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FOREWORD 

In October 1979, the Administrator of the Agency for 
International Development initiated an Agency-wide ex-post 
evaluation system focusing on the impact of AID-funded projects. 
These impact evalua~iona are concentrated in particular substantive 
areas as determined by A.I.D.'s most senior executives. The 
evaluations are to be performed largely by Agency personnel and 
result in a series of studies which, by virtue of their 
comparability in scope, will ensure cumulative findings of use to 
the Agency and the larger development community. This study of the 
impact of A.I.D. Sri Lanka: The Impact of PL 480 Title I Food 
Assistance was conducted in February 1982 as part of this effort. A 
final evaluation report will summarize and analyze the results of 
all the studies in this sector, and relate them to program, policy 
and design requirements. 



SUMMARY 

Sri Lanka is noted as a leading proponent of the pursuit 
of an equitable growth strategy. One of the few remaining 
democratic states in Asia, this socially heterogeneous society 
has shifted political power across the spectrum of party poli- 
tics, but each government has reaffirmed the basic commitment 
to supply both social services and food subsidies to the popu- 
lation. It has done so with remarkable consistency and effec- 
tiveness. 

There is a long history of food support to the population, 
dating from the close of the colonial period. This system pro- 
vided subsidized, and sometimes free, rations of basic food- 
stuffs to various segments of the population, reaching a peak 
with free but limited distribution of these essentials to both 
the rich and poor. Increasing demands on the public treasury 
made continuation of this program untenable, and with the elec- 
tion of 1977 which brought in a more conservative government, a 
gradual shift took place leading to revision of the program. 
The food stamp scheme was introduced to provide purchasing 
power to the poor for a variety of staple foods (estimated at 
about half the population), generally through cooperative 
stores. This program was not indexed to inflation, and the 
purchasing power of the food stamps has eroded since 1979. 
Wheat flour, some of which is provided under the PL 480 Title I 
program, was eligible for purchase with food stamps. 

Although Title I has four objectives, the economic devel- 
opment objective is of primary relevance to AID. The other 
objectives are the furtherance of U.S. foreign policy inter- 
ests, the reduction of U.S. surplus agricultural commodities, 
and the expansion of U.S. commercial sales. Because it inter- 
acts with the recipient country's economy as a whole, as well 
as because of its varied objectives, an evaluation of the 
Title I program presents problems of methodology, scope, and 
analysis. The program in Sri Lanka was also constrained by 
time and data availability. 

The PL 480 Title I program has operated in Sri Lanka since 
1956. It has been of continuous support to the nation, with 
the exception of a short bfeak as a result of enforcement of 
the Hickenlooper amendment , and in total has provided some 
$277 million in food support. The bulk of these commodities 
has consisted of wheat flour and, following the completion of 
the Prima Flour Mill, of wheat. At various times, other com- 
modities were supplied, including relatively small amounts of 

* This amendment requires closure of foreign aid when U.S. 
property is expropriated without compensation. 



rice and maize. Wheat has become a fixture in the diet of some 
population groups in Sri Lanka. Wheat flour is a traditional 
part of the diet of the Tamil populations of the north and the 
tea estates, and is consumed more broadly in Sri Lanka as 
bread, which is used mostly as convenience food in both the 
urban and rural sectors because it requires no cooking, is 
easily transporta~le, and can be eaten with traditional curries. 

Rice, however, is clearly preferred to wheat by the 
majority of thb population. Bread is considered a supplement 
to, but not a substitute for, rice. It is not surprising, 
given this preference, that food stamps are primarily used to 
purchase rice rather than bread or flour. Wheat, therefore, 
does not directly reach the bulk of the rural poor, who are 
assisted through food stamps, although the urban poor consume 
wheat in the form of bread. Reaching the rural poor only 
indirectly is not necessarily inappropriate. Given the low 
(relative to rice) international cost of wheat, which has 
approximately the same nutritional value as rice, a large 
supply of wheat may free rice for broader consumption through 
substitution. This indirect effect would probably be a 
positive one for the poor. 

Overall, Title I was apparently policy neutral: it 
continued to provide commodities throughout the broad swings of 
Sri Lanka's domestic economic and political life and throughout 
swings in U.S. policy toward Sri Lanka. The evidence suggests 
that the supply of wheat or wheat flour caused no disincentive 
effects on the domestic production of rice, which markedly 
increased simultaneously with PL 480 imports as a result of 
both effective pricing policies and technological innovations. 
PL 480 may, however, be associated with a disincentive to the 
praduction of coarse grains which are relatively minor crops in 
Sri Lanka. 

Title I represents a significant and positive balance of 
payments resource, and the Sri Lankan government views the 
program basically in this light. It is highly regarded in the 
government, and is treated as a multi-year resource, even 
though it is programmed annually. Neither the United States 
nor Sri Lanka seems intent on PL 480's termination, although 
self-reliance (the ability to procure sufficient food through 
production and trade) is considered desirable. Sri Lanka woald 
benefit from multi-year Title I commitment, but only Title 111 
is supposed tc be long-term food aid. Although Title I11 
provides a multi-year commitment of food aid, thereby 
facilitating long-term planning, it also requires policy 
reform, and while the former is needed in Sri Lanka, the latter 
is not. An innovative arrangement that incorporates a multi- 
year commitment of food aid but does not require policy reform 



or involve the considerable administrative costs associated 
with Title I11 needs to be explored. 

The self-help measures included in Title I agreements have 
been virtually superfluous and also unquantifiable and non- 
addictive above basal efforts. Because Sri Lanka was generally 
pursuing sxnd rural development strategies independent of 
Title I, the PL 480 funds were relatively minor in relation to 
the government's total budgetary commitment to the rural sec- 
tor, and proceeds from the sale of Title I commodities are 
credited to the general government account and cannot be iden- 
tified. Because the rural policies of the government are basi- 
cally appropriate, no change in procedure is needed. 

Nutritional considerations have not entered directly into 
Sri Lankan food policy formulation. Several high risk nutri- 
tional groups can be identified, but such groups have not re- 
ceived compensatory benefits beyond what is available to the 
population in general through food programs. One group (tea 
estate workers) is excluded from food stamp benefits because 
their reported income makes them ineligible, even though it is 
clear that this group is more impoverished than rural non- 
estate households with lower reported incomes. 

On balance, the Title I program has probably made a posi- 
tive contribution to U.S./Sri Lankan relations. During periods 
when other assistance was suspended, Title I continuity was a 
positive influence on these relations. The program was mod- 
estly helpful in supporting the objective of relieving U.S. 
grain surpluses and opening U.S. commercial sale possibilities 
there, although the small size of Sri Lanka limited this im- 
pact. 



Preface 

PL 480-1 represents the largest AID program. In FY 1982, over 
$500 million was spent. The program provides concessionary 
financial assistance to 25 countries for the purchase of food grains 
and other agricultural commodities. In order to improve the 
development programming of the provided assistance, the 
Administrator, Mr. McPherson, has mandated PPC/E/S to conduct a 
series of country specific impact evaluation studies to learn the 
Agency's experience. 

Since the program assistance provided via PL 480-1 is generally 
not "projected" as in the case of a roads, irrigation, or 
agricultural services project, the evaluation methodology employed 
differed from the many other impact evaluation studies conducted to 
date. By virtue of the program's main economic focus, the 
evaluation has tended to center its attention on macro-economic 
issues such as the impact on balance of payments support, 
agricultural price policy and related incentives or disincentives to 
food production, and income distribution effects. In addition, 
where information was available, attention focused on the impact of 
the program on dietary patterns and nutrition and/or health status. 
Where specific self-help agreements are identified, the evaluation 
teams have reviewed the available evidence on target population 
impact. Finally where certain foreign policy objectives are 
attained via the use of this program, they are highlighted. 

This report on Sri Lanka represents the first in the series of 
completed country PL 480-1 studies. Three other studies will be 
available soon on Egypt, Peru, and Jamaica. It is envisioned that 
three additional country studies will complete the review with a 
synthesis paper to conclude the series in early 1983. The Office of 
Evaluation Dave Steinberg, The Sri Lanka Team Leader, for their 
diligence in preparing this report. We commend this report to you. 

Richard N. Blue 
Associate Assistant Administrator 
Office of Evaluation 
Bureau for Program and Policy 
Coordination 



INTRODUCTION - 

An impact evaluation, as defined by AID, primarily ex- 
plores what happens to the intended and unintended benefici- 
aries of AID-supported projects. A PL 480 Title I evaluation 
provides a challenge in meeting this objective. 

Title I commodity imports do not constitute a project in 
usual AID parlance: there is no carefully crafted paper relat- 
ing the project to a strategy and outlining in detail the 
nature of the implementation process. PL 480 is, instead, a 
program, and of ten one that has continued for many years. In 
the case of Sri Lanka, the program has been active since 1956. 
Furthermore, if one is to analyze the beneficiaries of ~ i t l e  I, 
then one must look to the society as a whole, both its govern- 
ment and its people. Its total economic performance, macro- 
economic and microeconomic, needs to be assessed. Although the 
opportunities for analysis are many and varied, the job is both 
complex and of major magnitude. 

These requirements cannot be fulfilled within the context 
of the usual AID impact evaluation format and timing. Thus, in 
both breadth and length this report is different from other 
evaluations in this series. If it seems overly concerned with 
the political culture of the island, its ethnic divisions, its 
trade patterns, and business communities, then the reasons lie 
in the nature of the PL 480 program as well as in the structure 
of food policy formulation and its political responsiveness in 
Sri Lanka. The report's length also reflects the need to in- 
clude discussion of aspects of the economic structure of the 
nation in a manner that few other impact evaluations may re- 
quire. 

This interdisciplinary evaluation team was composed of a 
macroeconomist; a nutritionist; two Sri Lankan specialists, one 
of whom came from the local AID Mission; two generalists; and 
an agricultural economist from the U.S. Department of Agricul- 
ture. With a team of this size, -the report cannot reflect the 
nuances of views of each of the team members, let alone their 
stylistic preferences. Nor can such a report always reflect in 
space allotted the importance each specialist assigns to hi!;?, or 
her discipline. It does, however, reflect a consensus, and all 
team members have had an opportunity to write relevant appen- 
dixes in which their views are expressed for their professional 
peers at such length as they deem appropriate, while the main 
text of the report is designed to provide an overview and is 
essentially for a broader audience. 



The team would like to thank the Government of Sri Lanka 
for allowing so many of its busy officials to meet with us and 
for making available the data that existed on these complex 
issues. Our meetings with these officials, which were frank 
and cordial, often gave the team insight into aspects of food 
policy in a manner that could not be obtained elsewhere. 

The opinions expressed in the report ana the appendixes are 
those of the team as a whole and its individual members 
respectively, and these conclusions should not be considered in 
any manner to reflect the officiai views of the United States 
Embassy or the AID Mission in Colombo, or any part of the 
United States Government. 

The team had the privilege of travelling around a large 
part of the nation, meeting with a number of farmers, 
officials, and other people from a variety of occupations, all 
of whom gave graciously of their time. Special thanks goes to 
the Food Commissioner's office for making available the 
services of Mr. Liyana Arachchi, who accompanied the team on 
its long field trip, and to the AID Mission for its support, 
and especially for allowing Mr. Tilak Samaranayake to become a 
member of the team. 



GLOSSARY 

Title I 

~ushdd 

Chena 

Dry zone 

Estate sector 

Flour 

GDP 

GNP 

IRRI 

Kilagram 

Maha - 

Measure 

Paddy 

PQLI 

Roti -- 

SLFP 

A U.S. foreign assistance loan program that 
provides commodities to a recipient govern- 
ment, which in turn sells these commoditie~. 
It differs from Title I1 which is a grant 
program of food assistance through private 
and voluntary organizations. 

45 pounds of paddy (unmilled rice) 

Dry land (unirrigated) cultivation; origi- 
nal?.~ chena referred to slash and burn cul- 
tivation, but the term is used more broadly 
today 

North and eastern regions of Sri Lanka re- 
ceiving less than 40 inches of rain per yeat 

Areas producing tea, rubber, and coconut 

Refers to wheat flour unless otherwise spe- 
cified 

Gross Domestic Product 

Gross National Product 

International Rice Research Institute 

2.2 pounds 

The major crop of the year, cultivated from 
November to March 

2 pounds 

Unmilled rice; also, the irrigated land on 
which paddy is grown 

Physical Quality of Life Index 

A South Asian flat wheat bread, usually un- 
leavened, largely consumed by Muslims and 
Tamils in Sri Lanka 

Sri Lanka Freedom Party 



Ton 

Wet zone 

2,200 pounds; refers to metric tons unless 
otherwise specified 

Southwest and mountainous regions receiving 
about 80 inches of rain per year 

UNP United National Party 

Yala - The second crop of the year; in the dry 
zone, it is dependent on irrigation, and in 
the wet zone, on residual moisture 

Exchange Rates: 

1967-1971: U.S-$l = Rs5.93 
1971: U.S-$l = RS5-95 
1972: U.S.$l = Rs6.49 . 
1973: r,.S.$l = Rs6.74 
1974: U-S-$l = Rs6-69 
1975: U.S.$l = Rs7.71 
1976: U.S.$l = Rs8.86 
1977: (10 $"mas. U.S.$l = Rs8.60) 

( 1 $2 mos. U.S.$l = Rs15.56) 
1978: U-Se$1 = Rs15.50 
1979: U.S.$l=Rs15.44 
1980: U,S.$l = Rs18.00 
1981: U.S.$l = Rs20.00 

Note: Until 1972, Sri Lanka was known as Ceylon. The terms 
are both used in the text depending on the context. 





I. SETTING 

Sri Lanka has demonstrated a remarkable record of consis- 
tent and profound concern for the equitable distribution of 
social services. This sensitivity to social issues is manifest 
within the context of a strong dedication to participatory 
democracy. However much political groupings may have disagreed 
on economic tactics, the essential commitment to equity has 
been constant. One of the few remaining democratic states in 
Asia, Sri Lanka has evolved a tradition of shifts between the 
two major party blocs at each balloting since its independence 
in 1948. The most recent and important shift in power took 
place in 1977. When the elections replaced the socialist 
Sri Lanka Freedom Party (SLFP) with the United National Party 
(UNP), the latter began an economic liberalization program to 
increase growth in an economy that had been virtually stagnant. 
The new government also maintained the commitment to equity, 
but under different budgetary ceilings. It succeeded, without 
political turmoil, in replacing universal free rice rations 
with food stamps for half the population, a testimony to the 
stability of Sri Lanka's political system. This was in marked 
contrast to other countries such as Egypt that attempted unsuc- 
cessfully to reduce consumer subsidies. 

Since 1977, the government has allowed consumer rice 
prices to reach world market levels and has raised the support 
price of paddy to farmers, turning it from a ceiling price to a 
floor guarantee. Government procurement dropped from a maximum 
of 65 percent of marketed rice in 1965 to about 10 percent in 
1980, leaving purchase of the remaining marketable surplus to 
the local entrepreneurs. 

The new government also promoted the private sector in 
other ways, allowing and indeed encouraging the growth of for- 
eign and domestic investment and banking. It has also sought 
to move toward more nontraditional exports and fostered new 
jobs by attracting foreign investment in the Greater Colombo 
Free Trade Zone. In the sphere of public investment, the gov- 
ernment accelerated the planning and construction of the long- 
anticipated Mahaweli irrigation and power project. It encour- 
aged short-term migration of labor to the Middle East; today 
there are approximately 100,000 Sri Lankans there who remit 
some $200 million annually. Other efforts to liberalize the 
economy include an expanded nationwide housing program and a 
removal of disincentives to the indigenous private sector. The 
exchange rate has been allowed to float within broad limits, 
and import policies have been radically liberalized. 

These new policies unleashed latent but powerful economic 
forces. The average annual growth rate from 1970 to 1977 was 
2.9 percent, but it increased to an average of 6.8 percent from 



1978 to 1980. Paddy production was 67 million bushels in 1974, 
dropped to a low of 55 million bushels after a drought in 1975, 
and climbed to about 100 million bushels in 1980. Yields rose 
from 41 bushels to 57 bushels per acre during that decade. 
With the increase in paddy production, and thus rice availabi- 
lity, per capita consumption of flour decreased. This not only 
reflected the fact that flour and bread prices were administra- 
tively increased relative to rice prices, but also that rice is 
preferred to breau. 

Not all sectors of the economy progressed, however. In 
contrast to food crops, the plantation economies of both tea 
and rubber, much of which had been nationalized by the previous 
government, continued to reflect the adverse effects of bureau- 
cratic mismanagement and disinvestment over many years. Poor 
performance in the plantation sector was exacerbated by a weak 
international market in those commodities lespecially in coconut 
products, Sri Lanka's other major export. Coupled with the 
petroleum price increases of 1978 and 1979, these factors pre- 
cipitated substantial increases in the cost of living, in- 
creases from which Sri Lanka had been sheltered before 1977 by 
subsidies and administered prices. The consumer price index 
climbed by 60 percent from 1977 to 1980. While real wages in 
the private sector rose by 68 percent from 1977 to 1980, they 
actually fell in the public sector. These influences affected 
various segments of the population differently. 

Sri Lanka is a small but socially segmented and complex 
nation of about 15 million people in which ethnicity, religion, 
regionalism, caste, class, and political affiliation crosscut 
the society in ways that are significant for both social and 
economic policies and national politics. While an ethnographic 
taxonomy of Sri Lanka is not warranted here, several of the 
more salient divisions are important to understanding political 
and economic power and food policy. 

The census recognizes nine communities. Most important 
are the low-country Sinhalese, about 42 percent of the popula- 
tion, who inhabit the coastal wet zone and the central dry 
zone. They are Buddhist, as are the Kandyan Sinhalese who 
number about 29 percent of the population and who reside in the 
wet uplands and dry zone. The Tamil commrinity, essentially 
Hindu although there are a minority of Catholics among them, 
are divided into the Ceylon Tamils and the Indian Tamils. The 
former, about 11 percent, inhabit the north and the east coast 
and have been resident in Ceylon for a millenium, while the 
latter, 10 percent, were brought by the British in the nine- 
teenth century as indentured laborers to provide the steady 
work required for the tea estates. Most Indian Tamils are not 
citizens and have no civil rights. The remainder of the popu- 
lation groupings reflects the peripatetic nature of the trading 
patterns of the Indian Ocean. Muslim Moors (7 percent) are 



descendants of the various grcups of Arab traders who plied 
these waters. Their co-religionists are a small number of 
Malays, largely located on the southeast coast. The remainder 
of the population is essentially Burghers and Eurasian, the 
descendants of the waves of Portuguese, Dutch, and English 
colonial officers, staff, merchants, and adventurers who set- 
tled on the island. 

Sri Lanka has managed its communal tensions more effec- 
tively than many nations with similar diversity, such as Burma, 
Malaysia, and Thailand, but not without significant communal 
strife. Buddhist populism-nationalism has been a growing poli- 
tical phenomenon in independent Ceylon and has been met with 
increasing ethnic nationalism on the part of other communities, 
and indeed separatism among z minority of Ceylon Tamils. 
Severe communal riots between Ceylon Tamils and Sinhalese oc- 
curred in 1958 and lesser conflicts have cropped up sporadi- 
cally since that time. The latest, in August 1981, generated a 
state of emergency that ended in January 1982. The political , 
enfranchisement of all the communities except the Indian Tamils 
in the estate areas has forced governments from the two major 
political blocks to intercede in communal conflicts, play a 
mediating role, and formulate development policies including 
those concerning the distribution of goods and services in a 
relatively equitable manner. 

Sri Lanka is unusual among developing nations because it 
has urbanized far less rapidly than most. More than 75 percent 
of the population still resides in rural areas, which has im- 
portant implications for food policies: rural-based social 
patterns and values continue to dominate the structure of 
social relations in Sri Lanka. 

Caste continues to be an important force in Sri Lankan 
life, but it is an area of less conflict than intercommunal 
relations. Castes are primary building blocks for grassroots 
political organizations and are significant in mobilizing elec- 
toral support, thus also affecting food policies. Ceylon's 
caste structure can be characterized as an inverted pyramid. 
The highest caste is also the largest--the traditional farmer 
caste. Caste and class do not closely correlate; some of the 
lower castes have achieved dramatically higher educational 
levels and amassed greater commercial wealth than the higher 
castes. It is still true, however, that no government of 
Sri Lanka has ever been led by a Tamil and that the farming 
caste dominates. 

These political elites that emerged from the colonial 
period continue to dominate Sri Lankan politics. Whether lean- 
ing toward the left or the right, they have made a concerted 
effort to maintain relatively high levels of budgetary re- 
sources for social services, including health and education, 



and adequate food consumption. The leadership did so based on 
a strong tradition that was influenced by Buddhist ethics. 
Universal primary education began in 1900, universal sufferage 
was introduced in 1931, a school feeding program was initiated 
by the 1930s, and the government began rationing some essential 
commodities, such as rice, during World War 11. The results 
were highly literacy, a declining death rate, increased life 
expectancy, and low infant mortality (estimated at 37/1,000 in 
1982). Sri Lanka's Physical Quality of Life Index (PQLI) was 
widely acclaimed in some circles. The Sri Lanka experiment has 
been sometimes described as an alternative development model in 
which equity predominates over growth. 

The switch to an income transfer program was accomplished 
through a food stamp scheme that allowed one-half the 
population, i.e., those with reported inccmes of less than 
Rs300 per month per household, to receive approximately Rs105 
per month (for a typical family of five) in food stamps. These 
could be used to purchase rice, flour (some of which was Title 
I), other grains, sugar, fish, and a few other selected 
commodities through designated outlets, predominantly 
cooperatives. It was an attempt, not without controversy, to 
delineate and subsidize only the poor. To keep overall 
budgetary expenditures constant, however, the value of stamps 
was not indexed to inflation, and later the rolls were closed 
to new recipients. The extent to which the food stamp program 
has succeeded, and PL 480's possible role in it, is outlined 
below. 

THE PROGRAM 

The history of Sri Lankan food and development policy has 
been turbulent. The nation has swung back and forth between 
statist administration of the economy and market supremacy, and 
sequentially from food subsidies for the lower income groups to 



food subsidies for all, to free rice for all including the 
rich, to subsidies, and finally to food stamps for the (puta- 
tive) poor. Sri Lanka has moved to the ends of the political 
spectrum in the span of thirty years. A leitmotif throughout 
this has been the PL 480 Title I program. i?L 480 commodities 
provided stability to Sri Lankan-U.S. relations when there was 
little other bilateral communication. Through the ups and 
downs of U.S.-Ceylonese relations, the ascendance and descen- 
dance of capitalism, the gains and losses in agricultural pro- 
duction, and a world fuel crisis, the PL 480 Title I program 
continued. Even when Ceylon became the first and only country 
subjected to the Hickenlooper Amendment (wi~ich called for the 
termination of American development projec~ aid for several 
years when a country expropriated U.S. property without compen- 
sation), the PL 480 commodities continued to arrive in the 
Colombo harbor except for a short break. While diplomacy, 
trade, and cafsh aid moved in complex counterpoint to the 
changes in Sri Lankan politics, the Title I program served as 
the harmonic continuo. 

This continuity was justified, for the purposes of PL 480 
Title I are not exclusively developmental, although development 
is the focus of AID'S particular responsibility. Other legis- 
lated objectives oE PL 480 are the support of U.S. foreign 
policy, the use of U.S. commodity surpluses, and the opening 
and development of commercial markets for U.S. products. To- 
gether with the development objectives, these constitute the 
four major legislative mandates of Title I. 

Since 1956, the United States has provided Sri Lanka with 
about $277 million in PL 480 grains (see Table I). Another $90 
million is anticipated over trie next five years, in addition to 
any supplementary assistance that may be programmed because of 
the current drought (March 1982). The vast bulk of these com- 
modities have consisted of wheat flour and later of wheat. 
With the completion of the prima Flour Mill in Trincomalee in 
1980, the largest mill of its type in the world, wheat imports 
must now be in grain form. In addition to wheat flour, small 
quantities of rice and maize have at one time also been in- 
cluded in the program. 

The PL 480 program has been impressive not only in its 
magnitude, but also in its relative importance to Sri Lanka and 
to the local AID program. PL 480 commodities represented i9.2 
percent in monetary terms of all foreign aid in 1980, and their 
value comprised 64.6 percent of all food aid in 1980; their 
average value has been about 47 percent. They have, thus, been 
of considerable importance to the Sri Lankan economy. 

The program has also been an important component of total 
U.S. aid. In 1980, the value of Title I commodities repre- 
sented 40.2 percent of the U.S. assistance effort, and 35.2 



Table 1. Public Law 480 Title I Commodity Shipments 
to Sri Lanka for Fiscal Years 1955-1981 

Wheat Wheat flour Corn Rice 
FY - 000 Mt 000s 000 Mt OOO$ 000 Mt 000$ 000 Mt OOO$ 

Total 

Source : FAS/EC/A. Hawthorne/4-22-82. 



percent in 1979. From 1971 to 1977 it was the only identified 
American support after the AID Mission was closed. It has not, 
therefore, been merely an appendage of the foreign assistance 
program, although it has been ignored by some parts of AID in 
Washington, if not by the Department of Agriculture. 

The development objectives of the Title I program, as 
opposed to those solely concerned with diplomatic relations and 
commodity disposal and sales promotion, fall within three basic 
categories: the effect of such su1:port on the balance of pay- 
ments, the effect of the commodities themselves on consumption 
and agricultural production, and the uses to which the rupees 
generated through the sale of these commodities have been put. 

Because of the nature of the objectives set forth in the PL 
480 legislation, the use of Title I by the Sri Lankan 
government, and the concerns expressed in the self-help 
measures, any evaluation must deal holistically with the Sri 
Lanka economic, social, diplomatic, and indeed political 
culture, for the Title I program has affected the nation's 
total developmental concerns and priorities. 

111. FINDINGS AND ANALYSIS 

A. Sri Lanka: Policv and Performance 

1. From Eauitv With Growth to Growth With Eauitv 

Sri Lanka presents a picture of either continuity or 
dramatic change in development programming depending upon one's 
vantage point -- a long history of progressive social welfare 
policy or a checkered record of abrupt economic policy shifts 
and reversals. Neither perspective is incorrect. The history 
of independent and pre-independence Ceylon encompasses a deeply 
held consensus on the social contract that defines the basic 
goals and responsibilities of the state and the individual, but 
with divisions about the appropriate means to fulfill that 
social contract. 

Long before either the development economists or the do- 
nors enunciated a policy stressing "basic human needs1' and "New 
Directions," (AID1s term), Sri Lanka's political elite had 
accepted the importance of universal access to education, 
health services, the ballot box, employment, and a minimum 
quantity of basic foods. Over more than 30 years of oscilla- 
tion between socialist-populist governments on the one hand, 
and free enterprise governments on the other, Sri Lanka pursued 
programs of investment in welfare and social overhead that kept 



the island nation far ahead of its economic peers in conven- 
tional measures of social development. By the late 1960s, when 
the Physical Quality of Life Index first attracted attention, 
Sri Lanka was noted as a nation whose social performance far 
exceeded the norm for countries with comparable per capita 
GNP. Literacy, life expectancy, and infant mortality measures 
in Sri Lanka were near Southern European levels at a time when 
per capita income was less than $150 per year. 

In more conventional measures of economic growth and de- 
velopment, Sri Lanka presented a far less rosy picture. Ceylon 
entered independence during a bull market for its traditional 
exports and caught the crest of the Korean war boom in high 
commodity prices within its first decade as a nation during the 
1950s. Changing world market conditions and the emergence of a 
semi-socialist brand of Ceylonese populism played havoc with 
the domestic economy over much of the 'second decade of indepen- 
dence. Welfare gains continued as the scope of government 
services was widened, but growth fluctuated with the London 
financial markets and the monsoons. Vacillating macroeconomic 
policies and excessive dependence on the traditional food and 
export crops made overall economic performance in the 1960s 
erratic at best. 

