.0 190.4 
Ita! y 90.0 44.2 
Japan 1454.3 894.9 1989.9 1340.8 1845.1 1144.7 4068.6 2073.2 3870.5 2585.4 
Netherlands 36.5 391.5 71.9 216.1 1.5 434.5 0.7 564.7 0.6 515.3 
Nor11ay 245.1 290.0 370.7 463.5 431.0 
S11eden 933.4 618.8 539.6 141.3 149.5 
S11i tzerl and 34.3 90.9 78.3 95.5 1.5 119.6 13.6 72.4 
U.K. 172.0 434.0 253.7 533.8 576.4 
U.S.A. 2285.9 323.2 1410.2 320.9 936.5 372.3 1287.5 548.2 994.3 844.2 
Saudi Fund 215.1 435.1 77.4 41.5 54.8 
Kuwait Fund 33.5 282.9 112.8 323.3 120.8 
Chini 45.6 289.2 165.3 196.4 
UA£ 4.5 8.8 45.2 5.8 
USSR 0.1 0.5 
Pakistan 2.2 
--------------------------------------------------------------------------------------------------------------
Total 5774.9 3850.9 6332.4 4350.0 4882.2 425l.b 7527.7 5803.2 6692.2 6876.6 

------- ----------------------------- ---------
t of l 1t 6 bO 40 bO 40 53 47 56 44 49 51 

Source : Compiled from Foreign Aid Indicators of Sri Lanka. 

Hydro Power projects. During the same period Japanese 

grants were mainly concentrated on building of a genetic 

resource centre an automobile engineering, centre a 

phat-maceut i cal centre, ·a nat i anal youth centre and a f i shet-y 

hat-bour·- at Kir-inda. Besides, these pr-ojects., Japan has 
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extended its cooperation road maintenance 

rehabilitation, contputer tr··aining, education, television and 

radio broadcasting, water supply and sanitary improve~ent, 

community health, rut .. al development and var~ ous resear-ch 

institutions. Dur1ng the period from 1985 to 1989 the two 

governments have signed 64 aid agreements amounting to Rs. 

28484.1 mi 11 ion and of whi,ch agreements worth Rs. 18857.5 

million (66%) were loan agreements. Japanese loans are in 

p.r i nci pal subject to 20 years maturity and 10 yea~s grace 

per-iod. An e>;aminatlon of the Japanese aid agreements 

revealed the fact ~hat over the years its interest rate has 

been declining. Agreements signed in early 1980's carried 

3.25 percent annual interest r~te and in late 1980s the 

interest rate was 2.5/. including commission and management 

fees. 

The distr·ibution of Japanese aid as shown in Table 

illustrates the fact its aid was highly concentrated on 

project aid and commodity aid. Data revealed that Japan did 

not give food aid 1n the recent pa~t. As can be seen from 

data Japanese share in Sri Lanka's total annual aid receipt 

has shot up from 17.20% in 1985 to 33.15 percent in 1989, 

indicating increas1ng role of Japanese aid in the island 

development efforts. 



Table 3.5 

J1nuu Aid 

-------------------------------------------------------------------------------------------------------------------
Years Non t\ahajje 1 i Maha11eli Couodity Food Total Grand l Total 

L 6 l 6 l 6 l G L 6 Total Aid 
-------------------------------------------------------------------------------------------------------------------
i9BS 905.9 570.5 90.1 44.8 458.3 279.9 1454.3 894.9 234~.2 17.20 

1986 1249.6 1181.0 174.7 565.6 159.8 1989.9 1340.8 :mo.7 21.71 

1987 1003.0 987.9 379.7 462.4 156.8 1845.1 1147.7 2992.8 20.1l9 

1988 2882.3 1274.3 377 .b 808.7 798.8 4068.6 2076.2 6141.8 33.51 

1989 2435.2 1954.0 570.2 865.1 631.4 3870.5 2585.4 6455.9 33.18 
----------------------~--------------------------------------------------------------------------------------------
Total 8476.0 5967.7 1592.3 44.8 3160.1 2026.4 - 13228.4 8042.0 21270.0 

L :::. Loan 

G = Grant 

Source : Ext~rnal Resource Department, Sri Lanka. 

Japan, 1n its dealing with Sri Lanka has generally 

refrained from direct interference 1n domestic policy 

changes. However-, it favoured co-ordination of policy 

dialogue through the A~ian Development Bank, World Bank and 

Aid Consortium. It is learnt that Japan has expressed its 

concern over the implementation of particular projects such 

as Colombo Harbour and Colombo Airport Expansion projects. 

Japan has •ade its presence felt in Sri Lanka through a 

large volume of aid. Currently, Japan enjoys a boom1ng 

bilateral trade at least six times in its favour - with Sri 

"')' 
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Lanka. Japan·s industrial multinational like t1ItSU1 1 

Hitachi and Mitsubishi have become big business 1n the 

country. The liberalised imports of cars has made Sr1 Lanka 

a South Asian heaven for- Japanese models. In add1.t1on, 

large number of reconditioned Japanese cars and motor cycles 

are almost dumped on Sri Lanka's road by local agents. In 

1978, the Japanese Government made an outright gift of a 

fully equipped television station and provided training for 

personnels. Now, at least in every fifteen households 1n 

Sri Lanka have either a colour or black and white set made 

1n Japan. Japanese contractors have clinched some of th~ 

most prestigious projects in Sri Lanka including the modern 

parliament complex, a series of tourist hotels and a 

nationwide telecommunication network. In short rational 
; 

behind Japanese aid in Sri Lanka has always been strategic 

economic interests. 

United States of America 

The US government stresses that a major objective of 

its aid spending is to promote Americian interest overseas. 

In addition foreign aid programmes for the Third World have 

four other main objectives : 

1. Policy Dialogue and Reform 



Through policy d1alogue, the USA communicates with 

governments to eliminate subsidies, pr1ce and ·wage 

controls, trade restrictions, overvalued exchange rates 

and interest rate ceilings. A country receiving help 

from the USA, is given advice on economic policies. 

11. Transfer of Technology 

The US foreign aid programme helps expand 

strengthen ~apabilities of developing nations by means 

of techntilogy transfer. 

111. Institution Building 

A major objective of US foreign aid 1s to promote 

democracy by establishing institution that encourage 

self help and increase citizen participation ln 

decision making. 

1v. Private Sector Growth 

The USA takes the view that developing nations with 

strong private sectors have achieved faster and more 

sustained growth. It, therefore, encourages the 

development bf the private sector as a vehicle for 

generating employment and higher income. 



us bilateral aid 1s managed by the Agency tor 

International Development <AID> which was established 1n 

1961. 

l . 

Its bilateral aid comprises three major programmes: 

Economic Support Fund, consisting of econoil•l c 

assistance extended in response to political and 

security consideratioh; 

ii. Development Assistance Prog~amme, extended mainly to 

low income countries; 

iii. Public Law Food Aid Programme <PL480). 

The Foreign Assistance Act of 1961 authorises AID to 

administer first two programmes., while the PL 480 is 

implemented jointly by AID, the Department of Agriculture 

• and the State Department. 

The US aid has a long record of involvement 1n Sri 

Lanka. In 1950 St-i Lanka entered into an agreement with tile 

United States to obtain· US aid under the Point Four 

Pt-' ogt- amme. Between 1950 and 1955 Sri Lanka received US <nd 

worth Rs. 54.5 million or 38 percent of the total aid. In 

the next three years the value of the US aid commitment was 

Rs. 155 mi 11 ion. During the ~egime of Communist backed SLFP 

Government <1960-69)US aid was sharply reduced and the 

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



during the regime of the right wing UNP Government of Dudley 

Senanayaka the net receipt of US aid amounted to Rs. 248.3 

million, a ten fold increase against the previous Communist-

backed Bandaranaike Government. US aid was again curtailed 

dur-ing the Communist and Trosky backed United Front 

Government which came to power J.n 1 <7'70 and the net receipt 

of us aid dur·ing this ~riod amounted to Rs. 167.7 million 

of which only Rs. 0.1 million was :tn the form of outright 

grant. 

After 1978 the US government extended its co-operation 

to the right w1ng UNP go~ernment which brought fully 

economic liberalism giving a prominant palce to the private 

sector. To promote and strengthen these liberal economic 

policies the US aid was given on highly concessional terms. 
1 

Thus, the volume of US aid and its terms varied according to 

the ideology.of the government of Sri Lanka. 

In Januar-y 1979 US-AID presented its first country 

development stragegy statement for Sri Lanka, the basic 

elements of which were as follows: 

(a) to continue the emphasis on food p~oduction, while at 

the same time widening the scope of 

involve food crops other than r1ce, 

f(._ 

: ·~J 

act i vi t i es - t o 

also increased 



(b) 

(d) 

emphasis to be paid to aspects other than production, 

such as marketing, processing water mangement etc.; 

support the environmental health sector, eg. potable 

water, sanitation and he~lth education; 

e~plore the natural resourc~s and energy sector 

potential assistance; 

for 

provide technical assistance for the build up of 

management capability of Sri Lanka staff~ 

Development assistance pledged by the U.S. since 1979 

reflects the salient features of this Development Strategy 

Statements <DSS>. The DSS for 1982 and 1984 broadly 

maintained the same strategy identified in 1979, since it 

was closely related to the government's own priorities' as 

identified in the medium term investment programme. 

In 1980's US aid was mainly concentrated on 

education, refores-tation and agriculture, 

inanagement water supply and sanitation, 

watershed 

irrigation 

imporvement, malaria control and Maha~eli. In addition, the 

US AID has shown a keen interest in prpmotion of private 

sector and aid worth $ 112 million 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 
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been a maJor recipient of us food aid. Sri Lanka received 

us food aid from twa sources : ( i ) USA CAR£, and ( i i ) PI 

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

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

Table 3.6 

US Aid 

Yurs Non Kahaweli Kahawel i Couodity Food Total Grand X Total 
l G l G l G . l 6 l 6 Total Aid 

----------------~---------------------------------------------------------------------------------------------------~ 
1985 19k7 141.5 1442.6 29.8 649.6 151.9 2285.9 323.2 2609.1 19.10 

1980 98.0 196.1 452.5 33.3 809.7 91.5 1410.2 320.9 1731.1 ll.28 

1987 143.5 96.5 98.6 30.6 694.4 245.2 936.5 372.3 1308.8 9.06 

1988 121.4 211.3 36.8 44.5 1229.3 292.3 1287.5 548.2 1835.7 8.41 

1989 17.4 433.5 29.9 58.2 947.0 352.5 994.3 544.2 1838.5 9.45 
---------------------------------------------------------------------------------------------------------------------
Total 569.0 1078.9 2060.4 196.4 4290.0 1133.4 6914.4 2408.8 9323.2 

L· = Loan 

G = Grant 

Source : External Resources Department, Sri ~anka. 

It has been observed that the United States has exerted 

pressure on public policy reforms in many occasions. 

Pressure was exerted through both Aid Consortium and US 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 

T7 



wing UNP regime. While terms and conditions of aid for UNP 

regims were very liberal. SLFP Government received US aid on 

less concessional terms. This revealed the fact that 

through 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 to American 

private sectqr participation in development assistance would 

itrengthen our argument. A US diplomat described Sri Lanka 

' as one of the places where the kind of policies advocates by 

the Regan administration was working. 1 

Available evidence reveals the fact that United States 

has frequently interfered with aid distribution within Sri 

Lanka. Atter 1983 ethnic riots 9 US aid mission was 

concerned about alleged inequalities in the distribution of 

US economic aid and the Regan Administration hinted that if 

the 'discrimination' 'against Tamil areas continued the aid 

'"' programmes may have to be reviewed.L. 

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) 9 April 21 9 1982. 

2. Telegraph <Calcutta) 9 June 4 9 1985. 
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Since the Government of Sri Lanka does not have any 

authority to check the application of this fund the US 

mission is free from any state interference. 

Federal Republic of GermAny 

The Government of Federal Republic of Germany <FRG> 

sees its development policy as part of its overall aim for 

peace. It considers the elimination of economic conflicts, 

between rich and poor states as an important task to ~romote 

peaceful development and growth. German development aid is, 

therefore, sets out to promote economic and social progress 

in the Third World. 

Responsibility for official development assistance by 

the Federal Republic of Germany lies with the Ministry for 

Economic Co-operation which co-ordinates its activities with 

the Ministry of Foreign Affairs, the Ministry for Economic 

Affairs and the Ministry of Finance. German development aid 

emanates from two main sources: (i) the Federal Government 

Development Aid Fund, and <ii) The Development Bank of the 

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 
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almost wholly (98/.) in loan form whil~ the small balance of 

grant aid was devoted to technical and training assistance. 

During the period under concerned German assistance was 

heavily identified with the Mahaweli Ranatambe and 

Randenigala multi-purpose projects which received 80 to 90/. 

of the German aid between 1989 and 1990. Kirindioya 

Irrigation and Settlement project also received substantial 

portion of the total German assistance. Besides, Germany 

has extended cooperation in the development of the r .. ai lway 

network and the fertilizer distribution system. 

Between 1985 and 1989 Sri Lanka and Germany have signed 

twenty-two aid agreements worth of Rs. 3906.7 million. Of 

which Rs. 3150 million was in loan form. The interest rates 

charged for the agreements was 0.;75/. plus 0.25/. for 

commitment charge. Repayment periods for loans vary from 

ten to forty years, the normal period being forty years 

though ten year terms have become more common in 1986 and 

1987. Some pressure has been placed on Germany to ease its 

repayment terms and this has had. considerable effect (see 

Appendix). The new agreements signed during the period 

illustrates strong emphasis placed by German on development 

of agriculture and animal husban~ary. The German desire for 

extending cooperation in tf1e development of multi-purpose 

irrigation project and agricultural sector may .. 

80 
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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 in 

form. of commodity loan. 

Table 3.7 

DiltribuUon of 8trun Aid-

Yur Project Aid Couodity Food Aid Totil Grind 
Non "~hiviweli "ah•vaweli total 

loill 6r ant Lo~n Grant Loan Grant loan Grant 

1995 90.2 21.5 1091.7 86.0 1267.9 21.5 1289.4 

1986 195.6 1.6 1362.2 221.2 1778.4 1.6 1780.0 

1987 843.9 0.7 893.9 0.7 894.6 

1988 45.9 1.8 877.1 863.0 1.8 864.8 

1989 60.0 0.1 964.9 141.1 1166.0 0.1 1161.1 

1 of 
total 
Aid 

9.4 

11.6 

6.2 

4.7 

6.0 
------------------------------------------------------------------------~--------------------------------------------
Total 1235.6 25.7 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 in 

Sri Lanka. However, a particular issue where it has 

expressed its concern is the present ethnic conflict. It 

continues to urge the Government to reach a negotiated 
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solution to the conflict.
3 

Since 1956 Sri Lanka had been considering to extend 

diplomatic recognition to East Germany. However. the 

decision was differed due to the pressure from West Germany 

who threatened to withdraw aid programme 1n case of 

diplomatic recognition to the East Germany. The communist 

and Trosky backed progressive SLFP Government had enough 

courage to extend diplomatic relation to East Germany 1n 

1972. 4 
West German reacted angrily and drastically cut it 

aid commitments from $ 5.9 m in 1971 to mere $ 1.5 million 

in 1972. 

The United Kingdom 

Since. 1945, the British Aid programme has been 

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 economy and that of Third World 

countries. 

3. Annual Reviews, Canadian External Aid Office. 

4. Economic Review <Colombo>, 'Aid Situatibn for Sri 
Lanka. 
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The main objective of the UK bildteral aid programme is 

to focus attention on the poorest developing countries. The 

UK attempts to ensure that the benefits of its aid reach the 

poor 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 thereby strengthen the 

attachment of Third World countries to multilateral 

system. This IS due to the UK's belief that in 

trading 

t·he long 

term, trade is of more importance to developing countries 

than aid. 

The granting of UK aid to Sri Lapka is systematically 

assessed by the Overseas Development Administration <ODA> on 

a continuing basis, taking account of the island's 

development needs, the priorities of the government ~nd the 

services and expertise the UK can offer. Considerable 

efforts are made by ODA to ensure that specific aid are 

likely to be effective and achieve their objectives. The UK 

recognises that aid spending is fully effective if the 

domestic policies are programmes pursued by the Gov~rnment 

of Sri Lanka and appropriate. Therefore, the UK tries to 

intervene domestic policies and programme. 



In 1980's British aid was overwhelmingly in grant 

fo~ms. Generaly, British aid to Sri Lanka can be divided 

into two forms: (i) financial aid, and (ii) technical 

cooperation. Financial aid covers both new capital 

investment and the supply of spare parts and raw material to 

allow existing projects to continue. Technical cooperation 

aims at creating a pool of skilled manpower, . both by 

providing experts from Britain and by·training local people. 

Among the British aided programmes in the island during 

1980's Victoria project, Colombo Airport Development, 

Samanalavewa Hydro Electric projects are worth to mention. 

The United Kingdom regards that the private sector can 

play a vital role in the economic development of the 

country. Hence,. the United kingdom wants Sri Lanka to 

pursue pol~cies that deregulate artificial controls. 

Australia 

The aid programme of Australia is managed by the 

Australian Development Assistance Bureau <ADAB>, part of the 

Ministry of Foreign Affairs.\ Australian foreign interests 

and her international states are both considered to be 

enhanced through the aid programme. 
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Sri Lanka is not a major recipient of the Australian 

aid programme as compared to Bangladesh and Pakistan 1n 

South Asia and other developing countries, situated 1n the 

vicinity of Australia. Australia in 1980's contributed less 

than one percent of the total annual aid of the country. 

Its aid has been almost wholly 1n grant form while a small 

protion of loan aid was devoted to railway and power sector. 

The distribution of Australian aid as shown in Table 

3.3, illustrates the strong emphasis placed by Australia on 

food grant.· However, this grant was tied to purchase wheat 

from Australia. The value of Australian project aid was 

very small and this project aid was identified with the 

Lower Uva Irrigation project, Production of concrete Railway 

Sleepers and power supply. Another field that Australia has 
I 

shown keen interest is education and training. 
1 

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 

consi~tent with their national development strategy. If the 
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activities are not consistent with Australian development 

criteria assistance is not extended. In other words, 1n 

implementing project funded by Australia, Sri Lanka has to 

place more emphasis on Australian development policy rather 

than do~estic one. 

Canada 

The Canadian International Development Ag~ncy CCIDA> ~s 

the principal federal agency for implementing Canada's 

official development cooperation programme. International 

Development Research Centre CIDRC> and International Centre 

for Ocean Development <ICOD) are other two Canadian aid 

agencies. 

In Sri Lanka CIDA accounts f·or .75'1. of Canadian aid 

while the rest is from the IDRe and IODC. 3 It was observed 

that CIDA bilateral aid programme concentrates on the 

provision of basic needs to ~mprove upgrading of existing 

facilities in order to lessen dependence on foreign aid. 

IDRC supported the efforts of the Government of Sri Lanka to 

build up its own research capabilities while !COD has 

extended cooperation and technology transfer between Canada 

and Sri 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 Sri Lanka, 

under the Colombo Plan. Between 1950 and 1955 Sri Lanka 

received Canadian aid amounting to Rs. 54.6 million or 37/. 

of the total ~id during the period. Aid commitment of 

Canada between 1956 and 1959 amounted toRs. 20.3 million. 

Sri Lanka received Canadi~n aid worth Rs. 138 million 

between 1960 and, 1970 and of which nearly 60/. were outright 

grants. During the period 1970-1989 Canada 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 

development. In the rural development Canada has extended 

its support to irrigation rehabilitation, Sarvodaya rural 

UP,liftment programme and various other agricultural 

projects. The other areas where Canadian aid was 

concentrated are Maduruoya project, paultry 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 (bath Mahavel i 

commodity aid and food aid. 

8 -, 
I 

and non Mahaveli> aid 



Table 3.8 

C1n1diln Aid 

Year Project Aid · CoHodity 
Aid 

food Aid Total Sr and l of 
Non llilhava.eli "ahavat~eli total total 

loan Grant loan Grant loan Grant loan Grant loan 6r ant Aid 

1985 bb.9 5b.7 1b.1 308.7 171.8 5b.7 5b3.5 b20.2 4.54 

198b 1bb.O 8.1 7.3 103.5 2b4.4 8.1 541.2 549.3 3.58 

1987 115.5 1.1 3.8 233.7 178.7 1.1 531.7 532.8 3. 70 

1988 157.9 3.3 5.57 107.b 784.5 784.5 4.28 

1989 128.5 13.5 35b.O 498.0 498.0 2.56 
---------------------------------------------------------------------------------------------------------------------
Total b34.8 b5.9 44.0 1517.b 722.5 b5.9 2918.9 2984.8 

. . . 
---------------------------------------------------------------------------------------------------------------------

Source : External Resources Department, Sri Lanka. 

Canada in its dealing with Sri Lanka has generally 

refrained from interfering domestic matters. Though Canada 

has expressed its concern over the violation of human rights 

in Sri Lanka,' it did not go as far as to refrain from new 

aid commitments or to make direct cuts in its aid. Thus, 

Canadian aid is many way contains the most liberal features 

of all western donor countries. 

France 

The main objective of French development aid is to 

establish solidarity between France and the developing 

countries. There is an acceptance that this policy is in 
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the mutual 1nterest of France as well as the rec1p1ent 

France also sees her- active role 1n de·v·elopment 

process as being of benefit to her international pol1t.1cal 

profile particularly in relation to her former colonies. 

French development aid emanates from: 

1. Funds d. aide a Ia co-operation CFAC) which is used to 

Finance supply contracts. 

ll. The Caisse centrale de co-operatic~ economigue (CCCE) 

which is the principal source of concessionary loans. 

iii. Treasury aid which provides the aid por-tion of mi}:ed 

credits. 

As a recipient of French development aid, Lanka 

received mixed credits during the last twb decades. In Sri 

Lanka, France concentrated its resources mainly on the 

Nilwalaganga projects and improve~ent of infr a.structw-e. 

Credits to Nilwalagange project was seen as a means of 

improving the mana.gement structure of the islands rural 

economy, 

Besides 

through the increase 

the Nilwalaganga and 

of agriculture output. 

the improvement of 

infrastructure such as Colombo Airport and Telecommunication 

a smaller share of French mixed credit was given to health~ 

sanitation~ technical education and training . 

. B9 



It was observed that the terms of the mixed credit 

given by the treasury were not concessional. The normal 

interest rate charged for Nilwalaganga and Samanalawewa 

muilti-purpose irrigation schemes were around 9% with 10 

year repayment and a half year grace period. 

agreements signed between 1985 and 1989 only one 

Of 12 

agreement 

was in the form of grant while the rest were loan agreements 

with tough terms and conditions. 

way contains unconcessional ~erms. 

Thus~ French aid in' many 

France has attempted io suggest allocative priorities 

or poilicy changes to Sri Lanka in its bilateral aid 

negotiation. However as many other donors~ it also favoured 

coordination of policy dialogue through the World Bank or 

the donor consortium. 

BelQium 

As a former colonial power Belgium has extensive 

overseas interests~ notably in Africa. As many colonies 

became independent in the late 1950s and early 1960s there 

was increased 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 
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the Belgian Administration ~or Development Co-operation 

<BADC> which ~arms part of the Ministry of Foreign Affairs. 

The objectives of BADC, which were defined by a royal 

decree in 1976~ are: 

Co-ordination of Belgium development policy 

Implementation of bilateral and multilateral 

agreements. 

