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ABSTRACT

This paper analvzes the nterplay of policy dilemma i the areas of Tood securily.
agricultural suhsidies, eneey consampuon, and he environment e the
“alacalization”™ process of S Lanka. It demansieates that the demestic agricolioral
and Famd seclor s imfcately interconnected with the global econooy and world
markel forces. While this paper gives a primary focus on domestic noe production
anmd whest impert policies, it further examines the environmental conseguences
and public heakih msues that are associated with the process of “plocalization™ as
part of globalization, This “glocalization” has led to a series of miended and
unintended externalities for Sri Lanka whose economic integration is irreversibly
linked ter agriculural and subsidy policies of other food exporting and producing
countries of Asia and the Upited Stales.

SREI LANKA IN THE GLOBAL ECONOMY

For millennia, 5ri Lanka has been an active partner in world rade. Doring the fime
span of over 400 years of Portuguese, Dutch, and Bratish colonialism which ended in
1948, the economy of Sri Lanka emerged into a distinct dual economy: the subsistence
domestic agriculture Tulfils most of the indigenous consumption needs while the
export-led plantation economy camed the needed Toreign exchange 1o import other
necessary consumer and capitd goods, Wil s staegic Jocagion, this island nation of
nearby 19 million people in the Indian Ocean, which now serves as a trade fransit port
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between Bast Asia and Western Europe, also enjoved comparative advantage in
international trade by maintaining the dual agricultural economy. At the time of
political independence from the British in 1948, more than 80 percent of Sri Lanka’s
GDP consisted of domestic rice grown extensively in the Diry Zone of the north and
northeast regions while the other crop production and the commercial plantation sector
of tea, rubber, and coconut is intensively limited 1o the Wel Zone of the southwest
quadeant of the island. In the ensuing decades, v is widely believed that the traditional
sector s inefficient and backward while the export sector is perceived as a4 moderm and
efficient operation that has forward and backward linkages o other industries and
services domestically and internationally. Thus, the commercial export-led agriculture
(e, estae seetor) s in favour among policymakers not only because it generares
forcign exchange, employs a significant porion of the work force, and contributes o
econonic growlh but 15 also an elitse form of apnculture (m association with Britsh
planters who prefer the mild climate in the mountminous areas of the southwest)
compared w smallholder rice and other indigenous crop production in the Drey Zone.

Creer the past 30 vears, the dominant development paradizm also advocated that
econamic growwth could be achieved by increasing the rate of growth of GNP and by
promoting cxport-led development strategies, With these stratesies, it is assumed that
the problems of development and modernization can be overcome by transforming
traclitional subsistence societies into modern economies. Among  development
economists, Walter Rostow (19600 proved this empirically by demenstrating the
stages of economic growth of the Western development path while Arthur Lewis
(1954 and [955) explored it by absorption of excessive tural labour supply into
modern economic activities in order o achieve a higher rate of growth, Other
gcononists, including Gustay Ranis and John Fei (1964), also viewed the concept of
rural labour surplus as an inherent problem of unemplovment and econamic growth,
Hagnar Murkse (1953) deseribed that the “vicious circles™ are an inhibited factor in
traditionally rigid societies like Sri Lanka and preseribed that they must be broken by
a “bag push™ from forcign investment and technology 1o achicve a higher level of
economic growih,

In the 19505 and 196ds, economic growth was defined by the rate of GNF, not by
the GNP per capita change. Tt was much later the vanant of per capita was captured as
an economic indicator. The notions of poverty and income distribution were not part
of this economie thinking at all. The Britton Woods Institutions (i.e., the World Bank
and the International Monetary Fund) for these years widely shared the economic
growth paradigm and advocated free market economics as a mechanism for economic
development, With the highly emphasized success of the East Asian countries, Sni
Lanka was then convinced to adopt such open market policies and to liberalize trade
and foreipgn exchange regimes in 1977, 86 Lanka was the first country 1o adopt such
policies among other SMRC {South Asian Association for Regional Cooperation)
countrics of Bangladesh, Tndia, Maldives Islands, Nepal, and Pakistan, It was a
marked departure from the previous policies of an inward-looking, sclf-sufficient,
stateled import substitution approach to development in the South Asian region.

During the 97077 period, the explicit goul of the socialist povernment was 1o
achieve ceonomic equity and social justice, The Land Reform Laws of 1972 enforced
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a ceiling on private rice land holding at 25 acres (14 hectares) and mixed holding at
50 acres (20 hectares) where rce-paddy and other crops were grown, As o result ol
this legistation, the Land Reform Commission acquired 560,000 acres. In the second
round of the land reform policy in 1973, the government nationalized all estates (tea,
rubber, and coconot) from large private companies and kept a maximom ownership at
aS-acre ceiling. From 1972 to 1975, more than 60 percent of perennial tree croplands
were transferred o public ownership. While the government owned and managed the
nationalized estates exclusively by two large public corporations (the Janatha Estales
Development Board, JEBD and the Sri Lanka Stae Plantation Corporation, SLSPC),
abowt 115000 acres of acquired lands (about 12 percent) were distributed in small
plots o about 330000 families who were landless or poor. The multi-purpese massive
Mahaveli River Development Program fsimilar 1o the Tennessee Valley Authorily,
TWAL 0 the United States) was then planned o gencrate electncily, to imgate padidy
lands, and e achicve sell-sulficiency in rice production. To protect local small
farmers, nee import restrictions were enforced. A dual foreign exchange system was
alse introduced o discourage import with an overvalued exchange rate and 1o
encourage export with an under-valoed foreign exchange rate. An aggressive
sovernment invelvernent i economic and trade affairs was the nom during this
period. The aunual GDP per capita during 1970-77 grew only by 2.4 percent compared
o 5.3 percent during the relatively open economic regime in 196370,