The third decade (the 1970s) of Sri Lankan independence 
was a uniqt~z sariod in which to study the interactions between 
growth and equity. In 1971, the electorate returned a govern- 
ment that had moved from agrarian populism to increasingly 
doctrinaire socialism. For six years the government's re- 
sources and policy initiatives were explicitly oriented towards 
redistribution, welfare, and equity within the framework of a 
command economy. The buoyancy of the 1950s and the erratic 
growth rates of the 1960s gave way to near economic stagnation 
in the first half of the 1970s with increasing bureaucratic 
interference. The socialist government moved towards public 
management of agro-industries and plantations and expanded the 
scope of the public industrial sector. Incentives for private 
investment were systematically eliminated in almost all sectors 
of the economy with the exception of small-holder food produc- 
tion, where the political power of the small farmers prevented 
the extension of socialist ownership. Although the government 
intervened massively in the procurement and marketing process, 
price incentives for rice production remained high. Overall, 
the economy grew at 2 to 3 percent annually. The extensive net 
of welfare and social service programs combined with a uni- 
versal rice subsidy program ensured that the actual standard of 
living of most Sri Lankans did not deteriorate seriously even 
during this long period of economic stagnation. 

Of the two themes in Sri Lankan development, equity seems 
to have been more dominant. A literate and universally enfran- 
chised electorate that participates in national and local elec- 



tions at rates far higher than in England or the United States 
prevents any government from reneging on its basic obligations 
under the Sri Lankan social contract. There is far less na- 
tional consensus on how economic growth and the free market are 
best reconciled with social equity, however, and it is not 
unlikely that the 1980s will witness some departures from the 
policies of the 1977 to 1982 period. 

Macroeconomic Performance Dtlrinq the 1970s 

In response to the near stagnation in Sri Lanka1s economy 
during much of the 1970s, the government initiated new policy 
reforms in November 1977 to improve the economy. The results 
of economic liberalization, especially in the early years of 
1978 to 1979, were remarkable. Gross Domestic Product (GDP) 
increased at an annual average rate of 4.0 percent per year 
during the decade of the 1970s. During the pre-liberalization 
period (1970-1977), however, the rate was 2.9 percent; during 
the latter period (1978-1980), it was 6.8 percent. 

Agriculture, accounting for about a quarter of GDP, grew 
at an average annual rate of 2.0 percent during the earlier 
years compared to 3.5 percent in the post-1977 years. Paddy 
production, in particular, has recorded substantial gains. As 
a result, the proportion of rice consumption accounted for by 
imports declined from an average of 33 percent in 1970-1977 to 
about 12 percent in 1978-1980. The strong performance of paddy 
production was matched by most subsidiary crops. This is in 
sharp contrast, however, to the poor performance of the tree 
crops (tea, rubber, and coconuts) from which a substantial pro- 
portion of the country's export earnings are derived. 

Among the more striking features of the recent period is 
the substantial rise in investment. Gross fixed capital forma- 
tion increased from an annual average of 15 percent during 
1970-1977 to an annual average of 26.3 percent during the 1978- 
1980 period, reflecting both the public and private sectors. 
Government capital expenditures rose primarily because of the 
Accelerated Mahaweli and the Housing and Urban Renewal pro- 
grams. 

The outstanding economic success recorded during the 1978- 
1980 period was not sustained in the latter part of 1980 when 
the economy began to develop serious financial problems. Bud- 
getary receipts as a percent of GDP declined from 26.2 in 1978, 
to 23.1 in 1979, to 18.9 in 1980. To some extent this decline 
was due to a reduction in export tax revenues, which in turn 
reflected a decrease in the tax burden on tea and coconuts; it 
was also due to lower export volumes resulting from drought. 



Expenditures have been larger than budgeted, however. The 
excess expenditures of 1980 over budget estimates was due pri- 
marily to government decisions associated with various subsidy 
and transfer programs, including a decision not to reduce the 
number of recipients of food and kerosene stamps, from 7.5 
million to 5 million as had been planned in the budget. A 
second factor was the large inadvertent buildup of food stocks 
by the Food Commissioner, which was due to the major increase 
in the price of flour in February 1980, thereby causing a re- 
duction in commercial sales. A third major cause was the unan- 
ticipated inflation-related increase in the budget. The main 
factor explaining the budget deficits in capital expenditures 
was the underestimation of costs of the two lead investment 
projects: the Mahaweli Development project and the Housing and 
Urban Development project. The government failed to scale down 
these programs sufficiently to match available resources. As a 
result of all of these factors, the overall budget deficit 
increased from 13.7 percent of GDP in 1978 to 21.1 percent in 
1980. 

To begin to reverse this precarious budgetary situation, 
the government revised the 1981 budget by reducing capital 
expenditures from 19 to 14 percent of GDP, thereby reducing the 
overall deficit from 21 percent in 1980 to 15 percent in 1981. 
To enforce this reduction, all ministries were instructed not 
to introduce new projects in 1981, 1982, and 1983 other than 
those already identified and included in the investment 
program. In addition, no supplementary budgetary demands (with 
a few exceptions) were allowed. 

Associated with budgetary problems, and complementary to 
them, has been a substantial acceleration of inflation during 
the latter years of the liberalization program. In 1977, con- 
sumer prices in Colombo increased by 1.2 percent over the pre- 
vious year; in 1978, the increase was 12.2 percent; in 1979, 
10.8 percent; and in 1980, 26.1 percent. Other measures (for 
example, the wholesale price index) recorded inflation in 1980 
at over 30 percent. A major element explaining its rapid in- 
crease appears to be the sharp rise in prices administered by 
the government, which in turn reflects the government's effort 
to eliminate food subsidies in 1980. Continued escalation of 
import prices and devaluations also have contributed to 
inflation. 

After four years of improvement, the balance of payments 
deteriorated sharply in 1980. This was due in large part to 
factors beyond Sri Lanka's control. Not only was there a seri- 
ous decline in the terms of trade, but also world inflation 
made imports more expensive. Exports as a proportion of GDP 
decreased from 30.9 percent in 1978 to 25.7 percent in 1980. 
Imports, on the other hand, increased from 36.6 percent of GDP 
in 1978 to 49.8 percent in 1980. 



Although the government took corrective steps in 1981 to 
reverse these adverse trends, they may need to be supplemented 
by continued assistance from donors. specifically, while the 
government may need to procure additional resources to increase 
both domestic and foreign receipts, and although the public 
investment program needs to be maintained within the bounds of 
available resources, donors--who played a major role in encour- 
aging both the economic liberalization program and the major 
public sector investments--need to share the burden of further 
adjustments. The extent to which PL 480 Title I has had a 
beneficial impact of the economy in the past, and its potential 
for the future, are explored below. 

3 .  The Political Economy of Food Policy 

Sri Lanka presents an alternative to the classic model of 
food price policy in developing countries, one that elsewhere 
involves a political balance heavily weighted in favor of urban 
wage earners, leading to negative terms of trade for the agri- 
cultural sector. Legitimized by an urban consensus or facing 
the potential of destabilizing political action from a potent 
urban population, other governments have traditionally moved 
towards increasing state intervention to control or subsidize 
urban consumer prices for key food items, financing the costs 
of price administration or subsidy either directly or indirect- 
ly from taxes on the rural sector. Low administered food 
prices for the consumer paired with low administered producer 
prices paid by government procurement monopolies are perhaps 
the most prevalent form of this "rural squeeze." The long-term 
production impacts of urban consumer-oriented food price poli- 
cies are usually negative. Governments pursuing this strategy 
find themselves going increasingly to the world market for food 
purchases to meet their political obligations in the cities as 
domestic food production stagnates or declines relative to pop- 
ulation growth. 

Sri Lankals policies are different because its political 
economy is fundamentally unlike that in most developing coun- 
tries. The paramount position of the electoral process is the 
central fact in Sri Lanka political and economic life. Univer- 
sal suffrage combined with unusally high voter turnout rates 
(now well over 80 percent) and high levels of political inter- 
est on the part of the electorate have produced a pattern of 
regular changes of government. ~ o ~ i t i c s  in Sri Lanka is also 
unusual in that it is strongly weighted towards the rural sec- 
tor. Both the colonial administrators of Ceylon and the indi- 
genous political elites in the years leading to independence 
shared a belief in the iilherent conservatism of the rural yeo- 
manry. The first constitution of Ceylon embodied electoral 
principles that sought to achieve protection of minority 



political inLerests through electoral boundary processes, a 
general predeliction of one-person-one-vote when possible, and 
"extra" parliamentary seats on the basis of geography, embody- 
ing the rural bias. At the national level, the net effect of 
the electoral weighting system has been to enhance the 
political power of the rural areas generally and the dry-zone 
farmers (the country's major paddy producers) in particular. 

If the rural voters were allied with either of the two 
major parties, their political potency would decline. In prac- 
tice, however, the rural voters have proven to be at least as 
independent as their urban counterparts. Only about one-fifth 
of the parliamentary seats in Sri Lanka are considered "safe," 
with the remaining 80 percent swinging fairly regularly among 
the major political blocs. The rural electorates have been at 
the center of this process and every election has been decided 
by the rural vote. 

In this unusual political setting, politicians are careful 
to pitch significant elements of their campaign rhetoric (and 
subsequent performance in office) towards the constituency upon 
whose support they will stand or fall. It is the Sri Lankan 
paddy farmer, not the Colombo civil servant or industrial trade 
union member, who calls the tune in Sri Lankan politics. In 
this setting, it is not surprising that agricultural policy has 
been more on center stage than in many countries. 

The starting point for the food and agriculture policy of 
any government of Sri Lanka is the farm family. Although 
Sri Lanka has experimented with a wide range of welfare and 
food subsidy programs, they have all taken cognizance of the 
political power of the farmer. Two features of the Sri Lankan 
experience stand out: all consumer-oriented food programs have 
preferentially benefited the rural population, and low consumer 
prices have not been financed primarily through low producer 
prices and highly negative terms of trade for the food grower. 

Figure 1 below looks at four production variables across 
the terms of the last two governments: six years of socialist 
rule under the SLFP and four years of ec~nomic liberalization 
under the UNP. Sri Lanka moved from universal food subsidies 
(l97l-l977), to focused food subsidies (1977-1979), to targeted 
food stamps (1980-present). The broad trends reflect generally 
high farmgate prices (highest in the socialist period when 
there were administered prices), as well as major institutional 
support from the government (extension of new varieties, sub- 
sidized inputs, and fertilizer) across the terms of office of 
both governments. 

Several relationships become evident: administered prices 
were not necessarily lower than market prices; the period of 
the greatest total food subsidy was also a high producer price 



period; reduced food subsidies and subsequent rationalization 
of the program into an income transfer (food stamp) scheme 
paralleled intensified institutional support to the production 
process (new seed varieties and fertilizer). 

None of these features conforms to the gereral development 
experience elsewhere, and all of them appear to reflect the 
strong rural bias in the political system. The niost dramatic 
demonstration of the power of the rural voter over food policy 
has come in the move to targeted subsidies and (later) t~ 
targeted food stamps. The elifibility rules for both were 
crafted to enable most of the rural population to qualify 
(legally, or otherwise), but largely to exclude the urban and 
estate sector population other than the desperately poor at the 
margins of society. The choice of a monthly income measure 
(Rs300 per monkh) permitted inclusion of the vast majority of 
small farmers, tenants, and agricultural laborers, while 
excluding unskilled industrial workers, most estate workers, 
unskilled government minor staff, and other salaried wcrkers. 

As the government of Sri Lanka looked toward 1983, the 
rural bias manifested itself in a number of ways: 

1. The government was preparing to implement a special 
"drought relief" food stamp program that would only 
operate in r~ral areas and would be a one-shot program 
rather than a continuous claim on the treasury. 

The government was looking at better ways to address 
nutrition issues through stamps (within the currently 
eligible group), but has to balance this concern with 
its poten-ial political impact, The stated government 
policy aim of shrinking the rolls from 7.5 million to 
5.0 million would remove benefits from an average of 
more than 15,000 residents per electorate, which is 
greater than the average electoral margin of the gov- 
erning party at the last election. The number of 
recipients was obviously of more political importance 
than the size of the transfer. 

3. As the government entered the final year before 
elections with dn unanticipated additional shortfall 
in total food grain availability, it was actively 
seeking emergency donor relief principally in the form 
of rice (the dominant rural food) rather than wheat 
(bread is predominantly an urban food), despite the 
higher cost of rice. The government felt it could not 
go to the polls with a shortdge of rice in the market 
place that would be most strongly felt by the rural 
voters, even though fiscal prudence wonld argue €or 
buying cheap wheat to cover the gap. 
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U.S. PL 480 Title I commodities could unintentionally (from 
the U.S. vantage point) play a role in the coming elections. 
If the Sri Lanka Government managed the PL 480 commodi- 
ties carefully, they would provide some consumer price protec- 
tion to the bread-eating urban population and wheat-eating 
Tamils, without exerting undue downward pressure on the 
producer prices paid for rice to farmers. If the present 
government were to overplay its intervention in the market with 
external food commodities, and lower producer prices, it would 
run the risk of harming the farmers, which could (and most 
assuredly would) be effectively exploited by the opposition. 

On balance, the rural bias in Sri Lankan politics has had 
quite positive impacts in terms of U.S. policy objectives and 
in tcrms of development more broadly construed: it has per- 
mitted production incentives to be preserved through a long 
period of innovative experimentation and development of social 
welfare policies. The power of the Sri Lankan farmer has 
ensured that the parameters of politics include equity 
considerations, whatever the government. The constitutional 
provisions giving the farmer dominance in electoral politics 
have not favored conservatism so much as they have provided a 
safeguard against excessive ideological zeal on the part of all 
parties . 
4. Food Production--Policy and Performance 

The food sector (as distinct from agriculture as a whole, 
which also encompasses the major tree export crops) has had 
high policy priority and budgetary support under both govern- 
ments over the past decade. Population growth during the 1950s 
and 1960s had begun to cause serious worry among the leadership 
over the question of meeting national food needs. Although 
Ceylon quite successfully went through the first generation of 
genetic rice upgrading (before IRRI) based upon an unusually 
strong indigenous plant breeding and research-extension capa- 
city, domestic paddy production needed both a technical and an 
economic stimulus. In the 'late 1960s and early 1 9 7 0 ~ ~  the 
Department of Agriculture was actively engaged in a nationwide 
plant breeding and variety trials program to develop region- 
specific varieties and cultivation practices for Maha and Yala 
rice crops. The new varieties embodied both IRRI and local 
genetic strains with site-specific resistance and performance 
characteristics. By the mid 1 9 7 0 ~ ~  Sri Lanka had a full com- 
plement of tested varieties and cultivation recommendations and 
began to promote the new rice on a nationwide basis. In tandem 
with the varietal push, the agricultural ministry reversed a 
longstanding policy of restraining fertilizer availability for 
paddy (because of the perception that the old varieties had a 
poor production response to fertilizer), so the new varieties 



moved out to the field simultaneously with large new increments 
of subsidized paddy fertilizer, especially urea. 

The preceding chart illustrates the pattern of yields, new 
variety use, farmgate prices, and aggregate paddy fertilizer 
use. Allowing for some hyperbole in the totals for 1980 and 
1981, performance on the production side has been quite 
remarkab1e.l Some of the recent production gains are no 
doubt directly attributable to the shift to a nearly Eree mar- 
ket in paddy and rice. Much of the gain, however, appears to 
reflect institutional and technological factors--a particularly 
commendable performance by the agricultural research and exten- 
sion elements; a strong institutional capacity to deliver new 
seed and the supporting subsidized package of inputs on an 
island-wide basis; and substantial fertiljzer subsidies. To 
give considerable credit to these institutional and technical 
factors is not to gainsay the importance of the market reforms 
in paddy and rice. High yields and continued forward movement 
on the production curve will depend on continued high returns 
to the farmer. Although these nay at times in the past have 
been achieved by administered prices, market pricing is a far 
greatei guarantee of production incentives, provided that the 
government carefully restricted imports to the barest minimum. 
Market prices in the face of excessive imports can be subject 
to the classic kinds of downward pressures and production 
disincentives that have plagued countries such as Egypt and the 
Sudan. 

5. The Private Sector and Food: A Special Case 

Sri Lankan public policy in the food sector has always 
been somewhat independent of general economic policy. While a 
far-reaching economic liberalization has been extended to al- 
most the entire economy since 1977, the food sector was only 
selectively opened up to the forces of the market place. 

The signal change on the production side after 1977 was 
the, withdrawal of the Government of Sri Lanka from its position 
as nonopoly procurer of paddy. The Paddy Marketing Board had 
served as the exclusive authorized vehicle for paddy purchases 
over most of the SLFP period. During this phase, the govern- 
ment had set a guaranteed purchase price, and all procurement 
was done using this price as a base (with adjustment for qua- 

It should be noted that there is some skepticism about the 
1980 production figures. It has been suggested that the 
magnitude of the current drought may be subject to "bureau- 
cratic expansion" to account for overstatement of last year's 
production. 



lity factors). Small quantities of paddy moved unofficially 
into market channels, but the government's role was preeminent. 
The most unusual aspect of this period of administered producer 
prices was that the government freely chose to move procurement 
prices upward to sustain farmer incentives rather than to 
finance consumer subsidies by passing costs back onto the agri- 
cultural producers. The highest real prices ever paid for 
paddy in Sri Lanka prevailed during two of the years of the 
administered price system (1974-1975). The production side was 
further sheltered from the marketplace as the government exer- 
cised near monopolies on many production inputs (fertilizer, 
certified seed, herbicides, etc.). During much of the 1970s, 
the government kept fertilizer and agro-chemical availabilities 
very tight because of the view that Sri Lankan farmers overuse 
inputs on traditional rice varieties. Because the government 
controlled the seed market and the extension support for the 
new varieties, the 1970s was a period of unusually high central 
control in the management of total production. 

The 1977 liberalization changed part of this pattern. 
Inputs became available through parallel public and private 
channels, and the government made some provisions to permit the 
private sector to participate in subsidized fertilizer distrib- 
ution. The farmers were free to sell their rice in the open 
market or to the Paddy Marketing Board. The government con- 
tinued to set a paddy price, but the function of the price was 
reversed and became a floor rather than a ceiling price. Al- 
though the free market price for paddy and inputs may have 
played a small role in increased production after 1377, the 
primary impacts on production had less to do with the private 
sector policies of the government than with technical and in- 
stitutional factors associated with the adoption and input 
support of the new improved varieties of rice. The present 
government of Sri Lanka appears to attribute more of the pro- 
duction increases to the libzralization pol-icy than may be 
warranted by the evidence. This could become an important 
future issue if government determines that market pricing alone 
will drive the production curve in rice and elects to abate 
institutional and technical support to the sector. Policy 
analysts should be alert to this possibility over the next few 
years when budgetary pressures will force the government to 
seek out programs that can be pruned. For the present, private 
sector policies are a useful element of the agricultural pro- 
duction process, but are certainly not sufficient in them- 
selves. 

On the consumption side, the liberalization is even less 
dramatic. The government moved from the universal food subsidy 
system to a targeted income transfer system aimed at limiting 
their budgetary costs. At the same time, the retail price of 
rice was decontrolled and has risen steadily over the years 
since 1977. The government continues to play a substantial 



role in the market, however. The Paddy Marketing Board enters 
the market at the floor price (sufficient to buy paddy at har- 
vest peaks when the market drops). With control of 5 to 10 
percent of the total crop, it is in a position to play a moder- 
ating role in the retail market. The Board consciously uses 
its stocks to counteract natural supply and demand effects in 
the marketplace, holding stocks off the market when supplies 
are high and releasing stocks (through the cooperative system) 
when supplies are tight and prices are rising. For nonrice 
commodities except wheat, the government has relinquished its 
role as monopoly supplier and the major nonrice items are now 
free to move with the market. Even the government cooperatives 
have to buy in direct competition with tne private sector, and 
their only significant advantage over private distributors is 
their predominant role in handling food stamps, thus providing 
them with a certain captive markct. Overall, the consumption 
side of the food system has gone more than half-way to free- 
market operations, but the government preserves a strong insti- 
tutional capacity to intervene when it chooses to do so. 

A policy purist might be critical of these partial moves 
to liberalize food production and food consumption policy, but 
the team's conclusion is that the historical record of rela- 
tively benign government intervention in the marketplace has 
had more positive impacts than negative ones. Consumers are 
highly confident that the government will stabilize the rice 
market and do not rush to hoard rice even when conditions of 
drought threaten national production levels. Farmers, like- 
wise, find that the ability to fall back on the Board as a 
buyer at the floor price gives them some bargaining power with 
the rice millers and rice traders. The balance is still im- 
perfect, but the evidence suggests that the semi-liberalization 
of the food sector is probably appropriate to Sri Lanka's over- 
all social and economic objectives. It exemplifies yet another 
case of the ability of Sri Lankan governments to creatively 
balance the interests of equity with those of efficiency and 
growth. 

The Role of PL 4 8 0  Title I in Policy and Performance 

1. - Macroeconomic Analysis 

Food aid, introduced to Sri Lanka by the British, has been 
an important economic resource for the country since World 
War 11. Shipments of U.S. PL 480  Title I food aid began in 
1956 and, except when the Hickenlooper Amendment was invoked, 
have continued to the present. During the 25-year period 1956- 
1981, the U.S. provided $277 million of Title I food commodi- 
ties to that country, 44 percent of total U.S. foreign 



assistance. This section discusses the macroeconomic aspects 
of Title I food aid during the 1971-1981 period. 

The magnitude of food aid provided to Sri Lanka has been 
significant not only in absolute terms but also in relation to 
total foreign aid from all sources and total economic assist- 
ance from the United States. Food aid from all sources has 
averaged about $40 million a year, over one-fifth of the total 
foreign assistance provided to Sri Lanka from 1971-1981; it was 
almost $67 million in 1975 (a drought year) and never less than 
$15 million (1973). In relative terms, it was as much as 44 
percent of total foreign assistance (1974), and until 1979, 
never less than 20 percent. In 1979, however, it accounted for 
only 13 percent, and by 1981, its relative importance dimin- 
ished still further to less than 12 percent. 

Title I food aid (in contrast to total food aid) has aver- 
aged almost $18 million per year, ranging from a low of $5 
million (1974) to a high of almost $35 million (1978). With 
the exception of the 1974-1975 drought years, the proportion of 
total food aid accounted for by Title I has also been substan- 
tial, ranging from a low of 33 percent (1971) to a high of 
almost 65 percent (1980). However, in 1974 and 1975, Title I 
was only 10 percent and 30 percent respectively, of total food 
aid. Overall, then, Title I has accounted for about 44 percent 
of Sri Lankals total food aid, and food aid, in turn, has ac- 
counted for about 21 percent of Sri Lanka's total foreign as- 
sistance. Clearly, Title I has been an important resource to 
the country. 

A similar picture emerges with respect to the importance 
of Title I relative to the overall U.S. foreign assistance 
program in Sri Lanka. Until 1979, food aid (Title I and Title 
11) constituted nearly the entire program. At that time, how- 
ever, U.S. development assistance was increased and Title I 
food assistance was decreased, with the result that Title I 
accounted for only 35 percent of the total program in 1979 and 
28 percent in 1981. Nevertheless, while its relative import- 
ance has diminished, it still constitutes an important element 
of the overall program. Thus, in 1981, about $18 million of 
Title I food assistance was provided to Sri Lanka, which was 
comparable to the annual average provided during the 1971-1981 
period. 

Food aid must also be evaluated in terms of its relia- 
bility. To what extent was the United States a reliable provi- 
der? When drought conditions in 1974 required Sri Lanka to 
request three times as much food aid as in 1973, the dollar 
amount of food provided by the United States under Title I 
actually decreased. In 1975, the United States more than the 
tripled Title I food aid over the 1973 level, but total food 
aid was almost five times above the 1973 level. Thus, other 



donors were more reliable than the United States in providing 
concessional food assistance to Sri Lanka when such food assis- 
tance was especially needed. (This tends to confirm a common 
and legitimate criticism of Title I; that is, when world food 
supplies are particularly tight, the United States may not be a 
reliable supplier of concessional assistance. The United 
States is, however, typically a reliable supplier of food under 
commercial terms.) 

This discussion is organized into three parts: 
(1) Title I and the balance of payments; (2) Title I and the 
government's budget, both recurrent and for development; and 
(3) Title I and agricultural development. This framework 
reflects the three principal features of food aid. First, food 
aid frees up foreign exchange that otherwise would have been 
allocated to purchase food commercially on the international 
market. Second, the food is sold, and therefore generates 
local currency that the government can use as a budgetary 
resource to finance both recurrent and capital expenditures. 
Third, because the commodity in question is food, it may have 
an important (and possibly adverse) impact on agricultural 
development, especially on domestic food production. 

The government of Sri Lanka considers balance of payments 
support the single most important feature of the Title I pro- 
gram. Without minimizing its utility, no one indicated that 
the local currency generated from the sale of food aid was 
particularly important. Perhaps this is because the local 
currency is deposited in the general treasury, and, therefore, 
no one can identify any particular activity that would not have 
been financed in the absence of the local currency. 

In 1971, food aid financed almost 10 percent of the exter- 
nal gap of $231 million. Title I food aid accounted for about 
one-third of total food aid, or 3.2 percent of the total gap. 
Fluctuations in the external resource gap and food aid levels 
tend to move independently. For example, the external gap 
decreased in 1972 by about $29 million, yet Title I food aid 
increased by almost $10 million; thus, a larger Title I program 
was financing a smaller resource gap in 1972 compared to 1971, 
and therefore the relative importance of Title I in providing 
balance of payments support was greater. In 1974, a serious 
drought year, food aid from all sources financed almost 13 per- 
cent of the external gap; but Title I was then at its lowest 
level in the 1970s, accounting for only 1.3 percent of the 
gap. From 1978 to 1981, the years of the economic liberaliza- 
tion program, the external resource gap increased over four- 
fold from $261 million to almost $1.2 billion. Food aid de- 
creased from $60 million to $37 million over this period, and 
therefore became less important in both absolute and relative 
terms, financing about 23 percent of the gap in 1978 and only 
3.2 percent in 1981. Title I, which recently has accounted for 



one-half to two-thirds of total food aid, has accordingly be- 
come a relatively minor resource in financing the substantially 
increasing gap, and therefore plays a less-critical role than 
in earlier years in alleviating the balance of payments con- 
straint. 

Title I food aid can be viewed as a short-term instrument 
available to countries confronting (a) a serious foreign ex- 
change constraint - and (b) a food shortfall. Thus, while bal- 
ante of payments support is one legitimate justification for 
Title I food aid (perhaps particularly in support of appro- 
priate economic policies that typically are associated with the 
balance of payment problems), it is important to ask what 
measures the government is taking to obviate the need for food 
aid in the long term. One indicator of the severity of the 
problem is the extent to which food imports, in relation to 
total imports, are decreasing over time. Total food imports in 
dollar terms steadily increased during 1971-1975 from $155 
million; however, the proportion of food imports to total im- 
ports remained stable and very high--between 43 percent and 48 
percent of total imports were accounted for by food during this 
period. After decreasing substantially in 1976, food imports 
again began to increase, reaching $371 million in 1980, compar- 
able to the earlier peak in 1975. However, as a proportion of 
total imports (which have increased dramatically in response to 
the liberalization program), food imports reached a low of 18 
percent in 1980. 

Rice imports fluctuated considerably during the 1970s, 
from 266,000 tons in 1972 to a high of 526,000 tons in 1977. 
Since then, rice imports have declined dramatically to 157,000 
tons in 1981, reflecting the substantial success in increasing 
domestic rice production. In terms of the total import bill, 
rice accounted for as much as 18 percent ($137 million) in 
1975, but only 2.8 percent ($50 million) in 1981. Wheat flour 
imports have steadily increased each year (except 1976) from a 
low of 323,000 tons in 1971 to a high of 606,000 tons in 1978. 
In 1979, imported wheat flour was substantially reduced, and by 
1980 flour imports were only about one-half the 1978 level. At 
the same time, wheat grain imports began to increase. By 1980, 
they were 227,000 tons, double the 1979 level and almost triple 
the 1978 level. (Replacing wheat flour imports with wheat 
grain imports reflects the completion of the Prima Flour Mill 
on the east coast of Sri Lanka.) In all likelihood, wheat 
grain will continue to be imported, not only to supply Prima 
but also to satisfy domestic demand. 

