BUDGET 2003: AN ECONOMIC PERSPECTIVE
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g e 1977, epengmie manggement of Sr LankaHasheen

gemerally based ‘on monetarist-type policies. theugh the
erhusis given 1o monetnram bas baen shahtly chanimg over the
past veurs, The mionelarst logie is centerad on the rate ef inlTitn,
I the monetasistworld, inflation becomes number onelememy and
piot unarmpienmaat. 1 is said that inflation e cansed by am Exeessive
incrense i the supply of money, Toreduce milation (o heallhy
levels, meney supply has o'he reduesd. Only when the prices ol
Jomestically produced zoods are competitive both al home mid
forcign mackels will wemiplovinent be checked rom ssing, To
reduse the Guumtity of moaey, mohetarists argoe. st thoal nverest
etes mist be tatsed. AL higher rates: it i Bolicved that peoduetive
Firms will use credit efficiently. Secondly, poverniment spending
mus b cut down or incother words budget deficit should be
reduced.

Darkingon this wlzelope sinoe late 1977 subseguent governments
have presented therr annual budect proposals 16 achieve the daul
ceonomiys ohjecoves: low inflation and higher economie growih
o employment. Frscal diseipline; government expendilure culs,
meaney supply growth tesgeting, market oriented micrest rates and
prices ofe, huve been the mantrm of the last two decades and maorked
rechanism, competition. privatisation. iberalsation of the balance
of payment-and other economic adtivitics, ete., were assumed 1o
do the mick n bringing ecananic prosponity to/the couniry. The
poverniment-s rolé in econcnue activities was gradually phazing
out giving way 10 the private sector. However, the reaility 5 that
the evonomy hies not been able 1o déliver cven the basle necessities
of hhie wa large portion of its poputation

The ehjechive ot this discussion s (o provide an altamanye vigw
1o the Budner 2003, focusirg on the politica] coomormy aspeel of
certam budgetary proposals of Budget 2003, When reading the
Budget 203 carctully, one would realise thul it enthils o lew
comradictions, (i pne hand the budaes banks mare o norke
mechanisr, privatisasion, competition or basically the monglaris)
prescription discussed abosve, On the othier hand it has recognisad
the fact that the menclans! logic bas Farled in the past By looking
at the following $tatements the satd inconsistenyy 15 easily
lerstond,

A starl has slesaly: been made in reducmg high
inerest rates, which rend to promete inflation.
Sirong econninics have low fntorest rales b their
hase ( Budget Sacech, 2003}

Al thaese measures-deplowcd rovenug, bul wetg
reveriheless iniplemented o reduce prces. We

el

are unhappy to see that resuliing benefits have
ot been passed down by the trading sectar 1o
the consamer ( Budget Speech, 2003).

Impormationy of petraledm products will e
opengd up lo international suppliers on
franchises. By doing (his, competilivn will
iteriwie i prices will be redoced [Hudas
Speach, T3

According 1o the first guotalion above, sovernment has [inully
secepted the et thay 1t 15 the igh rote of interest thut has coused
miTatien and not the increass o supply of money 4s giver in
mienstanst reasoning While the seeond guotation highlioghts the
fallure-of market mechanism ond eompetitian, the third indicates
the government s commitment on markel mechanism and
competition as the optimum condition