Promotion o~ investments 

Organisation of the transfer of knowledge to the 

developing countries 

Dissemination of information in Belgium on the problems 

of the developing world 

Assessment of the impact of the above objectives. 

Belgium is linked to a numper of developing countries 

py means of Global Co-operation Agre~ments. In regional 

terms, three quarters of bilateral BADC aid goes to Africa. 

The remainder of BADC aid is concentrated on Asia (9/.) and 

Latin America(7/.). 

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 

1n the same year and it was a technical assistance. Between 
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1985 and 1989 Belgium aid share in the annual aid recept of 

Sri Lanka was in the region of 0.15 percent. The notable 

feature of Belgium aid during the same period was that it 

porovided only non-Mahaveli project aid in the form of 

outright grants. These Belgium grants were heavily 

identified with two projects: (i) Wings Beans Research 

Project; 

Be'lgi um 

and (ii) University Development 

sponsored projects in Sri Lanka 

Projects. The 

received Belgium 

assistance under three stages: (i) provisions of Belgium 

experts to provide expertise and possible training; ( i i ) 

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 member of the Sri Lanka Aid Consortium 

<SLAC> has extended its assistance for drought and flood 

relief programmes. This is in line with its basic objective 

of helping poor countries for fighting the problems of 

hunger. 



Sri Lanka is not a maJor recipient of Italian aid. 

During the period 1975-1989 total amount received from Italy 

was $ 6.2 million. One reason that Sri Lanka is not 

receiv1ng subnstantial amount.of aid from Italy is that 

around 75% of Italy aid goes to Sub-Saharan African and 

Mediterans Basin. In other words, Sri Lanka lies outside 

the strategic geographical region of the Italian aid 

programme. 

Switzerland 

Swiss technical coo~e~ation with developiong countries 

began in 1961, although it was not until 1976 that Federal 

legislation was enacted, providing the framework for the 

provision of development aid in the following years. Swiss 

aid is ~dministrated by the Directorate of Development Co-

operation <DCA>. 

As a member of the Sri Lahka Aid Consortium, 

Switzerlan~ provides both loans and grants. DCA personals 

discuss, projects in depth with the Government of Sri Lanka 

before decisions to give a~d are taken. In this process, 

special attention is paid to examine the relevance of 

proposed projects in accordance with the DCA's development 

policy. 



In Sri Lanka DCA has supported a number of projects. 

But more emphasis was given to education and training. It 

has also commited resources for rural development and 

related projects. DCA has 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 1n this 

regard. 

The Netherlands 

Sri Lanka is one of the ten largest recipients of the 

Dutch "d 5 a1 • The Netherlands accounts for around 3'l. of the 

' total annual aid disbursement of the country. It provides 

both loans and grants. While th~ project aid and a larger 

part of commodity aid are in the +arm of grant 
' 

a smaller 

part of commodity aid are in the form df concessional loan. 

Over the years, loan content of Netherland aid has been 

declining (8.5'l. in 1985, 0.1 in 1989). 

5. The ten largest recipient of the Dutch aid are 
Bangladesh India Pakistan, Sri Lanka, Kenya, ~gypt, 
Sudan, Indonesia, North Yeman and Tanzania. 
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Aid from Netherland covers a variety of areas depending 

upon the nature of request made by Sri Lanka and the aid 

policy of the Dutch Government. Between 1985 and 1989, it 

has covered a number of schemes ranging from rehabilitation 

of people affected by the ethnic conflict to rural 

development, water supply and sanitation. However,·Dutch aid 

was mainly concentrated on ru~al development. Three major 

integrated rural development programmes eMulative, Ratnapura 

and Nuwara Eliya) are being funded by the Netherlands. 

Available evidence shows that the Netherland in its aid 

negotiation did not exert pressure on the government of Sri 

Lanka to bring changes in public 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 •. Subs~quent project assistance was 

limited to this project. 

The decision to make Sri Lanka a main recipient of 

Norwegian development assistance was made by the Norwegian 

Government in 1976. Until 1989, the Country Programme was 
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characterized by substantial 

assistance and import support. 

allocation for 

The Hambantota 

Rural Development Programme was the only 

commodity 

Integrated 

additional 

component with a sizeable allocation. After the ethnic 

disturbance in 1983 a process of changing th~ profile of the 

assistance programme was initiated. Rural development 

continued to be a main component and indeed received 

increased attention with the initiation of a second 

Integrated Rural Development Programme in Moneragala. Two 

new main components- rehabilitation of victims of ethnic 

disturbances and welfare activities for the Indian Tamil 

plantation workers were introduced at the expense of 

commodity assistance and import support. In addition~ there 

was also a rapid 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 human rights 

associated with it. The Norwegian Government has repeatedly 

expressed this concern at the annual Aid Group Meetings in 

Paris and the Annual Aid negotiations with Sri Lanka. From 

Norway's poiht of view, the government of Sri Lanka bears a 

considerable responsibility for this political unrest. For 



such reasons Norwegian development as~istance 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 on programme benefitting victims of 

the conflict, the majority of whome have been Tamils; 

c. reduction of commodity aid; and 

d. no commitments for new activities. 6 

Norway, in its dealing with Sri Lanka, has generally 

refrained from engaging in exchanges about the domestic 

policy framework. However, it favours coordination of 

policy dialogue through the World Bank or Sri Lanka Aid 

consortium. One reason for the Norwegian position in this 

issue is simply that Norway is a small donor which gives the 

overwhelming parts of its aid in forms which have provided 

no framework for dialogue. A second reason 1s that the 

Norwegian aid policy, as drawn up in policy documents, has 

been largely recipient oriented, leaving the decision on 

priorities with the recipient government~ However, over the 

years Norwegian 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 from donor countries, the 

Government came up with a proposal for a political 

settlement in June 1986, which made some concession to the 

Tamil Claims. Indo-Sri Lanka A~cord In 1987 is another 

step. 

Denmark 

Denmark's aid is managed by Danish International 

Development Agency <DANIDA>~ which is a part of the Danish 

Ministry of Foreign Affairs. DAN IDA attaches high 

importance to establishing dialogue with developing 

countries, consideration of ecology, the role of women and 

careful allocation of resources. 

In Sri Lanka Denmark has given assistance to coast 

conservation, flood protection, 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. 

b. Gunnar M~ Sorbo and others. Sri Lanka Country Study and 
Norweaian Aid review <Stromgt, University of Bergen, 
1987)' p. 5. 
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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 Department of the DANIDA. 

If the project is seen as worthwhile~ DANIDA will organise 

an appraisal mission after which final conclusion 1s made. 

In most cases~ agreed projects corresponds with the specific 

type of expertise available with Denmark. 

Between 1985 and 1989 Sri Lanka has entered only four 

agreements with Denmark amounting toRs. 1089.6 million of 

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 bilateral aid lS 

administered by the Finnish International Development Agency 

<FINNIDA>, a subsidiary of the Ministry of Forei9n Affairs. 

The basic objective of FINNIDA is to support the economic 

and social development of Third Wor1d countries. 
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Finland is a member of Aid Sri Lanka Consortium: During 

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

Sri Lanka FINNIDA has concentrated its resources on 

agr.i cui ture., rural development, health and 

telecommunication. In project identification, particular 

attention was paid to improving the economic and social 

conditions of women and poor peasants. In lin~ with this 

emphasis FINNIDA was generally funding diaries in 

Kilinochchi, Colombo and Digana. To improve the status of 

women, FINNIDA. provided aid to establish a women Bureau. 

Healthcare was 1s another sector which was received a 

substantial amount of Finish Aid. With the support of 

Finland the government of Sri Lanka was able to improve 

rural health facilities, sanitation, health education to a 

great extent. 

It was observed that the most Finnish scheme were 

prepared on the basis of the following procedures: 

1. Assessing the justification for a project and the scope 

for FINNIDA participation and financing. 

11• Stating the development and immediate objectives for 

the project as reaiistically as possible and setting 

out a time seal~ for its completion. 

111. Involving the representatives.of the Government of Sri 

Lanka at various stages of the project. 
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1v. Monitoring the project to ensure that it meets its 

stated objective. 

It was also observed that the Finnish aid was not 

formally tied 1 but in practice a considerable part of the 

procurements were made in Finland. 

Swttdtm 

Inspite of being a country without a recent colonial 

past Sweden provides political and economic support to many 

developing countries. 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 country 

programme 1s to enable Sri lanka to integrate external 

assistance into island's overall development strategies 

rather than support isolated projects. To ensure a max1mum 

degree of effectiveness, Sweden directs its aid efforts to 

those sectors 1n the country which it has considerable 

knowledge and experience. Integrated Rural Development 

Programme <Matara and Badulla>, Kotmale Dam ~onstruction and 

development of technical ed~cation were prominant projects 

which received Swedish aid during 1980's. Swed~n aid to, 

these proejcts in Sri Lanka was almost exclusively given 1n 

the form of grants. 
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Like most of the aid donors, Sweden has expressed its 

displeasure over the widespread violation of human rights 1n 

the country. This issue was raised in the consortium as 

well as in its country programme discussions. It has made 

clear that, no new projects would be approved before a 

peaceful solution was reached. 

Socialist Donors 

The Peoples Rep.'.iblic of China 

China's aid to Sri Lanka seems to be to enhance 

Beijing's Image In the regional context and to reduce 

external influence from India. On the Sri Lankan side, the 

factors which motivated to seek Chinese assistance were 

mainly 

which 

two in number. Firstly, due to its poor resources 

were inadequate to keep up with the growing 

aspirations for development, Sri. Lanka was eager 1 y 1 ook i ng 

for new sources of external assistance. Against this 

background, it was natural that the island viewed China as a 

promising partner in its development efforts. Secondly, Sri 

Lanka perceived the friendly presence of China as a 

potential 

India. 

weight to balance the growing influence exert by 
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The volume of Chinese assistance to Sri Lanka 1s not 

large and its contribution to the annual aid budget of the 

island is less than one per cent. Chinese aid has been 

wholly in loan form and developed to water supply, phosphate 

extraction and power. A small portion of aid was given as 

technical assistance, under which Chinese technician came to 

Sri Lanka and worked in the projects funded by them. Th~ 

notable ~eatures of Chinese aid was that, help was given to 

a project that created rapid results with less investment , 

and a shorter construction cycle. 

It appears, that China has fully accomplished the goals 

of its economic assistance to Sri Lanka. The first goal, 

establishing Chinese presence 1n the island, has been 

successfully accomplished. During the period 1970-90 China 

gradually emerged in Sri Lanka as a very friendly and benign 

country. Chinese technicians through their non-provocative 

life style and hard work, have become successful in creating 

positive impression in the island. This ~mpression has been 

enhanced by China's continuing military assistance to the 

government and its objection to India's interference 1n the 

island internal affairs. The visit of Chinese Prime 

Minister Li Peng in December 1990 further strengthened the 

age-old ties between the two countries. 
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Soviet Union 

The firs( exchange of ambassadors between the Soviet 

Union and Sri Lanka was agreed in Septemeber 1956. At the 

same time~ trade development and economic co-operation also 

began. .In 1975~ Sri Lanka accepted the Soviet's offer to 

e:<pl ore oi 1. The first econom1c cooperation agreement 

signed in February 1958, was offered for irrigation and 

hydro-technology, and for iQcreasing agricultural and 

fisheries production. 7 In 1959 the Soviet Union and Sri 

Lanka signed an agreement for the Oruwala Steel Works. In A 

further credit was extended 1n 1971 for the purchase of 

machinery and equipment, and in 1972 Soviet Union gave its 

first credit for the oil exploration. In 1974 two new 

credits were extended for the second and third· stages of 

Oruwala Steel Works. Sri Lanka received a new credit in 

1975 from the Soviet Union for the construction of the 

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

As in elsewhere~ the pr1mary focus of the Soviet 

assistance was on the development of the state sector of the 

national ecoriomy. The development of heavy industry and of 

energy and mineral resources has been the major target of 

Soviet aid policy in Sri Lanka. 

7. Quintin V.S. Bach. Soveit Economic Assistance to the 
less Developed countries: A statistical Analysis 
<Oxford, Cleardon Press, 1987)~ p 138. 

1C•4 



The pattern of Soviet aid is basically clear-cut. Aid 

is almost 100/. in loan form and 100% project-oriented. All 

loans bears interest rates at 2.5% with repayment over 

twelve years. Loans are repayable in Rupees which are used 

for purchase of Sri Lanka goods. 

Other European Countries 

During the United Front Gpvernment <1970-77> Sri Lanka 

received a substantial amount of aid from Yugoslavia, ($ 

4.15 million), Hungary ($ 11).36 million)~ Bulgaria ($ 4.8 

mi 11 ion) and Czechoslovakya ($ 7.86) These East European 

countries extended their assistance to Sri Lanka when the 

western donor riations had scale down their aid programme 1n 

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 includi~g the Soviet Union. 

West Asian Donors 

Among the West Asian Donors Kuwait extends its 

cooperation to poor countries through Kuwait Fund which was 

set up in 1961 to promote economic development in the Third 
I 

World. The major objective of the Fund is to provide 

assistance to the developing 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. Kuwait made its first aid commitment 1n 1975 

amounting to S 25.5 million. Between 1976 and 1981 aid 

commitment made by Kuwait was negligable ($ 2.4 million>. 

In 1982, Kuwait has pledged aid worth S 45.0 million. Since 

then no new aid agreement was signed by the two governments. 

Kuwait aid was solely concentrated on Mahaweli system 

development. 

Of the West Asian donors Saudi Arabia has contributed $ 

I 

60.76 million between 1975 and 1981. The aid received from 

Saudi Fund for Development, the of~icial aid agency of Saudi 

Arabia, was in the form of both non Mahaweli and Mahaweli 

project 1 oans. While Mahaweli aid was mainly concentrated 

on left Bank Development, Non-Mahaweli project loans were 

heavily identified with Colombo water s~pply, Drainage and 

electricity transmission schemes. 

A particular issue where Saudi Arabia has expressed 

concern was the presence of Israelis in Sri L~nka. Saudi 

Arabia repeatedly requested the Government of Sri Lanka to 
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close the Israeli Interest section which was opened in 1984. 

Evidence shows that Saudi aid was used as a leverage to this 

effect. In 1984, Saudi Arabi~ had show~ reluctance to sign 

an aid agreement for 171 million Saudi Riyal for the right 

bank 
. 8 

development of Madura Oya project. Saudi Arabia had 

also decided not to accept Sri Lanka's new Ambassador to 

Riyadh while abandoning earlier plans of opening a consulute 

9 
Colombo. In protest against Colombo's links with 

Israel, Saudi Arabia had withdrawn$ 94 million aid to Sri 

Lanka in 1985. 10 

Among the other Arab donors the United Arab Emirates 

e>:tends its co-operation through Abu Dhabi Fund for Arab 

Economic Development. Between 1970 and 1989 the fund made 

only one commitment worth $ 5.2 in 1976. This assistance 

was too in the form of loan and concentrated an fisheries 

development. Libya had made a pledge amounting to $ 15.6 

million during the same period. Irdn extended its co-

operation once during the same period ($ 32 million 1n 

1975). It was observed that OPEC donors as a whole have 

extended their co~operation to the United Front Government 

( 1970-77). 

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 at India's aid programme is to 

expand overseas market for Indian Industrail export, 

technology and expertise in the commercial 
11 sector. The 

bulk of Indian bilateral assistance is concentrated on the 

two neighbouring countries of Bhutan·and Nepal <In 1985. 

they alone received 75 per cent of Indian bilateral aid). A 

substantial amount of Indian aid also goes to poor Af~ican 

nations. 

Sri Lanka has a long standing socio-economic and 

cultural links with India. However, Sri Lanka receives a 

negligible quantum of aid from it neighbour. Of total aid 

commitment of $ 5755.24 between 1970 and 1989 

committed aid amounting to$ 99.2 or 1.7 per cent. 

India 

This 

small amount was also committed in the form of loan with 

very hard terms. India charged 5 per cent interest rate for 

its loan which should be repayable over 10-15 years after 2-

3 year grace period. 

Indian aid to Sri Lanka was wholly commodity aid in 

nature and tied to the purchase of 

services. 

Indian goods and 

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

under the leadership of Mrs. S~rimavo Bandaranaike, a close 
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personal friend of the then Indian Prim~ Minister Mrs. 

Indira Gandhi India made new commitments 1n almost every 

year. In 1973, when the western donors dramatically cut 

their aid India pledged a substantial amount of aid <11/. of 

total aid 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 

Government amounted to $ 92.5 or 4 per cent. This 

contribution was higher than the contribution made by some 

rich· donors such as Netherlands, Norway, 

Denmark, Italy and Australia. 

Switzer-land, 

When the UNP Gover-nment came into power in 1977 India 

was governed by the right wing Janata Party. The two 

.countries maintained very cordial relationship during the 

Janta regime (1977-80>. The visit of Indian External Affairs 

Minister, Atul Behari Vajpayee in 1978 and the Indian Prime 

Minister Morarji Desai in 1979 was the culmination of the 

Indo-Sri Lanka warm relations during the Janata r-egime. As 

a result of this warm relations Sri Lanka received aid 

amounting to $ 32.8 million from the Janata Government. 

This quantum of aid Sri Lanka received during the three yea,. 

period of the Janata regime was hiqher than the aid granted 

by the Congress Government between 1980 and 1989. 
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Indian _aid commitments and disbursement to Sri Lanka 

declined very rapidly after 1980_when the Congress Party 

came into power. _Between 1980 and 1989 India made 

commitments only twice and that was in 1981 and 1987. 

Obvious reason for this· was the tension between two 

countries over the-ethnic problem. After: a five year gap 

·India appeared _again in 1987 by commiting aid worth of $ 

19.2 million. This resumption of Indian aid in 1987 can be 

attributed to the Indo-Sri Lanka Accord which was signe~ in 

the same year. _Then again there was no aid commitments 

durfng 1988-1990, probably because the relations had startd 

soaring on issues pertaining to the implemilliontation of 

the Accord.· 

A Differential Perspective on the Impact of Bil.-teral Aid 
and Public Policy 

Developed Industrial Countries 

The exercise of pressure and influence on Sri Lanka has 

largely come from certain developed industrial countries. 

There have been evidence that these countries have expressed 

their views on the suitability of various policies of the 

government of Sri Lanka and their aid has been used as a 

strategic instrument to bring such policy reforms in the 

country. The size of aid committed by these developed 

countries gave them a strong capacity to dictate how Sri 
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Lanka should conduct its development affairs. <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 

Class of Donors· 

Developed Industrial 

Scandinavian Donors 

Socialist Donors 

West Asian Donors 

India 

Other 

Total 

<In US $ million> 

Commitment 

Donors 4529.1 

591.9 

310.6 

185.96 

99.2 

11.35 

5730.26 

·1. of total 
Commitment 

79.0 

10.3 

5.4 

3.2 

1.7 

0.4 

10.0 
--~---------------------------------------------------------

Source : Compiled from Foreign Aid Indicator of Sri Lanka. 

Our 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 period 

1970-89 had economic interest, while the United States, the 

United Kingdom and the Fed~ral Republic of Germany had both 

economic and strategic interest. To achieve these interest 

they have exerted different degrees of influence. Host 
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donors have tried to do so through the Annual Paris Meetings 

of the Aid Consortium while other did it more 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 1n Sri Lanka and they have let the World Bank 

articulate their concern. In many occasion they have 

attempted to suggest allocative priorities' and polic:y 

changes to Sri Lanka. Similarly, they had views on fiscal 

monetary trade and other pol.i cies of the country and 

suggested Sri Lanka to follow policies favourable to their 

interest. They have also indicated that the level of 

assistance would be increased if Sri Lanka adopted these 

policies. 

Scandinavian Aid Donors 

The Scandinavian, namely Sweden, Denmark~ Norw~y and 

Finland whilst continuing to be members of the Aid 

Consortium initially rarely attempted within the Consortium, 

to dictate policies to Sri Lanka. Though they have 

expressed some concern over the implementation of particular 

projects and their preference for supporting rural oriented 

project they w~re more inclined to respect Sri Lank's right 

to establish priorities and make policies. However, 1n 

recent years there has been a growing concern amdngst the 

1 12 



Scandinavi~n donors about human right violation 1n Sri 

Lanka. In these countries political unrest in Sri Lanka has 

been followed with deep distress by politicians and the 

public at 1 arge. Scandinavian countries have. therefore, 

repeatedly expressed their concern over 

violation of human rights at the annual 

the widespr-ead 

aid consortium 

meetings in Paris and their annual aid negotiation with Sri 

Lanka. They are of the opinion that the Government of Sri 

Lanka bears considerable responsibility for this political 

unrest. As a whole, they have decided not to make 

cdmmitments for new activities. 

Socialist Aid Donors 

Significantly, the socialist bloc have indicated no 

such commitment to the process of social transformation or 

even poverty amelioration in Sri Lanka. They have thus far 

tended to refrain from inflicting their ideological and 

policy preference on Sri Lanka. In aid negotiation they may 

have strong views on the terms of the loan or the efficiency 

of project execution but rarely have the socialist donors 

atte~pted to suggest allocative priorities or policy changes 

to Sri Lanka. Nor did these donors have view on fiscal, 

monetary or other policies or suggest that Sri Lanka r£?-

order or improve its administration. On a wider plane there 

was never any suggestion that the level of assistance to Sri 



Lanka would Increase if Sri Lanka adopted a particular 

political line 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 the overall 

climate of bilateral political relation with Sri Lanka. An 

examination of aid pattern from 1970 and 1989 reve~ls that 

socialist donors ~ave given more aid to communist backed 

progressive SLFP Governments. According to available data 

on foreign aid receipt by Sri Lanka during the fi~st four 

government socialist donors have given more assistance to 

SLFP governments. 

Table 3.10 

Foreion Aid Receipt by Different Reoi•ei 
(ln US $ Million) 

Region Capitalist 
Donors 

Z of Socialist X of Total 
Total aid donors total aid 

aid 

Pro-Western 
UNP 1950-55 14 9. 1 100 0 148. 1 
Progressive SLFP 
MEP 1956-59 19~.9 36 355.9 64 . 551.8 
Couunist backed SLFP 
1960-64 196.8 49 195.9 51 392.7 
Pro-western UNP 
1965-1969 1001. 2 87 205.5 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 
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them 81/. were made during the period of SLFP government. 

Table 3.11 

Aid Commitments By Donors 
<In US # milllion> 

Year Centrally Planned 
Economics 

Western Capitalists Total 
economics and other 

(1) (2) (1)+(2)=(3) 

1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 

. 1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 

24.2 
38.2 
84.6 

37.2 
60.2 
3.5 
4.1 

10.4 

32.7 

15.5 

68.0 
87.4 
48.3 
87.5 

124.6 
316.6 
194.7 
243.4 
389.6 
575.0 
604.3 
815.8 
S41.0 
354.0 
462.0 
546.6 
637.0 
570.1 

1128.5 
396.6 

Source : Foreign Aid Indicators of Sri Lanka, 1989. 