The demand for bread, wheat, and flour is projected to 
increasce over the 1981-1986 period at a rate much higher than 
the demand for most other food commodities. Thus, while re- 
quirements for most food commodities are projected to increase 
by 9 to 10 percent over the five years, wheat requirements are 



also projected to increase by almost 35 percent. (Sugar re- 
quirements are also projected to increase at a relatively rapid 
rate.) Therefore, if Title I food aid in the form of wheat 
grain to Sri Lanka is - not to be viewed as a long-term resource 
transfer, then Sri Lanka will need to find alternative ways to 
meet domestic demand. 

The second potentially beneficial feature of Title I food 
aid to the recipient country is that its sale generates local 
currency that the government can use to supplement its domestic 
budget. As indicated above, the allocation of this local 
currency in Sri Lanka cannot be linked to any particular 
activity because it is deposited in the treasury and becomes 
part of general budgetary resources. Still, it is useful to 
understand how Sri Lanka's budgetary resources have been 
allocated over time since some of these resources were derived 
from Title I sales. 

The recurrent budget reflects the government's firm com- 
mitment to assure that food is available to the entire popula- 
tion. Initially, a ration scheme provided this assurance, but 
in 1979 a food stamp scheme was introduced and the ration 
scheme was phased out. This constituted an important shift in 
government policy, moving from a subsidy in kind to a straight 
income transfer, and from a general subsidy serving the entire 
population to a targeted subsidy benefiting only the lower 50 
percent of the income distribution. 

A major impetus for the shift was the need to reduce what 
had become an increasingly large financial burden. The food 
subsidy under the ration scheme averaged over $125 million per 
year (about 20 percent of the recurrent budget) from 1971-1978. 
In 1979, it accounted for 19.4 percent, and the food stamp 
program (introduced in that year) absorbed yet another 4.2 
percent; thus, 23.6 percent of the recurrent budget (over $183 
million) was allocated to subsidize food consumption in 1979. 
In 1980, the ration scheme was almost entirely phased out, and 
both programs then absorbed only 11.5 percent of the recurrent 
budget ($94 million); in 1981, these programs were estimated to 
absorb 11.7 percent ($82 million). 

The government is also committed to the provision of 
social services. From 1971-1977, approximately 23 percent of 
the recurrent budget was allocated to social services; from 
1978-1981, this proportion was reduced to 16 percent. In abso- 
lute terms, the pre-1977 government allocated about $134 mil- 
lion per year to social services while the new government has 
allocated about $121 million per year. Defense expenditures 
during the 1977-1981 period have remained relatively constant 
(about $24 million per year). 



Agriculture and irrigation have typically been allocated a 
larger share of the capital expenditure budget than any other 
sector, including industry, transportation, or communica- 
tions. Agriculture accounted for about 31 percent of develop- 
ment expenditures ($60 million per year) from 1971-1977. In 
1979, the agriculture budget was $146 million, more than double 
the 1970 level, and in 1980 it was $286 million, almost double 
that of 1979. Though budgetary constraints have forced a 
reduction in 1981, both the absolute level of resources 
allocated to agriculture ($210 million) and its proportion of 
total development expenditures (39 percent) remain high. These 
large investments in agriculture during the more recent years 
are primarily for the Mahaweli Development Program. 

One important implication of the government's public in- 
vestment decisions throughout the period, but especially during 
the post-1977 years, is that agricultural development ranks 
highest on the list of overall investment priorities. This 
suggests that the government does not view Title I food aid as 
a resource that can substitute for increasing domestic food 
production. If, however, self-sufficiency in wheat (the 
principal commodity imported under Title I) proves not to be a 
viable alternative, then increased investments may be needed to 
nake the production of traditional export crops and other for- 
eign exchange earning sectors more efficient so that wheat 
grain can be purchased on the international market. 

One final budgetary implication concerns the extent to 
which the government would have carried out the relatively 
expensive food subsidy program in the absence of the budgetary 
support provided by Title I. Just as most experts are con- 
vinced that the government would have imported food commerci- 
ally had it not been provided concessionally, they also believe 
that the government would have continued to subsidize food 
consumption even without the local currency provided by the 
sale of Title I. No one, of course, will speculate on which 
budget priorities would have been sacrificed had Title I re- 
sources not been available. On the other hand, it is also 
true, and recognized by government officials, that Title I 
facilitated the financing of the food subsidy program. In this 
sense, one can conclude that the Title I program permitted the 
government to support a program which otherwise would have been 
more difficult to finance. 

2. Title I Food Aid and Aqricultural Development 

TWO issues are important here. First, because the commod- 
ity supplied under Title I is food, did the program have a 
disincentive effect on domestic food production? Second, again 
because the commodity in question is food, did the program have 



a positive effect on improving consumption and nutrition? The 
first issue is treated here; the second issue, below and in 
Appendix C. 

As indicated above, wheat, the principal commodity im- 
ported under the Title I program, is not produced in Sri Lanka 
to any significant extent. Therefore, Title I could have had 
no direct disincentive effect on domestic wheat production. 
However, imported wheat and domestically produced rice would 
appear to be relatively close substitutes. Therefore, it is 
possible that consumers substituted bread for rice, thereby 
causing the demand for rice, hence its production, to de- 
crease. The evidence, however, suggests that this was not the 
case--at least during the 1970s. Paddy production stayed 
relatively constant during the early years of the decade at 
about 1.3 million tons per year; in 1974 it increased to 1.6 
million tons; then in 1975 (a drought year), it decreased 
dramatically to 1.2 million tons. By 1977, production had 
recovered to 1.7 million tons and by 1980 it reached 2.1 
million tons--an annual average rate of growth of over 9 
percent. (It is, of course, arguable that paddy production 
would have increased even more in the absence of Title I wheat.) 

Water availability is the key variable determining how much 
acreage can be sown under paddy. This, in con junction with 
improved seeds and the application of fertilizer, is the 
principal factor explaining why yields have increased at an 
average rate of over 5 percent per year since 1977. In addi- 
tion, the farmgate price for paddy has regularly been above the 
government guaranteed floor price, which itself has provided an 
ample incentive to producers+,, Still, the availability of water 
and variable inputs has probably beet, more important than price 
in explaining the increased production and yields. In any 
event, the importation of wheat under Title I has not caused 
paddy production to decrease6; on the contrary, production has 
increased substantially, especially since 1977. 

Consistent with this conclusion is the fact that Sri 
Lankans--without exception--prefer rice over bread. In March 
1982, the price of rice and the price of bread was about the 
same ( ~ s 6  per kilogram or $0,,14 per pound). However, if the 
price of bread were less than rice, people indicated that they 
would still tend to purchase the higher priced rice. When 
there is a significant change in the relative price of rice to 
wheat (bread) the data show t:hat people alter their consumption 
accordingly. (see Appendix L for a more detailed analysis.) 



When the price of bread or wheat flour is reduced to zero, 
as a certain amount was during various phases of the ration 
program, people will consume (or at least accept) it, as they 
would any free good. But when people must use their food 
stamps to purchase rice or wheat flour, they choose to consume 
less flour than when it is free. Thus, flour consumption in- 
creased from 63 pounds to 90 pounds per capita during 1971-1979 
(an average annual increase of 3.4 percent). In 1980, however, 
a year after the food stamp program was introduced, flour con- 
sumption dropped by 39 percent to 55 pounds per capita. 

~t is also possible that if people were not substituting 
imported flour for domestically produced rice, they were sub- 
stituting flour for other domestically produced grains. For 
example, was Title I wheat consumed in lieu of coarse grains 
(such as sorghum and finger millet) or cassava? Production of 
cassava, sorghum, and finger millet (drought-resistant crops) 
increased in the early 1970s, peaking in 1974 and 1975, the 
drought years. This was most pronounced for sorghum which 
increased from 300 tons in 1973, to 300,000 tons in 1974, to 
600,000 tons in 1975. Finger millet (called kurrakan in Sri 
Lanka) increased from 5,000 tons in 1973, to 15,000 tons in 
1974, to 20,000 tons in 1975. ~roduction increases for cassava 
were substantial, but not as dramatic. The producer prices of 
these crops also increased substantially, reflecting the fact 
that rice was in short supply. From 1973 to 1974, the price of 
sorghum increased fourfold, the price of kurrakan almost 
doubled, and the price of cassava increased by 60 percent. 

Since the drought, the area sown to these crops has de- 
creased substantially. For sorghum, as much as 3.8 thousand 
hectares were sown in 1975 and only 100 hectares in 1980; for 
kurrakan, 26.8 thousand hectares were sown in 1975 and only 
8,000 in 1980; for cassava, 79.2 thousand hectares were sown in 
1975 and only 27 thousand in 1980. Production of these crops 
has decreased substantially as a result. One factor that may 
explain this decrease is the absence of a clear price incen- 
tive. Thus, there has been no guaranteed floor price for any 
of these three commodities until 1980 when a floor price for 
sorghum was introduced; however, this will be removed in 1982, 
and a floor price for kurrakan, which tastes better and is more 
nutritious than sorghum, will be introduced instead. 

Another factor that may help to explain the decreased 
production of the coarse grains and cassava is, of course, the 
availability of wheat flour, provided in part under Title I. 
The importation of wheat flour, and mare recently wheat grain 
in lieu of wheat flour, has increased'throughout the 1970s. 
Two points, however, should be kept in mind. First, in con- 
trast to many African countries, coarse grains and cassava are 
not staple foods in Sri Lanka. Therefore, to the extent 
production of these crops has decreased as a direct result of 



wheat imports, the decrease has been from a relatively low base 
and therefore has adversely affected relatively few people. 
Second, the hypothesis that food aid has had a disincentive 
effect on food production in Sri Lanka is not supported by the 
only study that has been carried out on this subject, with the 
possible exception of minor food grains. 

3. Local Currencv and Self-Hel~ Measures 

PL 480 Titles I and I1 currently constitute approximately 
one-third of all U.S. foreign assistance worldwide. About half 
of this is Title I. Determining which commodities are 
available at any time is the responsibility of the United 
States Department of Agriculture (USDA). Determining how they 
are programmed is a responsibility shared by USDA, AID, the 
Department of State, the Office of Management and Badget, and 
the Treasury Department. Diffused bureaucratic responsibility 
sometimes means that the program is not given the attention it 
deserves in AID for it is not totally a product of that 
agency. PL 480 assumes a more important role in the field than 
in Washington because of the magnitude of the funds in relation 
to total assistance provided to any particular country. In Sri 
Lanka, food aid has been important both economically and 
because of its continuity. 

A key aspect of the program is the uses to which the local 
currency that is generated from the sales of the commodities 
are put. The uses of some of these funds are spelled out in 
self-help agreements that specify what the recipient government 
will do with them. In Sri Lanka, the local currency is 
credited to the national treasury without specification, and 
cannot, therefore, be traced or demonstrably attributed to any 
particular activity within the general government's budget. 

It is highly unlikely that the Sri Lankan government would 
agree to place the rupees generated from Title T sales in a 
separate account. Apparently, this is only done in cases of 
grant assistance, not for loans. Given the superior perform- 
ance of the Sri Lankan government in its overall human resource 
and agricultural policies, little would be gained if this were 
done, and administrative costs would increase. 

The local currency accruing to the government from Title I 
sales is usually assumed by the United States to be used to 
finance self-help measures. Because of the lack of real (in 
AID bureaucratic terms) programming responsibility, together 
with the issue of diffused responsibility and little concern 
with follow up, these self-help measures tend to be exhorta- 
tory, a checklist of appropriate developmental measures that 
would, if carried out, materially improve the country's devel- 
opmental posture especially in the rural sector. 



The situation is somewhat different in Sri Lanka compared 
to many other nations. It is a leader in equitably distribut- 
ing development benefits, and Sri Lanka's performance cannot be 
faulted in terms of the broad distribution of general benefits 
in a balanced manner throughout the country. The major excep- 
tion to equitable distribution concerns the Indian Tamils on 
the tea estates who are not citizens and many of whom face 
repatriation to India. In addition to a broad concern with 
equity and sound pricing policies, Sri Lanka has taken a vari- 
ety of measures to improve food productivity, especially of the 
paddy sector, and with remarkably successful results through 
introduction of new seeds and the spread of fertilizer. 

The self-help measures included in the Title I agreements 
tend to be more inclusive and more detailed without being more 
specific over time. The 1981 agreement, for example, called 
for such measures as an integrated food/agriculture/nutrition 
strategy with a five- to ten-year investment plan to implement 
it, together with emphasis on data collection, training, and 
statistical analysis to support that plan. The agreement also 
included other measures such as applied agricultural research, 
better storage, reforestation, and watershed management, all of 
which are to be aimed at "directly improving the lives of the 
poorest.. . . 'I Earlier agreements called for improved irriga- 
tion; more fertilizer, seed, and credit; better extension work; 
and cooperatives. 

Most of the agreements reviewed were general, but a few 
did have specific targets, such as the 1968 agreement which 
called for increasing paddy production from 50 million bushels 
in 1968 to 70 million bushels by 1970. In 1970, paddy produc- 
tion was 77.4 million bushels, but interestingly in 1968 it was 
already 64.5 million bushels. The 1967 agreements stipulated 
that fertl'izer use be 40,000 tons that year and rise to 150,000 
tons by 1970. This objective was also met. When specificity 
was used, it was sometimes spurious because targets were at- 
tained before the agreement was signed, or they could have been 
reached without any additional effort on the part of the gov- 
ernment. 

The question of additionality is a new provision of the 
Agricultural and Development Act Amendments passed in December 
1981. Prior to that time, additionality was required only for 
PL 480 Title 111. Thus, this evaluation did not deal with 
earlier agreements in terms of additionality. It is likely, 
however, that there was additionality in the past, even though 
it was not required, because Sri Lankan government funds were 
tight and Title I provided additional resources. It is impos- 
sible, however, to reconstruct and demonstrate where this addi- 
tionality may have been located. 



The agreements between the U.S. and Sri Lankan governments 
call for food assistance to go to "directly improving the lives 
of the poorest." There has been much debate in Washington 
about the meaning of the term' "directly11 when applied to as- 
sistance to the rural poor. The term has been broadly inter- 
preted not to preclude-many types of programs, such as agricul- 
tural research, which have significant, although indirect ef- 
fects on the poor. It is evident in the case of Sri Lanka that 
the rural and urban poor are being helped indirectly by 
Title I, but neither the consumption of the wheat flour nor the 
self-help measures "directly" assist the poor. When a govern- 
ment is already engaged in massive programs to assist the poor, 
as Sri Lanka is, especially the poor in rural areas on whom the 
very political continuation of that government depends, then it 
is inappropriate either to force assistance to reach the poor 
or to confuse terms. The poor may be indirectly helped insofar 
as flour in urban areas frees rice for rural consumption by the 
lower income groups. 

The December 1981 Farm Bill legislation, in addition to 
requiring additionality, requires quantifiable targets for 
Title I agreements. Whatever the overall wisdom of that ap- 
proach may be in other countries, in Sri Lanka it is unlikely 
to produce any tangible results. In the past, Sri Lanka did 
quite well without such measurable targets, and it is likely to 
continue to do so with or without quantifiable measures. The 
inclusion of quantifiable targets will probably mean that some 
of these goals will be excerpted from the government's planning 
documents and included in the agreements and require additional 
administrative validating meaures. Thus, if it is necessary to 
meet the additionality and measurability requirements, they 
will be met. However, if it should prove impossible to meet 
them in any one year, such omission should not stop the pro- 
gram. The Government of Sri Lanka should not be penalized for 
a short period of failure when it has had a long history of 
progress, infrequently interrupted by temporary government 
fiscal stringency. 

There are also other objectives of PL 480 that prompt the 
continuation of the program, even were the developmental objec- 
tive to remain unfulfilled for a short period. It makes sense, 
therefore, to judge the fulfillment of self-help measures not 
on an annual basis, but on broad, long-term trends that take 
into account the positive performance of the past. It should 
be understood that false specificity will appear in the PL 480 
agreements without adding anything that is new and without 
causing any improvement in the overall chronic concern about 



the rural poor in Sri Lanka, a concern that has its deep roots 
in both equity considerations and policies. 2 

4. Food and Nutrition 

Sri Lanka's pursuit of a basic human needs strategy long 
before it became fashionable involved a pervasive health care 
system that included bcth western and traditional medicine, 
potable water systems, education, electricity, a road network, 
and a sophisticated agricultural research program. The low 
infant mortality figure of 37 per 1,000 live births probably 
reflects a mixture of good pre- and post-natal care, proper 
hygienic practices and sanitation, and good nutritional status 
of the mother and child. If nutritional improvement has come 
about, it has been without the articulation of a specific 
nutrition policy; it would rather be attributable to government 
programs in health, education, and subsidized food consumption. 
The role of food aid in this change can only be hypothesized, 
based on coincidental evidence of both national and individual 
data. Analysis suggests that food aid had a facilitating 
rather than an instrumental role in whatever nutritional 
changes may have taken place. Underconsumption continues to be 
a serious problem for certain population grcups: the urban 
poor; rural landless and near landless laborers, especially in 
the dry zones; and the estate workers. Data from 1976 and 
1979-1980 suggest that in comparable age groups and large geo- 
graphic regions, the incidence of chronic malnutrition dimin- 
ished somewhat between 1976 and 1979-1980. Such data, however, 
should be treated with caution. Performance subsequent to 1980 
may have been adversely affected by rising food prices and 
diminishing real value of food stamps. Thirty-five percent of 
preschool children were chronically malnourished in 1976 com- 
pared with about 27 percent in 1980 (chronically malnourished 
means less than 80 percent height for age). Elite Sri Lankan 
children's growth was found in 1976 to be nearly equivalent to 
U.S. standards. 

In one area of the Mahaweli, a small nutrition survey in 
1980 showed that 30 percent of the children were nutritionally 
stunted and 19.6 percent nutritionally wasted (i,e., less than 
90 percent height for age and less than 80 percent weight for 
height, respectively). Subsequent analysis showed that new 
settlers and those without previous farming experience in the 
dry zone were at higher risk of malnutrition. In the 1970-1980 
nutrition status survey, the Tamil estate workers on the tea 
plantations in the highlands were more afflicted (50 percent) 
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with chronic malnutrition than any other subpopulation on which 
data were available. 

The basic Sinhalese diet is rice, coconut products, and 
curries (Perera, -- et al, 1972). This differs somewhat from the 
Tamil diet in which wheat flour in the form of roti (flat wheat 
breads) is a regular feature. Throughout most of Sri Lanka 
there is a strong preference for rice, the price of which now 
fluctuates in accordance with both the world and local market 
conditions. The preference for rice is so strong that poor 
quality, broken, or inferior rice will be purchased before 
shifting to a lower cost diet of wheat flour, bread, cassava, 
or coarse grains. 

Aside from the populations of the estates and the Jaffna 
district who eat roti as a traditional part of their diet, 
wheat is largely consumed as bread. It is prepared in small 
bakeries throughout the island, and sold at a fixed price of 
Rs2.70 per one pound loaf, Bread is used because it requires 
no cooking, (thus saves fuel costs), is easily transportable to 
the workplace or rice fields, and serves as a convenience 
food. It was regarded as less filling than rice by many manual 
laborers to whom the team spoke. 

The elimination of the food ration program in favor of a 
food stamp scheme was an attempt to reduce program costs 
through better targeting of benefits based on monetary income. 
In September 1979, when the program was inaugurated, about one- 
half of the population, or 7.5 million people, were certified 
to receive food stamps. Exhibit 1 below describes some basic 
mechanics of the food stamp scheme. Food stamp quantities 
differ with family size, but an average family of five with 
three adults, one child from 2 to 12 years old, and one child 
under 8 years, would receive RslOO per month if they earned 
under Rs300 per month. The value of food stamps has remained 
constant since 1979 even though the cost of living index for 
food rose from 263.3 in 1979 to 340.8 in the second quarter of 
1980. Available evidence indicates that some food stamp reci- 
pients should be eliminated based on the income criterion (gen- 
erally those with high but unreported incomes, an estimated 20 
to 30 percent of current recipients) and certain nonpartici- 
pants should be added to the roles, those with incomes less 
than Rs300 per month and others who live in severe poverty but 
have reported incomes slightly higher than Rs300 per month. A 
recent carefully executed study by the Medical Research Insti- 
tute indicates that many rural people are spending more than 
their income on food alone, causing serious indebtedness. In - 
March 1982, in the face of increasing inflation, the government 
proposed to double the value of the stamps. Efforts are also 
underway to redefine the roster of eligible recipients to 
include those who were inadvertently excluded, and to prune the 
program to about 5 million recipients. This will be difficult 



E x h i b i t  1. Bas ic  Mechanics o f  t h e  Food Stamp Scheme 

Food stamps a r e  a consumer subs idy  w i th  e n t i t l e m e n t  va lues  se t  i n  
rupees .  The Food Stamp Coupon Books a r e  g iven  by t h e  government t o  
r e c i p i e n t s  i n  l i e u  of  c a sh  t o  buy food. 

Food stamp h o l d e r s  a r e  allowed t o  purchase  from t h e  fo l l owing  approved 
b a s k e t  of  commodities: rice, paddy, f l o u r ,  b read ,  suga r ,  milk  prod- 
u c t s ,  l o c a l l y  produced pu l se s ,  and kerosene  ( s e p a r a t e  stamps which may 
be  i n t e r changed  f o r  f ood ) .  

E l i g i b i l i t y :  Household e a r n i n g s  Rs300 o r  less p e r  month. (Based %-I a 
5-member f a m i l y )  

Food Stamp Values:  

Ch i ld r en  below 8 y e a r s  of  age 
Ch i ld r en  o v e r  8 and under 12 y e a r s  o f  a g e  
Those ove r  12 y e a r s  of  age 

P e r  month 
-25 
Rs2 0 
-15 

Kerosene stamps ( p e r  fami ly  p e r  month) Rs9.50 

I s s u e s :  Food and  kerosene  stamps were i s s u e d  every  t h r e e  months except  
f o r  t h e  s i x t h ,  seventh ,  and e i g h t h  i s s u e s  which were f o r  s i x  months. 
A t  f i r s t  i s s u e ,  7.26 m i l l i o n  people  c la imed e l i g i b i l i t y .  1982 f i g u r e s  
show 7.5 m i l l i o n  people  r e c e i v i n g  food stamps. I n  o r d e r  t o  l i m i t  
a p p l i c a n t s ,  no new e l i g i b i l i t y  forms have been accep t ed  s i n c e  March 1, 
1980. 

Opera t ion  Procedures:  Food stamp h o l d e r s  may purchase  commodities a t  a 
Government Coopera t ive  Branch or a u t h o r i z e d  p r i v a t e  r e t a i l  d e a l e r .  
Bake r i e s  a r e  a l s o  a u t h o r i z e d  t o  a c c e p t  food stamps f o r  bread.  

V a l i d i t y  Pe r iod  f o r  Food Stamps: R e c i p i e n t s  have a p e r i o d  of  1 month 
t o  use  stamps. Unused stamps may b e  d e p o s i t e d  i n  a s a v i n g s  accoun t  
b e f o r e  t h e  15 th  of  t h e  fo l l owing  month. There a r e  no withdrawal  
r e s t r i c t i o n s .  The who le sa l e r  h a s  two months from d a t e  o f  i s s u a n c e  t o  
redeem stamps and t h e  re ta i ler  3 months. 

Food Stamp Reimbursement: Food Stamps w i l l  be  accep ted  a s  f u l l  o r  p a r t  
payment f o r  t h e  s u p p l i e s  of  rice, paddy, f l o u r ,  and s u g a r  by t h e  Food 
Department t o  t h e  p r i v a t e  d e a l e r s  and c o o p e r a t i v e s  (M.P.C.S.S.). 
Kerosene stamps w i l l  be accep ted  f o r  payment by t h e  Petroleum Corpora- 
t i o n  f o r  t h e  kerosene  s u p p l i e s .  The Food Commissioner w i l l  r e cove r  
from t h e  Treasury  t h e  v a l u e  of kerosene stamps which have been used  t o  
purchase food items. The Nat iona l  Sav ings  Bank can  c l a im  reimbursement 
f o r  i n v a l i d a t e d  food stamps depos i t ed  i n t o  s a v i n g s  accounts  by 
s u b m i t t i n g  a monthly s t a t e m e n t  t o  t h e  Treasury.  

Note: For a more d e t a i l e d  exp l ana t i on  of  t h e  Food Stamp Scheme see 
Appendix G. 



prior to the election of 1983. Some officials are seeking to 
change the level of the income criterion, the size of the 
transfer, and the foods qualified for purchase with food stamps 
to better target the program either for expansion or 
contraction of the recipient population. 

The food stamp program is important to Title I, for it 
subsidizes consumption of a besket of goods including wheat, 
flour and bread, some of which is supplied by PL 480.. Evidence 
indicates that preference for rice is so strong that minimal 
quantities of flour are bought with food stamps. The low con- 
sumption of wheat (as bread) through the food stamps program is 
also caused by the physical separation of cooperatives and 
bakeries. 

If the food stamp program is intended to improve food 
consumption of those consumers who cannot purchase an adequate 
diet, the maximum income of Rs300 is probably an inadequate 
criterion for qualification because several obviously needy 
groups are excluded (manual laborers, low-level government 
workers, and tea pluckers), primarily because their incomes are 
recorded. The tea estate workers are the most isolated segment 
of the population, separated physically from supplementary off- 
estate employment and linguistically and culturally from the 
predominant population groups. They are excluded from the food 
stamp program on the basis of their income even though they 
live in worse poverty than any other group on the island. In 
the current drought, their already precarious situation has 
become calamitous. Because of their preference for wheat, tea 
estate workers would be a potential direct beneficiary of 
Title I, but they do not have access to it through the food 
stamp program, although they may purchase wheat flour from 
estate cooperatives for cash. 

Overall, there is no evidence that PL 480 Title I commod- 
ities have directly improved food consumption of any nutrition- 
ally at-risk groups. When free and subsidized wheat was avail- 
able, even to estate workers, its direct impact on nutrition 
and consumption was probably higher. Title 1's role in affect- 
ing food availability may have been indirect in that it freed 
rice for broader consumption, but this effect cannot be tested 
with available data. 

5. United States Interests 

Two factors give Sri Lanka an international importance 
greater than its modest size and economic position might other- 
wise suggest: its strategic location and its influential role 
in both the nonaligned movement and the Group of 77. Strategi- 
cally, Sri Lanka lies astride merchant shipping lanes that are 



as important to the flow of oil and trade between Asia and the 
Middle East and Europe today as they were to colonial trade in 
past centuries. It is juxtaposed between important western 
naval and air facilities in the Indian Ocean, the Philippines, 
and the Far East. There is no question that the United States 
has an added interest in the neutrality and independence of a 
nation which commands strategic resources and a position of 
this nature. 

Quite independently of the strategic issue, however, the 
United States has a natural interest in Sri Lanka which relates 
to a long history of moderate and constructive diplomacy as a 
founder member of the nonaligned group and as a particularly 
articulate and sophisticated actor within the Group of 77 and 
related bodies that speak for the interests of the "South." 
Sri Lanka has been a consistent proponent of moderate and 
responsible positions within major influential forums and has 
provided leadership in complex and sensitive negotiations such 
as the Law of the Sea and the Brandt Commissions. Although the 
United States and Sri Lanka have differed on many of these 
issues, the United States and the world community at large have 
benefited from the careful and constructive diplomatic style 
which has given Sri Lanka a singular degree of leadership and 
respect within the Third World. It is clear that if Sri Lanka 
were to be irreparably rent by communal strife or seriously 
affected by a deteriorated economic position, this would be 
counter to U.S. interests. Moderation in Sri Lanka, which is 
reflected by the respect it receives in international circles 
and the preservation of the tradition of strongly participatory 
democratic government, is far preferable to the United States. 

The extent to which the PL 480 program has helped to 
achieve this foreign policy interest of t h ~  United States is 
not easily quantifiable. The stability of Lhe program, how- 
ever, and its continuation even when relations between the two 
nations were cool, indicate that PL 480 Title I is likely to 
have had a positive role in bilateral relations. Today, PL 480  
is an important aspect of these relations, and overall the 
results have been both developmentally and politically positive 
over the past several years. 

Because of Sri Lanka's small size, its relative importance 
in the areas of market development and surplus disposal through 
PL 480 has been small in comparison with the important develop- 
ment and foreign policy roles. 

IV. CONCLUSIONS 

1. The PL 480  Title I program was neutral in relation to 
Sri Lankan policies. It neither caused nor responded to 



changes in Sri Lankan development policy since its inception in 
1956. It was viewed as an instrument of change neither by the 
AID Mission nor by the Sri Lankan Government. 