With the introduction of the 1977 open market policies and trade liberalization, it
was assumed that cconomic prowith would be accelerated and the level of
unemployment would be reduced The new cconomic policy was designed 1o develop
an entreprencurial ¢lass and (o revitalize the stagnated cconomy with a free market
economic engine and the private scclor imvolvement in economic aetivities in pricing,
Forcign trade, direct investment, and exchange rate regimes, With these policies, the
anmuial GDP growth rate increased up o six percent during 1978-80 and remained
closer 1o [ive percent until 1983, Since then, the annual average growth rawe calibrated
between five and six percent. With intemal shocks from the civil war e Northern
and Hastern provinces and other political conflicts with extremist groups in the
Southern provinces, the national defence expenditure grew while the MACTOeCONomic
imbalance emerged 10 reflect negatively in foreign exchange reserves, debt service.
and the balance of payment. Yet, it was expected that poverty would be alleviated, a
hetter income distribution would be fostered, and unemployment would be reduced
like nther East Asian countries. Though the liberalized economy was able to withstand
external and domestic shocks better than the previous regime, the intended policies
seemed 1o be biased in favour of the affluent class and foreign invesiment. The annual
average GDP growth still continued at 4.2 percent during the 198090 period and 5.4
percent during 1990-94, The growth rate remains around five percent during the 155H)-
9% period. This economic growth encompassed in the increase of industrial output
from 4.6 percent in 1980-90 to 7.5 percent in 1990-94 while the agricultural sector
declined from 2.2 percent in 198090 to 2.0 percent in 1990-94 i World Developmernt
Report, 1996: Table 11 on p. 208). Correspondingly, the domestic energy CONSUTIPLON
alsa shifted: the sources of electricity, for example, in terms of imported il
consumption of 113 percent in 1950 changed to 33 percent in 1997 in the industrial
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sector while the percentage of hydropower decreased [rom 88.7 percent in 1980 to 67
percent in 1997 1o accommodate the growing industrial outpur for export {World
Development Indicators, 2000k p. 148}

With this background, the paper highlights the interlocutory dynamics of deliberate
plobal policies of the World Bank and the IMF and unintended market forces of
multinational corporations that led to this powerful globalization process in Section 11,
section I provides an analysis of food security policies of Sri Lanka and the
influence of global market Forces and the policies of the West, especially by the United
States, Section IV examines the impact of agricultural subsidies and poverty
alleviation in Sri Lanka, The aricle concludes by advocating the mportance of well
functioning statecraft in the midst of the “slocalization™ process in Section V.

1L THREE PILLARS OF GLOBALIZATION

Sri Lanka’s open and industrial cconomic policies were infused by the irreversible
process of globalization. This globalization has been accelerating since carly 19805
due largely 1o three global processes:

. The World Bank and 1MF have consistently pushed for structural adjusiment
progranes to remove economic and trade bartiers among nations and to stabilize
the Inereasing free exchange of monetary flows for a global financial equilibrium
among countries in order o better facilitate world trade and capital transfers,

# The democratization of Eastern Buropean countries and the lormer Soviet
Republics has opened new economic opportunities for those new nations o
ergage in the global economy.

. The marriage between telephones and compulers gave rise o accelerage the
Infermation. Revolution and to share information freely within and among
sectors and countries around the world.

From the interplay of these primary global forces, the private sector (ie.,
multinational corporations, MNCs) and the civil society (1.e., the NGOs community}
ganed an unprecedented prominence over the state sector as the engine of economic
development and global information technology. The emereed role of povernments is
te facilitate the private sector development by reforming econvmic policies and
irading regimes such as NAFTA and the proposed SAFTA {South Asian Free Trade
Area) under SAARC, Sri Lanka has actively engaged in this process over the yvears and
il has been the pioneer in South Asia.

HL ANALYSIS OF FOOD SECURITY POLICIES AND THE ENVIRONMENT
In 50 Lanka, as it was in the past, the labow-intensive agriculiural sector is stll the
mast prominent sector in the cconomy. It emploved 48 percent of the labour force in
L9 (52 percent in 19800 and contributed 1o 24 percent 1o GDP in 1994 and 21
percent in 1998 (28 percent in 198(h." The decling in labour force and GDP does not
nicessarily sugpest o transter of rural surplus labour to the urban industrialized sector

Warld Development Separt (World Bank) and Hamae Develogiment Bepoer (UM Development
Programme ). Variews [ssees, 1900- 200K,
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with the introduction of the open market policies and the establishment of free frade
zones in Colombo and s vicmity, The urban population remained relatively
unchanged at 22 percent for several decades. This 15 a salient feature of Sri Lanka
compared 0 other Fast Asian economies. In the industrialized East Asia, the
composition of agriculiural and industdal sectoes 10 the GDP has changed rapidly as
the urban populaton increased (Mendis, 1995 Figure 3 on po 15) For over two
decades of industrialization push, 511 Lanka's eural population structurally remained a
the same rate as it was S0 yvears ago,