West Asian Aid Donors 

92.2 
125.6 
132.9 
87.5 

161.8 
376.8 
198.~ 
249.5 
400.0 
575.0 
637.0 
815.8 
541.0 
354.9 
462.0 
546.6 
652.5 
570.1 

1128.5 
396.6 

The West Asian countries who are the latest entrants 

into the ranks of aid donors to Sri Lanka have ~ommitted aid 

worth S 186.96 million during the period 1970-89. They 



first appeared in 1975 during the United Front Government 

and continued to extend their assistance to the present UNP 

Government till 1983. The marked features of their aid 

programmes during this period was their unconcern with the 

direction or specifies of Sri Lanka's developmilliont 

strategies. In other words. they focussed their attention 

on the technical and economic feasibility of projects 

leaving other.things under the authority of the Government 

of Sri Lanka. Further. their aid was not linked with any 

political interest. Therefore. Sri Lanka retained the 

maximum flexibility in investment decisions. 

This situation changed when Sri Lanka was considering 

to allow Israel to open an Inter~st section in the country. 

They requested Sri Lanka npt to go with the proposal. In 

protest against this decision Sa~di Arabia decided not to 

accept Sri Lanka's new Ambassardor to Riyadh while 

abandoning earlier. plans of opening of consulate in Colombo. 

Iran, after appointing a new Ambassador to 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 

11. International Business Intelligence, Development Aid 
<London, Butterworths 1988>, p. 539. 

tacticts by the west Asian countries Sri Lanka allowed 
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Israel to open its interest section and entered into an 

agreement with Israel for the purpose of obtaining tra1ning 

1n counter insurgency warfare for its armed forces. As a 

result, new aid comm1tments from West Asia have ceased s1nce 

1984. 
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Chapter 4 

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

Multilateral Donors 

There are five multilateral aid agencies providing aid 

Lanka. They are the Europe~n Economic Community 

Asian development Bank, the UN agencies, the World Bank 

Group and OPEC. Of these some UN specialised agencies are 

supporting Sri Lanka since the early fifties. The other 

m~ltilateral agencies, the IDA and the ADB are 1nvolved 

since the late sixties and their assistance is obviously in 

the form of loans. Aid from the OPEC and the EEC is flowing 

since 1970s. In this chapter aid from these multilateral aid 

donors and their prssure tactics are discussed. 

Europian Economic Community <EEC> 

Development a~d policy is a part of the high profile of 

EEC trade policy. Its aid emanates from three socrces; 

(a) Europian Development Fund <EDP); 

(b) Europian Investment Bank <EIB>; and 

<c> Centre for- Industrial Development. 

Aid from Europian Economic Community 

concentrated on three areas of development 
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· Table 4.1: 
.·· 

--.---:-----------------r..-------------------------------------------- ... --~------------· ______ :... ________________________________ ~_..:. _______________ ~-----..:~---~------------------. 

ilonnrs 1970 1971 1972 ,\ 1973 1974 1975 197b 1'1n 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 Total 
_______ :. _____________________________ ~-~--------------------------------.:_~--------------------------------------------------------------------------· ________ :_ _____________________ _ 
EEC 
Asiar, !le·1elop:uen: 
Bank VN Gro•J~ Jt 
which l.fP 
FAD 
WGrld Bank Group 
IFAD 

·OPEC Fund 

~ .5 
0.3 

(0.21 
(-) 

1.9 

2.8 
2.3 

( i .71 
H 
7.5 

4.0 
~.9 

(0.61 
(-) 

5.8 

1.4 
3.8 
0.6 

(0.41 
H 

10.s<' 

2.2 
3.0 
2.6 

(1.51 
(-) 

15.6 

.... ., ~ 
I..Jo• 

5.0 
19.1 
(6.91 
(-) 

18.7 

0.6 6.2 
8.2 ?. T 

16.6 15.1 
(13.31· (8.9) 
(1.91 (2.2i 
6.4 13.9 

8.0 

3.C· 
"28.2 

6.4 
(0.8) 
(0,'8) 

12.8 

1.0 

4.4 
10.3 
12.0 
(2.71 
(3.3) 
12.2 

0.3 
5.3 

13.4 
(1.6)' 

H. 
20.2. 
2.7 
1.4 

16.0 
10.2 

( 1.5) 
(-) 

28.0 
3.4 
9.6 

.18.0 
12.8 
(2.8) 
H 

59.9 
2.0 
5.5 

11.2 
~.8.8 

11:.7 
(4.0) 

H 
74.7 

1.6 
3.0 

~4. 4 
37.1 
11.~ 
(2.5) 
'(-) 

107;3 
3.2 
4.0. 

12.1 
30.9 
24.1 
(8.71 
(-) 

73.3 
5.1 
3.1 

5.6 
41.9 
2U 
(b.'ll 

' (1.01 
88.'1 
:5.8 
2.1 

6.5 
48.5 64;5 
27.1 29.5 

( 12.01. (20.6) 
10.31 (1.5) 
87.6 62.7 
4.5 3.4 
3.1 

30.1 
12.4 
(1.21 
(0.9i 
58.1 
3.8 

--------------------------------------------------------------------------------------------------·------..,------------7'--------------------------------------------------------
Total 4.9 12.6 10.7 16.3" 23.4 55.9 31.8 50.9 51.4 38.9 43.~ 79.4 169.6 110.3 177.8 \48.6> 166.1 177.3 155.1 162.2 
________________ ..:, ________ ·---------------------------':'""----------------------------------------------·---:.. _________________ "": ____ ~--------------------------------------------·----------

.. Evternal Resourc~~ Departmentf S:i Lanka. 



transport and, energy related field. In the Mediterranean 

however, EEC has emphasised more on industrial development. 

In Asia. and Latin America emphasis has been on 

agricul~ural development and food security for the poorest 

countries. 

Europian Economic Community <EEC> is the third largest 

' 
bilateral donor of Sri Lanka. Its aid has been almost wholly 

<98/.) in the form of outright grant and the small balance of 

loan has been devoted to Mahawali technical assistance. It 

is observed that during 1980s the grant aid from the EEC was 

mainly concentrated on Mahaweli Accelerated Project, East 

Coast Rehabilitation Scheme and Inter grated Rural 

Development programe. Over the years, the loan content of 

EEC aid has been declining and all the agreements signed 
I 

between 1985 and 1989 are outright grant amounting to Rs 

2922.9mn. It is also noted that EEC has emphasized more on 

food grants and th~share of food grant to the total EEC aid 

IS increasin~ <521. in 1985 and 761. in 1989>. The fact that 

of 9 aid agreements signed between 1985 and 1989 7 

agreements worth of Rs 1111.5 mn are food aid agreements 

indicates this strong emphasize on food aid. 

EEC, in its dealing with Sri Lanka, has generally 

refrained from interfering in internal affairs of the 

country However, it favoured co~ordination of policy 
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dialogue through the Sri Lanka Aid Consortium and 1n many 

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

Asian Development Bank <ADB> 

The Asaian Development Bank <ADB> was set up in 1966 

to foster faster economic growth and co-operation in the 

Asian and Pacific region. To this end , ABD: 

promotes investment of public and private capitai for 

develo~ment purpose. 

provides loans for the encouragement of growth 

co-ordinates the economic development plans and 

policies of its member states. 

provide technical assistance to help -prepare finance 

and implement development pr-qject and programmes. 

co-perates with relevant UN agencies 

ADB is one of the largest donor of Sri ~anka. It alone 

contributes around 101. of total annual aid receipt Its 

assistance is in the form of loans and the terms have 

generally remains unchanged since 1980 • 

ABO loans ar-e in principal subject to 30 years 

maturity, 10 years grace period and 1.0 f. service charge. 

Aid from 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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lable 4.2 illustrates that ADB in Sri Lanka covers a number 

of sectors ranging from road maintenance to rural 

development. 

Table 4.2 
Aid Receipts - ADB 1985-1989 <Rs. Million> 

Nature of the Project 1985 

Telecommunication 0.9 
Rural Electricity 
Kirindioya Irrigation 
Sevanagala Sugar 
Development Finance Corp. 
Rural Credit Project 

0.4 
176.8 
178.7 

Hahaweli Roads Development 
Tea Industry 
Anuradhapura Dry Zone 
National Development 
Bank Loan 

23.0 
36.4 
48.1 
21.9 
19.4 

54.8 
6.1 
6.0 
9.3 

18.7 
19.6 
10.5 
8.5 
7.4 
2.0 

Coconut Development 
Technical Education 
Community Forestary 
Livestock Development 
Trincomalec Thermal Power 
Health & population Projects 
Towns Power Distribution 
Fisheries Development 
Aquaculture Development 
Supplementary Asst. For 
Selected Projects 193.7 
Wallawe Irrigation 
Improvement 
Plantation Sector Projects 
Trunks Roads improvement 
Development Financing project 
Land Use Planning Project 
Water Supply Project 
Agricultural input programme 
School restoration 
Agriculture Development 
Road Restoration 
Small a~d Medium industry 
Road Improvement 
Agricul~ure Programme loan 

842.2 

1986 

45.0 
172.9 
80.4 
3.0 

25.9 
40.0 

. 50.3 
22.4-

18.7 
16.9 

143.2 
28.9 
39.4 

1.6 
29.1 

208.2 
13 .. 8 
23.6 

4.7 
107.9 

7.6 
154.2 

1237.7 

1987 

91.9 
53.8 
35.4 

0.3 
32.8 
73.1 
15.8 

24.7 
125.5 
29.2 
60.9 
40.7 
61.4 
94.9 
6.8 

22.0 

6.0 
335.6 
49.2 
77.6 
2.9 

13.0 
186.'0 

1439.5 

1988 

74.3 
43.5 

41.0 
59.9 
45.1 

8.0 
124.2 
68.1 
62.3 
30.7 
29.2 
54.6 
10.2 

' 

12.9 
237.0 
38.7 

144.8 
16.5 
17.6 

735.1 

26.0 
117.1 
42.1 
20.2 

2058. 1 

1989 

7.3 
78.8 
1.3 

73.7 
34.3 
32.7 

2.5 
120.9 
30.7 
65.2 
19.2 
42.8 

292.1 
10.3 
47.5 

41.9 
126.6 
110.5 
257.0 
29.6 
26.4 

112.9 
67.7 
67.7 

1. 4 
. 198. 1 

62.3 
1065.2 

2908.9 
-------------------~---------------------------------~----------------

Source : External Resources Development, Sri Lanka. 



In 1980s, aid from ADB was mostly concentrated on 

Kirindi Oya Irrigation & Settlement Project 7 Sevanagala 

Sugar Development Project,.Mahaweli Area Roads Development 

Project, Tea Development Project, Anuradhapura Dry Zone 

Agricultural Project, Livestock Developments Project, 

Health and population Project Fisheres Development and 

Town Power Distribution Project. 

' 
The total aid receipt from ADB between 1985 and 1989 

amounted to Rs 8425.m. Is has been observed the share of 

ADB in the total annual aid receipt of the country has been 

continuously increasing s1nce 1985 <Table 4.3>. This 

implies that the power of interference of the ADB in the 

development policies as also increasing. 

Table 4.3 

Percent&QI 1hare of "ultilateral Donort in the Total Aid 1985-1989 
I 

----------~-----------------------------------------------------------
Donor 1985 1986 1987 1998 1989 

----------------------------------------------~~-----------~----------
EEC 2.36 1.03 1. 76 1.45 

ADB 6.16 7.67 9.66 11.23 149.5 

UN Agencies 4.81 3.98 5.22 4.26 2.31 
of Nhictl WFP (1.74) (1.27) (2.15) < 1. 84l (0.22l 

UNICEP <0.73) (0. 70) (1.01) (0.85) (0. 57> 

IDA 13.67 15.74 17.02 9.70 'i.bO 

IBRD 0.89 0.51 0.89 1.19 1. 25 

IFAD 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 Depart•ent, Sri lanka. 



" 
Available evidence reveals that ADB has attempted ~lon 

and in the consortium. to dictate polices to Sri Lanka. In 

many occations ADB suggested allocative priorities and 

policy changes to Sri Lanka. Similarly it has expressed 

concern over fiscal and monetary policies of t ·•try. 

This study learnt that its staff and consu iormal y 

spent much time during the prOJt -ppraisal phase in 

reviewing institutional ,f the project. Many of 

these aspects of th ation were then written into th~ 

I oan agf s binding commitments on the government to 

make _ .::.ular policy changes anc! institutional 

innovation. 

If the recipient government is ready to accept the Bank 

policy perception incorporated for loans then only aid is 

committed. In such a case the Bank is even ready to give 

loan on more liberal terms. The Government of Sri Lanka 

experi~nced ~he same thing. For example in 1981 the Bank 

has approved a loan worth of $ 10m to the reforms of 

National Development Bank .. This was an interest free loan 

with a repayment period of 40 years <normal repayment 

. d - ~- . )1 per1o 1s ~u years · Again in 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 <Lahore) • June 30, 1981. 



areas of 
2 . 

export promotion • The terms and conditions of 

this loans were similar to that of 1981 loan. These two 

examples illustrate that the task of ADB is to play 

subordinate role to the World Bank. I~ othe~ words ADB, in 

its aid negotiation with poor. countries, follows the 

attitude and practices of the World Bank and the IMF. 

The United nation Agencies 

Sri Lanka is a member of a mumber of autonomous-inter-

governmental agencies established within the United 

Nationa System. They are providing technical assistance. 

Among them major donor agencies are: 

(a) Food and Agricultural Organisation <FAO>, 

(b) International Fund for Agricultural Development 

<!FAD> , (c > International Labour Organisation 

< ILO> , (d) International Telecommunication Union 

<ITU>, <e> United Nation Conference on Trade and 

Development <UNCTAD>, (f) United Nation 

Educational 

<UNESCO>, 

Scientific and Cultural 

(g) United Nation 

Organisation 

Industrial 

Development Organisation, (h) United Nation Fund 

for Population Activites (UNFDA>, ( i ) United 

Nation Childreh Fund <UNICEF> (j) World Health 

2. Business Standered <Bombay>, December 20, 1985. 



organisation. (k) United Nation Centre for Human 

Settlements <UNCHS>~ and <1> World Food Programme. 

In the hext few pages we will briefly exam1ne the 

contribution of these var1ous UN agencies to the econom1c 

development of the country. 

Among Un agencies FAO has been a major donor of Sri 

L~nka As elsewhere FAD has three main objectives 1n Sri 

Lanka: 

<a> to rais~'the level of nutrition and standard of 

living; 

(b) to improve the production and distribution of 

all food and agricultural p~oducts and; 

<c> to 1mprove the condition of rural people. 

In pursance.of these objectives FAO has implemented 

technical advice and assistance programme. Between 1970 and 

1989 FAO made aid commitments amounting to $ 10 mn. 

Internation~l Fund for Agricultural Development <IFAD> 

was established as a specialised Agency of the United 

Nation by an inter government agreement adopted in 1976. 

Its main objective is increasing food production and the 

nutritional level of the poorest population of· the world. 

Hence~ it deals exclusively with agriculture including 

livestock fisheries processing and storage. 

12~ 



In Sri Lanka aid from IFAD is heavily identified with 

rural development programmes. Between 1970 and 1989 total 

aid commitments made by the Fund amounted to $ 68;8 mn. Some 

of the major project which received IFAD aid are kirind1oya 

Irrigation and Settlement Project, Anuradhapura Dry Zone 

Development Project. Badulla and Kegalle Integrated Rural 

Development Programmes and coconut development. ~FAD aid 1s 

in the form of loan with 40 years repayment period. 10 

years grace period and l.O'l. annual interest rate. 

As a member of the International labour organisation 

Sri Lanka continues to receive direct technical assistance 

in the form of outright grant. A number of directors in 

charge of technical and vocational institution, training 

officers senior and middle level managers, trade union 

leaders and technicians have been trained under the var1ous 

programmes of ILO 

International Telecomm~nication Union has three ma1n 

types of activities in Sri Lanka: ( i ) promotion and 

strengthening of national telecommunication networ·k ; (i i) 

strengthening technical and administrative services related 

to tele-communication and (iii) 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 scientific 

and cultural relatio~ of the world community~ the objectives 

of international peace 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 its 

main programmes includes training through UNESCO 

schol ar·shi p ~ fellow~hips study trips and training sem1nars 

promoting studies and research on conflict and peace and 

violence~ establishment of libraries~ removing illiteracy 

and spreding 1 i teracy ~ education for women and the 

handicapped. besides aid received under these various 

schemes~ UNESCO funded the Cultural Traingle Project which 

involves protection of ancient monuments in the country. 

United Nation Industrial Development Organisation 

<UNIDO> encourages the industrialisation process of Sri 

Lanka. To this end UNIDO prepares industrial studies~ 

conduct researchs~ ~ncourages the development and transfer 

of technology~ provide technical assistance, maintains an 

industrial 

industr-ial 

and technical information bank and compiles 

statistics. In the last two decades investment 

promotion services of UNIDO have extended support to improve 

contact between Sri Lankan entrepreneurs and the government 

with western investors. 

1 2 :· 



The successful Family plann1ng Programme~ of Sr1 Lanka 

was designed, funded and executed by the United Nation Fund 

for Population Activities. As a result the growth rate of 

population came down from nearly 3% in early 1960's to 2.1% 

in early 1980s. Besides family planning activitie~ the Fund 

extends its cooperation for school education and demographic 

surveys. 

UNICEF has been on~ of the most active UN agenc1es 1n 

Sri Lanka. The achievement of Universal Child Immunization 

<UCI> has been one of the most important .milestones in the 

history of its cooperation in Sri Lanka. It is considered 

all the more remarkable since it has been achieved at a time 

when the entire country was 1n deep social crisis. Besides, 

UNICEF continues 

Diseases Central 

to support the National Diarrhoeal 

concerns, 

respiratory 

Programme. In other spheres of 

supported by UNICEF~ internal mortality, 

malaria infections and perhaps 

health 

acute 

figure 

prominently for quite sometimes. Other important national 

programmes of UNICEF are the supply of safe drinking water, 

nutrition improvement, 1ncreas1ng of the 1 i ter-acy and 

community based rehabilitation. In addition to these 

national programmes stated above UNICEF has extended its 

cooperation to variety of programme. Of them the UNICEF­

assisted Relief and Rehabilitation Programme is prominent. 

Wh i l e r e 1 i ef activities continued with greater VlQOUr 



focused on displaced children and women rehabililat1on 

efforts in the North and East have had to be slowed down 

until the situation returns to normal. 

As in elsewhere, the World Health organisation 1n Sr-·1 

lanka promotes, the development of comprehensive health 

services, the prevention and· control of diseases, the 

development of health manpower the improvement of 

environmental conditions, the co-ordination and development 

of biomedical and health service.s, research and the planning 

and implementation of health programmes. 

The United Nation Centre for Human Settlement populary 

known as HABITAT was formed in 1977 with the objective of 

assisting governments in making affordable and effective 

improvement~ in human settlement policies. In pursuance with 

this objective HABITAT in Sri Lanka assists the Government 

tp promote human settlement activities. Some of the 

prominent programmes which received assistance from HABITAT 

during the 1980's are th~ rural settlement programme 1n the 

Mahaweli development area and the re-settlement of refugees 

of the ethnic conflict. HABITAT has also provided assistance 

to the One million House Programme of President Premadasa. 

This has strengthered the country's capacity to design and 

implement infrastructure program~es which addre~s the needs 

of poorer people. 



Of the total aid commitments of $258.4 made by the UN 

agencies between 1970 and 1989 the World Food Programme 

alone accounted for S 97.5 or 38% thus becoming the largest 

single donor among the UN agencies. (Table 4.4> As in the 

case of other UN agencies its aid is in the form of outright 

grants. The world food programme has made aid commitment 

every year during the period under study becoming a regular· 

aid donor. In 1980s it has extended it iooperation to 

Mahaweli B.C. and & Development Programmes, kirindioya 

Settl~ment Scheme, Cultural Triangle Programme, Anuradhapura 

Ot-y Zone Agriculture Project and afforestation of water· 

catchments and degraded lands. World Food Programme has also 

provided emergeny food aid for a number of disasters. 

Donor 

EEC 
ADB 
UN Agencies 
of which WFP 

UNiCtF 

2.6 
542,2 

IDA 1Bb8.! 
JBF:D p? i 

!FAD 139.! 
OPEC Fund 84.9 

Total 

4 o~ l ~ 6 of the 
Grand Tot.1l 

L. 
i3 Gt·.'_;.rlt 

3(!59.0 

82.3 

Table 4.4 
Su11ary of Aid Receipts 1985-1989 lin Rs. "illionl 

!9&5 1986 1~87 

L G L 6 L 

3i9.4 3.7 i54.u 254.0 
11ib.] 1439.5 2058. l 

237.8 194.3 ~.01. 0 
9~· Q 107.5 1 ~·6. 7 

2415.0 2458.4 1778.6 
78.8 i28.8 219.8 

162.0 134.b 107.3 
58.4 90.\i 

657 .I 3594.6 455. B 4251.3 7bJ.7 4lb3.8 

17.7 89.5 10.5 84.8 15.2 B9.4 

1988 i~'89 

6 l 

286.6 
29(\9, 0 

338.8 43.5 
157.5 11 o. (i 

18b7.0 
243.9 
138.1 

496.3 5188.0 440.1 

10.6 92 8 



The most prominent were its assistance to victims of 

Kantalai dam disaster and emergency assistance to 1987 

drought victims. 

As our discussion revelead Sri Lanka has been fortunate 

to receive substantial amount of aid from the various UN 

agencies. These agencies are in principle without political 

personality s1nce they constitute ah. aggregate of countries 

with varying perspection .on ideology and policy. In 

practice~ however~ this is not always the cas€. Available 

evidence show that the country representatives and the field 

. of f i c er s · of the UN agencies operating in Sri Lanka have 

interfered with national policies. In their aid negotiation 

the country representatives have expressed their concern 

over the ethnic conflict and the increasing human right 

violation and urged the Government to find solutions to 

these problems. Further~ in their aid negotiation they have 

expressed some concern over the implementation of particular­

projects and warned the Gover~ment that aid would be 

withheld if the benefit will not go to poorer section of the 

population. Thus~ 1n the field of economic and social 

policy~ and of guidance and assistance to Sri Lanka the UN 

agencies can be regarded as an international administrative 

instt-ument~ complementing the national administration. 

l •• ~. 1 



OPEC Fund for International Development 

Among the Arab aid agencies Sri Lanka receives aid from 

OPEC Fund which is also the only bilateral doner outside the 

Aid Sri Lanka Consortium. 

The OPEC Fund established in 1976 gives priority to the 

development problems of the very poorest third world 

'COuntries through both balance of payment support and 

programme help. 

In Sri Lanka OPEC assistance was heavily identified 

with Integrated Tea Development Programme, Mahawel i Power 

Generation and Rural Electrification which received 90 to 95 

percent of the total OPEC aid. OPEC aid was in the form of 

loan with 15 yeras repayment period, 5 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 oil prices by 33 cents, unmindful of their "poorest 

of the poor brothers". That move would have sounded good 

music to the Arab Sheikhs, but not to an oridinary leader of 

an economically backward country. And as any other 

organisation, they harp on politi~al differences with their 

enemies. 

-, .··, ..... 



In dealing with Sri Lanka, OPEC Fund did not try to 

bring reforms in the island economy. However~ the Fund has 

expressed its concern over the Colombo's increasing l.i nks 

with Israel~ the 'common enemy' of the Arab World. In 1985 

a delegation from the Fund has paid a quiet visit to Sri 

Lanka and offered the Gdvernment its assistance in combating 

the Tamil Insurgency operation provided Isreal is kept out 

< 
of the picture.~ Thus, OPEC aid was conditioned on the 

Isreal factor. 