2. If the substantial level of food commodities provided 
by PL 480 Title I made a positive contribution to Sri Lankan 
food consumption, it was because it was carefully utilized by 
the government, whose food sector policies are generally sound 
and equitable. 

3. The Title I program represented a significant positive 
balance of payments resource over the 25 years of its exist- 
ence, during most of which external resources were generally 
scarce. 

4. The Sri Lanka Government views the Title I program 
basically as a balance of payments resource, and values it 
highly. 

5. Although the program was negotiated annually, the 
Government of Sri Lanka treated it as a multi-year resource in 
terms of its planning. 

6. The program made a positive contribution to U.S.- 
Sri Lanka relations. The continuation of the program during 
periods when other U.S. aid was suspended was appreciated by 
the government and served as a useful force in the continuity 
of these relations. 

7. The program was modestly useful in supporting the 
objective of relieving U.S. grain surpluses, although the small 
size of Sri Lanka limited this impact. 

8. The program may have had limited usefulness in achiev- 
ing the legislative requirements to support market development, 
specifically for U.S. commodities. PL 480 wheat imports joined 
with other forces to facilitate the expansion of the wheat and 
flour market through introduction of changes causing substan- 
tial increases in demand for wheat. 

9. The commodity mix was generally appropriate over the 
life of the program. Rice is the preferred grain, but wheat is 
eaten preferentially by certain groups of the very poor, and 
also provides the least costly solrltion to maintaining national 
food supply. It may have positively affected food consumption 
of low income groups by freeing rice supplies for rural fami- 
lies by providing wheat to urban dwellers and by providing 
lower cost sources of calories than rice. The small amounts of 
corn occasionally shipped under the proqram were probably inap- 
propriate for it is generally not used for human consumption, 
and the agricultural economy of Sri Lanka is not conducive to a 
major grain-fed livestock industry. 



10. The recent switch from flour to wheat appears to be 
sound. It lowers the total cost of flour to the Sri Lankan 
Government and delivers a better final product to the consumer 
in a more timely manner and with lower wastage. 

11. Sri Lanka has been unusually successful in addressing 
both the consumer and producer pricing objectives of food 
policy, especially in rice. As a result, the PL 480 Title I 
commodities have apparently not been a disincentive to paddy 
production. There is some anecdotal evidence that the import 
of wheat may have adversely affected the production of the 
coarse grains. 

12. The self-help measures associated with the PL 480 
Title I program have generally been superfluous for three 
reasons: Sri Lanka was pursuing generally sound rural develop- 
ment strategies independent of Title I; the sales proceeds were 
minor compared to the overall rural development budget of the 
government; and compliance was not taken seriously either by 
AID or the Sri Lankan government. 

13. Although Sri Lanka has an expressed goal of rice self- 
sufficiency, there is no present plan for moving out of conces- 
sional wheat imports. Overall food self-sufficiency for the 
island is a target unlikely to be realized at any foreseeable 
time. Furthermore, nutritional self-sufficiency would require 
an even greater food supply and aggressive consumer-oriented 
food policies. Food self-reliance (moving out of concessional 
food aid), however, is a desirable goal and may be achievable 
with export earnings from tree crop and other sectors. 

14. Consumer behavior suggests that there is a substantive 
demand for wheat and bread that will be a permanent but modest 
feature of the Sri Lankan consumption basket. 

15. It is highly unlikely that Sri Lanka will become self- 
sufficient in wheat in the forseeable future or that it will be 
able to substitute other crops for it. 

16. There is no evidence that either the Sri Lankan Gov- 
ernment or the U.S. Mission in Sri Lanka is preparing a phase- 
out of PL 480 Title I. 

17. Since 1977, private sector dominance in rice purchases 
at the farmgate and in grain/flour/bread marketing has had a 
positive impact on production and probably improved distribu- 
tion to consumers. Although consumer prices have risen 
generally, low income consumers have probably been most 
adversely affected by the !let impact of freer food market, 
public subsidies, trade liberalization and general 
macroeconomic policies as their food stamps have lost value 
through inflation. 



18. The liberalization and the concomitant market pricing 
of rice do not appear to explain most of the yield increases in 
recent years. Institutional and technical factors together 
with heavily subsidized inputs such as fertilizer seem to have 
played the largest role in bringing out these increases. 

19. Nutritional status in Sri Lanka is better than average 
for countries at similar per capita GNP levels, although about 
30 percent of children continue to be chronically malnourished. 
There is some evidence that nutrition status improved slightly 
between 1976 and 1980, but with the price increases since 1980 
it may have deteriorated, especially among estate workers. 

20. Nutritional considerations have not entered directly 
into food policy decisions. Several high risk nutritional 
groups can be identified--rural landless, tea estate workers, 
urban poor, and Mahaweli settlers who are at risk due to pov- 
erty and low incoms. b!wh groups have not received any addi- 
tional benefits (and in the case of tea estate workers, they 
have received fewer hnefits) beyond what is available to the 
population in qeneral and to those earning less than Rs300 per 
month. Consequently, malnutrition remains a problem for those 
sectors of the t;\:?ulation. 

21. Electoral and >artisan politics are a major force in 
food and welfare policies in Sri Lanka. The rural bias in the 
electoral structurz and unusually high electoral participation 
rates have xesolted in a political influence on food policy 
leading generally 'awards greater distributive equity. 

22. The AID .lanning and programming process related to PL 
480 (both in Washington and in the field) does not show 
evidence over time of a level of analytic and strategic effort 
commensurate with the program's total place in the bilateral 
aid program. 

V. RECOMMENDATIONS 

The following comments are provided for the USAID Mission 
in Colombo for consideration in the formulation of any PL 480 
agreements with the Sri Lankan Government. 

1. As the report notes, the United States is typically a 
more reliable provider of commercial food than of food assis- 
tance. PL 480 commodities cannot be guaranteed in times of 
crisis or need. 

2. Sri Lanka should thus consider means by which it could 
move toward food self-reliance--the ability to purchase commer- 
cially any basic grains that it may require. 



3. Past self-help measures have concentrated on improving 
the production of food and have been appropriate. Future self- 
help measures might also concentrate on improvement of 
Sri Lanka's foreign exchange position through expansion and 
removal of disincentives on traditional exports. Then 
Sri Lanka could be in a position to purchase food needs from 
any commercial source. 

4. A rolling five-year self-help approach would be more 
in keeping with the positive actions of the government in the 
past. 

5. Although this long-term approach suggests application 
of Title 111, this is not recommended, because the policy 
framework that is an integral part of Title I11 is already 
built into Sri Lanka policies. Title I11 would offer nothing 
new except unnecessary administrative costs. 

6. PL 480 Title I legislation has multi-year provisions. 
The Mission might wish to explore whether these provisions 
would provide an acceptable framework. 

VI. LESSONS LEARNED 

1. In spite of attempts to integrate the PL 480 Title I 
program into overall assistance strategies, Title I may be 
policy neutral in its effects. This Sri Lankan case demon- 
strates that Title I did not influence the major policy shift 
that occurred in 1977, nor was it significantly smaller when 
the polices pursued by the government were less conducive to 
economic growth. 

2. The specificity of self-help measures may not be 
necessary in nations that already follow appropriate national 
development policies. Under two separate governmentssi~ 
1975, Sri Lanka followed policies that obviated the need for 
specific self-help measures. Other nations may not be in this 
position. 

3. If quantified self-help measures are necessary, then 
an adequate monitorinq system is required. Self-help measures 
were impossible to trace even in the case of Sri Lanka. In 
less sophisticated countries, a better system of monitoring is 
required. 

4. Annual, specific self-help measures may not be neces- 
sary in Title I agreements if the basic national policies are 
sound. Longer range analysis may be more appropriate. More 
important in nations that have already adopted effective poli- 
cies may be self-help measures that piedicate continuation of 



existing policies over periods of time ranging from three to 
five years. 

5. "Additionality" in terms of improved policies or per- 
formance may by unnecessary in nations already followinq 
reasonable development policies. Although the policies and 
performance of any nation may be improved, concentration on 
such improvements by donors may obscure what already are sub- 
stantial and effective commitments to both growth and equity. 

6. Donors need to understand the nature of local food 
demand patterns to anticipate impacts of PL 4 8 0  imports. The 
Sri Lanka case demonstrates that wheat, although not the pre- 
ferred grain, did have substantial demand (urban and Tamil) in 
the country and was less expensive to import, than rice, calo- 
rie for calorie. If such commodities are intended to reach a 
specific element of the population directly (which in many 
cases, they are not), greater understanding of consumption 
patterns is necessary. 

7. Title I commodities, to have an effect on improving 
nutrition, do not themselves necessarily have to be consumed 
directly by the elements of the population that donors seek to 
assist. The importation of wheat and wheat flour, consumed 
only on the margin by the rural poor, was not inappropriate 
even though it did not reach the majority of the poor to the 
degree anticipated. The impact of PL 4 8 0  commodities on nutri- 
tion depends significantly an efforts to meet effective demand 
for food by all socioeconomic groups. 

8 .  Import of Title I commodities requires a degree of 
management and data that most nations lack. Most governments 
have databases and distribution systems far less so~histicated - - -  - 

than Sri Lanka's. Yet Sri Lanka &as had difficulty-in fore- 
casting yields, and thus imported food grain needs. More de- 
tailed analysis is required of any nation's capacity to fore- 
cast production and consumption needs so that Title I imports 
do not depress local prices and discourage production, which 
was not the case in Sri Lanka. 
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METHODOLOGY 

An impact evaluation of a food import program presents 
several critical methodologicaZ problems. Three of the four 
legislative objectives p~~~i~ulyated for the Title I program are 
relevant primarily to the United States, not to the inhabitants 
of the recipient country. These are (1) the improvement of 
American relations with the country concerned, (2) the increase 
in opportunities for commercial sales, (3) and disposal of 
surplus agricultural commodities. If one were to do an impact 
evaluation on the latter two objectives, it would necessarily 
involve the American business and agricultural communities. 

The other objective of the Title I program, overall eco- 
nomic development, also poses difficulties. It requires an 
analysis of the macroeconomic state of the economy, the major 
policy changes that have taken place over time, the coqdex 
operation of the public and private sectors and their inter- 
action, and indeed even the political culture of the country as 
a whole. No feasible number of interviews with individual 
citizens, the ultimate beneficiaries of the program, could 
provide a valid statistical base on which to form judgments, 
since the PL 480  program does not act independently of the 
overall economy. 

It is important to note that Title I is not a project and 
does not conform in any sense to the usual definition of that 
term in AID. As a program, and one that has operated for over 
two and a half decades, it has no discrete group of benefi- 
ciaries. Since all the normal criteria for impact evaluations 
are irrelevant (egg., there was no site to visit, no production 
to assess, no institution to examine), a new approach to the 
nature of the program evaluation had to be found. 

The first major consideration was the formation of an 
overall conceptual approach to the evaluation. There was con- 
siderable intra-team discussion in the early days in the field 
to determine what basic hypotheses might provide a framework 
for analysis. The small 'size of PL 4 8 0  relative to the total 
Sri Lankan budget and the ,unproven and loose relationship 
between the PL 4 8 0  terms and Sri Lankan Government policies and 
self-help measures forced a\ very broad variety of hypothesized 
relationships: \ \ 

\ 

1. PL 480  Title I caus&$ variation in measures of the 
four legislative objqctives. 

\. 
2. PL 480  Title I co-vard,ed with, but did not cause, 

changes in measures of legislative concerns. 



3. PL 4 8 0  Title I was essentially independent of varia- 
tion in measures of the four legislative concerns. - 

Of course, each of these possibilities might vary with each of 
the four objectives considered. The team reasoned that hypoth- 
esis 1 (causal relationships between ~ i t l e  I and the four 
objectives) would be methodologically very challenging to 
demonstrate without substantive documentation that seemed to be 
lacking. Hypothesis 2 (noncausal co-variance) would be rela- 
tively simple to analyze with the material available (e.g., the 
ebb and flow of Title I levels when policies shifted). Hypoth- 
esis 3 (neither causal linkage nor co-variance) raised some 
fundamental questions about the nature of the program and its 
impact . 

This very general set of hypotheses was supplemented by a 
number of much more specific working hypotheses that related to 
the operation of each of the four objectives and especially to 
a broad number of issues in the food sector. The nature of the 
Title I program and its relationship to the operation of the 
economy as a whole gave wide scope to the inquiry. 

Thus, the team determined that the only rational approach 
to this impact evaluation within the context of a "rapid rural 
appraisal" approach (i.e., one month in the field) was to make 
use of the considerable volume of data that existed in 
Sri Lanka and supplement this with personal observations that 
extended to different occupational and ethnic groups in as many 
ecological settings as possible. As is true in most deveioping 
nations, the data are often inconsistent and contain consider- 
able gaps. Yet we were fortunate because Sri Lanka does have a 
comparative advantage in that the data had been aggregated from 
a variety of field surveys conducted over time. 

It was important to analyze longitudinal data collected by 
various arms of the government because of the major government, 
and thus policy, shift that took place in 1977. This shift 
allowed the team to explore the possible effects of PL 4 8 0  
Title I in both periods, in some areas with more confidence 
than in others. The major policy reforms presented an oppor- 
tunity to analyze the extent to which PL 480  Title I did or did 
not contribute to different economic objectives. In other 
cases, not enough time had elapsed and the data were not avail- 
able to make judgments. These changes were probably the most 
significant economic policy shifts carried out under democratic 
procedures by any developing society. 

In the context of a program rather than a project, this 
approach--the general overview and analysis of the functioning 



of the Sri Lankan economy as a whole, before and after 1977-- 
requires a different type of impact evaluation methodology than 
is now prevalent in AID. The team determined that it was 
important to spend a longer time in the capital city than might 
normally be required to meet the wide variety of government 
officials, and seek out as much of the impressive array of data 
among what sometimes appeared to be a bewildering variety of 
interlocking government ministries, boards, and corporations. 
Many have some responsibility for one or more aspects of the 
food system and the PL 480 program, the overall performance of 
self-help measures stipulated in agreements, and the function- 
ing of the public and private sectors in terms of the trade 
regimes and balance of payments. 

The aspects of the Sri Lankan economy that seemed most 
pertinent from the vantage point of developmental issues were 
threefold: balance of payments issues and policy reform, the 
local currency generated and the self-help measures that were 
promulgated in the official agreements reached between the U.S. 
and Sri Lankan Governments, and the question of food and nutri- 
tion--if and how the wheat or flour imported under Title I 
directly or indirectly reached or did not reach the poor, and 
the effect of this on nutritional status. 

Analysis of the self-help measures proved perhaps to be 
the least rewarding. The report comments on the overall 
efficacy of Sri Lankan Government policies, but because all 
rupee proceeds from the sales go into the "consolidated 
account" (the general government revenues), there were no means 
by which these funds could be traced, and thus no specific 
projects that could be visited or evaluated. It would have 
been necessary to explore the whole range of Sri Lankan agri- 
cultural policies beginning in 1956 to determine whether or not 
the self-help measures worked. This clearly could not be done 
in the time allocated. It seemed pointless, for example, to 
visit one grain storage site when no specific indicators of 
increases in storage capacity were specified and no locations 
given. The overall fieldwork did, however, provide some 
impressions of rural development policies and activities. 

The aspects of the evaluation involving specific uses of 
Title I wheat are compromised by the fact that PL 480 wheet is 
only a portion of total wheat imports. Nevertheless, the team 
believed that several issues could be explored: how the wheat 
is distributed; who eats it; and the effects it has on dietary 
patterns, food consumption, and nutritional status. 

In an analysis of these three points, the policy shifts of 
1977 are important and facilitate comparative analysis. The 
free and subsidized rice program of pre-1977 was replaced with 



a food stamp scheme directed toward the poor (as defined by 
governmental standards explained ir, the text). Consumption 
data exist for the pre-1977 pzriod and are now being tabulated 
for the post-1977 periods, unfortunately making it impossible 
to reach conclusions now on possible changes during this time. 

The construction of the Prima Mill (wheat flour), which 
precludes future importation of wheat flour, is particularly 
important and is given special treatment in the text and in the 
appendixes. The mill site was critical to visit to appraise 
the impact of the program and its future role. 

In view of both the heterogeneous nature of the factors 
that had to be considered in the evaluation and the limited 
time available, the team visited representative areas of the 
nation, not to conduct statistically valid interviews, but 
rather to grasp issues and form impressions. Thus, the first 
trip was to the southwest coastal region, essentially a heavily 
populated Sinhalese region of rice, coconut, and rubber produc- 
tion. The second trip was through the fishing areas of the 
west coast to the dry zone of north central Sri Lanka where 
irrigated rice is prevalent as well as cassava, and where a 
severe drought was in progress that will affect the import of 
food this year and next, and lead to revisions in the food 
stamp program; then on to the east coast, a Tamil area and the 
site of the Prima Mill at Trincomalee. The third trip was to 
the west zone highlands to see small-scale paddy production and 
the tea estates. Eleven days, or about 40 percent of the time, 
were spent in the field, and a total of about 1,200 miles were 
covered on these trips. 

Those whom the team interviewed included government offi- 
cials, AID officers, farmers, university professors, estate 
workers, district officials, cooperative store managers, as 
well as others. 

The report closes with three sections, rather than with the 
usual two. There are conclusions about the program, recom- 
mendations concerning the Sri Lankan Title I prngr~m, and a 
section on lessons learned--in an attempt to abstract from the 
Sri Lankan experience and apply the conclusions more broadly. 

A question still exists as to whether the impact evalua- 
tion format in terms of timing, length of report, time on the 
field, and size of team is the most appropriate means to 
analyze Title I programs. Certainly, the collection of aggre- 
gate data and the preliminary approaches to their analysis 
should occur prior to arrival in the field. Thus, the time 



allotted to Title I impact evaluations may have to be shifted, 
and in countries lacking Sri Lankals depth of data, sDme sample 
survey work prior to the team" arrival may be necessary. 
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MACROECONOMIC ASPECTS OF TITLE I FOOD AID IN SRI LANKA 

I. INTRODUCTION 

Food aid, introduced to Sri Lanka by the British, has been 
an important economic resource for the country since World 
War 11. Shipments of U.S PL 480 Title I food aid began in 1956 
and, except when the Hickenlooper Amendment was invoked, have 
continued to the present. During the 25-year period 1956-1981, 
the United States provided $277 million of Title I food commod- 
ities to Sri Lanka, 44 percent of total U.S. foreign assistance 
to that country. This appendix discusses the macroeconomic 
aspects of Title I food aid during the 1971-1981 period. 

Following a brief summary of the magnitude of this re- 
source transfer and a description of Sri Lanka's economic per- 
formance during the 1 9 7 0 ~ ~  the appendix analyzes the relation- 
ships between Title I food aid and (1) Sri Lanka's balance of 
payments; (2) the government's budget, both recurrent and 
development; and (3) agricultural production. This framework 
reflects the three principal features of food aid. First, food 
aid frees up foreign exchange which (in the case of Sri Lanka) 
would otherwise have been allocated to purchase food commer- 
cially on the international market. Second, the food aid is 
sold, and therefore generates local currency which the govern- 
ment can use as a budgetary resource to finance both recurrent 
and capital expenditures. Third, because the commodity in 
question is food, it may have an important (and possibly 
adverse) impact on domestic food production. The concluding 
section summarizes the analysis. 

MAGNITUDE OF FOOD AID 

Table B-1 suggests that the magnitude of food aid provided 
to Sri Lanka has been significant not only in absolute terms 
but also in relation to total foreign aid from all sources and 
total economic assistance from the United States. Food aid 
from all sources has averaged about $40 million a year, over 
one-fifth of total foreign assistance provided to Sri Lanka 
from 1971-1981; it was almost $67 million in 1975 (a drought 
year) and never less than $15 million (1973). In relative 
terms, it was as much as 44 percent of total foreign assistance 
(1974), and until 1979, never less than 20 percent. In 1979, 
however, it accounted for only 13 percent, and by 1981, its 
relative importance had diminished still further to less than 
10 percent. 



Table 8-1. PL 480 T i t l e  I Food Aid i n  Relat ion t o  Total Foreign Aid, Total U.S. Aid, 
and Total Food Aid, S r i  Lanka, 1971-1981 ( d  m i l  l ions)  

Annua I 

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 Average 

Total  Foreign Aid 

Total Food Aid 

Total Food Aid as a $ 
o f  Total Foreign Aid 

U.S. Aid 

PL 480 T i t l e  I 

U.S. Aid as a $ o f  

Total  Foreign Aid 

PL 480 T i t l e  I as a 

o f  Total Foreign A 

PL 480 T i t l e  I as a 

o f  Total Food Aid 

PL 480 T i t l e  I as a % 
o f  Total U.S. Aid 

Source: M in is t r y  o f  Finance and Planning, External Resources Department, Annual Report o f  Selected Economic Indicators, 1971 through 1981. 



Title I food aid (in contrast to total food aid) has 
averaged almost $18 million per year, ranging from a low of $5 
million (1974) to a high of almost $35 million (1978). With 
the exception of the 1974-1975 drought years, the proportion of 
total food aid accounted for by Title I has also been substan- 
tial, ranging from a low of 33 percent (1971) to a high of 
almost 65 percent (1980). However, in 1974 and 1975, Title I 
was only 10 percent and 30 percent respectively, of total food 
aid. Overall, then, Title I has accounted for about 44 percent 
of Sri Lanka's total food aid, and food aid, in turn, has 
accounted for about 21 percent of Sri Lanka's total foreign 
assistance. Clearly, Title I has been an important resource to 
the country. 

A similar picture emerges with respect to the importance 
of Title I relative to the overall U.S. foreign assistance 
program in Sri Lanka. Until 1979, food aid (Title I and 
Title 11) constituted nearly the entire program. At that time, 
however, U.S. development assistance was increased and Title I 
food assistance was decreased, with the result that Title I 
accounted for only 35 percent of the total program in 1979 and 
28 percent in 1981. Nevertheless, while its relative impor- 
tance has diminished, it still constitutes an important element 
of the overall program. Thus, in 1981, about $18 million of 
Title I food assistance was provided to Sri Lanka, which was 
comparable to the annual average provided during the 1971-1981 
period. 

The importance of food aid must also be evaluated in terms 
of its reliability. To what extent has the United States been 
a reliable provider of food assistance? When the drought of 
1974 required Sri Lanka to request over three times as much 
food aid as in 1973 (from $15.5 million to $49.2 million) the 
amount of food provided by the United States under Title I 
actually decreased from $6.8 million to $5.1 million; the 
proportion of total food aid accounted for by Title I dropped 
from 44 percent to 10 percent. In 1975, Title I food aid was 
almost triple the 1973 level, but food aid provided by all 
donors was over four times the 1973 level. Thus, other donors 
were more reliable than the United States in providing conces- 
sional food assistance to Sri Lanka when such food assistance 
was especially needed. (This tends to confirm a common and 
legitimate criticism of Title I; that is, when world food sup- 
plies are particularly tight, the United States may not be a 
reliable supplier of concessional assistance. The United 
States is, however, typically a reliable supplier of food under 
commercial terms.) 



111. SRI LANKA'S ECONOMIC PERFORMANCE DURING THE 1970s 

An analysis of the macroeconomic impact of Title I food 
aid on Sri Lanka's economy during 1971-1981 requires a general 
understanding of the country's economic performance during this 
period--especially under the more restrictive economic policies 
pursued prior to the 1977 elections compared to the more lib- 
eral economic policies initiated by the present government. 
During much of the 1970s, Sri Lanka's economy experienced near 
stagnation. In November 1977, the new government introduced 
policy reforms designed to liberalize the economy. The results 
of the economic liberalization program, especially in the early 
years of 1978-1979, have been remarkable. During the prelib- 
eralization period (1970-1977), gross domestic product (GDP) 
increased at an annual average rate of 2.9 percent; during the 
latter period (1977-1980), it averaged over 6.8 percent, over 
twice as high. 

Agriculture, which accounts for about one-quarter of GDP, 
grew at an average annual rate of 2.0 percent during the ear- 
lier years compared to 3.5 percent in the post-1977 years. 
Paddy production, in particular, has recorded substantial gains 
since 1977. As a result, the proportion of rice consumption 
accounted for by imports declined from an average of 33 percent 
in 1970-1977 to about 12 percent in 1978-1980. The strong 
performance of paddy production, however, is in sharp contrast 
to the poor performance of the tree crops (tea, rubber, and 
coconut) which provide a substan ial proportion of the coun- 
try's foreign exchange earnings .' Production of most subsidi- 
ary food crops showed remarkable progress during the 1970-1977 
period, but this trend was reversed following implementation of 
the liberalized trade policy and the unrestricted imports of 
basic food items. By 1981, however, production had improved, 
partly in response to the introduction of the floor price 
scheme for 13-subsidiary food crops and the increasing prices 
of rice and flour. 

Among the more striking features of the recent period 
compared to the earlier period is the substantial increase in 
investment. Gross fixed capital formation increased from an 
annual average rate of 15.0 percent of GDP during 1970-1977 to 
26.3 percent during the 1978-1980 period, This increase in 
investment is reflected in both the publlc and private sectors. 

 TWO main factors explain this poor performance: a decline in 
international prices, especially for tea; and increasingly poor 
management of the publicly owned segments of these tree crop 
sectors that were nationalized in 1973-1974 and that account 
for the bulk of total output. Drought was also a factor. 



investment is reflected in both the public and private sectors. 
The increase in government capital expenditures can be attri- 
buted primarily to the Accelerated Mahaweli Program (basically 
the development of irrigation) and the Housing and Urban 
Renewal Program. 

In the latter part of 1980, the economy began to develop 
serious financial problems. Budgetary receipts declined from 
26.2 percent of GDP in 1978, to 23.1 percent in 1979, to 18.9 
percent in 1980. To a large extent this was due to a reduction 
in export tax revenues, which in turn was the result of lower 
export prices and volumes. Reduced revenues were also due to a 
policy measure consciously designed to reduce the tax burden on 
tea and coconut growers. 

Expenditures, on the other hand, have been larger than 
budgeted. In the case of recurrent expenditures in 1980, this 
was associated primarily with various subsidy and transfer 
programs, including a government decision not to reduce the 
number of food stamp and kerosene stamp recipients from 7.3 
million to 5 million as planned in the budget. A second factor 
was the large increase in the consumer price of flour in Febru- 
ary 1980, which resulted in less than anticipated sales of 
public stocks, and in turn, a substantial (and costly) build up 
of stocks. A third major factor was unanticipated inflation- 
related increases in the budget. In the case of capital ex- 
penditures, the costs of the two lead projects, Mahaweli Devel- 
opment and Housing and Urban Renewal, were underestimated; 
also, the government failed to scale down these programs suf- 
ficiently to match available resources. As a result of these 
factors, t!..e overall budget deficit increased from 13.7 percent 
of GDP in 1978 to 21.1 percent in 1980. 

To reverse this adverse budgetary trend, the government 
revised the 1980 budget by reducing capital expenditures from 
19 percent of GDP to 14 percent, thereby reducing the overall 
deficit from 21 percent in 1980 to 15 percent in 1981. To 
enforce this reduction, all ministries were instructed not to 
introduce new projects in 1981, 1982, and 1983; in addition, no 
supplementary budgetary requests (with a few exceptions) were 
allowed. 

In addition to budgetary problems, there has been a sub- 
stantial acceleration in the rate of inflation during the more 
recent years of the liberalization program. In 1977, consumer 
prices in Colombo increased by only 1.2 percent over the pre- 
vious year. In 1978, the increase was 12.2 percent; in 1979, 
10.8 percent; and in 1980, 26.1 percent. (Wholesale prices 
increased by over 30 percent in 1980.) A major reason for the 
rapid increase in inflation was the sharp rise in prices admin- 
istered by the government, which (in 1980) reflected the gov- 
ernment's effort to eliminate food subsidies. Another impor- 
tant element was continued increases in import prices. The 



substantial expansion of government expenditures and deficit 
financing also contributed. 