The lund use area in cropland has, however, increased from 10 percent in 1980 1o
20 percent in 19937 The distribution of cropland by the tree crops plantation sector of
tea, rubber, and coconul was 54 percent and the nonplantation sector, which primarily
includes rice-paddy cultivation. was 25 percent in [989-91, The plantation sector is
primarily espori-onented. Other crops such as suparcane, onion, potatoes, chilies, and
maize for which Sr1 Lanka is a net imporier was six percent while the minor tree crops
(ke cinnamon and cardamom) for export was |2 pereent. The other remaining crops
for domestic consumplion was four percent, Due o part to a series of Land Reforn
Legislation, St Lankan agriculture can be characterized as smallholding. There is no
lanel over 50 acres 20 hectare) owmed by o family, According to 1982 Agricultural
Census, about 94 percent of holdings were less than five acres and they occupied 73
percent of the wial paddy lands.® Other lands over 50 acres were oawned by the
government. The land ownership and property rights are stll major issues in
agriculture.! Under the accelerated Mabaveli River Development Program, the
sovernment has begun to distribute lands 1o farmers. By 1992, over 144,000 families
had been settled in 103 schemes under this Program. Every family was entitled to have
an irrigatable land for rice cultivation and highland for other crops (Gunatilleke,
19923, The government has also introduced schemes to lease out land o private
Farmoers and private entreprencurs,

As emphasized carlier, i1 must be reminded that Sri Lanka had a long-standing
policy in pursuing a rice self-sufliciency strategy, The consecutive post-colonial
sovernments have encouraged farmers to devote irrigated land for rice cultvation. In
ancient St Lanka, the rice cultivation was the model of indigenous development
where the Tank {reservoir for irdgation) and the Dagaba (Buddhist temple for moral
and spiritual development} were considered the other two pillars of human
development.® For many decades, the government provided land for landless farmers
uncer the 1935 Land Development Ordinance, Other legislation was later added to
govern the distribution of smallholdings to landless farmers. The Agrarian Act of
19749, which made it illegal for fanmers Lo grow other than rice in paddy land, was

et Developreeen Beport 1900, (World Bank, Table Y on po 20,
This 15 the mnst recent censes on agocultuee in S Lanka.

Wi estimated tha the sovermment owns about 52 penceot of all Lind aml aboul 45 pescent of the total
cropland in e couniry,

FPhe ancient imigation teehaalopy in 86 Lanka i well noted, To secognize this, the Intermational T gation
Managemen Institeee (100, a plobal institution as part of the Congaladive Grosp an International
Agriculnal Bescarch 1CGIAR ) headguariers in 510 Lanks,
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amended at the recommendation of the World Bank in 1991 in order to make it
competitive o use the land lor other profitable crops such as vegerables and fruits for
eaport sl domestic markets,

With these guided strategies, Sri Lanka has arrived at nearer sell-sufficiency in rice
and has imparted ooly about 10 percent of total domestic consumption. The prices of
imported rice at free irade import panty prices in the world marked, are pencrally lower
than the domestic prices ar wholesale and retail levels. It s, therefore, argued by the
Warld Bank that the rice self-sufficiency policy with import restrictions “henefits
paddy producers™ and “hurts rice consumers™ (5ri Larka Poverty Assessment, 1995 p,
4% The dominant Free trade theory of comparative advantage advocated by the World
Bank has 1aid the foundanon that the global market forces should be allowed
aperate 0 order 10 maximize the consumer welfare {not necessarily small producers).
One way 1o achieve this s o remove the “restrictions on rce mmports (which) end o
raise domestic prices of rce.” The Bank's 5 Lanka Poverry Assessment (1995 pp.
47480 report hence arpues that the effects of imporn protection are “quite damaging 1o
those among the poor who are not paddy producers”™ and “more poor households are
being “taxed” by the protection. Only abour 5 percent of poor households would be
negatively affected by a redoction of rice protection.” Under this proposed World
Bank free agricultural rrade regime, 1t 15 recommended that “all guantitative import
restrictions and the minimum wholesale price should be eliminated™ (p. 487, It furiher
recommends that “these reforms should be accompanicd by zovernment assistance to
rice producers to help them increase their productivity in rice production and 1o assis
them in diversifying into other crops and livestock products™ (p. 48). In fucilitating this
domestic cconomic alignment with global market forces, there seems o be potenial
negative impact directly an local producers and consumers and indircctly on the
environmment Irom Dwa fronts:

[y The domestic rice production, which has been subsidized by inputs such as seed,
irvigation, and fertilizer, 15 not efficient coough to compete with low cost
imported rice; therefore, it is advantageous for Soi Lanka o divert rice land into
other export crops. IF they were to increase the productivity of rice, farmers have
1o use more fertilizer, chemicals, high vielding varicties (HYVs), and other
inputs which are costly,

2y The government involvement in rice marketing (and impart as well) through the
Food Commissioners Depariment (FCD) and the Cooperative Wholesales
Establishment (CWE) prevent market forces to operate; Lherefore, these
importing and distributing institutions should be eliminated and allow private
companies [0 engage in these cconomic activitics.