The International Bank for Reconstruction and Development 

World Bank 

The International Bank for Reconstruction and 

Development <Popularly 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~ 

( i ) to assist in the reconstruction and development of its 

.member countries by facilitating the investment of 

capital for productive purposes, thereby promoting long 

range growth of international trade and improvements in 

standard of living; 

<ii) 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, 1985. 



(iii)to make loans for productive purposes out of 1ts own 

resources or the funds borrowed by it. 

In order to achieve these purposes, the charter 

authorises the World Bank to engage in the following 

financing activities:-

( . \ 
1 ' It may lend funds directly either from its capital 

funds or from the funds it borrows 1n private 

investment markets. 

(ii) It may guarantee loans advanced by others or it may 

participate in such loans. 

(iii)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 for development purposes, 

the World Bank has pro~ided loans to the developing 

countries for dev~lopmental projects and programmes. There 

are some basic characteristics of Bank loans: 

(i) loans are meant for high priority productive purposes 

mainly to 

development 

electr-ic 

develop the infrastructure for the 

such as. generation and distribution of 

power·, rail, 

, ' .. ·+ 

r·oads, ports and inland 



waterways, airlines and airports etc.; 

Cii) loans must be used to meet only the foreign exchange 

component of projects; 

(iii)the interest rate of the Bank is somewhat lower but 

related to market rate. 

8.50 per cent). 

Cln 1986 the lending rate was 

(iv) loans are not tied. 

There are two subsidiaries of the World Bank: 

(i) International Development Association <IDA>; and 

(ii) International Finance Corporation <IFC>. 

International Development Association <IDA> was set up 

in 1960. It is an aid giving association of donor countries 

who have come under the aegis of the World Bank to help the 

developing countries whose paying capacity is limited due to 

their socio-economic problems. As such countries have low 

domestic resources and on the other hand are not 1n a 

position to pay high rate of interest the IDA offers credit 

to the eligible developing countries on favourable ten11s. 

The main criterion for the allocation of credit is the per 

capita income of the recipient country. Countries which 

have an annual per capita of less than $ 681 an:> eligible 



for IDA credits. Other parameters taken into consideral1on 

are country's credit worthiness, its accessibility to 

~ommercial borrowings 1 its economic performance 1 the dens1ly 

of its population and th~ existence of viable projects 

the borrowing country. IDA interest free credits are 

available to Governments only and may be obtained on payment 

of norminal service charges at 0.75 per cent per annum. The 

period of repayme~t is 40 years. excluding 10 years for 

initial grace period. 

International Finance Corporation, an affiliate of ~he 

World Bank was set up in 1956. It extends credits to 

private business enterprises 1n association with private 

investors and management, encourages the development of 

local capital market and stimulates the international flow 

of private capital. 

Among these these institutions official development aid 

emanate only from the IDA. In general IBRD ahd IDA have 

common method of operation and financing project. The 

central purpose of both the institution 1s to promote 

economic and social progress in developing countries. To 

this end, both lend funds 1 provide advice and stimulates 

investment by others. Therefore 1 these two institution will 

be discussed as one entity in the next pages. 



As a whole the World Bank Group is many more times 

powerful than many of the sovereign governments 1n Third 

World today. Backed by powerful finance resources its power 

of interference 1n the internal affairs of 

countries 1s enormous. Such an authority of 

borrowing 

the Bank 

emerges due to the economic weakness of developing nations. 

The Bank has been exploiting this economic weakness of 

developing nation to bring reforms 1n their economies 

favourable to the Western capitalist class. In this task 

the Bank has close cooperation of its sister organisation, 

IMF, and other western multilateral and bilateral dbnors. 

Mainly the Bank exertes its pressure on the recipient 

through two ways: (i) structural adjustment loans; and 

Aid consortiums of developing countri~s. 

(ii) 

The st~uctural adjustment loan was la~nched 1n March 

1980. Its purpose is to finahce structural adjustment 

programmes in developing countries. The World Bank's 

~tructural adjustment loans last from three to five years in 

contrast to three year stabilisation programme of the IMF. 

If the process nf structural change, in the World Bank's 

view, promises to be successful, it may, during this. period 

grant further. loans. As in the case of IMF loans, a credit 

is only granted if the borrower Government signs a letter of 

intent 1n which it undertakes to comply with certain 
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conditions. As with IMF loans, structural adjustment loans 

are paid out 1n several tranches; and the next tranche lS 

only paid when the agreed measures have been implemented. 

The majority cif World Bank terms, however, 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 

g6ods and services and stimulation of export production by 

means of tax relief and devaluation. The World Bank regard 

the reduction of state intervention and of the free market 

economy as of central importance. 

Besides, structural adjustment loans, the World Bank 

manupulate its capacity as the coordinator of aid 

consortiums of developing nations to bring the institutional 

reforms. As the co-ordinator of many aid consortiums the 

Bank prepare the annual reports of the state of recipient 

economies. Members of these aid Consortiums usually make 

commitments based upon reports provided by the World Bank. 

Since all such reports are informed 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 advice would not able to get much 

assistance from its donors. Most recipients, then, find the 



margin for survival IS very small. And when the margin for 

survival is very small a country is likely to turn for help 

wherever ~ssistance is to be found no matter what the pr· 1 ce 

may be. 

Since the credit rating of many developing countries is 

poor and as a result they feel difficulties in raising funds 

in international capital markets the World Bank is the only 

alternative s_ource of credit even though its 1 oans are 

conditioned on may reforms. An analysis of the World Bank 

share in total offici~! aid of developing 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 X of Total Official Aid of 
Some Selected Developing Countr,ies 

Country 1980 

Algeria 1.48 
Argentina 2.41 
Bangladesh 28.86 
Barbados 0.92 
Benin 15.44 
Bolivia 10.52 
Burundi 31.33 
Cameroon 13.65 
Central Africa 19.65 
Chad 18.62 
Chile 1.95 
Colombia 21.98 
Congo 4.32 
Costarica 8.71 
Domini_can Republic 5.66 
Egypt 5.04 

1989 

4.91 
4.67 

36.04 
5.65 

38.25 
13.06 
40.12 
21.72 
28.21 
33.89 
12.99 
24.72 
5.54 

10.76 
5.61 
5.30 



Fiji 13.68 16.10 
Gab an 1. 42 2. 18 
Gambia 16.34 29.28 
Ghana 19.78 43.65 
Guinea 8.58 14.77 
Guinea Bissau 3.74 29.02 
Guyana 9.45 11.99 
Haiti 27.36 41.44 
India 31.99 33.54 
Indonesia 8.84 20.53 
Jamaica 11.79 17.45 
Jordon 6.80 8.51 
Kenya 20.19 35.66 
Madagaskar 16.38 20~33 
Malawi 24.96 58.06 
Maldives 6.45 13.46 
Mali 18. (J3 21.12 
Mauritania 5.28 12.06 
Mexico 5.01 9.72 
Morocco 6.73 13.67 
Myanmar 10.52 15.70 
Nepal 48.81 44.84 
Niger 9.62 24.22 
Nigeria 10.47 9.13 
Pakistan 13.49 21.60 
Panama 5.84 13.13 
Papua New Guinia 17.56 11.95 
Paraguay 15.87 15.71 
Philippines 10.88 14.19 
Rawanda 38.66 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 5.61 10.67 
Tanzandia 21.01 27.66 
Thailand 12.54 13.37 
Togo 5.21 31.80 
Tunisia 9.89 19.09 
Uganda 7.80 40.94 
Uruguay 9.40 8.0 
Vanata 15.59 
Western Samoa 11.84 19.54 
Yemen Arab Rep. 11.02 15.04 
Zaire 5.92 13.82 
Zambia 15.58 18.52 
Zimbabwe 0.46 17.40 

Source : Trends in Economies, World Bank, 1990. 
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As shown in Table 4.5 developing countries have 

borrowed more from the World Bank between 1980 and 1989. 

Obviously, the greater their botrowings the more they 

restrict future options.allowing the Bank to dictate shape 

bf public policy matters. As reveals by a study the Bank 

4 success was impressive in this regard. According to this 

study the Bank overall success of fully_ implementation of 

its conditionalities during the period from 1978 to 1988 was 

more than 63 per cent. In ather words, the Bank was able to 

make recipient nations to imJ:;lemerit, its recommendations on 

all the important palic~ areas withffiore than 63 per cent of 

success. As the data indicates higher success ratios were 

registered in the area of energy polcy <79.27.), financial 

sector reforms <71. 7i0, and exchange rate adjustments 

(70.0~:). 

The World Bank Group in Sri Lanka 

World Bank Group has a long history in the island's 

development process. ·It appeared first in large scale in 

late 1950s. Between 1960 and 1969 World Bank contribution 

to the total aid receipt was, however, mere 6/. <Of Rs. 

1589.4m World Bank contributed Rs. 94.9m during the period>. 

--------------------~----

4. Adjustment Lending : An Evaluation of Een Years of 
E>:oerience - World Bank Report No. 1. 1989. 
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Table 4.6 

Fully Implementation of Conditionality 

<% of conditions> 

Policy Area 

Exchange Rate Adjustments 

fra.de Policy 

Fiscal Policy 

Budget I Public ~xpenditure 

Public Enterpt-i se Refot:-ms 

Financial Sector Reforms 

Industrial Policy 

Energy Policy 

Agriculture Policy 

Overall Success 

Success Ratio 

70.0 

54.9 

C7 ? 
..J....).-

. 68~0 

61~3 

7L4 

53~3 

79 .. 2 

57.1 

63.0 
----------------------------------------------------~-------

Source : Adjustment Lending : An Evaluation of Ten years of 
Experience, World Bank Report No.1, 1989. 

This share rose to 8.3% 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 signed till 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 covers variety of areas depending upon the 

natur:-e and request made by Sri Lanka and the aid policy of 

IDA. An examinatibn of IDA-assisted projects ~uring the 

period 1985-89 i 11 ustr a""te that IDA has penetrated deep into 

the island economy. 

Table 4. 7 

Aid Receipt froa IDA 1985-89 IRs. aillionl 

Nature of Project/Scheme 

Maha11eli 
Tea industry 
Rural Developaent 
Road Kaint~nance 
S1all and Kedium Industry 
Road Transport 
Water supply & Drainage 
Rubber Industry Saall holdings 
Agricultural Entenston ~ Research 
F'ower Di stri buti on 
Construction industry 
felecoaaunication E1pansion 
Forestry 
Industrial Developtent Credit 
Irrigation Rehabilitation 
Kunicipal Kanageaent 
Vocational Project 
E1ergency Reconstruction 
Health & Faaily Planning 

1985 

350.6 
227.6 
1 i7. 7 
163.5 
119.4 
82.0 

160.3 
50.2 
36.1 

1bb.4 
60.7 
SO.b 
·lb. 9 

214.1 
' 92.6 

1986 

104.1 
369.4 
255.2 
lb.B 

272.5 
373.1 
221.8 
58.3 
5b.7 

10b.O 
~7 ., :> •• .:. 

32.3 
16.4 

2b5.1 
196.4 
33.9 

1987 

~'32.8 

305.5 
' 12b. 8 

456.4 

221.7 
54. s· 

205.9 
47.9 

114.7 
31.0 

382.1 
252.5 
26.1 
51.5 

1 s·ss 

44~·. 8 
297.4 
8~.3 

200.8 

78.8 
52.3 
29.1 

155.8 

38.3 
145.1 
141.3 
78.5 
45.0 

182.9 

19B9 

2Jo.5 
174.6 
47.3 

152. 7. 

11.2.3 
30.3 
..,..., ., 
.j.). I 

58.3 

44.0 
405.4 
il9.1 

105.2 
51.5 

338.7 
6.8 

----------------___________ .,.: --------~------.------------------------------------------
Total 1998.7 2415.2 2457.8 1979.2 i866.4 

Source : External Resources Departaent 1 Sri lanka. 



Some of the most prominent projects funded by IDA 

during the priod were Mahaweli Accelerated Project Tree 

crops project, Rural Development, promotion of small and 

medium industries, water supply and sanitation 

rehabilitation, Power Distribution and Transmission Project, 

Forest Resources Development Project and Irrigation 

Rehabilitation. 

As compared to IDA aid, assistance frdm IBRD was very 

moderate in volume. It is ·also observed that the number of 

IBRD-assisted programme was very small at any time as 

compared. to other bilateral donor-s. For example between 

1985 and 1989 IBRD extended its assistance to only 4 

projects as against 19 projects of IDA and 33 projects of 

ABD. Of these four project, second Road Development project 

alone received 90% of IBRD aid (out 'of total aid of 793.4 m 

Rs. 721.2 mn) during the period. The reason for the small 

quantum of aid from IBRD can be attributed to its hard terms 

which country like Sri Lanka cant afford. In principle 

loans from IBRD are subje~t to 15 years repayment period, 5 

years grace period an~ 0.75% commitment charge. Normally, 

interest rates are not fixed. 

from time to time. 
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Pressure from the World Bank Group 

It is observed that among the bilateral and 

multi nat i anal donors of Sri Lanka the World Bank Group h~s 

exerted much pressure on the Government to change its public 

policies. Indeed, there is no area in the development field 

where the World Bank does not chose to exercise a say. 

Available evidence reveals that the Bank has attempted to 

' 
influence policies on state ownership, the role fo the 

private sector the monetary and fiscal policies, pricing 

policy, distribution policy, the use of administrative 

controls, the structure of development expenditure, the 

external value of the currency, the pattern of development 

adminstration and variety of other operational polciy 

oriented and ideological issues. 

As the co-ordinator of the Sri Lanka Aid Consortium the 

World Bank not only prepare the annual report on the state 

of the island economy but puts together a considerable body 

of documentation on particular aspect of the economy and 

development process. These reports are made avail~ble to 

donors in the aid consortium who can then use the evidence 

and arguments made available to exercise their own bilateral 

pressure on Sri Lanka. In this way the World Bank is now a 

major source of information on the state of the Sri Lankan 

economy~ Since all such studies are informed by the 
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particular ideological bi~ses rif the World Bank aid donor's 

intelligence on the island economy tends to be largely 

coloured. by the same perspectives as that of the Bank. 

The Bank is not only the leader of the Aid Consortium 

but is also one of the la~gest source of aid <average 10-12% 

of the annual aid budget) to Sri Lanka. This importance of 

the Bank also strengthen its capacity to exert pressure on 

the Government. 

The Bank's ascendancy in the field of aid to Sri Lanka 

has tended to invest its country representatives with a 

degree of authority in relation to the Sri Lankan economy 

whcih no other donor enjoys today. It is hardly surprising 

to note that Bank staff has a 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 island nation. 

In the initial phase after the creation of the Aid 

Consortium, which has institutionalised the leadership of 

the World Bank, 

relatively less. 

its intervention to policy changes was 

Because at the initial stage a hardline 

approach was taken by the Government of Sri Lanka in aid 

negotiation over provision in loan agreements which sought 

to impose policy and administ~ative changes on the 

Government. The Bank's intervention to the i~sue of r1se 



subsidies 1n 1965 can be recalled to prove this argument. 

Election in April 1965 in the island gave a narrow victory 

to Dudley Sennanayaka over the United Front Government of 

Sirimavo Bandaranaike. The new Prime Minister inherited a 

set of difficult econbmlc problems including a budget 

deficit runn1ng near $ 120 mn, of which roughly $ 100 mn 

~auld be attributed to high r1ce ~ubsidies. Under the 

subsidy system, the Governmerit bought rice from the farmers 

at twice the.world market p~ice and sold it, in turn, to the 

consumer at ~ third or a quarter of the procur~ment price. 

Moreover, the budgetary imp~ct of the subsidy grew annually, 

reflecting population growth. The World Bank urged a phase 

five year reduction in the subsidies. But Mr. Senanayake 

resisted this particular reform, mindful of his experience 

as premier a decade earlier, when he cut - subsidies he was 
r 

voted out office.~ Throughout 1972 the Bank exterted much 

pressure on the United Front Government for devaluation of 

the Rupee by 55/.. The Finance Minister Dr. N.H. Perara 

categorically stated that no devaluation would be 

6 
conte~plated. Due to this tussle the World Bank Group did 

not make new aid commitments in 1971 and 1972. In July 1975 

the Bank together with the IMF ~gain aske~ the United Front 

5. Washington Post, August 22, 1966. 

6. Daily News <Colombo>, June 3, 1972. 
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Government to devalue the currenty and eliminate the free 

r i c e r· at i on ~ But, .the Gover-nment categorically re-fused to 

implement these recommendation~ 7 Implication of the 

Government's refusal to heed these demands was the suspense 

of World Bank aid in 1976~ 

The World Bank's efforts to influence the Government to 

change public policies prior to 1977 thus met ~ith 1 imi ted 

success. When the UNF' Government came to power in 1977 its 

economic policy was to achieve struct~ral changes both by 

liberalizing the f?conomy and by e;"panding rapidly the le'-:el 

of public ihvestment. This economic policy ~as very much in 

line with concerns and recommendations voiced 1n p~ev1ous 

years by the donors. The World Bank has responded very 

favourably to these new pro-western economic package. 

Within four months of the formation of the UNP Government 

its Finance Minister Ronnie De Mel stated that he had 

received pledges of sufficient financial support from donor 

countries and international lending institutions to carry 

out this liberalising programme. To give a moral boost to 

the liberalising programme, the World Bank Vice President 

for South Asia visited Sr-i Lanka in Mar-ch 1978. Following 

the talks with the Sri Lankan ~eaders in Colombo the Vice 

President said that when the Sri Lanka Aid Consortium meet 

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



1n Paris in May a beginning will be made in ensuring, long-

term support for the Government's 'far-sighted' development 

. k' 8 pac ·age. Since then World Bank encouraged the UNP 

Government to maintain its economic liberalisation. This 

was done through a large scale aid commitments. Besides 

increasing its own aid the Bank asked the donors 1n the 

Consortium of Sri Lanka Aid to pledge more aid in or-der not 

to "allow Sri Lanka bold economic experiments to fail". 9 

However increasing aid was conditioned on radical 

changes in every aspect of the economy. These conditions 

were normally brought on the eve ·af Wbrld Bank sponsored 

Paris Aid meeting. For example~ before 1981 meeting of the 

Consortium the Bank strongly advocated a less 

intensive d~velopment 
10 strategy. On the eve of 

energy 

1982 

meeting of the Consortium the Bank has exerted pressure on 

the Government to reduce the scale of housing programme 1n 

d t t th l 1 f bl - - t 't 11 or er o cu e eve a pu lC 1nves men • The World 

Bank report on the_ economy circulated a.t the Aid Consortium 

meeting 1986 suggested tha the Cement Corporation, the Sr-i 

8. Patriot <New Delhi), March 20, 1978. 

9. Daily News, June 30, 1981. 

10. Daily News, July 31, 1981. 

11. Dawn <Karachi>., July 1 1 , 1982. 
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Lanka Transport Board and the Urban Development Author1ty 

should be restructured pr-ivati sed. 12 The World Bank has or 

suggested devaluation of the Sri Lankan rupee to make the 

island's exports more competitive in the international 

market and 1mprove its balance of payment position. In a 

background note on Sri Lankan economy p~blished on the eve 

of the 1988 meeting of the Consortium the Bank has made th1s 

1' 
recommendation. J Before the 1988 meeting of the Consortium 

the World Bank urged Sri Lanka not to postpone crucial 

economic reforms because of political pressure arising out 

of and parliamentary elections due 1n i989. 

Admitting the fact that in such a pre-election situation 

pressure to postpone the programme of economic reforms have 

been strong the Bank, however, warned that a postponment 

ld b 'd . ' 14 wou e very angerous . Some of the proposal which the 

Bank has insisted in its report on the state of the island 

economy were far-reaching in their political implicatibn, 

specially during the election year. These include, cutting 

down the size of the Food Stamps Programme which provides 

access to cheaper food supplies to the more vulnerable 

section of the society, devaluation of the Sri La~kan rupee 

privatising the public enterprises and the reducing the size 

------------------------
12. Sun <Colombo>, Jul•t 20, 1986. 

13. Hindu, June 19, 1987. 

14. Indian ExQr·ess <Del hi) , August 2., 1985. 



. . I f 15 T th . of publ1c secto war~ orce. hus - e drast1c incursions of 

World Bank programmes i~to the economic financial and 

budegtary policies of Sri Lanka mean that the Bank lS 

appropriating central function of the country. This shifts 

1n the centre of decision making in Sri Lankan econimic 

affects outside the borders of the country and as such 

challenges th~ national soverignity. 

International Monetary Fund <MF> 

International Monet:ary Fund is not an aid agency in the 

sense it does not provide long-term balance of payment 

financing. In priciple, it is an international intermediate 

financial organisation which provides short-term loans with 

policy advices. Jn this process the Fund has the ca~acity. 

to bring changes in policy matters of its recipients. This 

authority of the Fund to interfere in the internal affairs 

of the borrowing nations comes from the huge financial 

resources <SDR 115 bin 1990), it controls and its ability 

to provide a fairly large scale, quick disbursing and united 

resources 1n a short period. Further, the authority of the 

Fund to dictate terms is strengthened by the close co-

operation it receives from other western donors. All of the 

maJor sources of credit 1n the western world, whether 

15. Hindustan Times <Delhi>, August 11, 1985. 



pt-ivate lenders., governments., or multinational aid agencies 

will refuse to lend to a country which pers1sts in defy1ng 

IMF advice. Thi~ indicate how coercive IMF can be in giving 

loans to the developing countries. 

International Monetary Fund was one of the two 

organisations established as a result of the decisions taken 

at the Brettenwoods Conference. According to Article 1 of 

the IMF its main objectives are: 

1. 'to promote exchange stability and orderly exchange 

arrangement and to avoid competitive devaluation; 

2. to help re-establish a multilateral system of trade and 

payments and to eliminate foreign exchange restriction; 

3. to provide means for international adjustment, superior 

to deflation 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 finance; 

to provide short and medium term assistance for 

overcoming short-term balance of payment deficit; ~nd 



3. creation and distribut1on of reserve~ in the form of 

SDRs. 

In this study our discussion is confined to assistance 

provided by the fund. 

Financial Assistance of the IMF 

Or~inarily, a Fund member subscribes its quota in the 

Fund by paying 25% in reserve assets and 75% 1n its own 

currency. When a member draws on the Fund's resources, it 

purchases the currencies of other members-countries or SDRs 

with its own currency, leading to a rise in Fund's holdings 

of the member's currency. The borrowing member must buy 

back its own currency within a specified period with SDRs or 

currencies specified by the Fund. The Fund's financial 

resources are made available to its members through a 

var-iety· of policies, which differ mainly in the type of 

balance of payment need they addre~s and in the degree of 

conditionality attached to them. The Fund provides the 

following assistance to member countries: 

1. Reserve Tranche 

If a member drawn upto 25 per cent of its quota, it lS 

said to have utilised th~ gold tranche now called the 

reserve tranche. Drawing from the reserve tranche are 

·l \: . 
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automatic and the Fund does not rai~e any objection. A 

reserve tranche purchase does not constitute use of fund 

credit and 

repur-chase. 

it is not subject to charges on obligation to 

2. Credit Tranches 

Drawings of .more than 25 per cerit of its quota (reserve 

tranche) is said to have utilised c~~dit tranc:hes. Each 

credit tr~nche 1s equal to 25'per cent of the member"s 

quota. A member 15 allowed to draw only four credit 

tranches. 

the Fund. 