After four years of improvement, the balance of payments 
deteriorated sharply in 1980. This was due in large part to 
factors beyond Sri Lankals control. Not only was there a seri- 
ous deterioration in the terms of trade, but also world infla- 
tion made imports more expensive. Exports decreased from 30.9 
percent of GDP in 1978 to 25.7 percent in 1980. Imports, on 
the other hand, increased from 36.6 percent of GDP in 1978 to 
49.8 percent in 1980. Several sharp increases in the world 
price of oil, on which Sri Lanka is entirely dependent, had a 
major adverse impact. 

Although the government took corrective steps in 1981 to 
reverse these trends, additional resource mobilization efforts 
are needed to increase both domestic and foreign receipts; 
also, the public investment program needs to be maintained 
within the bounds of available resources. However, donors--who 
played a major role in encouraging both the economic liberali- 
zation program and the major public sector investments--need to 
share the burden of further adjustment. PL 480 Title I food 
aid may be an appropriate instrument for encouraging and facil- 
itating the continuation of existing economic policjes which, 
for the most part, appear to be sound. This depends in part, 
however, on the impact Title I has had on Sri Lankals economy 
in the past. This is examined below. 

TITLE I FOOD AID AND THE BALANCE OF PAYMENTS 

The Government of Sri Lanka considers balance of payments 
support the single most important feature of the Title I pro- 
gram. Only the Food Commissioner felt tha the key element of 
the program was the fact that "food" was the commodity being 
supplied. No one indicated that the local currency generated 
from the sale of food aid was, or was not, particularly impor- 
tant. Perhaps this is because the local currency is depsoited 
in the general treasury, and therefore, no one can identify any 
particular activity that it has financed. (One person did 
point out that Title I local currency generations had financed 
a specific research study.) 2 

'~hese conclusions are based on discussions with officials of 
various government ministries (including Agricultural 
Development and Research, Plan Implementation, Food and 
Cooperatives, and Finance and Planning); the Central Bank of 
Ceylon; parastatal organizations (including the State Flour 
Milling Corporation and the Paddy Marketing Board); educational 
institutions (including the Agrarian Research and Training 
Institute; the University of Peradeniya and the Rice Research 
Institute); and the American Embassy and USAID officials. 



Table B-2 helps measure the relative importance ot kood 
aid, especially under Title I, in providing balance of payments 
support. In 1971, foreign aid receipts ($101 miliion) financed 
about 44 percent of the external resource gap ($231 million). 
Food aid from all sources ($22 million) financed almost 10 
percent of the external resource gapv and Title I food aid ($7 
million) financed 3.2 percent of the total gap. 

Fiuctuations in the external resource gap and food aid 
levels tend to move independently. For example, the external 
gap decreased in 1972 by about $29 million, yet Title I food 
aid increased by almost $10 million; thus, a larger Title I 
program was financing a smaller resource gap in 1972 compared 
to 1971, and therefore the relative importance of Title I in 
providing balance of payments support was greater. In 1974, a 
serious drought year, food aid from all sources financed almost 
13 percent of the external gap; but Title I was then at its 
lowest level in the 1970s, accounting for only 1.3 percent of 
the gap. From 1978 to 1981, the years of the economic liberal- 
ization program, the external resource gap increased over four- 
fold from $261 million to almost $1.2 billion. Food aid de- 
creased from $60 million to $37 million over this period, and 
therefore became less important in both absolute and relative 
terms, financing about 23 percent of the gap in 1978 and only 
3.2 percent in 1981. Title I, which recently has accounted for 
one-half to two-thirds of total food aid, has accordingly be- 
come a relatively minor resource in financing the substantiaily 
increasing gap, and therefore plays a less-critical role than 
in earlier years in alleviating the balance of payments con- 
straint. 

Title I food aid should be viewed as a short-term resource 
available to certain countries (a) confronting a foreign ex- 
change constraint - and (b) experiencing a food shortfall. Thus, 
while balance of payments support may be one legitimate justi- 
fication for, Title I food aid (perhaps particularly in support 
of economic liberalization policies that typically are associ- 
ated with balance of payments problems during the initial 
implementation years), it is important for the recipient 
government to take appropriate steps to obviate the need for 
food aid in the long-term. One indicator of progress along 
these lines is the extent to which food imports, in relation to 
total imports, are decreasing over time. Table B-3 suggests 
that the value of food imports steadily increased during 1971- 
1975 from $155 million to $357 million; the proportion of food 
imports to total imports remained relatively stable but very 
high; food accounted for 43 percent to 48 percent of the import 
bill during this period. After decreasing substantially in 
1976: food imports again began to increase, reaching $371 
million in 1980 but dropping to $244 million in 1981. Relative 
to total imports, food imports in 1981 were at their lowest 
level in a decade (14 percent), largely because total imports 
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had increased dramatically in conjunction with the iiberaliza- 
tion program. 

The quantity of food imports is perhaps a better measure 
of progress than their value, since volume is not subject to 
price variations. The volume of rice imports fluctuated con- 
siderably during the pre-election years, from a low of 266,000 
tons in 1972 to a high of 526,000 tons in 1977. Since then, 
rice imports have steadily declined to 157,000 tons in 1981; 
this reflects the country's substantial success in increasing 
domestic rice production. In value terms, rice accounted for 
as much as 18 percent ($137 million) of the tota.1 import b l l ~  
in 1975 but only 2.8 percent ($50 million) in 1981. 

Wheat flour (as distinct from wheat grain) imports stead- 
ily increased each year (except 1976) from a low of 323,000 
tons in 1971 to a high of 606,000 tons in 1978. In 1979, lm- 
ported wheat flour was substantially reduced, and by 1981 it 
was 320,000 tons, less than the 1971 level. At the same time, 
wheat grain imports began to increase. By 1980, they reached 
227,000 tons, double the 1979 level and almost triple the 1978 
level. (Importing wheat grain rather than wheat flour was made 
possible by construction of the Singapore-financed prima Flour 
Mill on the east coast of the country.) In all likelihood, 
increasing quantities of wheat grain will continue to be im- 
ported in lieu of wheat flour--not only to supply the Prima 
Mill, which produces bran sold by Singapore as animal feed, but 
also to satisfy an increasing Sri Lankan demand for flour and 
bread. Thus, Table B-4 indicates that the demand for wheat, 
flour, and bread is projected to increase by almost 35 percent 
over the 1981-1986 period, while the demand for all other food 
commodities is projected to increase by only 8-10 percent over 
the f ive-year period. 

If Title I food aid in the form of wheat grain is not to - 
be viewed as a long-term concessional resource transfer to Sri 
Lank, then alternative ways to meet domestic demand for wheat 
will need to be found. One alternative is for the government 
to continue to support on-going research aimed at developing a 
wheat technology applicable to Sri Lankan soil and cllmatic 
conditions. To the extent that wheat varieties are developed 

3 ~ h i s  estimate of substantially increasing demand for wheat and 
flour relative to other food commodities is open to question. 
The USAID Mission !)as pointed out that the 404,000-ton wheat 
requirement for 1981 as reported in Table B-4 1s different from 
the original 492,000-ton requirement projected by the Deparment 
of Census and Statistics in 1978. This is the only figure in 
Table B-4 that has been adjusted. Had it not been adjusted, 
the increased demand for wheat, flour, and bread from 1981 to 
1986 would have been 10.6 percent rather than 34.7 percent. 
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which are both technically and economically viable, the need to 
allocate foreign exchange to purchase wheat commercially wili 
be reduced. 

On the other hand, if wheat cannot be produced efiiciently 
in Sri Lanka, additional foreigll exchange will be required to 
purchase it on the international market. Thus, the most appro- 
priate indicator of Sri Lanka's progress in shifting from con- 
cessional to coinmercial wheat imports may be its ability to 
increase export earnings sufficiently to import at commercial 
terms. During 1972-1980, the value of Sri Lanka's wheat and 
wheat flour imports ranged from 10 to 29 percent of its foreign 
exchange earnings. During the earlier 1972-1976 period, it 
averaged 22 percent per year, while during the more recent 
1977-1980 period, it averaged 12 percent per year. This may 
suggest that the courtry is increasingly able to purchase its 
wheat needs or1 the international market without: relying 3n 
concessional food assistance. 

V. TITLE I FOOD AID AND THE DOMESTIC BUDGET 

The second potentially beneficial feature of Title I food 
aid for the recipient country is that its sale generates local 
currency that the government can use to supplement its domestic 
budget. As indicated above, the allocation of this local cur- 
rency in Sri Lanka cannot be linked to any particular activity 
because it is deposited in the treasury and becomes part of 
general budgetary resources. Still, it is useful to understand 
how these resources have been al.located over time since some of 
them were derived from Title I sales. Table B-5 sets forth key 
line items of the recurrent budget from 1971-1981, and Table 
B-6 disaggregates capital expenditures among major investment 
categories. 

The recurrent budget reflects the government's firm corn- 
mitment to assure that food is available to the zntire popula- 
tion. Initially, a ration scheme pravided this assurance, but 
in 1979 a food stamp scheme was introduced and the ration 
scheme was phased out. Yhis consitituted an important shift in 
government policy, moving from a subsidy in kind to a straight 
income transfer, and from a general subsidy serving the entire 
population to a targeted subsidy benefiting only the lower 50 
psrcent of the income distribution. 

'wheat was planted on 3,100 small test plots throughout the 
country in November 1981, and yields reported to date are 
characterized as "good." The economics of wheat production 
has not yet been explored. 



Tabla 8-5. Food Subsidy and F w d  Stmp Expenditures i n  Relat lon t o  Remrrent Budget. 
S r l  Lanka, 1971-1981 (1 m i l l  Ions and percenteges) 

Ada! n 1 s t r a t  Ion 
of rhlch: 

CIVI  I 
Cefense 

Soclal Services 
o f  rhlch: 

€&cation 
Health 

Econal  c Servl ces 
of whlch: 

A g  la l t u r e  
L l r r l g a t l o n  

Transfers 
of rhlch: 

F w d  Subsldles 
Food Stamps 

Total 

Revlsed estimates. 
~ u d g e t  esttaates. 
Conslsts llal nly of In terest  on d-stlc and forelgn debt. 

Sarrce: IBW, S r l  Lanka: Pol lc les and Prospects f o r  Econolllc Ad&shent, m y  15, 1981. pp 23S34 (Eased on data f raa Central Bank of Ceylon) 



TABLE B-6. Capital Expenditure and Net Lending, Sri  Lanka, 1971-1981 
($  millions and percentages) 

Agriculture and 
Irrigation 

Manufacturing and 
Mining 

Other E c o n d c  
Services 

Social Services 

N e t  Lending 

Others 

Total 

Revised Estimates 
1' Budget Estimates 

Source: IBRD, Sr i  Lanka: Po l ic ies  and Proapecte for  Economic Adjustment, May 15, 1981, pp. 235, 240. 



A major impetus for the shift was the need to reduce what 
had become an increasingly large financial burden. The kood 
subsidy under the ration scheme averaged over $125 million per 
year (about 20 percent of the recurrent budget) from 1971-1978. 
In 1979, it accounted for 19.4 percent, and the food stamp 
program (introduced in that year) absorbed yet another 4.2 
percent; thus, 23.6 percent of the recurrent budget (over $183 
million) was allocated to subsidize food consumption in 1979. 
In 1980, the ration scheme was almost entirely phased out, and 
10th programs then absorbed only 11.5 percent of the recurrent 
budget ($94 million); in 1981, these programs were estimated to 
absorb 11.7 percent ($82 million). 

Table B-5 also measures the government's commitment to the 
provision of social services (primarily education and health). 
From 1971-1977, approximately 23 percent of the recurrent bud- 
get was allocated to social services; from 1978-1981, this 
proportion was reduced to 16 percent. In absolute terms, the 
pre-1977 government allocated about $134 million per year to 
social services while the new government has allocated about 
$121 million per year. Table B-5 also reveals that defense 
expenditures during the 1977-1981 period have remained rela- 
tively constant (about $24 million per year). 

Table B-6 shows how capital expenditures have been allo- 
cated over time. Agriculture and irrigation have typically 
been allocated a larger share of the budget than any other 
sector, including industry, transportation, and communica- 
tions. Agriculture accounted for about 31 percent of develop- 
ment expenditures ($60 million per year) from 1971-1977. In 
1979, the agriculture budget was $146 million, more than double 
the 1978 level, and in 1980 it was $286 million, almost double 
that of 1979. Though budgetary constraints have forced a re- 
duction in 1981, both the absolute level of resources allocated 
to agricultur ($210 million) and its proportion of total 
development expenditures (39 percent) remain high. These large 
investments in agriculture during the more recent years are 
primarily for the Mahaweli Development Program. Table B-6 also 
suggests that increased investment in agriculture has been at 
the expense of manufacturing and mining, which absorbed 10 
percent of the capital budget in 1979, 7 percent in 1980, and 
only 3.5 percent in 1981. 

One important implication of the government's public in- 
vestment decisions throughout the period, but especially during 
the post-1977 years, is that agricultural development ranks 
highest on the list of overall investment priorities. This 
suggests that the government does not view Title I food aid as 
a resource that -an substitute for increasing domestic food 
production. If, however, self-sufficiency in wheat (the prin- 
cipal commodity imported under ~ i t l e  I) proves not to be a 
viable alternative, then increased investment may be needed to 



make the production of traditional export crops and other 
foreign exchange earning sectors more efficient so that wheat 
grain can be purchased on the international market. 

One final budgetary implication concerns the extent to 
which the government would have carried out the relatively 
expensive food subsidy program in the absence of the budgetary 
support provided by Title I. Just as most experts are con- 
vinced that the government would have imported food commerci- 
ally had it not been provided concessionally, they aldo believe 
that the government would have continued to subsidize food 
consumption even without the local currency provided by the 
sale of Title I. No one, of course, will speculate on which 
budget priorities would have been sacrificed had Title I re- 
sources not been available. On the other hand, it is also 
true, and recognized by government officials, that Title I 
facilitated the financing of the food subsidy program. In this 
sense, one can conclude that the Title I program permitted the 
government to support a program which otherwise would have been 
more difficult to finance. 

VI. TITLE I FOOD AID AND AGRICULTURAL PRODUCTION 

Two issues are important here. First, because the commod- 
ity supplied under Title I is food, did the program have a 
disincentive effect on domestic food production? Second, again 
because the commodity in question is food, did the program have 
a positive effect on improving consumption and nutrition? The 
first issue is treated here; the second issue, in Appendix C. 

As indicated above, wheat, the principal commodity im- 
ported under the Title I program, is not produced in Sri Lanka 
to any significant extent. Therefore, Title I has had little 
or no direct disincentive effect on domestic wheat production. 
However, imported wheat and domestically produced rice would 
appear to be relatively close substitutes. Therefore, it is 
possible that consumers substituted bread for rice, thereby 
causing the demand for rice, and hence its production, to de- 
crease. The evidence presented in Table B-7, however, suggests 
that this was not the case--at least during the 1970s. Paddy 
production stayed relatively constant during the early years of 
the decade at about 1.3 million tons per year; in 1974 it in- 
creased to 1.6 million tons; then in 1975 (a drought year), it 
decreased dramatically to 1.2 million tons. By 1977, produc- 
tion had recovered to 1.7 million tons and by 1980 it reached 
2.1 million tons--an annual average rate of growth of over 9 
percent. (It is, of course, arguable that paddy production 
would have increased even more in the absence of Title I 
wheat. ) 
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Table 8-7, Area Sown, Production, Akjrage Ylelds, and Prices o i  Selected Food Crops, S r i  Lanka, 1971-1981 (cont. 

Finger Mi I l e t  

Area Sown 

(000 ha) 21.4 5.5 8.5 29.0 26.8 19.8 25.6 17.7 10.8 8.0 

Product ion 

(000 tons) 11.8 4.2 4.9 15.4 20.2 15.3 23.0 14.4 10.6 6.6 

Farmgate Pr 1 ce 

(&/bushel) 12.37 13.77 34.27 66.49 48-94 35-21 33.80 29.36 40.93 54.5e 

Floor Price 2 - - - - - - - - - - 

l ~ a r ~ e t  
'In 1982, the  f l o o r  p r i c e  f o r  sor@un w i  I I be removed; a t  t h e  same tlme, a f l o o r  o f  Rs51.82/bushel w l  l 1 be introdrced f o r  
f inger m i l  l e t  (kurrakan), whlch no t  only tastes bet te r  than sorghum, but a lso  I s  more nutritious. 

Source: IBRD, S r i  Lanka: Pol ic ies and Prospects f o r  Econanlc AdJustment, May 15, 1981, pp. 244-45 ( f o r  area Sam, probrctlon, 
and y ie i  d data fo r  paddy, cassava, and sorghum); Min i s t r y  o f  Agr l cu l tu ra l  Development and &search, Agr I c u l t v a  l 
S ta t i s t i cs  of S r l  Lanka, 1951/52-1980/81, pp. 2, 40, 45, 48 ( f o r  f inger m i  I l e t  and p r l c e  data). 



Water availability is the key variable determining how 
much acreage can be sown under paddy. This, in conjunction 
with improved seeds and the application of fertilizer, is the 
principal factor explaining why yields have increased at an 
average rate of over 5 percent per year since 1977. In addi- 
tion, the farmgate price for paddy has regularly been above the 
government guaranteed floor price, which itself has provided an 
ample incentive to producers. Still, the availability of water 
and variable inputs has probably been more important than price 
in explaining the increased production and yields. In any 
event, the importation of wheat under Title I has not caused 
paddy production to decrease; on the contrary, production has 
increased substantially, especially since 1977. 

Consistent with this conclusion is the fact that Sri 
Lankans--without exception--prefer rice over bread. In March 
1982, the price of rice and the price of bread were about the 
s-me ( ~ s 6  per kilogram or $0.14 per pound). However, if the 
price of bread were less than rice, people indicated they would 
still tent to purchase the higher priced rice. When there is a 
significant changes in the relative price of rice to wheat 
(bread) the data show that people alter their consumption 
accordingly. (see Appendix E for a more detailed analysis.) 

When the price of bread or wheat flour is reduced to zero, 
as a certain amount was during various phases of the ration 
program, people will consume (or at least accept) it, as they 
would any free good. But when people must use their food 
staqps to purchase rice or wheat flour, they choose to consume 
less flour than when it is free. Thus, Table B-8 indicates 
that flour consumption increased from 63 pounds to 90 pounds 
per capita during 1971-1979 (an average annual increase of 3.4 
percent). In 1980, however, a year after the food stamp pro- 
gram was introduced, flour consumption dropped by 39 percent to 
55 pounds per crpi ta. 

It is also possible that if ,r~>ople were not substituting 
imported flour for domestically p~oduced rice, they were sub- 
stituting flour for other domestically produced grains. For 
example, was Title I wheat consumed in lieu of coarse grains 
(such as sorghum and finger millet) or cassava? Table B-7 
suggests that production of cassava, sorghum, and finger miliet 
(drought-resistant crops) increased in the eariy 1970s, peaking 
in 1974 and 1975, the drought years. This was most pronounced 
for sorghum which increased from 300 tons in 1973, to 300,000 
tons in 1974, to 600,000 tons in 1975. Finger millet (called 
kurrakan in Sri Lanka) increased from 5,000 tons in 1973, to 



15,000 tons in 1974, to 20,000 tons in 1475. Production 
increases for cassava were substantial, but not as dramatic. 
The producer prices of these crops also increased substanti- 
ally, reflecting the fact that rice was in short supply. From 
1973 to 1974, the price of sorghum increased fourfold, the 
price ui kurrakan almost doubled, and the price of cassava 
increased by 60 percent. 

Table B-8. Consumption of Wheat Flour Per Capita, 
Sri Lanka, 1971-1980 (in pounds) 

Year No. of Pounds 

Source: Ministry of Aqriculkural Development and Re- 

Since the drought, the area sown to these crops has de- 
creased substantially. For sorghum, as much as 3.8 thousand 
hectares were sown in 1975 and only 100 hectares in 1980; for 
kurrakan, - 26.8 thousand hectares were sown in 1975 and only 
8,000 in 1980; for cassava, 79.2 thousand hectares were sown in 
1975 and only 27 thousand in 1980. Production of these crops 
has decreased substantially as a result. One factor that may 
explain this decrease is the absence of a clear price incen- 
tive. Thus, there had been no guaranteed floor price for any 
of these three commodities until 1980 when a floor price for 
sorghum was introduced; however, this will be removed in 1982, 
and a floor price for kurrakan, which tastes better and is more 
nutritious than sorghum, will be introduced instead. 

Another factor that may help to explain the decreased 
production of the coarse grains and cassava is, of course, the 
availability of wheat flour, provided in part under Title I. 
As indicated in Table B-3, the importation of wheat flour, and 
more recently wheat grain in lieu of wheat flour, has increased 
throughout the 1970s. Two points, however, should be kept in 
mind. ~irst, in contrast to many African countries, coarse 



grains and cassava are not staple foods in Sri Lanka. There- 
fore, to the extent production of these crops has decreased as 
a direct result of wheat imports, the decrease has been from a 
relatively low base and therefore has adversely affected rela- 
tively few people. Second, the hypothesis that food aid has 
had a disincentive effect on food production in Sri Lanka is 
not supported by the only study that has been carried out on 
this subject. 5 

VII. CONCLUSIONS 

Title I food aid comprised nearly the entire AID program 
throughout much of the 1970s. With the resumption of develop- 
ment assistance, it now constitutes a relatively smaller, but 
integral, element of the overall Mission strategy. What has 
been the primary impact of the program on the economy of 
Sri Lanka during the 1970s? This analysis suggests that the 
restrictive economic policies pursued by the pre-1977 govern- 
ment as well as the economic liberalization program initiated 
by the current government were formulated, and would have been 
implemented, independently of Title I. At the same time, 
Title I resources made it easier for both governments to carry 
out their respective economic policies. The food aid program 
made foreign exchange, which otherwise would have been allo- 
cated to purchase food commercially on the international mar- 
ket, available to import nonfood commodities. It also gen- 
erated local currency which would not otherwise have been 
available to help finance the domestic budget. The availabil- 
ity of Title I wheat was not a disincentive to the domestic 
production of rice, the staple of the Sri Lankan diet. It may, 
however, have been associated with decreased production of 
coarse grains. 

The Government of Sri Lanka considers balance of payments 
support the single most important benefit deriving from the 
Title I program. This analysis suggests that Title I provided 
relatively more balance of payments support in the early 1970s, 
when the external resource gap was more manageable, than in 
recent years. However, because the currently large external 

5 ~ . ~ . ~ .  Dahanayake,  isin incentive Effects of Food Aid on Food 
Production in Sri Lanka," Central Bank of Ceylon, Department 
of Economic Research, August 1978. This study included 
karrakan and cassava, but not sorghum. Also, while the study 
concludes that food aid, per se, had no direct disincentive 
effect on domestic production, it suggests that total food 
imports may have had a marginal negative effect on the 
production of minor food grains. 



gap is primarily the result of the economic liberalization pro- 
gram, balance of payments support, including that provided by 
Title I, is probably more appropriat~ for the successful 
implementation of that program t h w  highly project-oriented 
forms of external assistance. 

Because Title I resources in Sri Lanka are fungible, it is 
impossible determine how the local currency generated from 
the sale of the food aid was allocated. It is likely that the 
local currency permitted the government to finance the food 
subsidy scheme more easily than would have been the case in the 
absence of Title I. It is also likely that it helped the gov- 
ernment to finance its priority development objective--in- 
creased agricultural production (especially rice production). 

While there is no evidence to suggest that the importation 
of Title I wheat is a disincentive to domestic rice production, 
it may be associated with the reduced production of coarse 
grains, including sorghum and finger millet. If so, this is 
probably less the case now than prior to February 1980 when 
flour consumption was heavily subsidized. Moreover, prevailing 
producer prices for the coarse grains (which are largely deter- 
mined by the private sector) often do not provide an adequate 
incentive to producers. In any event, any disincentive effect 
of Title I wheat is probably much less severe in Sri Lanka than 
in countries where coarse grains are a staple food. 

Given Sri Lanka's overall positive economic performance, 
the government's need for foreign exchange to finance the eco- 
nomic liberalization program, and the demand for imported wheat 
(a commodity the country does not produce), continuation of the 
Title I program would seem to have merit. Such a program 
should be couched in terms of supporting (1) existing appro- 
priate macroeconomic and sectoral policies, and (2) the exist- 
ing emphasis on agricultural development. It need not, as in 
many other countries, be designed to support policy reform or 
specific and discrete development projects. However, success- 
ful implementation of Sri Lanka's economic policies and agri- 
cultural development program is inherently long-term, while 
Title I should be viewed as a short-term (one-year) resource 
transfer; this raises a programmatic problem for AID and the 
government. Although Title I11 provides for a multi-year com- 
mitment of food aid, thereby facilitating long-term planning, 
it also requires policy reform; while the former is needed in 
Sri Lanka, the latter is not. An innovative arrangement that 
incorporates a multi-year commitment of food aid (wheat), but 
does not require policy reform or involve the considerable 
administrative costs typically associated with Title 111 pro- 
grams, needs to be explored. Such an arrangement might be 
linked to satisfactory performance concerning IBRD/IMF policy 
recommendations as well as achieving food consumption and 
nutrition objectives. 
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NUTRITION AND FOOD CONSUMPTIOi4 IN SRI LANKA 

I. INTRODUCTION 

Sri Lanka pursued the quintessential basic needs strategy 
long before "basic needs" came into (and subsequently went out 
of) fashion in the rest of the world. Free education.for all, 
a well distributed health care system (including Western as 
well as traditional medicine), extension of water, electricity, 
and communications iato the rural areas, and a sophisticated 
grassroots agricultural research and extension system have 
enabled Ceylon to achieve a quality of life better than its per 
capita income would suggest. Infant mortality below 40 per 
1,000 probably reflects a mixture of good pre- and post-natal 
health care, proper hygienic practices and sanitation, and good 
nutritional status of mother and child. If nutritional 
improvement has come about, however, it has done so without 
spec if,^ articulation of a nutrition policy, but rather in- 
directly through policies in health, education, and subsidized 
consumption. The role of food aid in this change can only be 
hypothesized based on coincidental evidence of national- and 
individual-level data. What follows is a discussion of this 
circumstantial evidence which suggests that food aid has had a 
facilitating rather than instrumental role in the nutritional 
changes which have taken place. 

11. NUTRITIONAL STATUS SURVEYS 

Two national-level nutrition status surveys have been 
carried out in Ceylon. In the 1976 survey (Center for Disease 
Control, 1976) a random sample of children 6-71 months of age 
in health districts throughout the island were weighed and 
measured and examined for evidence of Vitamin A and iron 
deficiency. A total of 6,863 children were included in the 
sample. Results (Table C-1) indicate a surprisingly high 
prevalence of chronic malnutrition (given the country's low 
IMR), especially in the Estate Sector. 



T a b l e  C-1 .  U n d e r n u t r  i t  i o n  i n  P r e s c h o o l  C h i l d r e n  
(6-72 Months O l d )  by H e a l t h  Dis t r ic t ,  1976 

A c u t e  C h r o n i c  C h r o n i c  & Acut  
SHS Area  ~ n d e r n u t r  i t i o n l  ~ n d e r n u t r  i t i o n 2  U n d e r n u t r i t i o n  9 

R a t n a p u r a  

Kandy 

B a t t i c a l o a  

Gal le  

M a t a l e  

K e g a l l e  

Anur a d h a p u r a  

K a l u t a r a  

M a t a r a  

Vavuniya  

B a d u l l a  

K u r u n e g a l a  

P u t t a l a m  

Colombo 

J a f  f n a  

Weigh ted  Average  

L e s s  t h a n  80 p e r c e n t  w e i g h t  f o r  h e i g h t  
L e s s  t h a n  90 p e r c e n t  h e i g h t  f o r  a g e  
L e s s  t h a n  80 p e r c e n t  w e i g h t  f o r  h e i g h t  and less t h a n  90 p e r c e n t  
h e i g h t  f o r  a g e  

S o u r c e :  S r i  Lanka N u t r i t i o n  S t a t u s  S u r v e y  1 9 7 6 ,  Wash ing ton ,  D.C.: 
O f f  ice of N u t r i t i o n  (USAID) 1976 ARC. CG-641.1-15774 1240 78.  



The age distribution of malnutrition (Table C-2) shows the 
characteristic peak of acute malnutrition at 12-24 months of 
age, reflecting the nutritional stresses of weaning and the 
nutritional demands of growth. The frequency of chronic mal- 
nutrition increased with older age groups, suggesting additive 
effects of poor diet with each year of life. Vitamin A and 
iron deficiency did not appear to be serious public health 
problems in these areas. 