While the privatization strategy may create 8 more ecanomic efficiency through
private competition than the government monopoly, the rice diversification stratepy
for value-added export crops may lead 1o a prester ecconomic, social, political,
environmental, and cultural fallout than the anocipated comparative economic gains.
Structurally, 5ri Lanka’s rural farming communities are still traditionally and
ecologically limked to rce lands and to the indigenous farming culture, The millennia-
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old, multi-faceted integrated mice sector 15 an environmentally-tested  sustainable
svalemn as 1t is the case for the ceniunes-old expori-led plantation sector which is
considered as the life-blood of the foreign exchange earner and the linkage 1o the
slobal cconomy. The exposure to imernational competition and privatizaton effort of
the plantation sector is a sensible strategy,

Ag far as the indigenons rice sector is concerned however, an operative framework
for market cconomics 1o work domesticully would enhance elficiency and
productivity, The element of subsidies 1o domestic agricullure and its interplay with
the intermational rice economy is further discussed below to address the policy
dilernma for Sri Lanka within the globalized and subsidized rice economy.

Along with rice, other food impor restrictions 0 guota have recently  been
climinated dor several jmportant food commaodites. 1ois recommended  that
quantitative impor restrictions in addition to rice should be eliminated Tor wheal (and
wheat flourd, sugar, and milk. The importabon of wheat and wheat flour is different
from rice because Sri Lanka does not produce wheat but o monopoliste peivate firm
rcalled PRIMA. located i the eastern coastal town of Trincomalee) processes
imported wheat into Oour which is distribomed by CWE. Unbike rice, the import of
wheat does not hurt domestic farmers directly. Bur any restrictions on wheat impaort
would increase demand for rice consumption and thus its prices. As a nel iimporter of
rice, however, the impact on the increase in rice price may not occur as long as the
restrictions on rice are removed or relazed as well as wheal, Since there prevails a
range of economic and political pressures derived from relatively low import prices of
rice at the world market level and the increasing domestic demand Tor wheat and other
Fooel commeocities, Sn Lanka has to deal wath a dilemma as to whether domestic rice
production should be protected (absolutely or selectively) or allow the free market
mechanism to find s way 0 order to take benefits from the comparative advantage
Foor the wellure of consurmers.

In the past, the consecutive povernments have explicitly been driven by achieving
the rice self-sufficiency objective with heavy public investment in the Mahaveli River
diversibicanon and irvigation schemes as well as new farmer colonization projects. The
Mahaveli River multipurpose program: also generates hydroelectric energy for rural
and urban sectors. Symbolically, Sri Lanka has exported shipments of rice to Last
Adriea and 1o other countries. It seems unwise for S Lanka to change the potential of
being a net exporter of rice in a foreseeable future. Recently, the Intemnational Rice
Research Institute (IRR1} in the Philippines introduced a newer HY'V of rice (o Turther
enhance the rice productivity in the southern part of the country,® Yet, Sri Lanka's food
security 15 closely linked to global markets and to the American PL 480 program for
wheat, Theretore, the pressure from the global market [orces 1o open up the domestic

e should be noted, however, that the Geeeen Revalutien was acoonmpanicd by nogative exiemalities o small
rice farmers with high wpat imtensiy ac higher poces and envimonmental degnufation and poblic lealth
concorng. Many farmer organisations are being encouraged o coltvide rice orgnically, Some evidence
supgests that nrganic rice cultividors could produce vield as same level a5 the nonsorganic faming with low
cost, Furthermaore, e TRRL Baborory ciperiments in the Philippines show thi rice productivity of BYY
ison decline o stagnated in fhe long ron, Therefore, a push for o second Green Bevolution shoold be
adbvinces] with caution given the snvironmental and public health ssuwes relaed e high inpot inensiy
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agricullural market scems o be inevitable. Bur, diverting rice land 1o other export
crops 1o benefit short-term comparative advantage (unlike industrial poods) may not
b the long-term solution to the food security situation in Sr Lanka,

Another World Bank report, Sei Lanka Non Plaweation Crop Secior Policy
Alternatives (1996; p. 1), concludes that:

Orverall, Sni Lanka currently shows no comparative advantage in production in
rice or OFC {Other Food Commodities) in cither major or minor, irrigated or
rainfed agriculture, Domestc production i much more costly than imports.
Obvicusly, with appropriate amendment in the incentive stucture for farmers
and improvement in productivity, this wall change. While not all rice production
is non-competitive with imports, o large amount 15

The main argument here indicates that laree subsidies o brigation and rice-paddy
weoraldd cost the taxpayers and the government in fransfer of funds to benelit rnce
farmers at the expense of consumers, Rice farmers are in lact, according the Bank's
anmalysis, “low-value crop™ producers and rice consumers have to pay 30 percent more
than warld market prices ol rice costing about $125 million per vear for the national
treasury, In sum, the Bank report concludes that the cost of supporting non
competitive domestic rce production is close o five percent of GNP therefore, the
removal of subsidies and the reduction in import of tarifl on rice and other OFCs
should be cstablished for a free market to operate in order to benefit consumers, not
rice producers, According o the World Bank’s Sef Lanka Nonplanation Crop Sector
Py Alternatives {1996:p. 1), this provides rice farmers:

The opportunity to phase inte production of higher valued export erops. With a
decling in rice prices. consumers will benefir, as will most small farmers because
they consumme more rice than they produoce.