The credit tranches are subject to examination by 

For the first credit tranche, the Fund requires 

that the member should have a programme, representing a 

reasonable effort to overcome balance of payment 

difficulties. For the subsequent credit tranches, the member 

should present a detailed comprehensive programme to 

overcome balance of payment difficulties. In the fir-st 

credit tranche the assistance can be made either in the form 

of direct purchase or under a standby arrangement while 1n 

the subsequent credit tranches the assist~nce IS made 

avilable only under a standby arrangement and is paid 1n 

instalments. 

3. Compensatory Financing 

This facility established in 1963 is designed to extend 
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the Fund's balance of payments support to those member 

countries producing pr1mary goods and are suffer1ng fro~ 

fluctuation 1n receipts from exports. The conditions for 

drawing undet- this facility are: (i) export shortfall is a 

short term one; ( i i ) it 1s largely attributable 

circumstance beyond the control of the number; ( i i i ) 

to 

the 

member will cooperate with the Fund in an effort to find 

appropriate solution tp any balahce of payment difficulties. 

Members may draw upto 83 per cent of the quota under 

compensatory finaricing. Request for drawing beyond 50 per 

cent of the quota are considered only i~ the Fund 1s 

satisfied that the member has been cooperating 1n an effort 

to solve its balance of payment problem. 

Initially this facility covered only shortfalls in 

earnings from merchandise exports but in 1979, the coverage 

was widened to include shortfall~ in recepeits from travel 

and workers ~emittances. In 1981, the Fund de~ided to extent 

this facility to members facing balance of 

difficulty caused by a sharp increa'se 1n the cost of 

cereal imparts. 

payment 

their-



4. Buffer Stock Financing 

The purpose of this facility established in 1969 1s to 

finance a member's contributions to buffer stock 

arrangements in commodity agreements approved by the United 

Nations. Drawings under this scheme are permitted up to 45 

per cent. of the quota. The member is expected to cooperate 

with the fund in an effort to solv~ its balahce of payments 

difficulties. 

5. Ext~nded Facility 

The a1m of this facility is ·to give medium term 

assistance to member countries in the following 

circumstances of balance of payment difficulties: 

i. serious payment imbalance due to structural 

\ 

maladjustments in production~ trade and price; 

11. slow growth; and 

111. an inherently weak bal~nce of payments position 

preventing the pursuit of an activ~ development 

policy. 

The member- is required to submit detai 1 ed statement of 

policies and measur-es for the first and the subsequent 12 

month per·iods. Drawing may be made in instalments e~tending 

over a period of two to three years and subject to 



perforffiance clauses relating to 1mplement~t1on of key policy 

measures. Total purchase under this facility may not exceed 

140 per cent of the member's quota provided that the Fund's 

holdings of the members currenty (excluding holding 

connected with the Fund's compensatory buffer stock or oil 

facilities) do not exceed 265 per cent of the member's 

quota. Repayment of drawings made under the extended 

facili~y must be made within four to ten years after each 

drawing. 

6. Enlarged Access Policy 

The purpose of the enlarged access policy 1s to enable 

the Fund to provide additional financing from borrowed 

resources in conjunction with the Fund's ordinary resources, 

to members facing serious payments imbalances that are large 

in relation to their quotas. The enlarged access policy 1s 

used only when t~e members needs financing from the Fund 

that exceeds the amount avil~ble to it in the four credit 

tranches or under the Extended Fund Facility, and when its 

problem requires a relatively long period of adjustment. 

Such purchases are subject to the relevant policies of the 

Fund, including those on conditionality, phasing, and 

performance criteria. The period of a standby or extended 

arrangement under the enlarged access policy will normally 
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exceed one year and may ext~nd upto three years In 

appropriate cases. 

7. Structural Adjustment Facility <SAP> 

Established in March 1986, this facility provides loans 

on concessional terms to low income member countries that 

are facing protracted balance of . payments problems 1n 

support of medium term macro economic and structural 

adjustment programmes. The SAF has three majoc innovative 

features: 

1. SAF arrangements require a comprehensive three year 

policy framework which iricorporates more explicity than 

in most previous fund facilities; 

ii. the process of collaboration with the World Bank was 

1 

formalised through the requirement of joint assistance 

to a member country in the formulation of the policy 

framework paper <PFP) and the common negotiations of 

the final arrangement; and 

111. there was an expectation that the PFP and SAF process 

would be a catalyst for additional financial resources. 

8. Enhanced Structural Adjustment Facitity <ESAF> 

In 1987 the Fund announced the establishment of the 
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Enhanced Structural Adjustment Facility <ESAF) , whose 

objectives, basic procedures and Finance conditions parallel 

those of the structural adjustment facility. Under this 

scheme resources are provided to low 1ncome developing 

countries engaged in economic and strutural adjustment. The 

additional resources are designed in particular to assist 

the adjustment efforts of low income count;.r-ies faced with 

high levels of indebtedness as well as those whose experts 

are concentrated in commodities - often one commodity 

whose pr1ces have remained persistently weak' 1n world 

markets~ 

From the foregoing discussion it is ~lear that other 

than loan facilities extended under reserve tranche and the 

first credit tranche Fund's assistance are conditioned on 

various adjustment programmes. In other words., the Fund 

will have the capacity to dictat~ domestic policies of a 

member country moment it draws more than 50 per cent of its 

quota. Our discussion further reveals that as a member 

country draws more interference by the Fund tends to 

increase more. 

The IMF in Sri Lanka 

The reliance on the IMF as a major source of financing 

began 1n 

Agr-eement 

1965, with the negotiation of the 

with the Fund <Table 4.8). The 

first standby 

agreement was 



Table 4.8 

Credit Facilities Provided by the IHF 

to Sri Lanka (1952-1984) 

Type Date of Approval Amount (in SDR mn) 

SBA June 1965 30.00 
SBA June 1966 25.00 
CFF March 1967 19.50 
CFF April 1968 19.30 
SBA May 1968 19.50 
SBA August 1969 19.50 
SBA March 1971 24.50 
CFF January 1972 19.45 
CFF June 1973 18.60 
CFF February 1974 5.90 
SBA April 1974 24.50 
CFF November 1976 15.80 
SBA December 1977 93.00 
EFF January 1978. 260.30 
CFF June 1981 25.30 
SBA September 1983 100.00 

SBA = Stand By Arrangements 

EFF = Extended Fund Facilities 

CFF = Compensatory Fin~ncing Facility 

Source International Investor 1984, p.205. 

originally for an 18 month period. However, the problems 

associated with the trade deficit continued and further 

access to the IMF facilities was felt necessary. Hence, 

subsequent agreements were entered into with the Fund to 

finance stabilisation programmes of the Government. In 



addition to drawings made under- SUCCeSSlVe standby 

Agreements, financing was also made available under the 

compensatot-y Finance scheme for fluctuations. 

E:<tended Fund facilities, and Structural Adjustment 

facilities for fundamental structural reforms. 

IMF has been very active in changing.domestic policies 

of the country since 1977 wh~n the new UNP Government came 

in to power. The new Government liberalised the island 

economy rejecting the statist and socialist economic 

policies of the previous government •. The new economic 

policy was very much in line with recommendation voiced 1n 

prev1ous years by the Fund. The Fund has responded very 

favourably to these structural changes. The IMF credit 

figures bear witness to this fact. For instance, in the 

first two years of the new government Sri Lanka received 

credit to the tune of SDR 355.3 ron. This amount was one 

half 

1976. 

time more than the total credit received from 1965 to 

During the first seven years of the UNP government 

there were four major IMF programmes for Sr-i Lanka. The 

first was a Standby Credit of SDR 93 m in December 1977 

fbllowed by an Extended Fund Facility of SDR 260.3 m in 

Janyary 1978. The third was compensatory financing facility 

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 conditionalities in its very first 

agreement with the government. The ma1n points of the 

agreement between the Sri Lankan government and the IMF 

were: 

i. Immediate devaluation of the Rupee to parity of Rs. 16 

to the U.S. Dollar, the adoption of a unified exchange 

rate system, and thereafter floating the R~pee which 

was to be tied to a basket of curriencies. 

11. Liberalisation of many categories of imports and the 

replacelnent of controls by tariffs. 

111. The existing food subsidy system was to be replaced by 

one under which the only beneficiaries were to be 

households earn1~g less than Rs. 300 a month. In the 

case of the sugar ration, only the children of such 

families under the age of 12 would be eligible. 

1 v. A commitment to increase the price of flour at some 

stage. Similarly, the price adjustmen,ts for 

fertilizer, pertroleum, public transport and infants 

milk we~e 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 po1nts being 

the end of December 1977 and the middle of 1978. 

v1. Increases 1n the interest rate on private sav1ng 

depos1ts, from 7-8% to 12-10% on 6-18 months deposits. 

vii. Constraint on the use of foreign exchange reserves. 

Annual loss was fixed at SDR 150 million, any excess 

' over this figure was to be met by allowing the rupee to 

depreciate downward. 

viii.Limits on foreign borrowings: SDR 50 million +or loans 

of one to five years' maturity and SDR 150 million for 

loans of 1 to 15 years maturity. 

ix. An increase 1n the procurement price for paddy from Rs. 

33 to Rs. 40/- bushe. 

x. An across-the-board wage increase of 35% subj~ct to a 

ceiling of Rs. 50 a month. 

This was the initial policy framework. Ovet- the 

following years, the Government policies continued to 

conform to this general framework, though with varying 

degrees of emphasis on specific issues. 

The subsequent agreement with the fund, while seeking 

to strengthen the initial structural adjustment programmes 



tried to exert pressure on the government to bring more 

radical changes in the economy~ For example, the agreement 

in 1983 stipulated that the Sri Lankan authorities will 

adjust the exchange rate of the rupee at frequent intervals 

and that the changes will be made on the basis of a trade 

weighted exchange rate under deflated by r-elative monthly 

movements in wholesale prices for Sri Lanka and partner 

. t . 16 coun r1es. And ih 1983 the IMF agreed to grant Sri Lanka 

SDR 50 mn on the Standby Credit Facility on condition of 

pruning down of the level of public expenditure~ urgent 

rehabilitation of the plantation sector and a review of the 

h . t l" 17 exc ange ra e po 1cy. In 1988 IMF Managing Director 

Jacques de Larosiere has warned Sri Lank to keep budgetary 

expenditure firmly under review due to escalating defence 

spending and declining tea 
. 18 

pr1ces. When Sri Lanka 

arranged its Structural Adjustment Facility (SAF> of $ 187 m 

with the IMF in March 1988 extending for a three year period 

the Fund has asked the government to strengthen the on-going 

structural adjustmeht in the economy.
19 

In 1990 the Fund, 

while announcing the approval of a loan equivalent to SDR 

16. Lal Jayawardene and other, stabilization and Adjustment 
policies and programmes: Sri Lanka WIDER, Helsinki 
1 987) • p. 1 7. 

17. Sun, December 28, 1983. 

18. Sun, October 10, 1985. 

19. Indian Express, April 8, 1988. 



44.6 m for Sri Lanka in support of the programme under the 

third annual Structural Adjustment Facility~ has said that 

Sri Lanka will have to improve the climate for trade and 

industry by strengthening the public enterprise sector, 

including privatisation, liberalising trade, reducing 

regulation and promoting foreign investment. The r-elease of 

this credit was thus conditioned on the above mentioned 

.20 
reforms- Sri Lanka had no choice other than implementing 

these tough conditions of the IMF. 

In Short, IMF~ through its credit, was able to pursue a 

fr-ee market ideology 1n Sri Lanka~ which forced the 

Government to restric public borrowing s~bstantially, cut 

subsidies for basic goods~ social services~ transport and 

state enterprises, increase pr1ces for state services, raise 

ind~rect taxes; to dismiss workers ~n the public sector; to 

limit public investment in favour of private initiative and 

to pull down protective harries, imposed with the intention 

of pushing down inflation, cutting the balance-of~payments 

deficit and developing the economy through market mechanism. 

20. Economic Times, October 27,1990. 



CHAPTER 5 

AID CONSORTIUM FOR SRI LANKA AND ITS IMPACT ON PUBLIC 
POLICY 

A conspicious feature of Sri Lanka's economy over the 

past four decades has been the problems associated with 

managing the external assets situation mainly due to the 

r~curring deficit of current account of the balance of-

payments. Since 1957 payments on ~urrent account have 

exceeded current receipts, almost every year, leading to a 

severe deplation of Sri Lanka's foreign exchange ~esources. 

Among the factors responsible for this situation were the· 

adverse movements in terms of trade ~nd the difficulty of 

containing imports to a level compatible with the level of 

external assets 
1 

available to the country • Thes.e adverse 

movements reduced seriously the amount of imports that 

exports earning could buy and lowered the real national 

income. In 1950 the external asset~ of Sri Lanka was 

sufficient to meet of her annual t-equi rement and by 1960 

external assets were sufficients to finance an~y 21% of the 

country's annual import bill. Implications were that the 

country lacked sufficient exchange earnings to meet basic 

consumption requirement~ and provide the inputs necessary 

far the development efforts and lang term economic growth. 

1. The terms of trade rose from 100 in 1945 to 150 in 1956 
and fell to 115 in 1963. 
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There appeared to be little choice for Sri Lanka at this 

juncture other than resorting to foreign aid. It was in this 

environment of crisis and threat of economic stagnation that 

in 1965 the Sri Lanka Aid Consortium was formed to channel 

foreign assistance on a regular basis to provide the 

necessary inputs for long term economic growth. The 

immediate objective of the Consortium was to supplement, 

through the provision of scerely needed foreign exchange 

resources., Sri Lanka's own effor-ts in overcoming the foreign 

exchange crisis of the mid 1960s and to prevent a breakdow~_ 

in the economic and social structure. 

ThE" -f-irf,;t me~t'.i;;-
---·~ s-f tht; §ri 

(@sri i g,- it. was cal ied Aid Ceylon Club) was i nforroall y 

convened by the World Bank in ·washington in July 1965. It 

was attended by Britain, Australia, Canada, Japan and the 

USA with the Federal Republic of Germany and India as 

observers. Since 1965 the membership of the Consortium has 

increased from the original five donors to twenty, which 

consists of sixteen bilateral donors and four multilateral 

aid agencies <Table 5.1). 

The traditional argument in favour of the Consortium 

was that donors should be g1ven a shared perspective 

of a country's problem and should then effectively 

seek to find the solution of these problems. 

16/ 



Table 5.1 

Members of Sri Lanka Aid Consortium as on 31.12.1990 

Bilateral donors 

Australia 
Belgium 
Canada 
Denmark 
Finland 
France 
Germany 
India 
Italy 
Japan , 
Netherlands 
Norway 
Sweden 
Switzerland 
United Kingdom 
United States 

Multilateral' donors 

Europian Economci Community 
Asian Development Bank 
United Nations 
World Bank Group 

------------------------------------------------------------. . 

Source : External Resources Department, Sri Lanka. 

This would eliminate overlapping in the aid efforts and 

would stimulate laggard donprs into meeting their obligation 

when confronted . with the generosity of other donors. 

However, in practice'the Aid Sri Lanka Consortium did not 

always play this role. In effect, notwithstanding the 

Consortium, the basis for determining the volume and terms 

of aid continued to depend on the·annual negoti.ation between 

the External Resources Department of Sri Lanka and the 

mission of the donor country.The volume bf aid determined J.n 

these discussion was either repledged at the Consortium i~ 
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already committed or the pre~determined figure was put 1nto 

the kitty. The Consortium, in effect, became a forum for-

re-iterating what had already been bilaterally negotiated, 

leaving no rooms for a shared perspective of the country's 

problems. This meant that the Consortium became m ore of a 

ritual 

economy. 

to appraise the World Bank report on the Sri 

Those donors who -would not dream of 

Lankan 

making 

comments on Sri Lanka's policies during bilateral 

negotiation tended to feel much freer--in the Consortium to 

ventilate ~heir grievance~ and prejudic~s. 

this was set by the Bank's documents. 

The tone for 

The Pressure of the Aid Consortium 

The Sri Lanka Aid Consortium provided a forum for 

putting pressure on the country. It has inst1tutionalised 

the leadership of the World Bank, the sponsor of the 

Consortium who prepare the annual report on the state of the 

Island economy and a number of documentation on particular 

aspects of the econo~y and development process.These reports 

are made ~vailable to donors in the Consortium who can then 

use tL~ evidence and arguments to exercise their own 

pressure on Sri Lanka. The meetings of the 

Consortium are rarely long enough to seriously discuss all, 

issues, so that the donors cannot do much more than reflect 

the Bank's view on Sri Lanka. Since the Bank's view 1s 



shaped by the pro-western and capitalist ideology the donors 

perception on the .Island economy tends to be 1 argel y 

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 its economic 

policies. Conserns were expressed that aid was being used 

for consumption rather than investment. Some donors such as 

the UK, Germariy and the US cut-back considerably on their 

aid. The World Bank decided that as long as economic 

policies were not changed, it would make no 

commitments. At the1972 meeting of the Consortium Britain 

and West German who were initially opposed even to holding 

of the meeting critisized domestic and foreign policy of Sri 

Lanka. The diplomatic recognistion ~xtended to East Germany 

and the threat to British interest in the island were seen 

as the reasons for the reltictance of these two western 
..... 

nations..::. Expressing the dissatisfaction over the economic 

policy of the communist-backed United Front Government, the 

World Bank report submitted to the same ·meeting of the 

Consortium stated that World Bank can have no quarrel with 

Sri Lanka for opting for socialism because development has 

no ideological bias. However-, the steps taken to implt¥ment 

2. Dai 1 y News <Col ambo), July 19, 1972. 



the Government's socialistic aims "give ground for concern'', 

the report warned. Implication· of the dissatisfaction 

expressed by the Worl~ Bank and other donors on the economic 

policy of the country was a sharp reduction of aid from the 

Table 5.2 

Aid Commitments 1970-89 

<US $ million> 

. . . 

---------------------------~-------------------------------------

Year Donors in the Aid Group 
Bilateral Multilateral 

Aid Group 
Total 

Non_.Aid Grand 
Group Total 
Total 

--------------------~-----~-------~------------------------------
1970 31.2 36.5 68.0 24.2 92.2 
1971 75.0· 12.4 87.4 38.2 125.6 
1972 38. 1 . 10.2 48.3 84.6 132.9 
1973 70.7 16.8 87.5 87.5 
1974 76.0 36.5 112.5 49.3 161.8 
1975 161.4 88.3 249.7 127.1 376.8 
1976 153.1 25.0 178.1 20.1 ·t98.2 
1977 136.5 90.6 227.1 22.4 249.5 
1978 318.8 58.8 377.6 22.5 400.1 
1979 443.1 124.5 567.6 1. 1 574.9 
19$0 359.5 230.1 589.6 -47.4 637.0 
1981 483.8 253.5 737.3 78.5 815.8 
1982 281.7 189.7 471.4 69.6 541.0 
1983 219.8 121.0 340.8 14.0 354.6 
1984 341.1 96.7 437.8 24.2 462.0 
1985 ,.,.,.c:- ,... 

.LI...J • .L 271.4 546.6 546.6 
1986 432.7 196.0 628.7 23.8 652.5 
1987 415.5 - 159.9 575.4 575.4 
1988 678.1 444.1 1122.2 6.3 1128.5 
1989 231.3 165.3 396.6 396.6 
----------.--:------------------------...:.----------~----------------

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 
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Asian countries) who pledged $ 84.6 mmn, a little less than 

double of the aid commitment made by the donors in the Aid 

Consortium. H6wever, the donors efforts to influence the 

Government to chang~ economic policies met with limited 

success. The Government made it clear that it was not 

interested in receiving aid that was conditional upon poiicy 

reforms. In fact,this had,been the broad policy of all the 

SLFP Government. The founder of the party~ 

Bandaranaike once said: 

~Naturally,we are all most grateful to our 
friends in ·this world, as well as the various 
international organisation for the assistance that 
they have rendered and .:u-e rendering to our 
country by way of loans and assistance in various 
ways. We are most grateful to them and.it is very 
useful to us but I cannot escape the conviction 
that sort of assistance may well bec9me a type of 
economic drug where there is 4ndue and increasing 
dependence on foreign aid .•• "'"'. 

SWRD 

During her period from 1960-64 Sirimavo Bandaranaike 

realized the inherent dangers of depending on foreign aid. 

The following statement made in the senate by her shows, 

that like her husband, she too became sceptical .of the 

relative benefits of foreign aid. 

"I have jealously safeguarded the policy of non­
alignment followed by my Government even in regard 
to the matter of foreign aid accepted by the 
Government of Ceylon. Any foreign aid offered to 
the G«:'vernment with strings .. ifttached has not been 
and w1ll not be accepted... • 

3. S.W.R.D. Bandaranaike's, Speeches and Writings, p. 458. 

4. Hansard of the Senate, August 4, 1964 Vol. 20, p. 442. 



The comparatively smaller amount of the foreign aid 

r-eceived by the SLFP Governments as compared to the UNF' 

Governments could be, to ~ome extent, explained the 

unwillingness of the SLFP to accept aid with ctinditions. 

The SLFP regime were able to maintain this policy as it had 

alternative sources of external assistance such as aid from 

socialist countries, West Asian countries and neighbouring 

·India. The ~xistence of such alternative sources prbvided 

the SLFP Government a better ~dvantage in the bargaining for 

foreign aid in the Sri Lanka Aid Consortium. 

During the present UNP Government <1977-) the Sri Lanka 

Aid Consortium was increasingly used by both bilateral and 

multilateral donors as a forum for exerting pressure on the 

country. In the Consortium, these donors put different 

degree of pressure and this was in addition to their direct 

influence through country programme and project negotiation. 

The donors who did not exert pressure on the public policy 

of the country in their bilateral negotiation favoured 

coordination of policy dialogue through the Consortium. 

Among the donors, the World Bank, the convener of the Sri 

Lanka Aid Consortium has interfered very openly regarding 

specific projects making, project approval and subsequent 

disbursement. Second to the World Bank, the exercise of 

powers and influence through the Consortium has largely come 

"' .. ,. ··:r 
l 1 ._:, 



from rich industr-ial countries. The Scandinavian Donors 

namely Sweden, ·Denmark and Finland who initially ·rarely 

attempted within the Consortium to dictate policies to Sri 

Lanka have interfered with the way in which Sri Lanka 

handled the ethnic problem. The UN agenc1es have rarely 

attempted within the Consortium to exert pressure on the 

country. So was the case with Europian Economic community. 

1n the Consortium the Asian Develbpment Bank has played a 

subordinate role to the World Bank. In close cooperation 

with the World Bank it has expressed concern ovet-, fi seal 

and monetary policies of the country. By and large the UNP 

Government has bowed to the various conditions and pressures 

t.hat came through the Consortium and in return received a 

massive- qUantum of foreign aid as compared to all the 

previous regimes of the country <see Table}. The UNP 

Government attributed to this unpresidented quantum of aid 

to the reaffirmation of the confidence the international 

community continued to have in the economic policies and 

programmes of the Governments of Sri Lanka. This very 

perception of the Government overshadowed adverse impact of 

the crusial reforms which were forcefully brought by the 

donors in the name of the developing the economy through 

market mechanism. In the next few pages we wi 11 discuss 

about these reforms in the public '?olicy of the country 

enginer-ed by the donors through the Aid Sri Lanka 
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Consortium. 