Dunng the past, inserest rale has been allowed 1o move upwards o
towards ity se-called markel determined mies: The ohjzetives of
high mrerastrate policy were 101 ) prothote efficient use of financial
resources by the productive sectors 2} efficient mobilisition of
financial resoarces by fmancial intermediaries and 35 low iefliton
through money market equilibrum, Monciary suthorities have
constantly checked money supply growith. However, the result has
haemn low sconomie srowth with high inflation du= tphish financial
eost, Therefore, shifting towards & low inferest mie enviromrment
probably & the st muthful step on the correct direction insntiored
in Budget 2003, Howewver, that alene may not he sufficicat,
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T segmment can be well supported by louking at sonie real world
ie==ation of the Sri Lankan economy. Figure one indicates the
S watss of (GDP and the manufacturing scetor over the past
"o decades. Both rates have moved i the same direction,
mdcsting U strong comrelation between them. Thal means. givel
e present bcononiic seonario, (o sehieve a higher coonomie
S=wih, o steady growih m the manufacturing dector is a nust,
When inlerest rate iS macker driven with consiraisls on Ty
sspply growth by the suthoritics, [rteres! rates becpming
sssssively Figh would be the most likely coonamic corsequence
due 1o shortbge of lquidity. High financinl cost tends 1o erode
prafimbility of productive enterprses anand competitiveness of
e products mothe market, disvoursging expansion and new
mvestment in the tector, On the other hand firns senerdally tend 1o
s additional eosts o consumers through bigher prices fuelling
milation.

We can lurther elaborate on this by looking at Tahles 1 and 2.
Table] indicates the dircetion of commercial banking loans, The
striking [cature in the tble is the steady decline in relative
signifieanoe of banking credit for indusiral purposes in particuly
from 1980 compared to the other two major cateporics. It js
discussed that indestrial sector and GDP growth are closely
corelated. But at the tivie when interest rte 15 high and market
determimed. banking loans going into the industrinl Sectar have
declined. Then the ex pansion in'this sector beconies weik ond as a
resalt OGP growih too becomes low. This may have been the man
eause forsiow economic growih of the Sri Lunkan ecenomy in the
past twe decades;

Banking instiutions are profit-secking snterprises and channel
financial resources basieally wareas from which they can miaxirmise
their profits walh the least amount of risk. Fram  their peint of
View. whether 4 particular sector is growth promoting s tetelly
irrelevant. Then will a low interesr site ervirorment promote
nmufacrunng sector growth and then econormic growth? Certainly,
thie cost of finance lor productive firms will be lower undera low
interest tite policy. Bul there s no guarantee that the murket
channcls financial resorces jo growth promoting sectoss such as
the manulacturing sector, in-suffcient sricents irrespectivie of
whether the rate of interest 1s high or low, Channcling of firancial
Tesourees s purely based om the predit motivs of mdividual francial
imstitnions The question is, e what ares we HOIND o pel a5 a
whiole from compelition, lineralisation. market determined fnreres
rales. e, without an efficient system to oversce that the earrsct
dose of finaneial resovrces ure constantly seleased to the sectors o
which the ecanontic growth 1s closely inked,

Table |
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Natet! Com-Credit for Commierciul Furposes, Ind-Credit for
Industeial Purposes, Con-Credit for Consumption Purposes.
source! Anounl Reports, CHSL,

The manulicturing sector forms the praduction besc of a country,
Table 2 indicates the size of the manufacturing segtor of Sr Lanka
frome | 970 Information shows that the manufacturing seetor hiss
Ferled to expand under procmarket conditions ot least (o its 1977
position. When the production base does not take of, goods and
services uve 1o be imported o bridge the pan between aggregate
demand and domestic supply. Consequently the demand for eredit
toamport sector mereases, Consumers oo need money in advance
i buy imports because the econammy dues not generate sufficient
imeome. And that is exacily what kas happened over the past two
decades in Sl Lanka, Banking eredit to very short-tlerm activitics
such ys buying and selling and consumption has improved ina hig
wiy whereas eredit to manutscturing upon which the ecomomic
orowih is heavily dependant has declined. In such o situation,
mereased poverey and inequality in the soeisty is unaveidible, Low:
GDF greewth mesns less income to peapleand thus poverty preva ls
Irn society. Cn the other kand, only o small segment of people cun
afford consumption eredit, They will buy the lion s share of the
GINE, increasing mequaliy. Inequality promotes sncial unrest and
violence-prone soeiety will be the final conseguance,

Table 2
Manufacturmg Sector s % of GDP

Periad Meanulaeturimg as % of GDP
[57) 15.7
T x|
1950 I3
145 4.7
194} [4.9
1995 |37
F90R |68
B3 L) |9
200H) L3