This consumer-driven supply-side economics may achieve the desired policy poals
by the increase o rce import o meet the local demand ar low world market prices. Tn
Figure 1, Chart A illustrages this point that the global market price of rice at Pg which
is boower than the Sri Lanka’s domestic price at Ps in Chart B, With o lower price, the
quantity of domestic conswmption would inerease from Qs (o 2 by raising consumer
welfare, Al the same time, this would be a disincentive (o domesnc rice farmers and
the gquantity of domestic rice prosduction would decrease to the level ar Os3 from Qs,
Such a strategy of shifting of farming from “low-value ce”™ 1o “high-value expor
erops” would work under this linear economic theory, Yet, the anticipaled danger in
this policy prescription comes from two sides:

13 The already debior nation of Sri Lanka with anomcreasingly high debt service
ratio may run info foreign exchange difficulties if it continues to import while
abandoning small farmers. This also derails the potential benefit of the massive
public investment in irrigation infrastruetore dedicated o rice farming. On the
other hand, if domestic high prices of rice (at Ps in Chan 13, lor example) are w
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be maintained, it would serve as an incentive for farmers (o increase produclion
in the shor-run and 1o employ more people in the already surplus rural labour
market, In the long-run, as domestic rice production increases, the competitive
domestic markel emerges to benelil consumers as well,

21 The low price imported rice may discournge farmers, as anticipated, and Force
ther w Tind off-farm income avenues o sustain their roral livelihoods. Such
displacement may be costlier than subsidies (toward this end, some reflections
can he more useful as we nssociate with vouth unrest and simmering vielence in
rural arcas), It also raises the question: how and where will these poor farmers
lind competitive high-value crops? How long will that take? How long can they
maintuin that comparative advantage? And, are they ecologically sustainable in
= Lanka!

In a policy blue-print tiled Sei Lanka i the Year 20000 An Agencla for Action
(1996 p. 191, the World Bank strongly recommends o diversily those rice lands inta
“higher value-added crops, in particular fruits and vegetables.” To Facilitate this
scheme, it futher recommends an agricultural land market reform wherehy farmers
are piven properly rights so that they could buy and sell their lands inan open market,
Since the sovernment owns closer 1o 50 percent of agricultural lands, the transfer of
land o private ownership under the 1991 Agrarian Services Act would foster a fair
Jand market system and would unleash the individual entrepreneurship. The
underbying purpose of this scheme is, however, not to alleviate poverty among landless
and marginalized small farmers, but rather to facilitate for private companies and large
businesses to operate for export-led agriculiueal crops when the land markets emerge
from the complex and complicated land tenuse and ownership system. This will
especially be true o the Mahaveli resettlement arcas in the dry zone. Although the
individual property and market system of land ownership are hetter served for small
Farmers than the government ownership, there still exists the same guestions related to
the comparative advantage of these crops over rice cultivation which need w b
resolved. The validity of this policy recommendation may fade away if Sri Lanka
heging 1o import low priced fruits and vegetables from neighbouring Asian countries
whose povernment intervention in a form of subsidies and other incentives 15 e
favourable to their export-oriented agricultural sector. The earlier strategies for self-
sufficiency which were implemented in rice production with massive public
investment in irrigation networks and hydroelectric power plants by the World Bank
and other donor agencies may resonate the similar argument made here, Yel, the
changing nature of globalized market needs presents 5ri Lanka o policy challenge
ahead,

Cine may still ponder as to whether a small agricultural nation like 5 Lanka would
in absolute terms benefit from the agricultural globalization as opposed 1o the
comparative advantage shown in industrial and rechnological globalization. A policy
driven by glabal cconomics in agricultural crops compared 1o industrial goods seems
o be illusive, especially when $1i Lanka is closer o self-sufficiency in rice and
providing energy sources through the massive Mahaveli River project. More
importantly, when protectionist - policies und subsidized agriculture prevail
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exporting countrics with oligopolistic world agricoltural system (with subsidy, price
fixing, and other market manipulations}, how could Sri Lanka expect 1o benefit from
comparative advantage in the process of glebalization? Under the Uroguay Rounds
and GATT pegotiations, agriculiure has been widely debated with its complexities in
L5 agnculture and the Curope’s Common Agricultural Policy (CAP)Y with subsidics.
Yet, an aggressive shift from rice farming o higher value crops appeared 1o be an
attractive allernative based on neo-classical economics reasoning and logic bue such a
poticy option should be considered within a larger framework of national interest and
the nature of subsidies and protectionist apricultural policies of rice (and wheat) in
exporling countries. When and if those countries” rce producers are subsidized, the
markel prices at the world marker have already been distorted. The global rice market
price. shown in Charl A in Figure | for example, is not necessarily the free marke
price, aovarious form of subsidies and other indirect assistance |s provided w American
and Thai rice farmers for political and economic reasons. When Sri Lanka attempts to
formulate a domestic agricultural policy based purely on free market economics and
the world market rice prices which are inherently distoried, could the anticipated result
be bencficid to domestic small farmers as well as to consumers in S Lanka? In the
midst of rapud globalizanon, any sirategic changes relamed o the land-based
agriculural system, which is immobile relaiive o other forms of Indusinal economic
activitics and the factors of prodoction, should carefully be considered only if and
when the world market prices are completely free of any intervention and distortion in
i form of subsidies or other gquantitative and qualitative restrictions such as quota and
tariff,

Chart Ac Global Rice Market Clant Bi S Lanka Rice Make
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Figure 1. A Framework for the Rice Beonomy in Partial Equilibrum Analysis