Removing of Subsidies 

From the early 1940s through 1979 there existed various 

price subsidies and rationing schemes for basic foodstuffs -

especially r1ce to ensure minimum consumption levels for 

the popula'tion and protect the poor from severe 

malnutrition. The World Bank and the IMF • in 
. ' their 

negotiation with Sri Lanka~ asked the Government to remove 

the subsidies in the belief and hope that the resulting 

shift to investment would have made for higher growth rates, 

and thereby lower unemployment rates. No Government until 

·1977 dared to remove subsidy scheme as the issue was 

crucially 1 inked with its political survival. Any 

opposition poorly expecting to win as election had to 

campain on the basis,of enhancing rather than reducing the 

food subsidy. The election manifestos of the island's 

political parties bear the witness to this. For example in 

1970 SLFP led united Front Government came to power on the 

major promise of giving 4 pound of rice at free of cost 

while in 1977 UNP won the election promising to give 8 

pound of rice to every Sri Lankan living on the Island. 

The pressure from the World Bank and IMF to eliminate 

the subsidy scheme, especially, free rice fir$t appeared in 

1966. Election in April 1965 1n the island gave a narrow 



victory to Dudley Senanayaka over the United Front 

Government of Sri Lanka. The new P~ime Minister inherited a 

set of difficult economic problems including a budget 

deficit running near S 120 mm, of which roughly $ 100 

million could be attributed to hig~ rice subsidies. The 

World Bank urged a phased five year reduction 1n the 

subsidies. But Mr.Senanayaka ~esisted this particular 

reform. He had, however, been responsive to Bank advice on 

other points~ specifically to balance the rice subsidy~ the 

Government has raised the price of Government distributed 

wheat flour. The budget also imposed substantial new taxes 

and provided for increased noninflationary local 
c 

b 
. ..J or-row1ngs • Similarly, throughout the United Front regime 

( 1910-77) the recommendation of removing free rice ration 

was made by the World Bank. IMF combination with the support 

of the members of trhe Aid Consortium. Their assistance 

during this period was conditioned on removing the free 

ration. For examp-le when Sri Lanka approached IMF in 1975 

for stand by credit facilities the Fund demanded to remove 

the free ration as a d •t• 6 pre-con 1 1ons The Gov~rnment 

categorically refused and as a result the donors cut their 

aid. 

5. Washington Post, August 22, 1966. 

6. Economic Times <New Delhi>, J u I y 16 , 1 975. 
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The UNP Government came to power in 1977 promising to 

g1ve 8 pound of grain to every Sri Lankan among other 

things. The IMF and World Bank who had been ~aiting to 

eliminate the food subsidy totaly whenever a suitable 

opportunity came, asked the ·new Government to do so within 

six month as a pre-condition to release a package of loans. 

The implementation of this .recommendation was a difficult 

task for the ne'w Government in the immediate aftermath of· 

the election victory as it had to implement at least part of 

the campaign prom1ses. The Prime Minist~r JR Jayawardene 

later President} confirmed that hi~ Government was 1n 

disagreement with the IMF over this issue. He said that 1n 

principle his Government intended to phase out subsidies but 

the "t1· m1· ng t b " 7 mus . e ours ..• However, the Government was 

not able to maintain this stand and it had to replace the 

free rice ration scheme with the Food Stamp Scheme which was 

believed to be framed by the World Bank. 

In the first stage the Government introduced the food 

stamps to those households whose monthly income was below 

Rs.300. <This was a major condition laid· down in the 

agreement signed in Noveirlber 1977 with the IMF for the three 

tranches standby.credit of SDR 93 mn.> In addition to food 

~tamps kerosene stamps have been issued automatically to 

7. Ibid, January 29, 1978. 
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families which qualify for food stam~s and live in villages 

without electricity. While food stamps may be used to buy a 

range of essential items, kerosene stamps can be used only 

for kerosene. Under the prev1ous system rations books were 

issued periodically to nearely every Sri Lankan. The 

previous system had assured a fixed quantity of rice while 

the new method assures a fixed value irrespective of the 

inflation. As a result of this new method, the number of 

ration books declined from 13.1 mn. to 7.7 •n. The new 

-

method also eliminated the subsidies for wheat ·and flour. 

Reacting to the new method President Jayawardene, who came 

to power promsing 8 pound of grain at free of cost to every 

Sri Lankan, declared that the days of ·subsidies are gone and 

that people must tighten the belt and suffer short terms 

pain for long-term gains8 ~ 

The removal of free rice ration, viewed formally as 

part of the IMF package.of 1977, would not have been 

feasible without an assurance of support for more aid by the 

World Bank and the Aid Group. 

Fertilizer Subsidy 

Fertilizer has been subsidized in Sri Lanka since 1962 

to encourage the adoption of modern techniques in rice. 

8. Times of India <Bombay>, March 30, 1980. 
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cultivation. Initially, the subsidy was designed solely to 

promote paddy. However, 1n 1972 the subsi.dy was 

generalised. Since then, the_Government has adopted the 

practice of subsidizing selected types of fertilizer through 

direct payments to importers. 

The World Bank was presurising to the Government to 

elimi.nate the fertilizer subsidy. The 1988 World Bank 

country Paper writes: 

"The existence of the subsidy is difficult to 
justify on efficiency and/or equity grounds. 
Clearly, the subsidy introduces costly distortion 
in the country's cropping pattern, it 1s 
impediment to the Government 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. Jt is thus 
recommended that the su~sidy be phased out within 
a reasonable time span" • 

1 

By 1999 the subsidies for fertilizer were ~liminated. 

Privatization 

The ideology of the western donors, ~hich dismisses 

state intervention and state planning as evils and advocates 

the virtues of t~e privately organised free market economy, 

is being tried in Sri Lanka. Accordingly, the western 

9. Sri lanka : A break with the past : The 1987 90 
Bogram of Economic reforms and adjustment World Bank, 
Report No. 7720-CE p. 75. 



donors particularly IMF and the World Bank asked the 

Government to limit public investment in favour of private 

sectors, to dismiss workers in the public sector and to. 

privatise public sector units. The World Bank in its annual 

report on the state of island economy, which is circulated 

among the representatives of the donors at meetings of the 

Aid Consortium, continued to recommend the growth of the 

private sector as a pre-conditi6n for aid. 

The Structural Adjustment Programme of the IMF in Sri 

Lanka has also been particular about the promotion of the 

private sector. In this background the Government has to 

give many concession to the private sector. Now private 

investers can, 1n principle, set up industries of any size. 

The t-estraints on pr'ivate sector participation in particular 

sectors have been relaxed. Private participation in the 

hitherto nationalized sector 1s being encouraged. 

investment ceiling on the private sector has 

The 

been 

progressively raised upward. Liberal concession to foreign 

capital along with investment in the Free Trade Zones in 

Katunayake and Biyagama was made in order to attract private 

foreign capital as part of the Govern~ent policy to 

strengthen the private sector. As a corol~ry, parts of the 

nationalised sector had been disinvested. Under this, state 

Distilleries, United Motors and Ceylon Oxygen were selected 

to be privatized. By 1990, United Motors was sold; Ceylon 



Oxygen wa~ being disinvested and the sale of the two state 

Distilleries was under preparation. 

Other significant change occurred during this period 

was the Government's decision to allow allowed private 

companies to operate side by sid~ with the state-run Central 

Transport Board <CTB>. The Central Transport · Board an 

entirely state-owned enterp~ise, was established in 1954 

absorbing 73 private bus companies then operating 1n the 

country. In 1979, the Government under the guidance of the 

·· wor 1 d bdnk, decided to free the entry of private bus owners 

to the industry10• This brought about a steady deterioration 

in CTB's services. Within a decade, the private sector 

registered more than 12,000 buses and it now provides more 

than half the passenger-miles supplied by the bus industry 

in the country. 

In 1990, the Government totally deregulated bus fares. 

As a result, bus fares shot up by two fold creating 

inconvenience to the people. The Governmentwas asked by the 

World Bank to reduce the CTB's staff by 20,000 <Total 

52,000). To achieve this, a voluntary and compulsory 

retirement scheme was introduced. At the final stage the 

assets of the Board were transfered to the remaining 

10. Financial Express <New Delhi), February 24, 1979. 
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employees so as to create new companies centered around 

e>:isting 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 corpor-ation, 

an intention of the Bank, was also done. 

During the same period the Government under the 

. pressure ·f·rom the aid donors all owed foreign banks to 

operate in Sri Lanka~ Currently, there are 25'banks and of 

them only 6 are national banks. This indicates the 

dominance of the pr,ivate sector in the financial market. 

The World Bank has not been happy with the existence of even 

these 6 national banks and demanding their privatisation. 

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

"The Government needs to get institution such as 
Bank of Cey!'on 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, and 11a plan in this 
direction should be prepared"~ 

This recommendation is now under consideration. 

However, the Gover~ment may find it difficult to justify the 

privatisation of the state-run banks as they are running on 

huge profit. 

11. Sri Lanka : Sustainino the Adjustment Process, World 
Bank, 1990, Report no. 8985 CE. 
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The recent move to privatise the state-run 

Telecommunication Department would appear to be the 

culmination of the World Banks sustained hostility to the 

State intervention and state planning. The Sri Lanka 

Telecommunications Bill passed in Parliament on 1st May 1991 

provides for the transfer of all properly, r-ights and 

liabilities of the Department of Telecommunications to the 

Corporation ·"Sri Lanka T~lecom". In accordance with the 

provisions of the Act employees of the Department have five 

alternatives: 

(i) to continue in ·Office as a public officer of the 

Department; 

(ii) to retire from the public service and become an 

employee of the corporation; or 

(iii)to leave the p~blic service and become an employee of 

the corporation; or 

(iv) to leave the public •ervice and become an employee of 

the Corporation; or 

(v) to both retire or leave the public service and not 

become an employee of the corporation. 

The centre piece of the privatisation programme IS the 

reduction in size of the public sector. This process 

accelerated following the establishment of the Presidential 

Commission on Privatization in 1987 (which 1n 1989 was 

renamed as the Commission on People-ization). The 



Commission designed the general framework for privatization 

in 1987-1990 and beyond. In addition, the Commission with 

the World Bank' assistance, carried out a study of the 

performance sensitivity of larger manufacturing public 

sector units under Ministeries of Indu~tries and Textiles. 

This study recommended to restructure and eventually 

privatize most activities in textiles mineral sands, 

minning and mineral development and same activities of 

L~ather, Hardware, Plywood Tyre, Paper, Ceramic and 

Corporations. 

The 

disbanded 

public 

Presidential Commission on Privatization 

in January 1990 and the task to 

sector units were handed 

privatize 

over to 

'Salt 

was 

small 

the 

commercialization Division of the Ministry of Finance. The 

Commercialization Division is now working on privatization 

of 16 smaller public unit.s with the financial support from 

the USAID. The Public Investments Management Board 

established in September 1989, and later incorporated as a 

company handles the privatization of large public sector 

units. 

It becomes- a normal feature of the Sri Lanka Aid 

Consortium to inquire about the progt-ess of the countries 

economic policy of privatising public-sector enterprises. 

At each meeting the donors talked much about the importance 
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of continuation of the privatisation. Therefore., in the 

years to come Sri Lanka will be embarking on wholesale 

privatization of the public-sector enterprises to qualify 

for continued assistance from the donors in the Consortium. 

The donors pressure on this will be further tighten by the 

IMF with whome Sri Lanka is negotiating for an enhanced 

structural adju~tments fac1lity worth $ 450 mm
12

• 

Administrative Reforms 

One of the major points of the western ~id philosophy 

is that state bureaucracies in developing countries are 

often overstaffed and corrupt and their planning, 

administration and production are often inefficient and 

wasteful of foreign exchange. The logical consequence of. 

this ideology is dismissals from the state sector and an 

attempt to re-privatise state enterprises. The donors, 

particularly World Bank and the IMF viewed the Public sector 

of Sri Lanka in the same context. They were of the view that 

the size of· the public sector was large. Hence, they 

exerted pressure to reduce its size. Consequently, in 1986 

the President appointed an Administrative Reform Committee 

<ARC> to propose appropriate remedies. 

12. Statesman <Caclutta), March 17, 1991. 
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The Committee, which worked in close cooperation with 

the World Bank found that the Central Government was 

overstaffed. The Bank asked the Government to reduce the 

staff by 20 per cent within two to three 13 years This 

would mean a reduction of about 70,000 based on the curt-ent 

manpower strength in the pub1ic sector of 362,000 exclusive 

of the armed forces, police and health personnel. Though 

the Government, at the initial st.age, hesitate to implement· 

this poli~icaly untenable recommendation it had to give the 

ground 1.n the face of mounting pressure ft-om ther aid 

14 donors . As a way of r~ducing the ~ize of the public 

sector the Government introduced a voluntry retirement 

scheme under which a compensation package will be given to 

all those leaving the Government service. According to this 

the Go~ernment pays p~nsion to all those who have had ten 

years pensionable service or more, and those who do not have 

ten years of pensionable service can leave jobs with a lump-

sum gratuity in lieu of a pension. Now this voluntry 

retirement scheme is on and a large number of employed are 

leaving their jobs~ 

Agriculturai Sector 

13. I b i d , n. 9 , p. 75. 

14. Hindustan Times <New Delhi>, August 11, 1988. 



In the agricultural sector, under sustained pressure 

from the aid donors of the Consortium Sri Lanka has handed 

over the entire marketing of paddy, fertilizer and pasticide 

to the p~ivate sector. To facilitate privatization of 

domestic rice distribution the role of the Paddy Marketing 

Boat-d <PMB> has been reduced. With this the PMB has become 

a small-scale purchaser of last resort. About two~third o~ 

its staff have been retrenched and the majority of its 

storage and milling facilities have been sold to the private 

sector. 

The Plantation Sector: 

The island's plantation sector has been the mainstay of 

its economy. The three main commodities, i.e. tea, rubber 

and coconut., occupy an important place in the economy 

contributing around 50 per cent of the total export 

earnings. 

After the nationalization during the 1970s. the 

management of the plantation sector was transferred to two 

state-owned corporations: The Janatha Estate Development 

Board <JEDB> and the State Plantation Corporation <SPC>. 

These two corporation now own about 110,000 ha of land under 

tea, 60,000 ha of land under rubber and 12 1 000 ha under 

coconut. They employ does to one-half million people. 
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Ira spite of substantial support from donors s1 nee the 

early 1980s and transfers from the budget the financial 

performance of the t~o cOrporations has been dismal. This 

has became a matter of concern for the aid donors of Sri 

Lanka. In 1983, the IMF has requested for urgent 

rehabilitation of the plantation sector and in fact, it was 

a one of the conditions for the~release of the balance of $ 

50 mn. SDR. · on the stand by credit facility 15 The Asian 

Development Bank, the largest donors in- the plantation 

sector has also called for immediate management improvements 

to the plantation sector._ Due to this pressure thE 

Government appointed a high level "Core Group" to identif)' 

the problems and prepare a programme of action in 1989. The 

Core Group's recommendations for the immediate future 

included: (1) negotiating increased management flexibility 

in the use of labour a~d reduced labour costs; and ( ii) 

reducing taxes un t~a and rubber. Based on the core Groups 

recomt~dations, the Government introduced a reorganisation 

of the JEDB and SPC to increase autonomy as well as to 

reduce over-centralization of their management. The 502 

estates under the two corporation were to be grouped into 82 

clusters as financially independent operational units 

which wer-e in turn to be grouped into 12 zones for 

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

15. Sun <Colombo>, 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. Particularly ~n the tea sector 

this reduction can be clearly visible. 

Table 

Taxes on Tea in Sri Lanka 

Expert Duty 1985 1987 1988 1989 

Black Tea in bulk 5.0 3. 5<) 3.50 1. s-o 

F'acketed Tea 3.50 2.00 3.00 1. 00 

Tea in-bags 0.50 1.00 0.50 

Green Tea 5.00 3.50 3.50 1.50 

Instant Tea 10.00 8.50 8.50 6.50 

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

Currently, the Government is reviewing the cost and 

benefits of various option for increasing the private sector 

role in the plantation sector. ·This is being assisted by 

International Development Association arid the ~ctidn plan 

for this will be preparQd in 1991. 

Industrial Reforms: 

The need fo~ restructuring industrial policies was 

expressed b'y the World Bank and IMF in early 1980s. 

Consequently, 1n December 1984, the Cabinet appointed an 



Industrial Policy Committee <IPC> to report on an 

appropriate industrial strategy for Sri Lanka. Two years 

later, the IPC issued a report which was subsequently 

approved by the Cabinet in February, 1987. The report 

discuss among other thing the Government's policy towards 

foreign investment and the merasures ~he Government could 

adopt to encourage such investments and improve private 

sectors confidence in general. 

The committee proposed that Public Manufacturing 

Enterprises be sold to the private sector unless they should 

remain public for special reasons. In line with the 

recommendations the Government transformed 16 selected 

enterprises into public liability companies to prepare them 

for possible privatization. These companies are free to 

determine all the aspects of management. At the sametime, 

with the 1985 budget most remaining special privileges of 

public sector have been removed. 

The second component of the programme lS the 

privatization of enterprises that can be partially or 

totally div~sted. Under this programme, State Distilleris, 

United Motors, and Ceylon Oxygen we~e selected to be 

privatized. Now United Motors was sold. Ceylon Oxgen 1s 

being divested and the sale of the state Distilliers ~s 

under preparation. 
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Trade 

On the trade sid~, the elimination of import quotas In 

1977 was the first action taken under the guidance of the 

World Bank. This was fall owed by several structur· al changes 

in the tariff system between 1979 and 1987. The last ban on 

' imports that on textiles~ was eliminated 1n 1985. To 

encourage non-traditional exports, a Free Trade Zone <FTZ) 

wa~ created near Colombo in 1979 and an Export Developm~nt 

Board <EDB> was set up to manage the e>:port incentives that 

have been introduced gradually-since the early 1980s. 

Tax Restructuring: 

Sri Lanka's tax base is more developed than those of 

other developing countries. The taY. revence to GOP ratio was 

16/. in the 1950s and 18/. in 1980s. Domestic taxes have been 

used to correct distortions generated elsewhere In the 

economy as well as for a· variety of purposes. 

However, the Bank was not happy with the existing tax 

system. In .1988 it suggested a number of reforms 1n this 

regard i.e (1) reduction in the number of rates used in the 

company tax and the Business Turnover Tax <BTT). In, the 

case of the company, tax, this would mean unifying the 

existing five corporate tax rates Ci.e. 20/. ,30% , 20% 50%> 

to the level of the marginal tax rate for personal income. 
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In the case of the BTT~ the five rates used at present 

(1%,3%,5%,10%,20%) will be unified (i i) commodities 

considered luxary goods could be made subject to exc1ses. 

( i i i ) Reduction of taxation of sugar wheat and r1ce. ( i v) 

eliminat/or reduce tax holidays and tax exemption. 

The last two budgets have introduced a series of tax 

·changes 1n 1 i ne with these recommendations. 

The Exchange Rate Policy: 

The World Bank .had been of the VleW that a more 

flexible exchange ra£e policy was essential to correct the 

external account imbalances and to suppor.t the development 

of the manufacturing and the export sector in general. 

Throughout the regim of the United Front Government <1970-

77) the World Bank-urged Sri Lanka 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 Bank and the IMF but Sri Lanka would 
not do it. Last time we devalued by 20 per cent. 
It has not solved our

1
groblems. In fact it has 

increased our problems 

The Government gave a categorical assurance that no 

devaluation was contemplated despite the pressure. The 

World Bank reacted by stoping new aid commitments in 1972. 

The pressure to devalue the rupee was aga1n exerted in 1975 

16. Daily News <Colombo), Ma~ch 28~ 1972. 



when Sri Lanka was negotiating with the IMF for Stand by 

Credit Facilities
17

. The Government refused to devalue and 

1n the following year the World Bank did not make any new 

comm1tment. 

The opportunity the World Bank and the IMF had been 

waiting for devaluation the rupee appeared in 1977 November 

~hen the new UNP Government negotiated with the IMF for the 

three tranche Standby Credit of' SDR 93 million. In this 

negotiation the Fund asked the Government to make immed1ate 

devaluation of the Rupee to ~ parity of Rs. 16 to the US 

Dollar. The adoption of a unfied exchange rate system and 

thereafter floating the rupee which ~as to be fied to a 

basket of currencies were another condition in this regard. 

The Government immediately implemented these conditions and 

as a result the rupee-Dollar exchange rate rose by 87 per 

cent from 1976 to 1978. The value of rupees is now let to 

float. As a result, its exchange rate has been increasing 

(See Table. 5.4) It registered recordered level of Rs.40 in 

1990. However, the deseried result of the devaluation did 

not come out. 

17. Economic Times <New Delhi)~ July 16, 1975. 
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-:-able 5.4 

Rupee Dollar Exchange Rate 

YE•<:u- Rate 
-----

1965 4.7600 
197() 5.9524 
1975 7.0166 
1976 8.4266 
1978 15.6067 
1 s-·so 18.0000 
i982 21.32000 
1984 26.2800 
1986 28.5200 
1988 33.0325 
1 •=f9(1 40.5400 

Sources: Central Bank of Sri Lanka 

Foreign Investment: 

The Government is also moving aggressively in the 

direction of transfering ownership and management of 

national enterprices to foreigners. In April 1990, a 

legislation was passed by the Parliament in this regard. 

The Act provides foreign investors costly privileges such as 

guarante~d rates of return on capital loan, guarantees and 

tariff exemption on imports of raw materials. A potential 

in~estor remitting a sum of $ 150~000 or its equivalent 1s 

issued a travel documents enabling him to travel freely to 

and from Sr-i Lanka. Further, the 100 percent tax on 

'transfer of shares involving foreign national has been 

'"'boll shed. In add1tion foreign investers are now permitted 

to hold tltajor· it y shares in selective joint ventures. 

194 



The Mid-Day Meal Programme: 

In the beginning of 1989 with a budgetary allocation of 

Rs.2 billion the Mid-Day Meal Programme was launched. It 

aims at providing one meal a day to all children enrolled 1n 

primary and secondary schools in the country. It seems that 

many are benefitted from the programme. The World Bank and 

the IMF are of the view that it is essential to r~place the 

programme by ·an island-wide nutritional programme. 

Currently, the Govern~ent is considering the suggestion. 

Until this island-wide nutritional programme is implemented 

the Government has been adivse not to spend more than 3.5 

per cent of the GNP on the Mid-Day Meal Programme and Jana 

S - 18 av1ya. 

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 severely affected all the section of the 

population. <Table 5.5). 

18. Atta (Colombo), Novembet- 24, 1990. 



Table 5.5 

Administered Prices of Basic 

Consumer Goods 

ITEM Unit 1977 1980 
Dec. Dec. 

Rice +or Food stuffs kg ~. 15 4.48 .L. 

Rice <Open Market) kg 3.70 6.72 

Flour 'kg 1.32 5 ~.7 . ..::......;, 
Bread kg 1 ...,...-, 

• .J.::. 4.52 

Kerocene Litre 0.76 3.34 

Electt-ici ty Units 0. 12 0.35 

Bus Fare journey 0.50 1.60 

Cocunuts each 1. 42 2.48 

Coconut oil bottle 4~58 8.38 

Mi 1 k: Powder kg 12.13 26.28 

Sugar <open market> kg 6.62 14.55 

1983 1986 
Dec. Dec. 