Source; CASL Annual Reports
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Maretarism firmly believes that government expenditure is & chief
source of inflation vig money supply growth. It vehemently
advocates povernment expenditure cuts popelarly known as hscal
prudence or discipling in g big way to control mflation, assuming
thet everything will be fne with 4 low rate of inflation. Hewever,
monétarism does not specily what type of povernmentexpenditun:
should beteduced te reach the ultimate ohiective: a smaller fiscal
défiein. To wronetarists, it matiers nothow it is boing done. This s
where the econemic trouble starts espacially in the case of
econotnies like Sri Lanka, For a developing nation like Sri Luanka,
the govemment has to play 3 key role, m purticular through s
capital expendilure, to last-forward the economy even though
mencturists do nol agree on this. Government capital expenditure
can be considered as one of the best means of incorme redistribulion
through virrious lypes of mega projects such as power generation,
rail roads, mass irensportation. highways, urigation, ete.. rather
than spending millions of rupees on vete-catching hundouts o
people, It is & fact that Sri Lanka possesses a highly politsised
sconomy, As a resull, povarnments e reluctont and/or find iz
difficult to cut dewn on government recurrent expendilures: Instend
1o narmow [iscal deficit governments: cut capital expenditure. This
is casily done because the ultimatum is a smaller fiscal debt, It
also goes hand-in-hand with monetarist ideolpgy: u small
govirmment and @ growing privale seetor in the cconomy.
Government capital expenditure is slashed and on the other side,
arterly dissatisfactory growth in the manulactuning sector largely
duc to high Anancial cost would have been & dotble Blow o ihe
sconamy. Conseguences are erystal clear: slow coonome grawih,
high inflation and unemployment, increased ineguitlity, and fmally
soeta] unrest.

This argument is supported by the exiting empirical infommation.
Figure 2. provides the behavioural patiern of capital expenditure
and oversll budget deficit 45 @ percentage of GDF over the past
swo decades, Based an the trend of both seties given in Figure 2, it
is evident that deficit cut has been possible at the cost of pavernment
capital expenditure, The Muctuations in budget deficit, even when
capilal expenditure was declining i general, indicates thal there
has mot heen a serious sllempt e slash recurrent expenditures.

Figine 2

Govsrnment Caphin] Expe e Bnd Crarall Budget Defrcil
% af G

ote! Cop Ex-Govemment (it Expenditues, BOF-Cheral | Budgd
Beficit, Souwree: CRIL Annul Reports
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Rudgel 2003 more o less hus taken tie sanve eapital expenditure
stance — less and |ess capiml expenditure; Howevaithe difference
i, it proposes to establish a number of funds wilh a view to finance
specific types of capital expenditure. They are the Human Resource
Endewmznt Fund, Read Fumd, & Fund for Tounism Developmerit,
Infrastroctoreand Corporate: Restructuring Fuad, the Rural
Ezanomy: Resrmcturmg Fund, ele. 10is propesad that money for
these fumds will be pererated throoeh indivect-type tfaxation, which
will be imposed on top of the existing tax kases. Generally, indlrect
taxes are passed onfo-the speicly (in most cases the full extent of
the twx) through mereased prices ol poods and seryvices: For
example, those who eperate motor vehicles on roads ate required
to pay. the proposed read tec In 8o Lanke. a smatlar number of
mmdividuals and ether commercinl establishiments own the balk of
meter vehicles, whick-sre rum on roads, Hut grven the nattine of
ingireet taxes: it will be passed onto the gemeral public who his
neither privale mntor vehicles nor proper service ol public
transportation, That means, ose who gre strunded ona daily busts
due 1o bk of pubdic transpert Tacilitics and/or due o the fuel thil
thew dn not coan privele vehicles, are ulthmatehy foroed Lo pav o
the rad maintenunce fund. Those who own vehicles will bi1icher
and hopefully will aave a better road nerwork for thear velicles 1o
ran on whili thpse whodo nethave vehicles will e poorer becise
they shoudder the road tax. Finally, income disparity widens, In,
[he same (e of redsoning, penerating money (o the other funds
will have rourhby the same eConomic consoqienoes,