With the reduction of domestic subsidies and increasing input prices, like ferilizer,
seeis, chermicals, and energy, the poor farmers could not afford ro sustain their farming
lvelihoods, A very important finding in the World Bank s Norplantarion Crop Secror
Policy Alternatives {1996] is thal sectoral outpul is stagnant in the rice sector hecause
farmers choose 1o work off-farm activities. The increasing inpul prces and imported
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rice and whear may be associated with this change.” The Bank report asserts that
farmers made a “choice™ to engage in outside activities. Yel, the government provides,
the report argues, extension services, free water, other inpur subsidies {seeds and
tertilizer}. and protect the rice sector from imports. Still fammers spend ane-third of their
tirne in off-agriculture. The question raised here is why? One argument suggests that
imported wheat and rice are cheaper than producing locally, This is related wthe global
food security problenmy where the US and the EL are involved with the agricultural
subsidy issue, The US and Japan frade war on rice, for example, raises the similar
questions thal Japan should open its rice market to American competition whereby
counterpoinis are made on the farm subsidies in the US agriculiore which reduce the
cost ol their exports o other countries. The net fond importing nabons, like Sri Lanka,
could not atford o compete with the subsidized Tamn commaodities at the dominan
world markel prices which are 0 fact subsidized, and, therefore, are lower than
domestic price. As highlighted arthe Ps price level in Chart I3 in Figore 1, the high cost
associated with inputs, Tarmers Tind it disincentive o engage in rice farming, More and
mare poorer small fummers could not afford 1o do so, Thelr production level would
decline o Os3 level, Relatively larger Furmers consolidute the lands which are more
ceonomically viahle than those individual small farmers 1o operate. Thus, il is o forced
“rhoice” for a growing number of farmers o find other income alternatives, Should a
policy continue 1o reserve this trend? O, economically unaifordable farms should be
neglected Tor the sake of illusive efficiency and competition? The low cost rice import
at the world market prices is a rational and economically sensible aliemative. Could it
be sustained when there exists 4 growing number of unemployed rural farmers whao
cold not even afford import with their off-farm income? Wilh the structural nature of
trace relations between 51 Lanka and the US and other global food exporters, it 15 a
policy dilemma for S Lanka. The forees of economic globalization, which are
accepted and 1mplemented without considering the national security needs at the
perceived benefits of global economics. have not thus far created a market environment
1o achieve the desired goal: to alleviate poverty and reduce unemployment,

IV, FOOD SUBSIDIES AND POVERTY ALLEVIATION STRATEGIES

The national food assistance programs, which are financed by domestic and external
sources, ure used as important means of alleviating poverty among the poor, During
the early years of the post independent 51 Lanka, the consecutive governments
maintained subsidies. After the trade liberalization, povernments took steps 1o reduce
the share of the national expenditure on subsidies 1o reduce hunger, malnutrition, and
poverty simulianeousty, A host of other safety nets in a form of the Fanasaviva Poverty
Alleviation Program, the Food Stamp Program for the Poor, the Mid-Day Meal
Program lor School Children, and other public assistance programs including the

"Thee wevermment restored the fertilizer subsidy which was removed i 1990, But this subsidy was apain
repliced e April 993 with o scheme which puts a ceiling on the bodgetasy cost and hmils s application
to o basae Fertilizers wrea, smmoniom solfie, munae of potash, and teiple super phosplisie, The cost of
inpart of Tertilizer o the natienal budpet varies wecording o world prices, Wit the decreasing govemment
menopely of fertilizer muport, there are mose than |5 registered private import companies in the feetiiieer
mmarket o 1% coensicdered o e nelatvely competitiec.
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assistance 1o displaced and refugee population in the civil conflict is a potion of
national budget. In 1992, the fiscal cost of such transfers consisted of abour two
percent of GDP* A reduction in all programs is recommended by the Warld Bank. The
1994 elected government attempted to improve the targeting of these programs o the
poor and consolidated the food stamp. mid-day meal, and the Janasaviya program into
amore efective program called Samurdhi or Prosperity.

Table L. Incidence of the Wheat Flour Subsidy in 1995

Richest (in income Deciles) R, i millien
With (richest) B3
Bih 722
ath Al
Tth SED
&ith 515
Ath 458
4l ARY
Jrd b
2rud 264
| st (poirest) 174

Source; World Bank, Sri Lasbka (0 the Year 2000 An Apenda for Activa, (19961, Report Mo, 15453, Jeint
Sri Lankan and World Bank Study, March 14, p. 35, This is based on the Howsehold Expenditare Survey
Census in S Lanka.

The public transter of money in a form of Samurdhi programs or agricultral
subsidies to the poor and rural farmers has two intonsic problems: targeting and
efficiency, While largeting demands an cffective administrative mechanism to deliver
them efficiently, the subsidies tend w distert the free market mechanism, Both are
evident in 56 Lanka. Under the Janasaviya Program, non-poor and politically-favoured
recipients have benefited (Mendis, 19923, The Samurdhi Program is targeted into about
1.2 million households {about 30 percent) compared to about 1.5 million bouseholds
who hiad received food stamps and mid-day meal coupons. The subsidies on wheat and
wheat flour as well as fentilizer seem Lo favour the rich who could afford them in the
apen market, The incident of the wheat flour subsidy demonstrates this pattern {Tahle ).