6.25 ' .-,..-. 
I • .L.i!. 

6.73 9.19 

6.82 7.90 

6.17 6.89 

6.58 6.58 

0.40 0.50 

2.50 2.50 

4.13 2.71 

20.80 10.06 

52.0 58.20 

13.00 14.50 

1989 
Dec. 

13.09 

19.67 

10.60 

8.89 

6.58 

0.55 

2.50 

4.50 

16.0 

99.0 

34.00 
------------------------------------~---------------------------

Source : The Central Bank of Sri Lanka. 

The Government 1s also moving aggressively in the 

direction of removing all existing price controls that 

remain under the Fair Trading Commission. In this system, 

if private businessmen intend to raise prices of basic 

commodities, they must submit to the COmffilSSl.OO 

justification ~or the price changes. The Commission then 

reviews the appropriateness of the proposed price change and 



give it opinion. The World Bank has adviced the Government 

to close the Commiss1on and let the prices are fixed by the 

market forces. 

Ocean and Air Freights: 

The Central Freight Bureaus used to allocated cargo to 

shipping lines ( favouring the state-owned Ceylon Shipping 

Corporation) ~nd regulate rates, Under the guidance of the 

World Bank these regulation were dismantled in 1989. Now 

traders can choose any shipping company (except for- a 

limited number of routes). ·As a result· competiti~, 

increased and the Sri Lanka Shipping Corporations lost the 

monopoly. Similarly, the Government also decided in mid-

1990 to liberalize air freight operation and terminate Air 

19 Lanka's monopoly . 

Fiscal and Monetary Policy: 

The aid donors of Sri Lanka often stress the need for 

sustained tight fiscal and monetary measures. For example 

prunning down of 1984 public expenditure was one of the IMF 

conditions in the year when the fund agreed to grant Sri 

Lanka the balance SDR 50 mn on the Standby Credit 

. - 20 Fac 1 l1 t y • Similarly, the World Bank at the 1984 meeting 

19. Atta, November 24, 1990. 

20. Sun, December 28, i 983. 



of the Aid Consortium stressed the need for reducing all 

public expenditure
21

. In 1985 IMF Managing Direct9r Jacques 

de Larosiere warned the Government to keep · budgetat-y 
--. ..... 

expenditure firmly under review~~. The World Bank was of 

the v1ew that reduction of public e~penditure from about 

per cent of GDP in 1987 to 29 per cent by 1990 is essential 

for the development. The World Bank has made some 
..... 'T 

t . . th" dL....> ~ugges 10n 1n lS regar . 

(i) Reducti,on of the s1ze of the ~~ark force 1n the centr-al 

Government. 

(ii) elimination of fertilizer and sugar subsidy; 

(iii)privatization of the Air Lanka by 1990; 

(ivl Privatization of the Sri Lanka Cement Corporation; and 

(v) suspension of all major investment in Mahaweli. 

As we have discussed elsewhere in this chapter, the 

·first two suggestion have been already implemented. 

Privatization of Sri Lanka Cement Corporation is under 

consideration and the Government has terminated the monopoly 

of Air Lanka in the island's civil aviation. The Jana Saviya 

Programme which initially put high pressure on the budget 

21. Ibid, June 23, 1984. 

22. Ibid, October 10, 1985. 

23. World B~nk, Report 1988. 



has been t-edisigned under the guidance of the World Bank: and 

the annual e>:pendi ture tor the Food Stamps Scheme and the 

Mid Day Meal Programme has a ceiling of 3.5 per cent of the 

GNP. 

The Jana Saviya Programme <JSP>: 

The Jana Saviya Pr-ogramme, an election prom1se of 

Pres1dent Premadasa~ 1s the centerpiece of the Government's 

ef-fort aimed at alleviating poverty in Sri Lanka. 

Initially, the programme aimed at transfering Rs.2500 per 

monthy to each household in poverty during a two year 

period. Right from the beginning the World Bank and the IMF 

were not happy with the programme as it p~ts high pressure 

on the budget. They advised the Government to redesign the 

JSP into a more production- or-iented and sustainable 

pro~ramme In fact, this was one of the conditions of aid 

donors 1984 
24

. The Government agreed to implement this 

condition. Soon after redesign was done according to the 

principles 25 and guidl i_nes set by the World Bank • Now the 

JSP opet- ates in a co:np l etel y novel form. The new programme 

consists of several components including credit lines to the 

technical assistance and an entrepreneurial 

24. Atta, Ma'7' 20, 1989. 

25. Rawaya (Colombo), November 18, 1990. 



development scheme. The marked feature of the new programme 

is the abol it ion of free allowance of Rs. 2500 pet- month. 

The Ethnic Conflict: 

A particular issue where donors have expressed concern 

lately is the present ethnic conflict. Virtually all donors 

of the Aid Gro~p have urged the Government to reach a 

negotiated solution to the conflict. For exampl~ a finance 

Ministry st~tement issued after the 1986 June meeting of the 

Consot-t i um stated that all delegati on of donor countries 

solution 

!;deep concer-n and an}:iety about the political 

26 to the ethnic problem • Before the 1987 meeting 

of the Consortium Finance Minister Ronnie de Mel said that 

future foreign aid from the ~id group wbuld depend largely 

on the ~overnment success in restoring peace 1n the 

' 27 
country . As expected th~ World Bank and IMF at the 

meeting have criticised Sri Lanka for ndt seeking an early 

end to the ethnic crisis28 • This was the period when aid 

agencies were questioning Sri Lanka's ability to ensure the 

per-sonal safety of their officials and experts when they 

visit the country. They were also questioning Sri Lanka's 

ability to protect such vast development programme scattered 

26. June 21, 1986. 

27. Indian Express <New Delhi), May 10, 1987. 

28. Ibid, June 23, 1987. 



through out the island. This pressure from the donors was 

stated to be one of the reasons behind the Governmen~·s 

decision to sign the Indo-Sri Lanka Agreement. Hoping that 

the agreement will bring the long-awaited peace the donor 

nation have pledged additional aid worth S 493 at a spec1al 

meeting of the Aid G~oup held in December 1987. After-

meeting Finance Minister Rannie de Mel'said: 

"We feel that suppor-t is both an endor-sement of 
the Peace Aoreement and of t.~e econrnni c pol1 c 1 es 

- '7 of the St-i Lanka Government .. ~ • 

the 

In the wake of the Peace Accord, Regan Administr-ation 

announced its r.eadiness to increase monetary aid to Sri 

Lanka to assist reconstr-uction efforts. The US Deputy 

Assistance secretary of state Robert Pech said that the upon 

successful implementation of the accord the US with other-

donors would consider the appropriation of additional 

for St-i Lanka30 • 

funds 

Contrar-y to the expectation of the aid donors~ the 

Indo-Sri Lanka Accord, which was described as the only way 

to pr-otect Sri Lankan unity and integrity, sover-eignty as 

also legitimate Tamil aspiration, miserably failed. Within 

weeks of signing the Accord the Indiah Peace keeping Force 

29. Telegraph (Calcutta), December 10, 1987. 

30. Patriot <New Delhi), August 8, 1987. 
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<IPKF> which arrived in Sri Lanka to ensure the surrender of 

arms and to enforce the military aspect of the Accord began 

a costly and bloody confli~t with the Liberation Tigers of 

Tamil Eelam <LTTE>• At the same time~ Sri Lankan army ~as 

ruthlesly cracking down the JVP activities in the southern 

Sri Lankan. The Amenesty International reported a number of 

human right violation and the aid donors began to express 

their deep concern ove~ the deteriorating state of the civil 

liberty. The Scandinavian aid donors were more particular 

about this situation and announced that they ~auld not make 

any commitments to new proj~cts. At the 1990 meeting of the 

Consortium h~ld in Paris on January 9 several donors have 

threatened to cut or review their aid programme to register 

their displeasure over the wide~pread viol~tion of human 

rights. Besides the Scandinavin donors who have already 

announced a cut in aid, the Netherlands and Canada have also 

stated that they would review the entire aid programme for 

31 the country • 

Sri Lanka told the aid group that it was working 

towards a resolution of the conflict and assured the 

Consortium that it will uphold its international obligation 
<~ 

with regard to ~uman rights~L. This assurance was followed 

31. Statesman <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. 

Thus, Sri Lanka Aid Consortium like other multilateral 

donor institutions, · emphasised on economic efficiency by 

bringing in the free market pr·inciple into management of Sri 

Lankan economy. By thus introducing the principle of free 

market economy into its aid dogma the Consortium left no 

scope for alternative development strategies in Sri Lanka. 

This, in the context of socio-economic conditions of poor 

countries, like Sri Lanka, worked td the large section of 

the population. 



Chapter- 6 

Conclusion: Vulne~ability of Recipient Nation~ 

Global economic interdependence and continued struggle 

to secure 1 arger share of scarce economic resour-ces have 

been a source of competition and conflict 1n international 

relation .. This has led to a systematic use of several 

economic instruments for securing national interest. Among 

these economic inst~uments foreign aid has been used by 

rich countries for centuries. 

The ma1n objective of foreign aid as officially 

decl .:u-ed by most donor countries is to promote economic and 

social development of less developed countries • However, 

. the actual picture is different. Our study reveals that 

foreign aid is used by donors as a means of securing their 

economic, politic~!, military and strategic interest besides 

humanitarian purpose. Because of this multipurpose nature of 

foreign aid, it has many different and crucial roles to play 

1n international relation. 

Aid donors, particular western donors wish to promote 

the system they themselves favour. In some case they make 

plai~~~ that greater aid will be forthcoming for countries 

~hich favour a free enterprise system rather than a 

socialist approach to development. Our study identifies a 



numbe~ of cases where foreign aid was conditioned on sue~ 

free market economic r-eforms in therecipient nations. The 

study also highlights· the fact that not only domestic. 

~conomic policy but also foreign poli~y of the recipient 

nation has been alter-ed or changed by the donors through aid 

mechanism. 

One way 1n which a donor can attempt to interfere 1n 

the policies of another is by promis~ng to provide or 

thr-eatening to withhold or review aid. If the recipient is 

not ready to accept some condition or to take certain 

actions favored by the donor, pressure can be exerted by 

threatening to cut aid or to withhold ai~. Another way in 

which donor can interfere with the policies of recipient 

country is the discrimination in the quantum of ~id between 

recipient countries, between sector or region or between 

different project within a country. No matter the way they 

use aid mechanism-to influence the policies of the recipient 

countries this interference is possible because of economic 

weakness of these recipient nations. T~e majority of these 

nations lack adequate financial resources for their social 

. political and economic development; they do not have enough 

food to feed their population; they lack sufficient trained 

people to run the development task~ A high proportion of 

developing cou.-.tries are heavily dependent upon a few 



commodities as a source of foreign exchange earn1ngs and 

their price, almost always, is determined by market forces 

outside their control. These market forces moreover are 1n 

the hands of the principal western donor nations. Because of 

this unfavorable economic features they are likeli to tu~n 

for help 

the· price 

wherever assistance is to be found no matter what 

may be. The result is the heavy dependence on 

aid. The greater the dependence on aid the greater the 

vulnerability to out side pressures. These countries, then 

experience some loss of independence in decision making, 

and sometimes compromise with their.sovereignty. 

Aid situation for Sri Lanka is not different from other 

poor. aid recipients in the third world. Like other poor 

countries, Sri Lanka is not able to generate sufficient 

financial resources for her development needs. 

the country lacks sufficient trained people to 

Similarly, 

run the 

development ta~k and enough food to feed her population •. 

The island economy largely depends upon the tea industry 

and its prices are determined far away in the London Tea 

Auction. 

In the economically weak and politically unstable Sri 

Lanka, aid donors have exerted different degree of 

i nf 1 uence through aid mechanism. Most donm-s have at tempted 

to do so thr-ough the Annual Paris meeting of the Aid 



Consor-tium. Others have done it more directly through 

countr-y j:Wogr-ammes and project negotiation. However, the 

donor- ~s efforts to influence the Government of Sir Lanka to 

change economic policies met with limited success before 

1977. This was specially noticed during the reg1mes of 

progressive Sir Lanka freedom Party which maintained ·a 

cordi a.l relations with both capitalist and soc(alist 

countries, thus increasing its bargaining capacity for aid. 

A _radical change came about in the rel~tions between 

the aid group and _the Sri Lanka Government after the change 

of regime in 1977. The economic policy of the pro 

United National Party Government was very much in line with 

the free market economic principles, the system which 

w~stern donors wish to promote and they themselves favour. 

As a result, western donors have responded very favourably 

to Sri Lankan needs for foreign aid, while the West Asian 

countries and socialist countries virtually disappeared from 

the aid scene. 

In many cases western aid was conditional upon pol~cy 

reforms. Since bilateral pressure on policy reforms would 

strain the friendly relationship between the donor and Sri 

Lanka most donors have favored co - ordination of policy 

dialogue through the World Bank or the Sri Lanka Aid 

Conscw t i um. For this t.ask the World Bank had the full est 
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corporation of the International Monetary Fund. This 

indicates the fact that the Bank and the Fund under the 

cover of their multilateral for 111a t eiTtet- ged as highly 

effective proxies for the western powers. 

This is contrary to the widely held notion that 

multilateral sources of aid are less tied to public policy 

in recipien~ countries. 

The study also reveals that aid donors have attempted 

to influence policies on the monetary and fiscal policies 

pricing policy, di~tribution policy, the structure of 

development expenditure, the s1ze of the budget deficit, the 

external value of the rupee, state ownership, the role of 

private sector, the use of administrative controls, pattern 

of development administration and variety of other policy 

oriented and ideological issues. In bringing these changes 

the donors have ignored the political and social ·conditions 

of the country. This worked to the dis- advantage of the 

large section of the population. 

The World Bank and the IMF have been the driving forces 

behind the appreciable rise in the prices of a number of 

public goods such as power, tele-communication, tr-ansport 

and· postal charges. This has severely affected all 

sections of the population, parti cul ar-1 y 

underprivileged section. The lower the 1ncome of 

.. ·_\!(;": 

the 

the 

those 



affected and the greater the dependence on social services 9 

the more devastating the effects of the price rise in public 

goods. Together with increase in price of public goads, the 

Gover-nment eliminated food subsidies. This led food prices 

rise much faster than those of other co~sumer goods. The 

effects of the pr1ce rise, were compounded when the World 

Bank and the IMF insisted on keeping wage and salary rises 

below the rate of inflation thus reducing real income. 

The contraction of the public sector, a condition 

imposed by the World Bank, has led to retrenchment measures 

and increase in unemployment. Further, the reduction of 

state. influence on the economy did not automatically lead to 

an increase in the private investment. Indeed, a cut back in 

state investment has led. to a reduction in overall economic 

activity because there is no entrepreneur class to create 

coherent - market economy structure. Similarly.,· the 

Government's attempt to privatise .state enterprises ran into 

difficulties not only because domestic private investors 

wet-e reluctant 

companies but 

expertise or 

to take on the risk of running 

also Sri Lanka do not possess the 

~~nagerial skills needed to run 

ailing 

capital 

private 

business successfully. Thus it appears only the state is in 

a position to carry out specific investment necessary for 

the development of the island economy and to provide an 



economic and social frame-Hark designed to coordinate 

agricultural and industrial production and distribution 

structures and to satisfy mass demand. In other words, gtven 

the weakness of the island private sector the state 

enterprise is a necessity to fulfill the produttion of goods 

and services to meet the basic requirements of the. people. 

The devaluation of the rupee and the abolition of 

controls on foreign trade are intended to set an export boom 

.in motion and bring in additional foreign exchange. These 

measures are also intended to make the economy more 

attractive to foreign investors. In ~ractice these goals 

were rarely achieved in Sri Lanka. Devaluation did· not 

bring the export boom as Sr-i Lanka's goods are not 

competitive in the international market 1n terms of 
I 

quality. Protectionism of the industrial countries and 
I 

competitive devaluation among the countries producing the 

same goods· were other reasons for the failure in the 

export front. The decontrolling of profit transfer brought 

together with devaluation has led to an outflow of. foreign 

exchange which was not adequately offset by direct foreign 

investment. While the expected effect of devaluation thus 

failed its negative effect largely appeared in the island 

economy. Devaluation has increased the debt set-vice 

payment; it committed Sir Lanka even more heavily to its 



tr-adi ti anal pat tern of exports; and it brought a higher· rate 

of inflation. 

In 1980s the World Bank and the IMF have strongly 

advocated Sri Lanka to follow deflation policies. This has 

based on their diagnosis of excessive home demand which had 

to be reduced. Implementation of these deflation policies 

(cut in public expenditu~e, restri~tion in money supply 

r-eduction of domestic credit etc.) has led to econolftic 

recession in the country. Many com~anies went bankrupt 

because they were hit by the iontraction of the domestic 

economy. 

_The World Bank has insisted on tre abolition of state 

intervention in .the agriculture sector. As we discussed 

earlier under the adjustment programme in the agricultural 

sector the Government has _increased .in producers prices and 

allowed private sector to procure grains and distribute 

fertilizer. However, the agricultural sector, the 

cornerstone of all developments, did not 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 in 

extending support to remove a number of obstacles preventing 

the rise in the agricultural production. These obstacles 

included inadequate rural infrastructure marketing structure 
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and lack of attractive incentives for small and marginal 

Admittedly, the Bank r-ecommendation to 1ncrease 

producer prices was a positive step but it was not adequate 

in the context of ever increasing pr1ces of agricultural 

inputs. 

Structural adjustment brought by the World Bank and the 

IMF with the strong backihg of the Sri Lanka Aid Consortium 

'caused a spiral of inflation ~hi~h affected the healthy 

growth of the economy. The reduction in the volume of 

domesti~ credit and the restrict money supply and budgetary 

policies advocated by them did not reduce inflation. In 

contrast the removal of subsidies price liberalisation and 

devaluation brought a higher rate of inflation. Hence, the 

donors' proclamation that the fight against inflation~, was 

the top priority in their package of measures, proved to be 

wrong. On the contrary, their adjustment programmes ended up 

leaving the rate of inflation as high as it was 1n the 

beginning. 

Thus the opportunity for the donor nation to impose 

their views on Sri Lanka was made all too clear when it 

became the accepted view that Sri Lanka simply could not 

manage her economy without the assurance that large 

amount of aid would be forthcoming. As we discussed earlier 

the influence of donor's is inevitably- much greater and the 

.~·\ •I •• ' ..::_ __ t •. ·_ 



leverage that can be exerted correspondingly more intense, 

when a country is considered to be unable to function 

without aid. For Sri Lanka, as for some of the other 

developing countries· reliance on outside assist~1ce is most 

likely to be a feature of in th~ development of the economy 

over many years. 

A high proportion of all aid recipients like Sri Lanka 

are now in a sufficient economic difficulties t·hat they tend 

to seek help wherever assistance is to be found and 

whatever the conditions are imposed. The 1ncreasing resort 

to foreign aid in such an adverse economic situation will 

lessen the bargaining strength of poor. This situation is 

not limited to small countries. The aid donors are exerting 

pressure to bring changes favorable to them even 1.n large 

nations like Soviet Union and India. 

If developing countries are not to remain at the 

perpetual mercy -of the domestic and external political 

compulsion of the aid donors. they will have to look within 

themselves to see if there is a more self - reliant path 

to development. This needs a redirection of development 

strategies. Unless a fundamental restructuring ·of the 

prevailing socio economic order can be carried 7 policy 

makers of these countries have to wait upon decisions in 

donor countries before they formulate their development 
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budget, announce an import-export policy and other various 

policy matters. However~ such a redirection of policy will 

not come easily· after decades of exposure to the influence 

of aid. The aid regime which has power, influence and depth 

in the society would like to ~erpetuate the system. Various 

people involved in the aid negotiation want to ~ontinue the 

dependence on aid for their persona~ benefits~ Any move to 

reduce the volume of aid _:will cut off their agency 

commission, ~ommission fees, scholarship foreigp tours etc. 

Leaders in the third world are well aware of these preble~~ 

just as they understand the strategic interest govet-nl ng 

aid donors. 

Foreign aid negotiations,therefore, offer. a concrete 

challenge to the political leaders and planners of the poor 

countries. This is a central problem conc.rning the 

developmental effect of aid, and a solutio~ to it has to be 

found not only at the level of the donors but also in· 

restructuring domestic political system towards more 

democratic and responsive direction. 
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Year Non-Mahatiel i 
project Aid 

Table 2 

Sulliry of Aid·Rtceipt 1985-1989 

Accelerat~ 

l'iahaweli 

(ln Rupees "illionl 

CO&iOdity Aid Food Aid Total Grand iuta~ 

---------~----------------------------------------------------------------------------------~-~----------
loans Grants loans Srar.ts loans Grants lo<tns Grants lo.;:,s 8r<tots 

1925 4449.3 20006.1 3i15. i 1428.4 i:lUl 902.2 b49.b 491.4 8833.9 4828.1 13oo2. t) 

l~Bb 5932.3 3079.7 2481.7 970.9 '943.5 5b9.3 869.7 494.4 1022-1.2 -5114.3 1534i.5 

' 
1987 7015.1 333i.2 919.0 b01.o 504.4 609.2 694.4 709.1 9132.9 5311.1 11444-i) 

1988 7822.5 4359.5 186!i'.B 158.1 9i4.9 1b49.5 1129.3 421.2 11736.5 65&8.3 18327.9 

~~P.O -1,iJI 7832.5 5550.8 2047.3 161.7 1023.4 1247.6 947.0 b4B.6 11£50.2 7608.7 19452.3.9 
-----------------------------------------------~-------------------------------·--:----------------:---------

Source : Ex terrtal Resources ~epar t1en t ~ Sri tint a. 
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Table 3 

flid Receipts by Sector and Calendar Vtar, 1980- 1989 

lin Killion U.S. Dollars! 

Sectur i980 1981 1982 i9B3 1984 1985 1986 1987 1988 1989 
---------------~---------------------~-----~---------------------------------------------------------------------·----

i. Aqricuibre,Forestry and Fishtries 
ri. Agriculture 
B. forestry 
C. Fishenes 

:D, Foua 
E. Dairy • Live5tocl Develcp~ent 

·F. Rural DevelupQent 
f. Irrigation ~ ~ater Manage~er.t 

4. Construction 

·s. ~ Transport t Storaqe 

B. Co~iunications 

7. Wholesale & Retail Trade 

B. Banking,[nsurance and Real Estate 

9. Ownership of o~elllngs 

lO.Public Adeinistration • Defence 

tLSenices 

12.Miscel!aneous Co1~oaities 

13.Balance of payeent Su~port 

i4.Technica1 Assistance 

!D5.24 
52.17 

91.37 174.11:. 202 .• 07 57~·.98 2o2.5i:' nuo F4.4o 228.0" 1&u.40 

3.44 

4.39 
c ,.,, 
.J.:.1' 

17.54 

1. 82 

17.5i 

0.07 

23.04 
0 17 

(1.98 
37.40 

.; t·i 
lo !JJ 

5.00 
23.71 

23.08 

1. &7 

15.48 

8.47 

0.35 0.21 

0.12 0.1 

0.01 

-·25.05 51.b1 

63.2o 83.14 

s. 74 9.0 

1. 08 

2.bb 
~·. 97 

1i.2Y 

9.74 

.-, ~ t: 
i.e!.J 

26.57 

C' r;.: 
..J ••• 

104.89 ...... 
"'./C 

0.92 
ll. 32 
31.83 

88. ~·s 12b. n 
2.28 

72.40 

13.46 
96.65 

2.71 
" . ~ i..J< 

41.&0 
i. ~4 

17.83 
69.3& 

7&.94 
'I' ,~ 1V, .... .J 

4.97 
48.60 
2.45 

l7. i8 
s~·. 23 

10~.b5 
'T " .),'t.; 

3.30 
47.52 
2.62 

18.54 
i4.40 

l36.l'i 
4.05 
2.0: 

48. 7?. 
i. 71 

lb.G: 
19.55 

6.31 16.5~ 15.31 2B.6t 35.52 ~5.91 

2.97 18.56 33.02 47.28 31.B7 4e.4~ 

7.50 18.84 5.22 12.77 18.19 28.!Y.J 

0.02 2.50 2.Bb 2.63 

0 ~ .• . .:., 0.28 2.19 0.13 0.34 

0.12 1.21 

19.08 27.89 o.27 30.50 35.63 48.35 41.50 

54.50 56.00 44.i6 36.29 45.98 

i0b.73 
2. i l 
.).41 

34.33 
2.84 
18.6~ 

12.46 

27.16 

21.26 

2.91 

i3.49 

7.79 1.80 1i.6G 15.35 13.56 21.24 24.3~ 22.12 43.17 44.37 

·326.02 3bv.40 40&.00 4o2.40 536.29 501.37 546.94 489.uc S74.o¥ 535.85 

Saurc~ : E1ternal Resources Departaent, Sri lanka. 