Table C-2. Malnutrition in Sri Lanka, by age, 1976 

% Acute and 
Age % Acute % Chronic Chronic 

(months) Malnutrition Malnutrition Malnutrition 

6-11 5.0 

12-23 10.8 

24-35 6.9 

36-47 4.8 

48-59 5.0 

60-71 6.2 

Average 6.6 

Source: CDC. Sri Lanka Nutrition Status Survey, 1976. 

Unfortunately, socioeconomic data were not simultaneously 
collected to allow disaggregation of malnutrition by income 
groups, land-holding patterns, or agricultural production sys- 
tem. Equally unfortunate is the fact that health districts 
correspond neither with administrative-political districts nor 
with agroecological zones used in the socioeconomic and con- 
sumer expenditure surveys carried out by the Central Bank of 
Ceylon and the Department of Census and Statistics. 

Perhaps the most valuable contribution of che 1976 survey 
was a nutritional survey of elite Ceylonese children in Colombo 
preschools. That survey showed that 2.2 percent of the 48-71 
months age groups were below 90 percent of the NAS reference 
1~1edian height-for-age in contrast to about 0.4 percent of the 
reference population (Figure C-1) and 35 percent of the rural 



Figure C-1. Growth Per fo r rmce  o f  E l  l t e  S r i  Lankan Children, S r i  Lanka Speclal Group 
and NAS Reference Medl ans, Rural S r  l Lanka Survey, 1976 

Conparison o f  welght-for-heiqht data I n  age group 48-71 months 
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Comparison of  helght-for-age data i n  age group 48-71 months 
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population. In weight-for-height, 2.6 percent of the elite 
children fell below 80 percent median weight-for-height whereas 
0.8 percent of the reference popuiation and 3.4 percent of the 
rural population did. This indicates that racial or genetic 
characteristics explain far less of the apparent malnutrition 
in the national surveys than do poverty, inadequate food con- 
sumption, and poor health. 

The most recent nutrition status survey (sample ~ i z e  not 
reported), which is on-going, has replicated the CDC Methodol- 
ogy and sampling method but the sampling frame is based on 
administrative districts and on children 9-59 months of age 
(some data on older children were gathered for comparative 
purposes, however). Hence the two surveys are not directly 
comparable. The results of the first eight districts of the 
most recent survey are currently available (Table C-3). These 
results indicate a lingering protein-energy malnutrition prob- 
lem in those districts. The first eight districts were 
selected for examination, however, because they have also been 

Table C-3. Undernutrition in Preschool Children by 
Administrative District 1979-1980 

Acute Chronic Acute & Chronic 
~istrict t4alnutrition1 Malnutrition2 ~alnutr i tion3 

Nuwara ~ l i ~ a ~  5.6 
(estate) (2.4) 

Moner agala4 8.7 

Less than 80 percent weight-for-height. 
Less than 90 percent height-for-age. 
Less than 90 percent height-for-age and less than 80 percent 
weight-for-height. 
Six District Survey, FNPPD, 1980. 6 to 59 months a d .  
FNPPD/MRI Survey, 1979. 6 to 72 months old (together equals 
Matara health district). 



targeted for "special development1' efforts and therefore may 
represent a biased sample. A separate analysis (Levinson, 1980 
a and b) indicated that in that survey females were twice as 
likely to be malnourished as males. This is probably due to 
family food beliefs and practices which benefit male cnildren 
more than female children. 

A crude way to compare the two surveys is to add a correc- 
tion factor for the 60 to 71 months old group into the latter 
survey (using observed values for the older age group) and 
compare data on overlapping (but not identical) regions 
(Table C-4). 

Luckily two administrative districts (Kurunegala and Put- 
talam) are also health districts. In addition, the Matara 
health district, is comprised of the Matara and Hambantota 
administrative districts, both of which were sampled in 1979. 
In the case of the other districts sampled in 1980, some are 
part of the larger health district (e.g., Matale health dis- 
trict includes Matale as well as another administrative dis- 
trict) so that the populations are somewhat similar. 

The adjusted data suggested that in comparabie age groups 
and comparable geographic regions, the incidence of chronic 
malnutrition diminished somewhat between 1976 and 1979-1980. 
Because acute malnutrition is subject to the vagaries of ili- 
ness, food supply, and seasonal factors, such data should not 
be compared for the purposes of determining general trends in 
nutritional status. Height-for-age data, however, indicate 
long-term problems and have a lag-period in responding to im- 
provement or deterioration in food consumption or public 
health. The 1979-1980 data may in fact reflect the food situa- 
tion in 1977, for instance, when many of the children were 
still - in utero or being weaned. 

A small nutrition status survey in 1980 in the H block of 
the Mahaweli District (FNPPD, 1980 e) showed that 30 percent of 
the children were nutritional~y stunted and 19.6 percent were 
wasted (less than 90 percent height-for-age and less than 80 
percent weight-for-height, respectively). This was above aver- 
age for rural Sri Lanka (Table C-5). The results snowed that 
recent settlers and those who did not have previous experience 
with farming in the dry lowlands, were at higher risk of mal- 
nutrition. 



Table C-4. Ccmparative Data: 1976 and 1979-1980 Pbtrition Status Srveys 

D i s t r i c t  
1979-1980 

Rural 

Estate 

Moneragala 1 

1979-1980 
Chronic & 

Chronic Acute 
Malnutrition Malnutrition 

D i s t r i c t  
1976 

197 6 
Chronic & 

Chronic Acute 
Malnutrition Malnutrition 

1979-1980 data presented on children 6-59 months of age: adjusted here for children 
60-71 mnths of age assuning 16 percent of sample found in  latter age group and using 
figures gathered in d i s t r i c t  on 60-71 mnth old age group. 
D a t a  on 6-59 mnths old children. 
1979-1980 data presented for  6-71 mnth  old age grcup. 
Matara health d i s t r i c t  includes Fhtara and Hanbntota D i s t r i c t s .  
Matale health d i s t r i c t  includes Matale an3 Polonna- D i s t r i c t s .  
Vavuniya health d i s t r i c t  includes Vavuniya and Mamar Districts. 
Kandy health d i s t r i c t  includes Kandy a d  Nwara Eliya D i s t r i c t s .  * bbneragala health d i s t r i c t  includes Wneragala and mdulla D i s t r i c t s .  



Table C-5. Nutritional Status of Children of Mahaweli 
Settlers by Participation in Food Program 1980 

Percent of Children 
~ 

Food World Food Food Stamps No 
Stamps Program and WFP Program 

No. of households 35.0 176.0 216.0 203.0 

No. of children 48.0 195.0 261.0 209.0 

Ht./Age less than 90% 25.0 31.7 32.1 28.2 

Wt./Age less than 80% 66.6 68.2 70.1 70.8 

Wt./Ht. less than 80% 16.6 18.4 23.3 16.7 

Morbidity--two week 2.0 13.2 16.0 14.3 

Preschool death in 
previous 5 years 12.2 1.7 2.9 6.2 

111, FOOD CONSUMPTION 

Thc basic Sinhalese diet consists of rice, coconut pro- 
ducts, and curries. (Perera, et al, 1972) Since World War 11, 
when rice became temporarily scarce, wheat flour and breau have 
come to play an important but secondary role in the diet 
(De Me1 and Fernando, 1980). The basic Tamil diet consists of 
flat wheat breads (roti), rice, and more legumes and less coco- 
nut than the Sinhalese diet. Both groups consume tropical 
fruits, vegetables, greens, meat and fish, eggs, and dairy 
products according to their income. 

Between World War I1 and 1978, consumption of basic foods 
was subsidized by the government through a combination of free 
food, rationed food, and subsidized prices (Tables C-6.1, 
C-6.2, and C-7). In recent years, apparent household food 
consumption and nutritional adequacy improved (Table C-8). 

Since 1978, consumption of the lowest income groups has 
been subsidized through food stamps. Eligibility is based on 
maximum income of Rs300 per month and the allotment is propor- 
tional to family size and ages of children. The program was 
designed to transfer purchasing power in lieu of subsidized 
commodities to 7.5 million people, about one-half of the popu- 
lation. In order to keep budgetary allocation constant, the 
value of the stamps was not increased to reflect the increases 
in the cost of living or the cost of a market basket of foods. 
Hence the rice-equivalent value of the stamps in July 1981 was 
less than 50 percent of their value in September 1979 when the 



Table C-6.1. Rice Dis t r ibu t ion  

Addit ional  
Basic Rice Ration Rice Ratio 

I P r i c e  (Rsl lb)  Colombo & Suburbs R e s t  of I s land 

Quantity Non-Income Income Quanti ty - P r i c e  Quanti ty P r i c e  -- 
(lblwk) Tax Payers Tax Payers (lblwk) (Rsllb)  (lb/wk) (Rellb)  

w Pr io r  t o  1971 
November 1971 
December 1972 
February 1973 
March 1973 
October 1, 1973 
October 29, 1973 
November 1973 
December 1973 
January 1974 
February 1, 1974 
February 18, 1974 
March 1974 
Apr i l  1, 1974 
April  15, 1974 
Apr i l  29, 1974 
May 1974 
Ju ly  1974 
August 1974 
November 1975 
Apri l  1977 
May 1977 

I 

January 1 9 7 8 ~  

Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 
Free 

Free 
Free 
0.50 
0.80 
0.70 
1.00 
1.00 
1.00 
1.00 
1.00 
1.00 
1.00 
1.00 
1.00 
1 15 
1.15 
1.15 
1.25 
1.10 
1.00 
1.00 
1.00 

0.37 
0.50 
0.50 
0.80 
0.70 
0.70" 
1.00 
1. oo* 
l * O O  
1.00 
1. OO* 
1.00 
1.00 
1.00 
1.15 
1.15 
1.15 
1.25 
1. 10 
1.00 
1.00 
1.00 

0.375 
0.50 
0.50 
0.80 
0.70 
0.70* 
1.00 
1. oo* 
1a00 
1.00 
1.00* 
1.00 
1 .oo 
1.00 
1.15 
1.15 
1.15 
1.25 
1.10 
1.00 
1.00 I 

1.00 

I 

The d i s t r i c t s  of Vavuniya, Mannar, Polonnaruwa, Anuradhapura, Trincomalee, Matale, 
Amparai, Ba t t i ca loa  and Hambantota were excluded from rece iv ing  t h e  a d d i t i o n a l  r a t i o n .  
This  a d d i t i o n a l  r a t i o n  was, however, extended t o  estate workers from December 17, 1973. 
From August 5,  1974, t o  May 1977, non-Colombo urban a reas  and d e f i c i t  d i s t r i c t s  a l s o  
received t h i s  add i t iona l  2.0 lb/wk ra t ion .  
Unif o m  
earning 

Note: An 

Sources : 

r a t i o n  of 4 pounds of rice per person per week t o  be confined t o  households 
less than Rs300 per month (1 1h. f r e e  and 3 Ibs. a t  Rs1.00 per pound). 

a s t e r i s k  (*) i nd ica tes  s l i g h t  unreg i s t e rab le  change. 

Food Commissioner; Central  T&mk of Ceylon; and Budget Speech 1978, 
Ronnie de Mel, Minister  of Finance and Planning, November 15, 1977. 



C-10 
Table C-6.2. Flour and Sugar D i s t r i b u t i o n  

Flour Sales  and Ration Sugar Sa les  and Rat ion 
On Ration Off Ration 

P r i o r  t o  1971 
January 1973 
June 1973 
October 1973 
March 1974 
Apr i l  8 ,  1974 
Apr i l  15, 1974 
Apr i l  29, 1974 
May 1974 
J u l y  1974 
August 1974 
September 1974 
October 1974 
December 1974 

March 1975 

May 1975 
November 1975 
J u l y  1976 
November 1976 

March 1977 
August 1977 
September 1977 
January 1978 

Unlimited1 
unl imi ted  
Unlimited ' 

1.0 
1.0* 
0.5 
0.5* 
0.5 
0.5 
0.5 
0.5 
0.5 
0.5 
1 . 5 ~  
1 .07 

Flour  de- 
r a t i o n e d  

unl imited1 
unl imi ted1  
unl imi ted  
~ n l i m i  t e d l  

unlimifjedl 
4.0 
4.0 
4.0 

Flour  was i ssued  under r a t i o n  only a f t e r  October 1 ,  1973. P r i o r  t o  t h a t ,  un l imi ted  
q u a n t i t i e s  were a v a i l a b l e  a t  t h e  given p r i ce .  
P r i o r  t o  March 1, 1974, t he  p r i c e  of o f f - r a t i o n  sugar  was Rs2.00/lb, while  t h e  quantum 
of sugar  i s sued  on r a t i o n  was 114 pound per  person a t  Rs0.72/lb. 
One pound i ssued  every f o r t n i g h t  a t  Rs0.70/lb. 
Except those  r e s i d i n g  i n  Colombo and suburbs,  who r ece ive  an e x t r a  pound of r i c e  weekly 
in s t ead  of one pound of f l o u r  f o r t n i g h t l y .  
I ssued  only t o  s p e c i f i e d  c a t e g o r i e s  of i n s t i t u t i o n s .  
Quanti ty  a l l o c a t i o n  f o r  t he  e s t a t e  a r eas .  
Quant i ty  a l l o c a t i o n  f o r  t he  r e s t  of t h e  i s l a n d .  
A l l  consumers a b l e  t o  purchase any q u a n t i t y  of sugar a t  t he  o f f - r a t ion  p r i c e  of 
Rs7.,50/lb, i n  a d d i t i o n  t o  t he  monthly r a t i o n .  
Consumers would a l s o  be ab le  t o  purchase any q u a n t i t y  of f l o u r  a t  the  o f f - r a t ion  p r i c e  

1 
of Rs0.60/lb. 

lo Sugar t o  c h i l d r e n  under 12 years  of t h e  p ro t ec t ed  ca tegory  of 7 m i l l i o n  people. 

Note: An a s t e r i s k  (*) i n d i c a t e s  s l i g h t  u n r e g i s t e r a b l e  change. 

Sources: Food Commissioner; Cen t r a l  Bank of Ceylon; and Budget Speech 1978, 
Ronnie de Mel, Minis te r  of Finance and Planning,  November 15, 1977. 



Table C-7. Subsidies on the Food Ration and on Food and Kerosene Stamps ( i n  millions of Rs) 

Total as  Total 
a % of a s  a % 

Total Total of G!XP 
Net Food Kerosene Subsidies Govt. Market 

Y e a r  Rice Flour Sugar Others Subsidies Stamps Stamps & Stamps E x p o  Price 

Revised Estimates 
1981 - 

4/5th of expenditures during the  f i s c a l  year of 15 months--1st October, 1971 t o  3 1s t  December, 1972. 

Source: Central Bank Reports 



Table C-8. Apparent Food Consumption i n  S r i  Lanka, 
1953-1 978 

Rice 
Wheat 
Coarse Grains 
Roots & Tubers 
Sugar 
Pu l ses  
Coconut & O i l  
F i sh  
Meat 

To ta l  

Jogaratnam, T. and T. T. Poleman. Food i n  t h e  Economy of Ceylon. Cornel l  
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College of Agr icul ture ,  1969. 
Pe re ra ,  L. N. e t  a l .  The E f f e c t  of Income on Food Habits  i n  Ceylon. Cornel l  -- 
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program started. In 1979, food stamps would have provided 36 
percent of energy requirements of the hypothetical family if 
they used stamps to buy only rice. In 1981 this figure fell to 
18 percent of energy needs (FNPPD, 1980). Data on food con- 
sumption subsequent to 1978 are not yet available (the 1978- 
1979 socioeconomic and household income and expenditure surveys 
should be available in June 1982). Empirical evidence sug- 
gests, however, that food consumption of the lowest income 
groups has been reduced, both in quantity (less food consumed) 
and quality (less dried fish and beans). This conclusion is 
based on the assumption that recent increases in food prices 
(due to the removal of most direct government subsidies on food 
and the freeing up of the marketing system) have not been 
matched by increased incomes and employment in the lowest in- 
come groups. 

If people ate only rice (or wheat) and met only calorie 
and amino acid protein needs, at least 5 kg pf rice per day 
would be needed by a typical family of five. Although no one 
would choose such a bland and bulky diet and that is more rice 
than anyone actually eats, the predominance of rice as a source 
of calories and protein is not atypical of the diet of rural 
Sri Lankans. A less expensive alternative would use Jak fruit, 
cassava, or millet instead of rice, but rice is more available 
to the general populace. Be that as it may, the rice diet of a 
family of five would cost at least Rs27/50 per day. Such a 
family would receive approximately Rs99/50 per month (including 
the kerosene stamp) toward a total dietary cost of about Rs825 
per month. That is to say, the minimum rice diet would cost 
twice their entire income (including food stamp income). 

On the basis of the all rice diet, any such family earning 
less than Rs1,OOO per month or producing an equivalent amount 
of rice is probably unable to consume enough calories and pro- 
tein to meet its needs unless some of the food is free (gifts, 

Assumes three adults (two men) at 2,000 kcal and 50 gm pro 
tein per day, one chiid 8-12 years old at 1,500 kcal and 45 
gm protein per day and one child under 8 years of age at 
1,000 kcal and 25 gm protein per day. Assumes rice costs of 
Rs5/50 per kg (current price, but low quality rice in 
postharvest glut). Rice provides 3,500 kcal and 68 gm 
protein per kg. To meet gross nitrogen needs, 3.2 kg would 
be needed per day, Using NPU (67), 4.8 kg would be required 
per day, and using amino acid score (47), 6.9 kg of rice 
would be required to meet prot~in requirements. These 
caloric' requirements presume either small or relatively 
inactive people. Overall this represents a conservative 
estimate of the cost of a minimum diet. 



foraged food, or borrowed food). Therefore any family of simi- 
lar size and composition actually earning less than Rs300 per 
month and receiving RslOO in food stamps cannot, purchase an 
adequate wheat or rice diet. Such households apparently survi- 
ving on food stamps probably have higher incomes than reported, 
eat a lower status diet (although coarse grains and cassava 
were not seen in cooperative stores), have access to nonpur- 
chased food from their own or someone else's land, or are going 
into debt buying food. Nutritional status surveys corroborate 
that some families are not surviving well at all. 

While a farmer can easily underestimate his income to a 
surveyor and procure "no-cost" food, the urban poor, the land- 
less, and the estate workers are not as lucky. For instance, 
even if all three adults in the hypothetical household worked 
full time (24 days per month) for a tea estate, they would 
just enough (Rs36/80 per day) to purchase the minimum diet. qarn 
In other words, the food stamp program can in no way address 
the nutritional shortfalls of those truly earning less than 
Rs300 per month or even triple that income if they eat a rice 
and coconut based diet. The current value of the food stamps 
for such a family is sufficient for less than three days. 

If nutritional considerations alone were to guide the food 
stamp program in the free market food economy, the amount of 
the allotment would have to increase substantially. Further- 
more, any family earning less than Rs1,200 or producing less 
than an equivalent amount of food should have the shortfall met 
with food stamps. This is not a case of poor food-purchasing 
habits or inadequate intrafamily distribution of food (although 
both may contribute to the nutrition problem), but rather it is 
a problem of insufficient income. Low income consumers are 
frequently the most efficient food buyers--they have to be to 
survive. In the best of all worlds, the minimal diet would 
include some legumes, vegetables, and oil, but that would be 
even more expensive. 

It is unclear how many households are truly unable to 
procure or purchase a minimally adequate diet. Evidence from a 
carefully controlled study carried out by the Medical Research 
~nstitute indicated that in one area people are expending more 
than their incomes, mostly on food, with the result that in- 
debtedness is increasing each month. Their short-term solution 
is to liquidate jewelry and other assets, but that cannot con- 
t inue for long. 

Adult women earn Rs14 per day; men earn Rs16 per day; normal 
work week is six days. 



To meet a higher proportion of dietary needs wlthout in- 
creasing the national iood stamp budget would requlre dras- 
tically reducing participation in the program. It may be, 
however, that the food stamp roles cannot be cut back much 
without cutting out people who actually need nelp. To cut back 
the roles would require refining the criteria of e~igibillty. 
Yet targeting the program--perhaps based on poverty or nutri- 
tional risk--may go against the grain of equity. Until now, 
the major social welfare programs--education, health care, and 
rice rations--have been avsilable universally. It may well be 
that Sri Lanka's enviable social progress came about because 
those social weifare projects were targeted to the whole popu- 
lation. If this were true, then targeting food stamps only to 
the very neediest (as opposed to half of the population as 
currently) could cause Sri Lanka to lose ground on equity by 
creating "the poor" as a psychosocial entlty. 

The food stamp program is faced with a dilemma that tests 
the priorities of the program's different objectives: 

--Should the program increase (through larger transfers or 
a larger number of recipients)? This could be argued from 
political as well as nutritional points of view. 

--Should the program decrease (through reduction in 
beneficiaries)? This has been argued from an economic 
point of view. 

--How much political power, equity, and nutritional 
concern is the government willing to trade off in the 
interest of economic growth? 

These issues are currently being debated throughout the govern- 
ment. 

During 1982, two events will probably affect consumption 
patterns significantly. First, the drought in early 1982 may 
reduce rice production and, given the government's low rlce 
reserves and low procurement prlce, it is unlikely that much 
rice can be disbursed to cushion price impacts of a shortfall. 
Therefore, it may be necessary to import rice to meet demand. 
If rice prices increase, demanci for wheat flour and bread may 
also be in higher demand due to substitution. Because wheat 
supply and prices are highly controlled by the government, 
Increased demand for wheat will either cause shortages, force 
the government to increase wheat imports, possibly through 
PI4 480, or abandon price controls on wheat. 



Secondly, the 1983 elections have escalated political 
demands to hold down prices and increase transfers to dis- 
tricts. The upshot of th& recent events is a proposal that the 
face value of food stamps be increased 100 percent in 1982 
(although real value will still be less than it was in 1979) 
and that additional food stamps be made available (through the 
Social Welfare Department) to drought-affected communities and 
individuals. While they may improve food consumption of the 
lowest income groups, these efforts are unlikely to return food 
consumption by lowest income groups to what it was at the time 
of the 1973 survey. 

Low income consumers seem to change consumption patterns 
in response to prices (and income), time constraints of the 
homemaker, and fuel costs. Although rice is far preferred to 
bread, bread is used because it is convenient, it is already 
cooked, and it is inexpensive. Several agricultural laborers 
to whom we spoke mentioned that bread didn't fill them up and 
that 1 kg didn't feed as many people as 1 kg of rice (currently 
1 pound of bread costs Rs2/70, 1 kg of rice officially 
Rs6/15). When people can afford it, they prefer to eat lower 
quality rice, even broken rice, rather than bread except when 
the price differential is substantial. Food stamps seem to 
allow consumers to purchase rice (albeit lower quality rice) 
when rice prices increase. This is reflected in minimal bread 
purchases with food stamps. In that kerosene can be purchased 
with the kerosene/food stamp, cooking costs of rice may also be 
subsidized, but food stamp recipients frequently use the kero- 
sene stamps to buy food. 

Low-income Tamils seem to consume more wheat rot1 when 
rice and fuel costs increase. They say roti require less time 
and Euel to make and they are more filling than rice. 

In the estate sector, food stamps are virtually unavail- 
able not because people earn high incomes in absolute terms, 
but because the eligibility is based on unrealistically low 
income and because tea estate income is officially recorded and 
therefore impossible to underestimate on the food stamp appli- 
cation (as casual laborers and small farmers are able to do). 
The contention that tea estate workers are really better off 
because they have higher recorded incomes, "free housing," and 
"free health caren is not apparent to the observer. The qual- 
ity of their housing is low, few of them have safe convenient 
water, and health care (provided by the national health care 
systems) is available throughout the island. They also have 
higher caloric needs due tc the physical demands of their work. 



The estate workers buy most of their food from the estate 
store-or, rather, deductions for rice and flour are made from 
their paychecks, based on somewhat higher than market prices. 
Because tea estates extend for long distances, estate workers' 
access to the "free market" in food is limited (as well as 
their time to go shopping: women work 9-12 hours per day). 
The wages are barely sufficient to buy even a very minimal 
diet. In fact, workers are chronically indebted to the estate 
store. In the current drought, tea pluckers may work'only 3-4 
days per week and may not have any additional employment op- 
tions (once again due to physical isolation but also due to low 
educational achievement and language barriers). Given that 
food stamps are unavailable to them, the drought will un- 
doubtedly have serious nutritional impacts on estate workers. 
Nutritional status was very poor in 1976 and 1980 (50 percent 
of children were chronically malnourished in both surveys) and 
even todzy wages continue to be low (in food equivalents), 
water and sanitation are appalling, and living quarters are 
crowded. Without scientifically measuring nutritional status, 
it was apparent that a higher proportion of estate children are 
more seriously malnourished than children observed elsewhere in 
Sri Lanka. Contrary to the consensus opinion in Colombo, mal- 
nutrition on the estates is not due solely to poor sanitation 
and environment, it is also related to inadequate food consump- 
t ion. 

IV. FOOD SUPPLY 

Sri Lanka desires to be self-sufficient3 in food, and 
through a massive imestment and subsidized input scheme, it 
has become nearly "self-sufficient" in rice. Although that is 
an impressive accomplishment, the direct znd indirect costs may 
be large. Free irrigation water; subsidized fertilizer, seed, 
tractors, and petrol; and extensive and sophisticated agricul- 
tural research and extension have all been focused on rice, 

"'self-suf f iciencyU is a relative term implying that imports 
arc not needed to meet market demand. One should not be 
lulled into thinking that self-sufficiency means the food 
supply is adequate. Unless everyone is able to procure and 
consume enough food to meet his nutritional needs, "self- 
sufficiency" is meaningless. As can be seen from the 
previous discussion, nutritional self-sufficiency in rice 
would require massive transfers from government to consumer 
to enable a typical family of five to buy sufficient rice 
each month. 



while legumes, coarse grains, roots and tubers, and smallholder 
cash crops have been given lower priority. Millet, sorghum, 
and legumes, which are nutritious, inexpensive to the consumer, 
and resistant to drought (a regular occurrence in some parts of 
the island) have virtually disappeared from the market. Yet 
they have met the nutritional needs of the rural poor in the 
past and are clearly needed to compensate for the high cost of 
the rice diet. 

In general, the food marketing and distribution systems 
(including the cooperatives) are adequate to ensure availabil- 
ity of food throughout the country. Between the public pur- 
chase and private traders, farmers are able to market their 
goods easily. While on-farm storage seems to be limited, ade- 
quate storage facilities exist on regional and national levels. 

Farmers in all but the driest regions tend to grow paddy 
rice, 3c:ing both broadcast and transplanting systems. Tractorc 
and draught animals are Crequently used for land preparation. 
In the dry zone, state-owned land is frequently cultivated 
(legally or otherwise) using slash and burn methods (chena 
land) . Cash crops (e.g., chilj.es, vegetables, onions) and food 
crops (cassava, coarse grains, vegetables) are grown on this 
chena land. In the w ~ t  zone, the rains are depended upon for 
irrigation and little chena land is available. 

Although the agricultural extension system appears to be 
encouraging production of roots and tubers, coarse grains, and 
legumes, the program impact on market prices and availability 
has not been noted. 

V. POSSIBLE EFFECTS OF PL 480 - YTT_LE I ON NUTRITION AND 
FOOD CONSUMPTION 

The impact of PL 480 on nutrition and food consumption can 
be summarized within three broad categories. 

A. PL 480's Effect on Food Supply 

Title I has mostly consisted of wheat and t provides 
about one-quarter of the national wheat s~p~1y.l Government 

Based on 1980 figures of 153.8 (000) metric tons of wheat 
imported as PL 480 Title I (See Table 1) at 72 percent 
extraction compared with 495 (000) metric tons of available 
wheat (See Table H-1) . 



controlled wheat (90 percent of total) is primarily distributed 
through bakeries as bread (60 percent) and through cooperatives 
as flour (40 percent) . 

1. Bread is consumed as a convenient and economical food 
(to spare fuel costs as well as to substitute for more expen- 
sive rice). Bread is also a "modern" fooc! and more palatable 
than cold rice at the workplace. 