Within the South Asian region, Sri Lanka has the highest per capita expenditure on
tood subsidies in 985 (Table 7). Among other countries, 86 Lanka™s expenditure on
subsidies is relatively low, Egyvpt, as one of the largest recipients of international food aid
from the United States, has the highest per capita expenditure on subsidies. Mexico ranks
relatively high as well (Table 21, In terms of the share of the total government expenditure,
the cost of subsidies varies from one country to another (Table 3), Despite its budgetary
constraints, Sri Lanka has still maintained relatively high outlays of subsidy expenditure

*The safery nets and other transfer programs including wheat Gour and Tertilizer subsidics come o 5.5
pereent of G
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at L16 percent of GDP compared 1o s South Asian neighbours of India (0,56 percent).
Bangladesh (0.63 percent), and Pakistan (0,48 percent) in 1985 (Table 3.

Table 2. Government Expenditures on
Explicit Food Subsidies in Selected Conntries

Expenditure
Country Year Tinal USE mitlion  Per capita (L155)
T Bangladesh 1985 R 091
Braxil 955 123019 238
Colomlat 1982 241 (1L
gy |85 2U335) ik
Egypl? 14985 124080 A
Inilaa RS Hol. 24 192
Mexicn 149 I LI A0 1446
Muoracca 1985 TR 11.75
Pakistan 1983 14553 I.51
SRILANKA 19R5 6H .44 432
Lambia 1942 "m0 282

Motes:  Subsidics include both reeted and seneral subsidies, “Subsidies dscomntinued in 1982, "Using
official exchange rate. “Using free marker exchange rate.
Source: Cornia, A, G, Kichard Jelly, and 12 Stewarnt, eds., (19878 Advestmeend Wtk a Haan Foace, Yolumes

il 2, o0 foad: Clare ndos Press),

Table 3. Government Fxpenditures on
Explicit Food Subsidies as Percentage of Total Government
Expenditore and Gross Domestic Product (GINP)

Expendimre
Couniry Year % of Total Gow. Bxp. % of GDP
Bangladesh 1983 38 (h63
Brazil 1953 |65 (L1&
Colombia 1482 (hisd (LiH
Epvpl L1985 15,58 fr.6¢
Inelia |45 2.9 .36
hlexico R 2.549 .63
hdoreece 1985 7.9 233
Fakiztan 1985 4.11 (48
SR LAMEA 1955 P .16
Zambia 982 1.2l (44

Motes: Subsidics melude both targeted and peneral subsidies,
Source: Cornia, A G, Bichaed Jolly, and B Slewarl, eds, {19570, Adinstmens Wl a Heman Face, Volumes
Iand 2, (O Ford: Claresdon Press),
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With the policies associated with the Structural Adjustment Program of the World
Bank and the Macroeconomic Stabilization Program of the IMF, Sri Lanka as well as
other countrics attempt 1o reduce national resources devoted o social welfare, The
direet beneficiaries. who dre the poor and hungry, are impacted the most. A study by
Cdirisinghe {1987) al the Institute for Food Policy Research Institute (IFPRI) surveys
the reduction on the food subsidies scheme in Sri Lanka, It illustrates that elimination
ar reduction of subsidies has dircctly impacted more on the lowest percentile of
income earners, especially on the daily nutrient and calorie intake aspects among the
poor. Wihile the government policies are being pressured 1o realignment with the open
murket steatepies and globalization, the higher food prices have consequently affected
the poorer consumers, Comnia, Jolly, and Steward (19871 observed that Sni Lanka by
955 reduced s food subsidy expendiure 10 42 percent ftom the 1980 level. The
United Nations” Food and Agriculiural Organization (FAO) Reporl, Technican!
Backgrownd Docoments (Voo 30 1996: p. 303, prepared lor the 1996 World Food
Summmit, highlights the consequences of Structural Adjustment Programs:

Cuts in social expenditure and service have alfected the poor, who are the maost
dependent on public support, and cconomic adjustments have resulied in
merenses 0 unemployment and inoa decline in incomes for manys this is bad
news for the hungry, piven the close relationship between poverty and humger.

In 5ri Lanka, while the decline m subsidies on food commeodities directly impacts
the poor, there also exists no food shortage due to import liberalization policies, Yed,
higher open market prices hurt rural and urban consumers but help farmers 1o proscuee
more food in a free market mechanism, The cost of enerpy sources, both domestic
hydroclectric and imported oil, would however put higher prices on other agricultural
inputs and transportation cost. Crverall, if is expected that rural farmers are being
stressed out due 1o xconfluence of domestic and global Torces.

Y UGLOCALIZATION:” A POLICY DILEMMA FOR SR1 LANKA
The development issues and food security problems in Sl Lanka, however, are more
complex and complicated than they appeared 10 owtside observers. Sri Lanka
represents a mix of o first wave (agricultural}, second wave (industrialized), and third
wave {information) nation that is attempling to adapt into the rapidly changing glohal
economny. Policy-elites, who live on the virtal realities of “informutized” world,
worked with the industrialized framework of East Asia, yet the heneficiaries of these
policies are still living in the first wave of agriculiural rural society which is
structurally rigid for cultural and socio-ethnic reasons for centuries. The policy zap
between policy implementation and impacted assessment on recipients is enormous,
Income between rich and poor is alse widening, environmental degradation is rising
especially in urban centres, and political stalalization is costing both in financial and
human terms.