The propossl of Y outh Corps entiils @ guestion mark, It is
proposed in the budeer o csthiish 1640 vocational training comers
in eight regions m the couniry to provide market oriented vocation!
raining for anemploved youth. The guestion is what is theuse of
existng techmicil colleses of which the prime ohjcotive more o
less is fhe same, [0, why does the budper propose 1o alfoedse on
grirmous amount of moncy W estiblish these now conters (v
provide vooationd| mainme under the Y outh Corp progrinime
whereas the same aspiritions may be achisved trougeh the existing
network of technical colleges, Perhaps new [unds may be reguingd
for cxpansion work 1o these technical culleges in ordes 1o provide
icamming facilitics for an increased number of unemploved vouth.
Thee problem associated with youth-corps-type progratines is, that
it is higily unlikely that the programme will be varried forwand in
fhe event ol neovernments) change (g Con Uidowa, Janasevivil,
Samiurdhl, ete., have disappéared with (he governmentul shanpe).
The money mvested in thess centerswill then be uiterly inellective
and frustration among vouth will increrse, o contrast o provide
fnuncial resources o develop the sxisting echnical cotleges o
provide unempleyed youth with & market erienred voeations]
truiming will be more rewsrding bevause it 18 almost cerzam that
the teehical colleges will condnue (o be in existence regardless
of the governmental chiangs unless some exiznordinary policy shili
rey take place in the fulure to close down all lechineal colleges in
thie aoumiTy.
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s mEkers often articubate on sustainable growth, |1 is cvident

SRE wathout sustainable policies, prowth simply may not be
sesmmahle. Ideally, for countrivs like Sri Lanka, government budget
C s e

Hhave been the prime mover that pushes the economy towards
susminable growth path with equity and justice for the socicty

»
-

semeever, I seems that the bodpet hae bécome a roscle-oiission-
e aperation by the governments in powerin poast-independent

Sri Lankp. The govermment in office may not have time or simply
docs not want to go beyond \hese rescue-mission-type policics.
The problem with such pulicies is that they promote a lp-g1died
ceononty, Then slow economic growth, widening ineorme dispaniy,
frustration ameng youth, violence-prone snciety are the unaveidabls
COLSCYUences, .

== f_:;}='-??-“:;:§fg§;s;§§§§”§%E_?f%;é.”."?
_ Cindsna Aluhe is Senior e lrer, D

1K
it O R e

e

Social Science Research Council

South Asia Regional Fellowship Program
their annual pestdoctoral fellowship competition.
The theme for 2003-4 is Migration.
responsibilities

tellowships (3-4 months) on topies related 1o this theme from scholars in any discipling of the soci

humanities, and other related disciplines.

The Socral Science Rescarch Council (SSRC), New York, is pleased to announce the second round of

Ihe primary intent of the fellowships is to enable successful applicants 1o tuke leave from leaching and other
10 write up completed research. Apslications proposing new research or seeking support for

ongoing ficld research will not be rejected but have much lower priority, Funding is ofered for short-term

Al sciences,

The South Asia Regional Fellowship Program seeks to strengthen the link berween teaching and research, hence,
the competition is open only to full time faculty members holding earned Ph.D s and presently teaching m un
aceredited college or university in Pakistan, India, Bungladesh, Nepal or 81 Lanka. Junior fellows will receive
up Lo %2200, semior fellows up 1o 83,000 as fellowship awards. As many as lwenty fellowships may be awarded

raeh year;

Foundation.

Please email queries (o surd@ssre.org. Application forms may be downloaded from hitp:/Awww.sare, org/
fellowships/southasia’ and cun be obtained from:

SSRC Fellowship Program
Attn: Suzie Beling
425713, Thimbirigasyayva Road, Colombo 3
Lele: S01339/504623/ 0777-336(53
Fax: 393363, E-mail: ssre-ssa@eurekalk

Deadline for receiving applications is 15" May 2003, This program is supported by a grant from the Ford
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