2. Wheat flour is consumed as a tradi tianal part of some 
people's diet and as a convenience food (roti). Wheat consump- 
tion by nutritionally at-risk groups is low, except for high 
consumption by tea emtate workers. 

3. Food stamps have probably enabled low income consumers 
to eat rice even though in the face of slightly higher wheat 
prices. One of the major nutritional risk groups, estate 
workers, is ineligible for food stamps on the basis of reported 
incomes. 

4. When wheat rations and subsidized prices were in 
force, wheat may have had a direct impact on nutrition simply 
because more food including wheat reached the lowest income 
groups. Giving wheat to everyone, however, is an uneconomical 
way to get wheat to the poorest people. 

5. Wheat imports may have increased bread consumption by 
upper income and urban groups, which in turn may have reduced 
demand for rice and increased rice availability to low income 
groups. Wheat imports caused a dietary change, at least in 
apper income homes, such that there is currently a substantial 
demand/taste for wheat. 

6. PL 480 wheat within the subsidized consumption system 
may have enabled low income consumers not to reduce consumption 
when food prices rose. In that it has resulted in a large 
resource transfer to Sri Lanka, PL 480 may also have partiaily 
financed the subsidized consumption system. 

7. There is no irrefutable evidence that PL 480 wheat 
directly or indirectly improved food consumption of any of the 
nutritionally at-risk groups. 

B. PL 480's Effect on Local Currency and General Development 
Policies 

Local policies are probably unaffected by PL 480 self-help 
measures. Since nutrition planning is virtually unknown in 
Sri Lanka and since there is no evidence that nutritional con- 
siderations have been included as part of economic or agricul- 



tural policies, any impacts of development programs on nutri- 
tion are by and large incidental. 

If the impressive economic growth of recent years has 
somehow managed to avert nutritional problems, the mechanism 
for accomplishing this has not been explicit. Given the nega- 
tive impact of recent economic policies on equity and food 
prices, nutritional status has probably deteriorated since 
1979. Absolute per capita food supply has increased only 
slightly since 1979. 

The obsession with rice production at the cost of coarse 
grains and legumes, which may be more important nutritionally 
to low income groups, means that agricultural self-help 
measures have probably had no positive nutritional impact. 

C. PL 4 8 0 ' s  Effect on Foreign Exchange 

In that foreign exchange is used for fuel development, and 
given that recent economic development has not been shown to 
affect nutrition positively (or mitigate negative influence), 
it cannot be said that the foreign exchange freed up by PL 480  
has had any nutritional impact. 
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SRI LANKA'S PRIVATE SECTOR SINCE 1977 

I. _THE PRIVATE SECTOR BEFORE 1977 

The state of the private sector which confronted the new 
government in 1977 was a rather sorry one, although it re- 
flected patterns which are all too familiar in a great many 
developing countries. The colonial structure of the economy 
left independent Ceylon with an initially lopsided private 
sector: highly developed plantation industries and a financial 
structure geared to the import/export trade combined with a 
minimal industrial base and little effective institutional 
capacity to mobilize investment resources. Over the next 30 
years the situation improved marginally in some areas and 
deteriorated severely in others. Both political blocs in 
Ceylon sought to promote industrialization, but the early ef- 
forts were naive, if well intentiioned. The maze of industrial 
of policies promulgated by alternating UNP dnd SLFP governments 
left Ceylon with a set of inefficient import substitution in- 
dustries surviving behind excessive rates of effective protec- 
tion and a lack of incentives for export industries which kept 
Ceylonese industrialists out of the international marketplace 
and sheltered from the winds of international competition. 

Private firms developed within the framework of the Com- 
panies Act of 1938, a colonial modification of the British 
Companies Act of 1929, which is still in force in 1982. The 
law did not provide for the forms of corporate structure which 
have been most effective in promoting capital mobilization in 
the developed world, and the vast majority of Ceylonese firms 
continue to be family enterprises or closely held firms. Al- 
though a few plantation stocks have traded on the local ex- 
changes for a very long time, the capital markets of Ceylon 
were not developed in ways which facilitated the financing of 
company equity. Most firms continued well into the 1970s on a 
mixture of short term commercial financing and limited medium- 
and long-term debt financing from informal noninstitutional 
sources (family, friends, the "bl-ick money" pool, private un- 
registered financial intermediaries, and the like). While the 
financial agility of the noninstitutional money markets in Sri 
Lanka took its toll in a number 'of ways. The noninstitutional 
finanse market is inherently inefficient because it cannot use 
public channels to move market information on supply and demand 
for funds. It also lacks the ability to achieve economies of 
scale and typically involves unnecessarily high transaction 
costs for both borrower and lender. It favors debt financing 
over equity financing with an inevitable bias towards expansion 
of existing enterprise over new starts. 



The only element of the financial structure in Sri Lanka 
vhich was well developed before independence was the commercial 
bank capacity to handle documentary credits and import/export 
finance. Even this function had been eroded in the 1970s as 
toreign exchange availability dwindled and the governmenL 
nationalized the large commercial banks. Not surprisingly, the 
composition of the private sector in Sri Lanka by 1977 was 
weighted heavily towards trade and services which lend them- 
selves to small-scale and to debt financing. 

The years between 1971 and 1977 period was difficult years 
at best for all private sector firms and disastrous for many 
firms. With hindsight it is clear that the basic sectoral 
investment policies of the government during this period were 
misguided in the extreme. Public enterprises and ill-conceived 
welfarism consumed the lion's share of public resources, while 
confiscatory tax policies and direct expropriation of private 
businesses turned a weak private investment climate into a 
virtually nonexistent investment climate. Over and above mis- 
management at the macrolevel, Sri Lanka was plagued by a con- 
vergence of other economic forces which dampened economic per- 
formance as a whole and took a particularly high toll in the 
private sector. Foreign exchange availabilities dwindled 
severely during the period, and the private sector was last in 
line at the foreign exchange allocation window of the socialist 
government. Sri Lanka's overall terms of trade deteriorated 
severely over the SLFP years and the government's trade poli- 
cies discriminated against exports (both manufactured exports 
and the major traditional plantation exports). Total economic 
performance for the period was dismal, and growth in the pri- 
vate sector was probably negative for the period as a whole. 
Foreign investment in Sri Lanka, which had been minimal before 
1971, dried up entirely in the SLFP years as the nation ac- 
quired an international reputation for being not simply neutral 
to private enterprise, but actively hostile to private busi- 
ness. 

11. THE PRIVATE SECTOR POLICY REFORMS OF 1977 

It was against this undeniably bleak setting that the new 
UNP government launched a sweeping economic liberalization 
program in which an important role was assigned to the private 
sector. Within months after the election, the government an- 
nounced that its central industrial policy objective was to 
"encourage export-led industrial development in preference to 
import-substitution oriented industrial development that has 
characterized the period since the late fifties, since the 
latter has proved to be both uneconomic and incapable of 



generating employment . "l The government sought more broadly to 
give major production incentives to private producers in all 
the production sectors (industry, food crops, and traditional 
exports) and to create the conditions for private capital 
mobilization and investment which would free public investment 
resources for rehabilitation of Sri LankaQs sadly deteriorated 
infrastructure base. The first UNP budget set out foul overall 
economic objectives: (1) to revive the economy, ( 2 )  to in- 
crease output from agriculture, industry and trade, (3) to 
stimulate domestic savings and investment, and ( 4 )  to improve 
the balance of payments. Two structural changes were promul- 
gated very early on in the life of the new government to give 
substance to these policy objectives: 

1. Price controls were eliminated (with the exception of 
bread and pharmaceutic-,ls) . 

2 .  Import controls were virtually eliminated. The gov- 
ernment switched from a complex and inefficient system of im- 
port permits to a "negative list" of ineligible commodities. 
All nonprohibited imports could be freely imported against a 
simplified tariff structure with six bands ranging from duty- 
free to a 100-percent tariff. 

In parallel with these policy changes, a number of 
important institutional initiatives were undertaken to 
unscramble the maze of bureaucratic authorities which claimed 
overlapping jurisdictions in the investment area. The most 
significant among the new inntitutions are: 

1. Greater Colombo Economic Commission (GCEC): Operates 
a free zone for foreign investors prepared to accept a 100- 
percent export obligation. 

2. Foreiqn Investment Advisory Committee (FIAC): Eval- 
uates and approves all foreign investment outside the free zone 
operated by GCEC. Such investments generally must include at 
least 51 percent Sri Lankan equity. FIAC can offer an array of 
incentives which correspond to the attractiveness of the 
project in terms of either technology transfer or employment 
creation. 

3. Local Investment Approvals Committees (LIACs): Three 
LIACs (fisheries, textiles, and general industries) have ap- 
proval -authority for domestic industrial investments.  he-LIAC 
approval confers access to government financing support and the 
right to open LCs for equipment imports in excess of $3Sr000. 

Government of Sri Lanka, Greater Colombo Economic 
Rehabilitation Area, November 1, 1977. 



4. Export Development Board (EDB): This body has broad 
responsibilities for promoting exports--especially non-tradi- 
tional exports. It operates a variety of export rebate and 
export subsidy schemes and has a refinance window (operated in 
conjunction with the Central Bank of Ceylon) which can provide 
term financing up to 3.5 years for export ventures. The EDB 
also has the unusual ability to take equity positions in export 
companies through the purchase of redeemable preference shares 
for up to 20 percent of project equity. 

5. Sri Lanka Export Credit Insurance Corporation 
(SLECIC): The SLECIC conducts a wide range of commercial in- 
surance and guarantee functions, including holding performance 
guarantees on bank-financed trade transactions for local ex- 
porters, financing of bid bonds for Sri Lankan firms tendering 
internationally, and conventional pre- and post-shipment credit 
guarantees on commerical Letters of Credit (LCj. 

An important policy area for the private sector which has 
not received adequate attention in the first stages of the - 
liberalization is tax policy. The tax structure of Ceylon 
reflects the colonial structure of the economy. Indirect taxes 
on import/export transactions and domestic trade transactions 
have been the mainstay of government revenues throughout the 
current century. The increase in trade activity associated 
with the liberalization has accelerated revenues to government 
from this somewhat archaic tax structure, but the system in- 
duces undesirable distortions in the patterns of investment and 
commercial activity. The Tab1.s D-1 below reflects trends in 
the yield of the tax system over the past two governments. 

Several features of the tax structure have particular 
salience for private sector policy. The most significant among 
these are the following: 

1. The present structure of Business Turnover Taxes 
levies higher rates on trade transactions than on manufacturing 
transactions. This provides additional disincentives for 
domestic manufactures and adds to other distortions which al- 
ready favor trade over manufacturing. 

2. The Business Turnover Tax (BTT) does not incorporate 
the features of a modern Value Added Tax which does not re-tax 
at successive stages of production. Quite the contrary, the 
Sri Lanka BTT permits cascading taxes which can induce signifi- 
cant distortions into the manufacturing sector by discouraging 
forward and backward linkages between specialized manufacturers 
and by favoring simple one-step enterprises which transform 
fredstock into finished goods at a single site. 



T a b l e  D-1 .  C o n t r i b u t i o n s  o f  S r i  Lankan  T a x e s  t o  R e v e n u e  
( p e r c e n t a g e  c o m p o s i t i o n )  

Tax 1 9 7 1  1 9 7 4  1 9 7 8  1 9 8 1  

Direct T a x e s  

T a x e s  on income and  p r o f  i t s  
P e r s o n a l  
C o r p o r a t e  
T a x e s  on p r o p e r t y  a n d  

p r o p e r t y  t r a n s £  ers  

I n d i r e c t  T a x e s  

T a x e s  on g o o d s  and s e r v i c e s  
B u s i n e s s  t u r n o v e r  t a x  
L i q u o r  
T o b a c c o  
Tea ( a d  v a l o r e m )  
O t h e r  
I m p o r t  d u t i e s  

E x p o r t  d u t i e s  
T e a  
Rubber  
C o c o n u t  
O t h e r  
FEEC r e v e n u e  

T o t a l  t a x  r e v e n u e  

Tax r e v e n u e  as % o f  t o t a l  
c u r r e n t  r e v e n u e  

Nontax  c u r r e n t  r e v e n u e  as % 
o f  t o t a l  c u r r e n t  r e v e n u e  

- - 

S o u r c e :  C e n t r a l  Bank o f  C e y l o n  



3. The application of the Business Tax to financial in- 
termediaries has led to the treatment of banking profits in 
ways which serve as a disincentive to equity finance and pro- 
ject lending and favor conventional short term commercial 
transactions. 

4. The current tariff structure combines revenue and 
protection elements in a single tax which produces unintended 
effects in terms of effective rates of protection and contrib- 
utes to the distortion of investment decisions in the private 
sector towards enterprises which are inefficient but overpro- 
tected. 

5. Export firms and new joint-ventures enjoy a wide range 
of temporary exemptions from business and corporate taxation, 
but face uncertainty about the range of taxes they will con- 
front when the exemptions expire. These uncertainties dampen 
willingness to expand or make major changes to the capital 
structure of private firms. 

111. - THE PRIVATE SECTOR RESPONSE TO THE LIBERALIZATION OF 1977 

below: 

1. 

2. 

3 .  

In developing countries which have experienced relatively 
long periods of socialist regulation of the economy and limited 
private access to the foreign exchange markets, there is an 
almost inevitable sequence of events which marks the early 
years of the liberalization. It is important to understand how 
universal these are as one seeks to assess the performance of 
Sri Lanka's private sectcw under the new regime. Most of the 
early period after a liberalization involves the satisfaction 
of pent-up consumer demand and the redirection of a scarcity- 
oriented trading and commercial sector to the operation of a 
free market. The conventional features of the early years 
after 1iberaJization involve a sequence of events as outlined 

Imported goods flood the markets and consumers are 
euphoric while traders grow rich overnight. 

The new money from trade goes into real estate and 
land prices and rents rise dramatically--squeezing 
some while enriching others. 

The banking system expands dramatically, attracting 
new deposits (usually in FX at near-Euromarket 
rates). Depositors are initially euphoric because of 
the high nominal interest rates. 



4 .  

5 .  

6. 

7 . 

To 
ization 
imports 

The Consumer Price Index rises at historically un- 
precedented rates and euphoria begins to wither among 
the less favored groups. 

Trade and commerce continue to predominate in the 
private sector and the government begins to worry 
about the problems of directing resources to produc- 
tive investments rather than trade. 

The banking and trading constituencies (who are making 
a killing in commercial transactions) resist pressures 
to diversify their investment portfolios towards pro- 
duction, and public criticism of financial interme- 
diaries mounts. 

Government begins to re-examine the social and poli- 
tical cost of liberalization and to consider altera- 
tions in policy to respond to the new distortions. 

date, Sri Lanka has kept rather closely to the liberal- 
libretto. The first years after 1977 witnessed massive 
of consumer goods as traders, conditioned by years of 

scarcity , over invested in inventory and saturated the-mar kets . 
Consumers, likewise accustomed to scarcity or at best to uncer- 
tainty in the marketplace, displayed the "hoardingw response 
which usually follows years of artificially restrained consumer 
demand. At the same time, free foreign exchange and new 
sources of commercial wealth combined with greater access to 
the banking system to fuel a housing and construction boom in 
1978 and 1979. Speculation in real estate was rampant and con- 
tractors and land speculators were among the earliest benefi- 
ciaries of the new policies. Inevitably there were some sharp 
market corrections after the initial frenzy and the traders 
found themselves faced with unanticipated carrying costs on 
specuiative inventory while the land market slackened somewhat 
in 1980. The liberalization had, however, undeniably reshaped 
the domestic economy of Sri Lanka and evidence of the changes 
is abundant. 

Nowhere was the impact greater than upon the patterns of 
income and wealth distribution in the island. While land and 
trade have long been the sources of substantial wealth in the 
society, the socialist interlude had diminished the returns to 
both, and the tenured urban salariat and the tenured small 
paddy farmer enjoyed greater economic security and a higher 
relative position in the income hierarchy of Sri Lanka than in 
the 1950s and 1960s. Predictably, the benefits of the liberal- 
ization flowed rather differently than the benefits of the 
socialist policies of 1971-1977, and not all Sri Lankan house- 
holds were equally well positioned to capture these new 



benefits from a free market economy. Households with at least 
one member in the commercial world (from street hawker to 
chairman of a finance house) gained two immediate advantages 
from the new policies: (1) their turnover increased 
d r a m a t i ~ a l l ~ , - ~ r o d : ~ c i n ~  more nominal income, and (2) their 
ability to pass costs through to the consumer allowed them to 
"index" their incomes in a period of increasing inflation and 
thereby assure that their real incomes - kept pace with the 
economy. 

Civil servants, pensioners, state enterprise employees and 
the urban salariat in general saw elements of cost of living 
rising faster than their incomes and many households experi- 
enced a relative decline in their economic status. Government 
wage increases and the fact that most households were able to 
deploy at least one member into the private sector at some 
level (even agricultural and unskilled construction labor rates 
reflected the payout from the liberalization) meant that it was 
unlikely that any large group in the society experienced an 
absolute decline in real welfare. This proposition may be 
debatable at the margins, but the combination of rising growth 
rates in the GNP and a substantial "safety net" of government 
welfare programs for the population most at risk probably en- 
sured that most families preserved or improved their basic 
standard of living over the past five years. 

Much of the debate over the outcomes of economic liberal- 
ization policies arises from the fact that individuals are more 
conscious of their relative economic status than their absolute 
economic status. If household "A" has a constant level of real 
income for five years while households "B" and "C" next door 
have a 50 percent increase in real income over the same period, 
then household "AUfi will feel that it has lost ground. High 
inflation compounds the problem because rapidly rising nominal 
prices create a perception of eroding buying power even when 
incomes rise in tandem with prices. If household "A" in 
Colombo bought rice at Rs2 per kilo in 1977 and now pays Rs5 
per kilo, the fact that the household income rose from Rs400 to 
Rs1,000 per month will not mitigate the sense that life is 
becoming more costly. If household "A" also sees that house- 
holds "B" and "C" have seen their incomes rise from Rs400 to 
Rs1,500 per month and now buy fancy rice at Rs7 per kilo, 
household "A" will be positively convinced that its standard of 
living is deteriorating. 

Precisely these phenomena are occurring in Sri Lanka in 
1982. Increasing public attention is being drawn to the rela- 
tive shifts in income among different groups, and the ability 
of some households to prosper more rapidly under a free market 
regime is creating the perception that the liberalization has 
undermined social equity. The recent decision (March 1982) of 
the Sri Lankan Government to renege on its hardline policy 



decision not to index food stamps reflects the government's 
increasing sensitivity to these perceptions. 

The government faces a multifold challenge in the next two 
years: 

-- To guide the economy past the "consumer euphoria" 
stage of liberalization towards sustained productive 
private investment 

-- To adjust its welfare policies in ways which better 
reflect the dynamics of a liberal economy and avoid 
contributing to economic distortions 

-- To take care that the institutional and policy devel- 
opments which accompany the second stage of the 
liberalization are carefully attuned to the need to 
ensure the broadest possible participation in the free 
economy by Sri Lankans from all strata 

-- To consciously shrink the relative size of the public 
sector salariat by moving increasing responsibility 
for economic activity to the public sector and sub- 
stantially slowing recruitment into all forms of pub- 
lic service. 

These challenges are not insurmountable. They are the 
prerequisites for the movement from an "infant liberalizationt' 
to a "mature liberalization" and they have been successfully 
accomplished by a number of countries. They have also proved 
catastrophic stumbling blocks to many less developed countries, 
and the Third World is littered with "failedt' liberalization 
attempts. To understand the issues confronting the Government 
of Sri Lanka in the private sector policy area it is useful to 
examine the two basic elements upon which the liberalization 
depends: (1) the financial system to mobilize private capital 
and allocate investment resources, and (2) the productive base 
of the private sector in Sri Lanka today. These are treated in 
the section which follows. 

IV. FINANCIAL INTERMEDIARIES: PERFORMANCE SINCE 1977 

While it cannot be argued that Sri Lanka in 1982 possesses 
the depth and variety of financial markets which it will need 
to achieve the ambitious industrial goals it has set for the 
coming decade, the development of local financial institutions 
since 1977 has been impressive indeed. The aggregate balance 
sheet of the commercial banks grew nearly sixfold from slightly 
more than Rs4 billion in 1976 (the last full year of the SLFP 



government) to about Rs34 billion in November: 1981. Over the 
span of two years between their inception in 1979 and November 
1981, the newly created Foreign Currency Banking Units showed a 
tenfold growth in foreign exchange assets from Rs0.5 billion to 
more than Rs5.0 billion. 

A score of foreign banks have joined the seven banks which 
survived the socialist interlude, and the commercial banking 
sector is alive with competition for business in 1982, The 
1971-1977 period was not a total loss for the banking system as 
this period saw government-induced branching of the two public 
sector banks down to the lowest levels of village settlement. 
While the carrying costs of some of these village branches may 
prove too high and lead to retrenchment, the Colombo-based 
banking structure penetrated the entire island in the 1970s and 
this fact is unlikely to be reversed. As is always the case in 
new banking markets, there is some talk of Sri Lanka being 
overbanked, but this appears to reflect the complaints of the 
early entrants who now have to compete for business which fell 
into their laps in the early days of the liberalization. 

Not surprisingly, banking activity has concentrated first 
on the easy and lucrative side of the liberalization: domestic 
and international trade transactions. The dramatic rise in 
imports after the election of 1977 heated up the letter-of- 
credit (LC) business and fostered unprecedented levels of de- 
mand for short-term commercial money. At the same time, de- 
positors, still wary after the last government and uncertain 
about the direction of the market, kept their money short to 
preserve liquidity. The 1977-1978 period had the earmarks of a 
trader's market (as in Hong Kong and Singapore in the 1950s) 
with private money moving at high velocity but only for short 
intervals. The term structure of deposits began to lengthen in 
1980 as the government liberalized bank rate policy and permit- 
ted the yields on term deposits to rise to Euromarket levels 
(and above Euromarket in some instances). The early response 
of the banking system was to hold the term structure of their 
loan portfolios shorter than their deposit structure and bal- 
ance their maturities in the Euromarket. This led under- 
standably to complaints from the local business community that 
the foreign banks in particular were not carrying their fair 
share of the debt market and were in town simply to skim off 
the cream of the LC business. 

Several factors conjoined in late 1980 and early 1981 to 
alter this picture. The new banks were beginning to get their 
feet on the ground and to size up the local investment market. 
Simultaneously, the government of Sri Lanka began (apparently 
with the encouragement of its external banking consultants) to 
exert some mild "moral suasion" on the foreign banks to take a 
more active interest in the term market. The results are al- 
ready evident, and by November 1981 (latest month for which 



full banking figures are available) the tables had actually 
been reversed (see Table D-2). The term structure of the aq- 
qregate loan portfolio of the Foreign Currency Banking Units 
(FCBUs) is now longer chan the term structure of deposits. 

Table D-2. Maturity Pattern of Deposits and Advances of Foreign 
Currency Banking Units as of the End of November 1981 

(in millions of U.S.$ and Rs) 

% of % of 
Banking Units U.S.$ Ra Total U.S.$ Rs Total 

Up to 3 mo. 166.3 3,423-5 75.3 122.3 2,516.6 58.5 
Over 3 mo. to 6 mo. 33.3 683.2 15.0 14.7 303.2 7.0 
Over 6 mo. to 12 mo. 1.1 23.8 0.6 10.7 221.0 5 2 
Over 12mo. to 3 yr. 20.0 441.9 9.1 29.0 597.2 13.9 
More than 3 yr. - - - 32.3 664.0 15.4 

Total 220.7 4,542.4 100.0 209.0 4,302.0 100.0 

Source: Central Bank of Ceylon 

Given the natural proclivity of conservative bank managers 
to match maturities and to see offshore banking in developing 
countries as an opportunity to milk capital for safer loans in 
Europe, this turnaround is encouraging indeed. It represents a 
tangible vote of confidence in the Sri Lanka market and one 
which will not be missed by foreign investors who tend to look 
to offshore banks as bellwethers of the marketplace. It is 
worth adding the caveat that most offshore banks in Sri Lanka 
have low exposure limits and that the 15 percent of bank funds 
out at three years or more is only U.S.$32 million spread among 
a considerable number of clients. There is still a very long 
way to go in developing the depth and range of term finance 
which one would hope to see in a strong developing private 
sector in Sri Lanka, but the early signs are auspicious. Table 
D-3 illustrates the relatively broad base of participation in 
the financial markets on the deposit side. 



Table D-3. Ownership of  Deposits With Commercial Banks 
( t ime deposits, demand deposits, savings) 

Demand Time Savi ngs Total 
Ownersh I p End of per iod Amount % Amount % Amount % Amount % 

1. Munlclpal 
I n s t i t u t i o n s  

2. P lantat lons 

3. Trading Estab- 
l I shments 

4. Manufactur lng 
Establ ish- 
ments 

5. Other 
Bus i ness 

6. Non-Bus1 ness 
l n s t i t u t l o n s  

7. Munlclpal i t l e s  
and Local Govt. 
Bod l es 

8. lnd iv ldua ls  

Total  

December 1980 191.9 
March 1981 254.0 
June 1981 241.5 

December 1980 205.6 
March 1981 209.1 
June 1981 148.3 

December 1980 854.2 
March 1781 717.0 
June 1981 560.6 

December 1980 706.2 
March 1981 677.2 
J ~ n e  1981 621.7 

December 1980 1,263.4 
June 1981 913.7 

December 1980 356.9 
March 1981 364.4 
June 1981 385.4 

December 1980 114.7 
March 1981 99.3 
June 1981 74.1 

December 1980 1,144.3 
March 1981 1,181.3 
June 1981 1,181.6 

December 1980 4,337.3 
March 1981 4,822.5 
June 1981 4,125.9 

9. Of Which Deposits of  
Free Trade Zone 
Enterpr ises December 1980 5.3 0.1 22.7 0.3 ... ... 27.8 0.2 

March 1981 4.2 0.1 29.5 0.4 ... ... 33.7 0.2 
June 1981 7.4 0.2 21.9 0.2 0.2 . . . 29.5 0.2 

Sources: Bank Con t ro l l e r ' s  Off ice,  Bank o f  Cey!on, Central Bank 



A. Trends in the Lending Portfolio 

Commercial finance still dominates the portfolio of most 
commercial banks in Sri Lanka, but the picture is changing in 
directions which are positive. Government banking policy permits 
a relatively wide band of interest charges, and banks are able to 
offset the higher risks of term lending with higher rates. While 
real interest rates on most loans continue to be negative 
(i.e., interest rate is lower than most conventional inflation 
measures), they are high in absolute terms (most loans from the 
commercial banking system are in the 17 percent to 22 percent 
band, while long-term financing from state credit institutions 
ranges more widely from 5 percent to 25 percent). The impact of 
these high nominal rates of interest is to favor enterprises and 
ventures with relatively fast payout periods. Table D-4 below 
gives the purposes for all loans in the aggregate commercial bank 
portfolio. 

Table D-4. Commercial Bank Loans Classified by Purpose 
and Term 

(as of June 30, 1981) 

Amount Percentage of A11 Loans 

% of Short Medium Long All 
Purpose of Loan Rs Mn. Total Term Term Term Loans 

Commercial 9,186.7 49.0 79.3 

Financial 449.9 2.4 48.2 

Agricultural 2,682.4 14.3 57.4 

Industrial 3,453.9 18.4 74.5 

Tour ism 189.5 1.0 36.6 

Engineering and 
Bldg. Construction 392.4 2.1 81.9 

Mining and Fi5hing 219.1 1.2 36.8 

Housing 926.8 4.9 22.4 

Consumption 363.1 1.9 44.9 

Other Advances 888.4 4.8 39.7 

Total 18,752.3 100.0 68.3 

Of which Advances 
to FTZ Enterwrises 27.9 100.0 59.1 

Source: Banking Control Department 



Within this overall pattern of loan usage, the industrial 
sector took only about 20 percent of the total. Industrial 
lending levels are a key indicator of the potential economic 
returns to any national liberalization policy. In the longer 
run, productive private sector investment in enterprises with 
relatively steady payouts over the medium and long term are the 
engines upon which a liberai economy must depend. Once the 
heady days of financing hair dryers and tape players qre over, 
the financial sector has to begin to direct substantial re- 
sources into the productive sector or the liberalization bubble 
will burst. Table D-5 below illustrates the composition of 
industrial loans on the books of Sri Lankan banks as of mid- 
1981. Two features of importance to the private sector stand 
out clearly: (1) the private sector holds more than two thirds 
of commercial industrial loans, and (2) there are a significant 
number of industrial subsectors where the private sector is 
getting the major share of new commercial finance (including 
rubber and plastics, wearing apparel, basic and fabricated 
metal prsducts, etc.). 