Table 4 

Aid Receipts Kahaweli Developeent Prograeee 1980-89 

tin llillion U.S. Dollirsl 

Sec tor 1980 1981 1982 1983 1984 1985 1986 1987 19&8 19&9 
----------------------------------------------------------------------------------------------------------------------
A. Agriculture ' tt. Forestry tB.70 7 "' .vi 1o.29 36.94 3l.So 7U-.i 45.41 31.98 31.35 36.78 

B. F'Oioief Sector o8.5o 46.82 b9.bi bi.oo 66.85 44.44 43.91 42.5& 31.b5 27.50 

•· Irrigation 43.b5 bl.t2 7c.C9 40.5() 3!.09 ·0.3S 1.i15 ... 
r. Rural flevel oplieot 0. 74. U.24 0.04 0.11 ..... 1":' 6.99 1·.43 2.57 0.2i c ~ . u. L.l.> ..J.J.J 

E. Techr.icai Assi st.wce l. BO 0.42 0. 3(1 1. 04 O.i5 (;.36 0.07 (/.01 () ,, 
,,J,) 

---------------------------------------------------------------------------~-------~~----------------------------------

Total IKaha~el{ Progra~iel BB.OO 56.b7 130.01 160;63 177.b7 166.75 123.2 78.20 63.60 bO.Bl 
-----------~------------------------------------------~----------------------------------------------------------------

Anr.ual Average Exchange Hate 
S.L. Rs.IU.S. $ 16.5344 19.3513 20.BO 23.03 25.5 27.25 28.05 29.5354 31.8866 3c.3i5o 

------------------------------------------------------------------------------------------------------------~----------

Source : Oepart1ent of External Resources, Sri lanka. 
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Table 5 

Extern•! Debt Ouhhndingby type of donors 1980-89 IU.S. $ lhllionl , 

. . 

----------------------------------------------------------------------------------------------------------------------
i98(i i98i 1982 1983 1~84 1985 1986 1987 1988 1989 

--------------------------------------------------------------------------------------------------------~-------------
~.·loan~ frofi Bil~teral· Donors 

Disbursed 
undisbursed 

889.7 960.7 1007;0 1111.8 1154.6 1471.4 1874.8 2266.2 2393.0 2442.5 
b50.3 752.6 883.4 598.6 568.9 494.5 562.3 715.8 814.9 60b.4 

-------------~------------------------------------------------------------------------------~-------------------------

Total 1540.0 1713.3 1890.4 1710.4 1723.5 1965.9 2437.1 2982.0 .3207.9 3048.9 
----------~------~----~---------------------------------------~-------------------------------------------------------

B. Loa;.s fro~ ~u!tinationai Donors 

Disbursed 
Undisburst>d 

Ji8.6 370.6 435.8 ~~0.4 b52.3 
349.0 612.-s b53.9· 701.0 610.7 

772.8 897.5 1t•42:-s 1134.9 ·1245.2 
758.5 764.3 779~6. 1032.2 1021.7 

---------.-:----···.-~---------------------------------------------------------------------------------·~--....:----------------. 

Total bbi.t. 983.1 1089.7 W1.3 1263.0 i531.3 1681.7 1522.1 2147.1 2266.9 
-----------~-------------------------------------------------~---·----~--------------------~~-------------------------

Total A + B 

Disbursed 
Undisbursed 

1208.~ 1331.3 1552.3 1652.2 !806.9 2244.2 2772.3 3308.7 3527.9 366¥.7 
999.3 1365.1 i537.3 1299.6 1m·.b i253.o 13%.o 1495.4 1897.1 1628.1 

-------------------------------------------------------------------------------------------~--------------------------
Totat 

Total External Debt 

Disbursed 
Ufidisbursed 

iota!· 

Share ot Bilateral and Multi-

. ' 

2207.o 2696.4 2980.1 295i.S 2986.5 3497.2 4118.9 4&04.1 5373.0 5297.8 

1327.3 1625.9 1964.0 2322.8 2526.3 3029.4 3602.4 4163.6 4372.7 4367.5 
1031.0 1581.2 1734.0. 1442.4 1408.3 1414.4 1540.5 lb7b.& 1942.1 1754.6 

- 2358.3 3206.6 3698.0 3765.2 3934.6 4443.8 5142.9 5840.4 b314.3 6122.1 

Bilateral Do{jors in the hternal ~ebt · 94 
Share 

84 St 18 . ..,, 
10 7B BO 82 85 
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AppendiK - II 

Bilateral Aid Agree•ents (1985-89) 

------------------------------~----------------------------------------------------

Date 

Canada 

')·-· 
.. .t.. 3.85 
31. 5.85 

.-; 1. 85 "-• 
.-..-. 4.85 t..i... 

8. 4.85 
c 
..J. 

6 r.t:. 
.o..J 

c 12.86 ..... 
30. 12.86 
15. 2.87 

~14. 2.87 
'15. 6.87 
14. 12.87 
19. 8.87 

iO. 2.87 

1. 6.87 

26. 8.87 
23. 12.87 
23. 12. 87. 

21. 1 8' • I 

27~6.88 
15.3.88 
11. 7. 88 

1.3.5.88 
6.5.88 
14.3.8ii' 
7.9.89 
2. 7.89 

Al•GUn t 
F:s. i'i. 

178.8 
7C (; .;;..J. 

7 1 .j. 

; 0 l • 

1 . 5 
0.4 
0. j 

0. -, 
J 

... ~ 4 54 'I.) 1 • 

471.5 
' -,c i : I ..) • 

4 7. ; 
1 

i16.6 
76 . 

.., 
I 

'c: • .J. 3 
2.8 
4.3 

0.8 
4.3 
0.6 

1.9 

1426.4 
237.8 
151.3 
53. 1 

4.0 
2. 1 

44.6 
1. 9 

5.7 

' 
Terms 

T ;·, 
il\ RP GF' 

G 
.~ 

a 

G 
G 
r· 
IJ 

G 
1:; 
u· 

G 
G 
G 
G 
8 
G 
G 
b 
6 
6 

6 .. 
0 

G 

.~ 

0 

G 
G 
G 
G 
G 
G 
G 
G 
G 
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h.irpose 

Irrigation Rebabilitati~n 
Bee-keeping project 
Fin Fish Nutrition 
Coconut Information centre 
Debt Record~ng and Mgt. 
Supply and Demand for"Milk 
IRRC We~ning PraLtices project 
£st.of Marine 8 Aquatic Res.center 
lm~ort of comroadities 

- Do -
Canadian food ~id 

- Do -
Mahaveli Technical Assistance 
Agri. Extension Tr~ininq 
Est. of National Programme 
~ater supply arid sanitation 
Food Grain Iroprov~rnent 

Helminthiasis Control Project 
HeliDinthiasis Cont~ol Project 
Oil seeds Project 
£ducationai 
lti<portant 

"ar1ne & Aquatic 
Centre 

Mahat-~eli 

Quality 

Resour:ce 

Agri. Resources Project 
Iniand Fisheries 
Food aid 
Information services Project 
Phosphate Fertilizer Research 
For-est Project 
R e s e a r c h o i< R u r a 1 I n d • 
Research on Computer and The 



.. :-~ . 
~.1.89. 

Austr;;~.lia 

6.2.86 
. 9.12.88 
12.5.89 
23. 5. f:;£7· 

1.6.8'i 
11).7.89 
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.!L..\..1 
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.-. f 

~·o 

8.9 
.-; C' 
..: • ..J 
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14 • 7 5 
5 l.3.0 

10 . 75 

10 '" • I .J 

Notth-East Education Project 

Supply of 6000 M.T. of wheat 
Food Aid Gr;.nt 
k.:si lway Sleeper Manu. Project 
Small Activities Project 
Re~ahilitat1on t Reconstraction 
Pho~o Vo[tait Power Supply 
Food A1d 198'7'/90 

Mixed Credit 1985 
Do 

Ft-enct! Credit 
Do 

Ni heal a Gange. 
Project stage 

French Treasury __ 
French Private Bank 

Saffianalawe~a Project 
Do 
Do 

Telecommunication 
Saruanalawewa & Nilwalaganga 

Kotagala Teachers Tra.College 
Conservation Farming Pro. 
Rantafube Power Project 

Do 
Kandy Integrated Dev. 
Livestock Production 
Mah<sL~td i 
Goat Husbandry 
Study and Expert fund 
Agricultural Research 
Imparts of Commedities 
NAEA 
Railway Training Center 
Coast Conservation Pro. 
Promotion of livestock 
SLIDA 
Commodity Loan 



The Nt-ther 1 ar:tfs 

8.3.85 
8.3.B5· 
31.1.86 

25.2.87 
..... C' .. , .-.-; 
L.J.L. .. Ol 

9.10.87 
3.6.88 
3.6.88 
3.6.88 
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1988 
198~· 

Switzer Land 

.-•. -. "'Y "c 
LL • .J.O.J 

15.4·.87 
20.7.87 
27.11.87 

Denmark · 

5.3.86 
21· .. 8.87 
i8.1i.88 
27.10.89 

"262 .. 1 
54.0 

i85.3 
or· ""'T 
.• .L • I 

14 4. 1 
481.8 
137.4 
152.9 
305.8 
451.4 
156.0 
68.8 
76.5 

358.6 
143.4 

159.8 
10.9 
4.5 

11.5 
11.8 
11.8 

184.8 

~· u-.~. 1 
304.(i 
517. "T 
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G 
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Brid~e Rebabilition 
Technical Training 
Trair.ir,g 
NSB 
Water Suply Project 

Drought F:elief 
Food Asst. for flood 
F:elief 

Do 
Food Asst. for Drought 
relief 

Development Ass. for 1985 
Technical Ass. for North 
liiipJJrt of fertilizers 
Technical Ass. 
Project Ass. 
Ass •. for Ferti2ers 
Technical Ass. 
Relabilitation 

Do 
Financial As!>. 
Technical Ass. 
Various Projects 
Ass. for NGO's 
Impod of Commodities 
Technical Ass. 

Irri.Reh«bi. Pro. 
Li vestod: Dev. Pro. 

Do 
Remote S~nsing Pro. 
Railway Tel e. 

Do 

Coast Protection 
Water supply & Sanitation 

Do 
Coast Conservation and 



Finland 

14.12.84 
18.12.86 

i2.5 .. 88 
5.10.89 

Nor-wav 

27. < i 84 i . 
...... -. • 1 85 LLa i . 
r 12.86 .J. 

16. p 87 

27 < 89 . ~ 
• 7 12.89 1...j. 

6. 1 '":• ... 89 

Sweden 

15.6.84 

30.5.86 

30.5.86 
1. 6. 88 
5.10.89 
i. 6. 85 
17.8.89 

19.11.87 

Date 

11. 1. 85 

1 i. 1. 85 

20i.4 G 
331 .. 0 G 

Colombo Gener~l Hospital 

Dev. 

c .., 
.J, I 

. 403.8 
56.8. () 

280. c 
.J 

.304. 9 
i 7. ~ .J 

250. 5 
318. 9 
1: 'j < (\ ~~i . 
340.8 

7C ' ...:.-! .. ! 

129. • "t 

~'18. 4 
Ass. 

647.4 
19.0 

712.2 
616.7 

i 5. 16 
262.4 
115. 2 

586.7 

Ainount 

153.2 

137.8 

G 
b 
G 

G 
G 
G 
,-. 
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G 
G 
G 
G 

G 

G 

G 
G 
G 
G 
G 
G 
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L 
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G 

G 

3 5.0 

GP IR 

flood prutection 

Finnish Dev. r. - -
H':>~. 

Lo 

Country Progr~mme 
iJa 

NOR AD 
NOR AD 
Rehabilitation P~o. 
Norwegian Ass . 
Country pr·ograffiffie 

Do 
Reconstruction L R~~ab. 
Vocational Training 
F'r og r a 1T11lH:' 

Assistance Outside the 

Kotdia l e 

Dev. Ass. 
Consultancy Ass. 
Dev.Ass. 

Do 
Reco. & Reha. tn N-E 
Ass. for Various Project 

Do 

Commodity Loan 

Purpose 

Colombo water Treatment 
Pro. 

Matara · College of 
Education. 



i1.1.85 
..-,' .-, ,-,c 
L_l • .i-~O.J 

"...,. c r.c 
11 • ..J. c~• 

15. 7. 85 
15~7.85 
27.9.85 

.13.5.88 

13.5.88 
13.5.88 
27.i2.85 
27.12.85 

14.12.86 
23.4.86 

17. 1 2. 86 

217'. 1. 87 

27.2.87 
25.3.87 

25.3.87 

12.8.87 

12.8.87 
13.10.87 
3.10.87 
13.10.87 

SS .. o 

.. 
--. & .. 

.tt .. O 
--

·-' L. _.' • .....; 

-,.-; .-. --. 
-~· ,·.:. c 

268.:-

..-.c.-, i• 
'..J-4. .. .,. 

11G.u 

81.4 
, ' 
:. 0 

330.3 
; .-, .. -, ,-
l .i..O. C 

235.7 
2676. 

461.3 
182.6 

4i.5 
172. 5 

131.8 

212.3 

9.6 
30~t9.6 

429~ 7 
869.3 

G 

G 
G 
G 
G 
L 

L 
L 

G 

G 
,-: 
lJ 

G 
G 

G 
G 
G 
G 
L 

L 
G 

G 

G 

G 

G 
L 
L 

L 

20 

.-, .- .. 
:..o.) 

18 

20 
2(1 

18 

10 

1.0 
10 

i.O 

.., 
I 

1 .-.c 
..;;,..:..J 

. :-,c 
.:; • .L..J 

' :;c ..) .. ~-..J 

-3.25 

'' -,.c "-.! J 

-. 75 
2. 75 

Equipment to Tele. Centre 
Debt R~l1ef Grant for 
i «•por t 

Road Rehabilitation 
Matara College of Ecuation 
Cu1 tura.l Ass. 1985 
Food Production Grant 1985 
Yen Credit for import of 
comtTtodties. 

Colbmbo Telecommunication 
ColotTtbo Part Expansioan 
National youth Centre 
Establishment of a pharffia. 
Formulation centt~ 
Debt Relief Grant 
Medical Equipment' 
liiiproveuu~nt Project 

Sugar cane Research 
Grant for Sinhala 
Dictionary 

National Yo~th ~entre 
Pharmceutical Centre 
Food Production Grant 
Medical store 
Samanalawewa 
el~ctric project 

Import of Commodities 

Hydro 

Plant genetic Resourcee 
Centre 

Debt Relief Brant 
Institute of Fundamental 
Studies 

Purchase of 
Accessories. 
Plant Genetic 
Centre 

Drilling 

Resources 

Cultural Assistance 
Saffianalwewa Hydra Power 
Colombo Port Exp~nsion 
Yen Credit for l~port of 



14. 1 i. 87 129.5 G 

. i B. 1 ·. 88 251.6 G 
18. i. 88 329.0 r. 

0 

i 8. i. 88 678.7 G 
18. i. 8B 271.5 G 

20.5.88 710.7 L. 
15.7.88 2072.8 I 

'1-

15. 7.88 457.0 L 
21. 4. 88 228.0 G 
15.7.8 3041.6 L 
15.7.88 112.4 G 
t5. 7.88 4!7', 4 G 
1. 3. 88 448.3 G 
17.8.88 191.4 G 
17.8.88 C'-r c 

.J I • ..J G 
r. ..-. 11.88 1654.5 L ~L. 

22.11.88 1069.9 L 
1'):0:· 11.88 736.2 I ....... 1.. 

21.10.88 379.0 G 
2i. fO.BB 331.(l G 
9.12-88 702.0 G 
26. i. 89 13.6 G 

2E. 2. 89 46. 1 G 
17.4.89 107.2 -· G 
22.6.89 170.7 G 
22.60.89 284 .. 1 G 
22.6.89 205.6 G 

239.8 6 
24. 10.89 23.2 G 
24.8.89 517. 1 G 
15. 12.89 298.8 G 
15 .. 12. 8'7' 21.5 G 

The United States of America 

3t). 9. 85 

28.7 
110.9 

G 

G 
G 

20 
20 
20 

20 

20 
20 
18 
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10 
10 
iO 

10 

10 
10 , 
I 

COflW10d j tiE-S 

Rehabilitation of Fishery 
Harbours 

M~dical Research Institute 
Automobile Engineering 
Centre 

Ffiod Production Giant 
Grant for Purchase of 
Buses 

2. 75 Maha~eli 

2.75 ---Db 
.:.. 75 · .. Irrigation F:ehabilitation 

Un.iversity of Mot-atuwa 

2.75 Road Rehabilitation 
Anti-Malaria campaign 
Debt Reli~f Grant 

.... c 
~ • .._1 

"' c ,(. • . .J 

"""' 1: .:. • .J 

Medical Ressearch Institute 
Automobile Eng.Centre 
General Hospital -SJP 
Computer Training 
Trarismissian System 
Yen carn~odity Credit 
Model Village Imprcv~ment 
SW Broadcast~ng 
Food Production Grant 
Reconstruction of Victoria 
Bridge. 

Debt Relief Gr~nt 

Rural Dev~ Project 
Minipe Nagadeepa 
SW Broadcasting. II 
Kandy Water Supply 
IRDP - Gaillpba 
Debt Relief Grant 
Victoria Bridge 
tducation. 
Debt, Relief Grant 

Reforestation 
watershed Mgt. 

and 

PVO-Co-Financing Project 
Diversified Agri. Research 



31.1.86 
27. 3. 89 .. 
27.3.~9 
25.8.86 
21L 8. 86 
27.3.86 
25.8.86 
29.8.86 
25.8.86 
13.11.86 

7.7.87 
21.5.87 
26.8.87 
28.8.87 
28.8.87 
28.8.87 
28.8.87 
30.9.87 
28.8.87 
23.9.87 
23.9.87 
4.3.87 
4.3.87 
30.9.87 
28.4.87 
12.8.87 
3.12.87 
1987 
26.5.88 
26.5.88 
6.6.88 
6.6.88 
22.6.88 
22.6.88 
24.7.88 
21.7.88 
29.9.88 
14.9.88 
2.9.88 
10.6.88 
3(l3. 88 
1988 
20.1. 89 

13. 7 
713.7 
151. 9 

0.7 
0. 7 

31.7 
163. (i 
132. 1 

,..., li c 
L."t • .) 

226. 1· 
53.4 

197 .'5 
341.4 

91.2 
442.2 

0. 7 
0.7 

74.4 
46.0 
59.5 
68.3 

133.9 . / 

133.9 
.,-I :-, 
.)/,.!. 

20.8 
105.2 
31.7 
30. 1 

i44. 7 
208.3 
369.2 
182.0 

G 
L 
G 
G 
G 
G 
G 
G 
L 
L 
l 
L 
L 
G 
L 
G 
G 
G 
G 
l 
G 
l 
L 
L 
G 
L 
G 
G 
L 
L 
L 
G 

t.2. 0 __ G 
15.5 G 

133.0 L 
40.3 G 
19. 1 L 

140.0 G 
104.0 G 
320.0 G 

1. 6 G 
0.7 G 
1.0 b 

310.0 L 
527.8 L 
140.6 G 
98.7 G 
20.7 G 

101.6 6 

30 

30 
30 
30" 
30 
30 

20 

3{1 

~0 
3(1 
30 

30 

30 
30 
30 

30 

30 

10 

10 
10 
10 
1C) 

10 

10 

10 

10 
10 
10 

10 

2.0 

2.0+3.0 
ii .. • 

II 

II 

0.65 

2.0+3.0 

II 

II 

2.0+3.0 

10 2.0+3.0 
10 
10 

10 2.0+3.0 

10 2.0+3.0 

~ater supply~ sa~Jtation 

Purchase of wheat 
Food ItelirS 

Grant for flood Relief 
Water SupplV & Sanitation 
PVO Co Financing 
Irrigation System Mgt 
Aqricultural Planning 
Water sup~ly & sanitation 
Irrigation systems Mgt. 
Agri~~ltujal Planning 
I tlports of wheat 

Do 
Supply-Df Food 
Low inco~e Shelter 
Grant .for.buiitb victiii"rs 
N.E R~habilitation 
Dev. Studies L planning 
P.V.O. Co-financing Project 
Mahawali Agricultural 

Do 
Do 
Do 
Do 

Emergency Relief ~sst. 
Irrigation Systems Mgt 

Do 
' 

Com~unity Develop~ent 

laiport of wheat 
Do 
Do 

Food for Nutrition 
Dev. Studies 
PVO Co-financing 
Mahawali 

Do 
DO 
Do 

Private Sector 
Rehabilitation Ass. 
Agri. Marketing 

Do 
Property Analaysi~ Pro. 

30 10 2.0+3.0 Import of wheat 
30 10 Do 

Food for Nutrition 
Mahawali 
Dev. Studies and training 
Mahawali 



29. 38S' 128. ; G Private Sector 
46.3 G F·vo Co-financing 

330.5 G F:ehab i 1 ita ti on Ass. 
.3. 5. 89 32.8 G Water Supply 
24.5.89 0.85 G Flood rel1ef 
13.6.89 156.8 G Mahc;well 

5. 69, L 7 ··~ 10 2.0+3.0 Water Supply t S.:w1tdion .;,v 
' 

2.73 G - DO -
31 .. 7.89 17.55 G Flood F:elitd 
28.9.8S· (;.48 G Woillen ir. Deve i optur,t 
21.9.89 5. ..,. .-, 

G FCitTtily Planning } ... 
2. 96 G - Do -

29.8.89 0.741 G Legal Literacy· 
.1.40 G Imports of .wheat 
0.66 G Do 

i6.5.89 511.2 L 30 10 2.0+3.0 Do 
175.5 L Thriposa F'r o. 
640.0 L lliiport o-f wheat 

1989 26.3 G Drought rel i ef 

G = Grant 

l = Loan 

R.P. = F:epa.ycnent Period 

G.P. = Grace Period 

I • F:. = Interest Rate 

Source External Resources Department, Sri La~ka. 
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