The rapid plobalization of world trade and open market policies is being paintully
interizced with local economy while creating a set of moral, human, social, and
ecological externalities. This interplay of global forces at local communities is called
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“glocalization,” not globalization. The introduction of liberalized trade policies of
1977 with corrective measures of poverty alleviaton programs — Janasaviva and
Samurthi — that followed to narrow the gap between the rich and the poor apparently
hove not taken elfect o validate the Kusnets U-curve (Kuznets, 1955, 1963, and
14661, The liberalized policies have in fact accelerated the economic growth and have
somewhat deterred the internal and external shocks from the ethnic war and the
vagaries of the internationa] coonomy. The paradox of policy alternatives prescribed
by the World Bank and other donor agencies is that the very objectives they seck o
maximize have seemingly been overshadowed by the expecied result of reducing
poverly and promating sustainable development at the Yglocalization” process, In
terms of food security and nutrition, the daaly per capita supply of calories remaing
mone or [ess the same Trom 2,266 calores i T9T0 o 20302 in [8T, The per capiata
lntake of protein changed only |16 percent during the 1970-97 period (Hunien
Lrevelopent Repor, 2000k p. 2387 The annual average commercial eneray use per
capita changed merely 0.9 percent frome 1980 w0 1997 (Wearld Development Indicators,
2008k Table 3.7 on p. 146),

Chverall, however, the expericnee suggests that free market coonomics could
sustain better development objective tor the majonity of people than the nationalistic
imward-looking policies pursued by the government pror o 1977, The Tand reforms,
the nationalization eflors of plantation sector, and the government idervenion in
market have also had detrimental impact on the poor even though the deological
arguments on the surface convinced policymakers in favour of the poor. The posi-
1977 policies were formulated with the shift of paradigm in development thinking
and the influence of economic growih strategies of the four Bast Asian Tigers of
Hong Kong, Singapore, South Korea, and Taiwan, Without a careful analysis of
hustorical linkages and unigue cultural framework of these Four Tigers and Baby
Tigers of Indonesia, Malaysia, Philippines, and Thailand, 5r Lankan policymakers
have indiscriminately replicated several sets of macrocconomic policy instruments
which fully integrated the local econcomy into the global trading system. The
liberalized economy has created new opporlunitics for some people but alienated
many, The process of globalization is not fully compatible with the structural
rigidities which are intrinsically interwoven with cultural, relipious, and traditional
values of the rural economy where more than 75 percent of the people live and work,
Any attempt to dizropt the rural socio-cultural infrastructure and the agro-ecological
farming system would be counterproductive and would displace many people und
their sustainable livebhoods, The expected social costs and ecological externalities
associated with drastic cconomic transtormation by policy intervention without a
battery of sensitivity analysis based on social and ccological accounting would he
dangerous. The rootl cavses of ethnic war in the North and East provinces as well as
youth uprisings in the Somth and elsewhere in the country may be associated with the
single-minded coconomic policy-drive without considering the impact on the poor and
the unemploved. The fragile’ ecological system on the island would also react o the
consequences of policy imperatives,

Sri Lanka has, for example, recently been singled out as having the world's highest
suicide rate among farmers (who take chemical, fertitizer, and pesticides as poison)
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due to o host of cconomic and soeial reasons. It s reported that the total number of
deaths by suicide is higher than the total number of human lives lost in the ethnic civil
war between the 1983-96 period which is roughly estimated to be more than 55,000
people. This does not imply that the process of glocalization 1s responsible directly Ffor
the suicidal rate, But, we should not exclude this externality in the economic analysis,
An analysis of sociological and psyvchological impact on the poor is an important
clement in ceonomics because of the way cconomic livelilioods of the poor and the
disadvantaged are closely related 1o public health, social, and environmental issues,
The impact an such 1ssues should, therefore, be fully integrated in economic analysis
and policy {ormulation. Therefore, public policy intended for an expected economic
prowth objective should not underscore the potential costs resulting from social unrest
anel ccological disasters as we witness among Tizers of East and Souheast Asia where
employee rights and human freedom are violated and environmental depradation has
miade urban living uninhabitable in population clusters of magor cities, especially
Seoul and Taipei, in East Asia

The lessons are becoming dearer for Sei Lanka to emulate the best of market
economics and statecraft like some other Asian Tiger economics (similar to that of
Singapore) did i order o maximize its nafional interest in a svstem of multi-ethnic
democratic povernance while preserving the cultural idemtity and minimizing negative
externalitics related o the environment, lubouor standard, social cost, and public health
issues, These linkages are becoming increasingly important in analytical framework of
neoclassical cconomic theory which drives the cult-like ceconomic growth objeclive as
a fashionable selution these days. Economic growth is indeed a key element of the
irreversible  globalization process which ransforms our individwal, family, and
community lives with “glocalization,” Yet, the deficiencies of cconomic theory must
be recognized by recurring negalive evidence of “glocalization™ and thus
complemented with an analysis of non-economic factors which are intricately
associated with the guality of life and human security ad the individual level. Most
often, the best things in economic lite come paradaxically with non-economic factors.
Descriptive and predictive failures in economic theory should, therelore, be improved
with o sensitivity analysis of evidence and impact assessment in policy analysis and
formulation. Market economics has shown that it does not itself take care of negative
externalities of economic srowth. A well functioning stateerafl is indeed cssential as
suidance for Sri Lunka as 10 was the case for Four Tigers of East Asia, especially Japan
and Singapore,
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