While there is a major need to deepen and diversify the 
financial base of Sri Lanka's young industrial sector, these 
early signs are encouraging. There is some talk of a liquidity 
squeeze in the coming year as the government goes more heavily 
into the market to finance local currency budgetary deficits. 
The effects of this squeeze on the currently positive trends in 
industrial finance are difficult to predict. The situation is 
not altogether dissimilar from that in the United States where 
the government and corporations are competing for longer term 
money in a tight market and driving capital costs up at a time 
when government policy is otherwise favorable to private sector 
expansion. That a relative newcomer to the liberalization game 
like Sri Lanka should face some of the same monetary and fiscal 
dilemmas which plague advanced industrial economies is not 
surprising. It may be particularly important, however, that 
Sri Lanka receives the right mixture of external advice and 
support to chart a safe path through the coming budgetary 
crunch in ways which do not reverse the remarkable early growth 
in the productive private sector since 1977. 

B. The Development of Capital Markets in Sri Lanka 

~espite the growing range and sophistication of banking 
institutions in Sri Lanka, there are a great many gaps in the 
structure of the financial and capital markets. These gaps are 
greater on the capital side, however, which is not unusual for 
a country in the early stages of liberalization. Even social- 
ist governments use banking and financial services, so these 
tend to develop (at least to a certain level) under all 
economic regimes. Only a relatively liberal economy needs to 



T a b l e  D-5. S e c t o r a l  D i s t r i b u t i o n  of I n d u s t r i a l  Loans  
as  o f  End o f  J u n e  1 9 8 1  

( i n  m i l l i o n s  o f  R s )  

I n d u s t r i a l  Sector T o t a l  Loans 

Food, B e v e r a g e s ,  and Tobacco  
Government  C o r p o r a t i o n s  
O t h e r  

T e x t i l e  
Government C o r p o r a t i o n s  
O t h e r  

Wearing A p p a r e l  and L e a t h e r  I n d u s t r i e s  
Government  C o r p o r a t i o n s  
O t h e r  

Wood and Wood P r o d u c t s ,  i n c l ~ d i n g  ~ u r n i t u r e  
Government C o r p o r a t i o n s  
O t h e r  

P a p e r  and P a p e r  P r o d u c t s  
Government C o r p o r a t i o n s  
O t h e r  

Rubber  and P l a s t i c  P r o d u c t s  
Government C o r p o r a t i o n s  
O t h e r  

C h e m i c a l s ,  P e t r o l e u m  and Coal 
Government  C o r p o r a t i o n s  
O t h e r  

N o n m e t a l l i c  M i n e r a l  P r o d u c t s  
( Excep t  P e t r o l e u m  and Coal  ) 

Government C o r p o r a t i o n s  
O t h e r  

Basic Metal P r o d u c t s  
Government  C o r p o r a t i o n s  
O t h e r  

F a b r i c a t e d  Metal P r o d u c t s  Machinery  
and T r a n s p o r t  Equipment  

Government C o r p o r a t i o n s  
O t h e r  

O t h e r s  
Government C o r p o r a t i o n s  
O t h e r  

T o t a l  
Government  C o r p o r a t i o n c  
0 t h e r  

S o u r c e :  Bank o f  Ceylon 



generate private equity capital, however, and it is in the 
natural order of things that capital market institutions grow 
more slowly than financial market institutions. The current 
government has given extremely attractive incentives for equity 
investment (approved projects can sell shares which qualify the 
buyer for a 100-percent tax deduction, effectively subsidizing 
share costs by 50 percent for the majority of investors who are 
in the 50-percent marginal tax bracket). The market structures 
for handling this equity finance are not yet fully evolved. 
Four small local brokerage houses make up a secondary market 
for equities which has more of the characteristics of a "curb 
market" than a real stock exchange. Offshore and local banks 
participate in flotations, and new capital shares are rather 
rapidly sold with the aid of substantial direct advertising in 
the national media. The principal ventures to enter the public 
share market have been hotel operations, but even these are 
encountering problems associated with the small size of the 
market. New issues in the $0.5 to $5.0 million range have done 
relatively well, but larger issues have been difficult to sell 
within the local market. Larger hotel ventures typically start 
with a 60- to 70-percent foreign equity stake and sell the 
remaining equity in the local market. Issues with large 
foreign participation (often Indian and Singaporean) have pro- 
ven particularly attractive to local investors. 

Until the capital market structure develops to accommodate 
the downstream trading of this volume of shares, however, one 
can anticipate some sticky problem for the Sri Lankan private 
sector. Antiquated securities laws and relatively weak market 
institutions ensure that there is less quality control on 
equity issues than might be desirable. Considerable potential 
exists for "watering," insider trading, and the other abuses 
which have been chronic problems on young Asian and Middle 
Eastern exchanges. If these things do happen, then there is 
the risk of either an investor backlash or, more seriously, a 
move to overregulation of the capital markets. 

The Sri Lankan economy is a small one, and there is no 
need to build all the trappings of the New York Stock Exchange 
or even the Hong Kong Exchange at this time. There is, how- 
ever, a genuine need for enlightened policy guidance in the 
capital market area so that appropriate market institutions and 
appropriate controls and supervision develop to ensure the 
integrity of the market place. This is an area where Western 
donors could play an important role over the 198ds in providing 
the ranges of disinterested technical expertise in capital 
markets which Sri Lanka must necessarily find beyond her 
shores. 



V. THE SECOND HALF OF THE 1980s: PROSPECTS FOR THE PRIVATE 
SECTOR 

The fifth anniversary of the 1977 liberalization is fast 
approaching. The politically astute and traditionally somewhat 
cantankerous Sri Lanka electorate will go to the polls sometime 
in the next 12 months to paFs judgment on the economy. Elec- 
tion timings are seldom fortuitous for incumbent governments In 
Sri Lanka and 1983 will be no exception for the UNP. While 
important and useful changes in Sri Lanka's economy have been 
wrought since 1977, the distortions and dislocations of the 
liberalization are still far from resolution. That these are a 
natural and inevitable consequence of major policy tcansitions 
is no comfort to those voters who have experienced either the 
reality of reduced Living standards or the perception that 
their living standards have declined. As the patterns of in- 
come and wealth distribution alter within an economy, there are 
inescapable centers of bitterness and resentment from less 
favored sectors of the populace. While economists can find 
much to praise in the liberalization and can be sustained by 
their faith that "right policies" are bound to produce a better 
life for everyone in the long run, the liberalization has not 
yet proceeded to the stage where those universal benefits are 
obvious to everyone. 

There is a not inconsiderable chance that the mercurial 
voters o f  Sri Lanka will call for a change of course. The 
largest uncertainty facing the domestic private sector is how 
great that change might be. Optimists within the business 
community like to argue that the benefits (in terms of growth 
and improved efficiency) are already so great that even a new 
government would find it imprudent to dismantle the framework 
within which the private sector now operates. More skeptical 
voices in the business and financial communities, however, 
suggest that the mobilization of those elements of the popuia- 
tion who feel least served by the new economic policies may be 
the centcal campaign tactic of the opposition. In this event, 
an opposition victory would be a mandate for a substantiai 
return to t h e  socialist econony of the 1970s. The consensus of 
moderate and conservative opinion seems to be that -- another five 
years of liberal economic policies will be sufficient to move 
the center-point of Ceylon politics sufficiently to the cight, 
and that no non-Marxist government would be prepawed to abandon 
a basic commitment to the free market. Much in the manner that 
a numbec of Western economies are currently asking voters to 
demonstrate considerable patience to allow the classic liberal 
prescriptions to work their magic, the incumbent government in 
Sri Lanka will be asking the voters to perform an act of faith 
in reconfirming a policy which has only gone half the distance. 
Past experierice and conventional wisdom would argue that an 
inevitabie change of party and change of national direction 



will occur. It is possible, however, that the Sri Lankan voter 
will choose 1983 to disprove the maxim that voters have short 
memories and will opt for a few more years of economic adjust- 
ment to the free market in lieu of a return to the economic 
dormancy of the socialist years. 

The verdict of the 1983 elections will be a matter of 
small moment in global affairs, but may well be the fundamental 
watershed in the economic development of Sri Lanka. With a 
decade to rebuild the economy along the Singaporean lines 
favored by current leadership, Sri Lanka might move from its 
status as a social wunderkind (with remarkable welfare for a 
poor country) to join the junior ranks of the economic wunder- 
kinder in Asia who have found economic liberalization to be the 
successful path to high growth and high welfare. Were this to 
happen, Sri Lanka would be the only member of this elect class 
to have achieved substantial growth and equity within the 
framework of a free and democratic political system. ~conomic 
liberalism has been discredited as the path to development in 
the Third World by many commentators who point to the political 
and moral costs of the Korean/Taiwanese/Singapore models. 
Sri Lanka offers a rare opportunity for a reaffirmation of the 
19th century belief that economic liberalism and political 
liberalism need not be inimical. 

Several broad conclusions stand out: 

The liberalization since 1977 has not been a total 
one. It falls far short, for example, of the Chilean 
situation. This moderation in applying the free-mar- 
ket doctrine seems broadly supportable in terms of 
national, social, and economic goals. 

private sector performance has been "normal" for the 
early stages of liberalization. Commerce, trade, and 
real estate have outperformed industry. 

The growth of banking intermediaries and capital mar- 
kets has been unusually good. 

The nonfinancial business infrastructure is still 
weak. 

Company law and business tax policy are outmoded and 
are hindering private sector growth. 

policy gains have been made during the early stages 
which can set the stage for more developmental per- 
formance by the private sector in the next five years. 

Public criticism of the liberalization is mounting and 
government is faced with a situation similar to the 



Tory dilemma in Britain: discontinue the medicine 
because the patient doesn't like the taste or ignore 
the screams and push on with the cure. 

8. Industrial policy has unnecessarily dichotomized both 
export and domestic industry. Some unsound export 
industries are being encouraged while the import sub- 
stitution sector is still facing "wrong" pricing sig- 
nals from the tariff and tax structure of Sri Lanka. 

9. The overall scorecard is "average" for performance and 
"quite high" for policy, but many tough decisions lie 
ahead in the next two years just as the government 
faces elections. 
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TRENDS AND ANALYSES OF BASIC FOOD CONSUMPTION 

I. INTRODUCTION 

With the 1979 implementation of the food stamp scheme, 
replacing more than a quarter-of-a-century-old consumer subsidy 
program in basic food items such as rice and wheat flour, the 
Government of Sri Lanka instituted a major revision of its food 
policy. The main distinction between the two programs is that 
the former policy was based on the concept of providing basic 
food items either at no cost or at subsidized prices, while the 
latter involved the provision of encashable food stamps to 
households receiving less than Rs300 per month. This revision 
in food policy was intended to reduce public expenditures on 
welfare programs and, at the same time, extend food assistance 
only to the most needy segment of the population. 

The removal of price subsidy was in turn accompanied by 
upward price adjustments of government administered prices of 
rice and flour to levels reflecting the actual cost to the 
country. The new pricing policy adopted by the government 
after 1979 led to unprecedented increases in the prices of rice 
and flour compared to the period when the administered prices 
remained below actual costs by substantial margins. The pur- 
pose of this Appendix is to examine the extent to which the 
recent price increases of basic food items affected household 
expenditure and food consumption with special reference to low 
income groups. 

11. FOOD PRICES AND HOUSEHOLD EXPENDITURE 

A. Price Trends 

Table E-1 traces price changes of rice and flour between 
1977 and 1981 to provide a comparison between the period before 
1979 when food subsidies were available and after 1979 when the 
food prices reflected no subsidies. While the government-ad- 
ministered price of rice has experienced a 77-percent increase 
between 1979 and 1981 compared to a 62-percent increase between 
1977 and 1979, the price of flour has been subject to several 
upward revisions to produce a much higher increase of around 
120 percent between 1979 and 1981. The increase in price of 
flour between 1977 and 1979 has also been of the same magni- 
tude. As a result, the flour price, which remained at 61 per- 
cent of the administered price of rice in 1977, moved ahead and 
by the end of 1981 reached 17 percent above the price of rice. 



Table E-1. Price Trends in Rice and Flour 
Between 1977 and 1981 (per kg) 

I tem 
Dec . Dec. Dec. Dec. Dec. 

- -- 

Rice (administered price) I 2.15 2.15 3.48 4.48 6.15 

Annual Increase ( % )  - - 62.00 29.00 37.00 

Rice (open market) " 3.70 4.24 5.13 6.72 7.50 

Annual Increase ( % )  - 15.00 21.00 31.00 12-00 

Flour 

Annual Increase 

Flour price as a % of 
administered price 
of rice 61.00 115.00 86.00 117.00 107.00 

This refers to rice marketed by the government through co- 
operatives. The Food Commissioner's Department functions as 
the main distributing agent of rice to cooperatives. 
There is no fixed priced for rice traded in the open 
market. The open market price principally depends on the 
variety and supply and demand conditions. 

Source: Food Department 

B. Household Expenditure 

The government decision to maintain rice and flour prices 
without subsidier, made these two commodities relatively expen- 
sive. This resulted in households spending more on these two 
commodities, if they were to maintain consumption Levels. 
Alternativlely, where households could not fully adjust to ris- 
ing prices, a drop in consumption in absolute terms was inevit- 
able. Table E-2 demonstrates the consequence of higher rice 
and flour prices on the household budget and consumption (of 
these two commodities) between 1978 and 1981. In December 



T a b l e  E-2. Monthly Household  Consumpt ion  and E x p e n d i t u r e  
E s t i m a t e s  of Rice and F l o u r ,  1978-1981 

I t e m  

- -- - - 

Dee. 1 9 7 8 l  Dec. 197g1 Dec. 19811 

Average  Household Monthly 
Consumpt ion  (Kgs ) 

Rice 38.7 41.4 39 .1  
F l o u r  18 .3  16 .9  11.9  
T o t a l  57.0  58 .3  51.0  
Change - 1 .3% -12.5% 

Average  Household E x p e n d i t u r e  
on  Rice and F l o u r  128 .  42  194.  83  319. o4  

Aver  a g e  Expend i t u r  e 
on  Rice and F l o u r  o f  
Househo lds  R e c e i v i n g  
Rs300 pe r  Month 

Computed on t h e  b a s  is of a n n u a l  p e r  c a p i t a  consumpt ion  assum- 
i n g  5 .1  p e r s o n s  p e r  h o u s e h o l d .  

Rs2 .15  p e r  k i l o g r a m  of  r i c e  and Rs2.47 p e r  k i l o g r a m  of f l o u r .  

Rs3.48 p e r  k i l o g r a m  of r i ce  and Rs3.00 p e r  k i l o g r a m  of f l o u r .  

Rs6 .15  p e r  k i l o g r a m  of  r i ce  and  Rs6.60 p e r  k i l o g r a m  of  f l o u r .  

1978 ,  t h e  h o u s e h o l d  e x p e n d i t u r e  on a n  a v e r a g e  m o n t h l y  consump- 
t i o n  of 57 k i l o g r a m s  of r i ce  and f l o u r  was e s t i m a t e d  a t  
R s l 2 8 . 0 0 .  A y e a r  l a t e r ,  a l t h o u g h  t h e r e  had been  an  i n c r e a s e  o f  
2 . 3  p e r c e n t  i n  a g g r e g a t e  c o n s u m p t i o n ,  t h e  m o n t h l y  a v e r a g e  
h o u s e h o l d  e x p e n d i t u r e  on r i ce  and f l o u r  i n c r e a s e d  to  Rs195.00,  
r e p r e s e n t i n g  a n  i n c r e a s e  of 51 p e r c e n t  compared t o  t h e  corre- 
s p o n d i n g  p e r i o d  i n  1978 .  D e s p i t e  a 1 2 . 5 - p e r c e n t  r e d u c t i o n  i n  
1 9 8 1  i n  a g g r e g a t e  consumpt ion  compared t o  1 9 7 9 ,  m o n t h l y  house-  
h o l d  e x p e n d i t u r e  on t h e s e  two commodi t i e s  by t h e  end of  1 9 8 1  
s t o o d  a t  Rs319.00,  r e c o r d i n g  a 6 4 - p e r c e n t  i n c r e a s e  s i n c e  D e c e m -  
b e r  1979 .  

The c o m p u t a t i o n  p r o v i d e d  i n  T a b l e  E-2 s u g g e s t s  t h a t  house-  
h o l d s  r e c e i v i n g  less t h a n  Rs3OO. 00 pe r  month a r e  p e r h a p s  t h e  
most s e r i o u s l y  a f f e c t e d  by t h e  e l i m i n a t i o n  of t h e  f o o d  s u b s i d y  
and  t h e  r e s u l t a n t  p r i c e  i n c r e a s e s .  Househo lds  i n  t h i s  income 
g r o u p  r e c e i v e d  a b o u t  e i g h t  k i l o g r a m s  o f  f r e e  r i ce  p e r  month i n  



1978 and, by spending an additional Rs109.00 per month, they 
were able to maintain consumption of rice and flour at the 
level of the monthly national average of 57 kilograms. 

The food stamp scheme was in operation by December 1979. 
If food stamps were used in accordance with the revealed pre- 
ference of from 70 to 90 percent for rice and 5 to 10 percent 
for flour observed in the recent survey conducted by the Food 
and Nutrition Policy Planning Division (FNPPD) of the Ministry 
of Plan Implementation, the additional household expenditure 
required to maintain the monthly national average was only 
between Rs95.00 and Rs111.00. Due to price escalation after 
1979, food stamp recipients were required to more than double 
the additional expenditure by the end of December 1981 in order 
to purchase the monthly average quantities of the two items. 
The principal reason for the sharply increased extra expendi- 
ture was the decline in the purchasing power of food stamps 
which remained fixed in monetary terms since the inception of 
the scheme. Accordingly, households were required to purchase 
a part of these quantities, earlier obtained through stamps, 
from their own funds due to the considerable drop in purchasing 
power of food stamps. Estimates indicate that the value of 
food stamps more than halved by the end of 1981. 

A comparative assessment of the monthly household consump- 
tion of rice and flour enables one to separate broadly the 
effects of higher prices on household expenditure and consump- 
tion. Assuming that households maintained the 1979 consumption 
levels in 1981 as well, the monthly household expenditure on 
41.4 kilograms of rice and 16.9 kilograms of flour would have 
been Rs366.00 in December 1981. This represents an increase of 
about 88 percent in terms of monthly expenditure on the same 
quantities in December 1979. On the other hand, the monetary 
value of the December 1981 monthly average consumption of 39.1 
kilograms of rice and 11.9 kilograms of flour was around 
Rs319.00. It appears, therefore, that about 73 percent of the 
price increase of rice and flour between 1979 and 1981 was 
absorbed by households, which contributed to a consumption 
decline of 12.5 percent during the period under consideration. 
Thus, higher prices have produced the combined effects of in- 
creased household expenditure and lower consumption. 

The inability of households to absorb fully the price 
increase leads to the tentative conclusion that the overall 
price increase in the food sector has been relatively greater 
than the income growth of those families below the poverty 
line--those representing between 40 and 50 percent of the popu- 
lation. The overall income growth of the economy, measured in 
terms of gross national product in current prices, has been in 
the region of 50 percent. However, given much diversity in 
factors of production, income and and asset distribution, etc., 
substantial variations in income growth exist. According to 



wage statistics for the unorganized private sector compiled by 
the Central Bank, skilled manpower in the construction sector 
appears to have experienced a wage increase of more than 70 
percent during the 1979-1981 period. This is followed by un- 
skilled workers in the same sector, with an increase of around 
50 to 60 percent; workers in the agricultural sector, particu- 
larly in the paddy sector, also experienced an increase of 
around 50 percent. Except in some selected manpower cate- 
gories, the wage increase in the organized private sector re- 
mained below 50 percent during the two-year period and, in the 
case of plantation sector workers, the average income increase 
was less than 20 percent. Despite the lack of direct evidence 
to substantiate the proposition, it is likely that households 
receiving less than Rs300.00 per month and without regular 
means of income have experienced no significant improvement in 
income levels since 1979. According to current estimates, at 
least 40 to 50 percent of the population still belongs to this 
income group, while in 1979 the number varied between 46 per- 
cent (according to the Consumer Finance Survey) and about 55 
percent (on the basis of the initial enrollment in the food 
stamp scheme) . 

There is also some evidence which indicates that house- 
holds are making adjustments to their expenditure patterns to 
take into account the increasing prices of basic food items. 
The 1973 Consumer Finance Survey reported that of total house- 
hold expenditures, on average about 62 percent went for food. 
A recent nutrition survey conducted by the FNPPD of the 
Ministry of Plan Implementation tentatively concluded that the 
expenditure on food currently stands at 70 percent of total 
household expenditures. To produce an average expenditure 
share of 70 percent for the country as a whole, some income 
groups must spend exceedingly greater shares on food, and among 
low income groups the likelihood of this is undoubtedly high. 
This level of expenditure on food is high by any standard and, 
moreover, it is indicative of the adverse effects of higher 
food prices on the socioeconomic living standards of the major- 
ity of the population since expenditures on other goods and 
services must necessarily be reduced, both in absolute and 
relative terms, in order to increase allocations for food con- 
sumption. 

TRENDS AND VARIATIONS IN FOOD CONSUMPTION 

As previously noted, a drop in food consumption accom- 
panied rising prices of basic food items. In this section, 
recent food consumption trends will be examined with the objec- 
tive of assessing the magnitude of the recent drop in consump- 
tion. At the outset, it must be pointed out that the govern- 
ment, under its open trade policy, is committed to maintain 



a d e q u a t e  food  s u p p l i e s  to  meet d o m e s t i c  demand i n  b a s i c  f o o d  
c o m m o d i t i e s .  A c c o r d i n g l y ,  t h e  d e c l i n i n g  t r e n d  i n  c o n s u m p t i o n  
c a n n o t  b e  d i r e c t l y  a t c r  i b u t a b l e  t o  s u p p l y  s h o r t f a l l s .  R a t h e r ,  
i t  was a n  outcome of  lower e f f e c t i v e  demand which  was ,  howeve r ,  
a  r e s u l t  of gove rnmen t  p r i c i n g  p o l i c i e s  i n t r o d u c e d  i n  1979 .  

R i c e  and whea t  f l o u r  t o g e t h e r  a c c o u n t  f o r  a b o u t  95 p e r c e n t  
of  t h e  t o t a l  food  g r a i n  consumpt ion  of an  a v e r a g e  S r i  Eankan .  
A c c o r d i n g  to  t i m e  series d a t a  s i n c e  1 9 6 0 ,  t h e  h i g h e s t  l e v e l  o f  
consumpt ion  of t h e  t o t a l  of  t h e s e  t w o  c o m m o d i t i e s  was a b o u t  130  
k i l o g r a m s .  The lowest l e v e l  was i n  1981  w i t h  an  e s t i m a t e d  p e r  
c a p i t a  consumpt ion  of  a r o u n d  120 k i l o g r a m s .  The a g g r e g a t e  p e r  
c a p i t a  c o n s u m p t i o n  shown i n  T a b l e  E-3 f o r  t h e  1977-1981 p e r i o d  
i n d i c a t e s  t h a t  p e r  c a p i t a  c o n s u m p t i o n  g r a d u a l l y  i n c r e a s e d  be- 
tween  1977 and 1979 and r e m a i n e d  wel l  a b o v e  t h e  1 3 0 - k i l o g r a m  
p e r  annum l e v e l ,  b u t  d ropped  t h e r e a f t e r  r e a c h i n g  t h e  r e l a t i v e l y  
l o w  l e v e l  o f  a b o u t  120 k i l o g r a m s .  T a k i n g  t h e  1979 p e r  c a p i t a  
c o n s u m p t i o n  a s  t h e  b a s e  y e a r ,  t h e  1980 and  1981  r e s p e c t i v e  
a g g r e g a t e s  are e q u i v a l e n t  t o  92.8 p e r c e n t  and  87 .2  p e r c e n t  o f  
t h e  1979 t o t a l .  

T a b l e  E-3. R i c e  and F l o u r  P e r  C a p i t a  Consumpt ion  From 
1977 t o  1981  ( i n  k g )  

R i c e  94 .96  91.36 97.67 104 .18  92 .48  
F l o u r  39 .5  42 .9  39.9 23 .5  27.5  
T o t a l  134.46 134 .26  137 .57  126.68 119 .98  
A s  a % (1979=100)  97 .7  97.6  100  92.8  87 .2  

P r o v i s i o n a l .  . 
E s t i m a t e .  

S o u r c e :  Food C o m m i s s  i o n e r  ' s Depa r tmen t  and Census  and S t a t  is- 
tics Depar  t m e n t  . 

The s u b s t i t u t i o n  be tween  r i ce  and  f l o u r  is c l e a r l y  o b s e r v -  
a b l e  w i t h  r e g a r d  t o  food  c o n s u m p t i o n  i n  S r i  Lanka.  N e v e r t h e -  
less , t h i s  s u b s t i t u t i o n  o c c u r s  w i t h i n  c e r t a i n  l i m i t s ,  d e p e n d i n g  
p r i n c i p a l l y  on r e l a t i v e  p r i c e s  and  consumer  p r e f e r e n c e  b e t w e e n  



the two commodities. Time series data during the last two 
decades denonstrate that flour consumption, as a proportion of 
both rice and flour, reached its highest level in 1978 acccxnt- 
ing for 35 percent when the flour price was 62 percent of the 
administered price of rice. After the flour subsidy was with- 
drawn in early 1980, flour consumption dropped to its lowest 
level in nearly two decades, i.e., 23.5 kilograms per capita 
with its share dropping to 18 percent of the aggregate total of 
the two commodities. The drop in flour consumption was compen- 
sated for, at least to some extent, by the increase in rice 
consumption to 104.2 kilograms in 1980. The trend has been 
reversed between 1980 and 1981, with rice ccnsumption declining 
to 92.5 kilograms, and flour consum~kion slightly recovering to 
27.5 kilograms, partly due to the sharply increasing price of 
rice. This narrowed the price difference between the two com- 
modities, i.e., reducing the price of flour to 7 percent above 
the administsred price of rice, compared to 17 percent above in 
1980. 

Although there is close substitution between rice and 
fl-our, depending on the price differential between the two, 
r i ~ e  st i l l  remains the most preferred and major source oE food. 
There are, however, discernable seasonable changes and regional 
variations in rice and flour consumption in the country. Dur- 
ing the months following the major harvesting season of rice, 
i.e., March through June, flour consump@ion drops due to the 
lower price of rice. The open market price of rice reaches its 
lowest point during this period and frequently low quality 
varieties are available at a price lower than the administered 
price. Flour consumption during this four-month period drops 
to from 25 to 28 percent of its respective share of 33 percent 
of the annual total were flour consumption not subject to 
seasonal changes. In major rice producing areas, flour con- 
sumption during thjs period drops from 30 to 70 percent com- 
pared to the rest of the year. Flour consumption picks up 
during the growing season of the Maha crop, i.e., between Octo- 
ber and February, reaching a peak in the November-January 
period. 

The regional difference in flour consumption are not 
really attributable to any particular socioeconomic variable. 
In the urban and estate sectors relative to the rural sector, 
less rice is consumed, and flour is higher in per capita terms. 
In 1981, average per capita flour consumption among the 6.3- 
percent estatc sector population of the country's total re- 
mained arcund 35 kilograms, while among the 21.5 percent urban 
population it was around 41 kilograms. This compares to the 
national p2r capita level of 27.5 kilograms. The rural popula- 
tion, accounting fcr 72 .2  percent of the population, as a whole 
consumed about 19 kilograms of flour in 1981. Even during the 
years wheil flour consumption remained high for the country as a 
whole, flour consumption in the rural sector remained low. In 



1979, for example, when the urban population consumed more than 
60 kilograms per person, the rural sector consumption in per 
capita terms remained around 25 ki10~rams.l 

The low per capita consumption of flour in the rural sec- 
tor is not, however, entirely associated with rice production 
(although rice production certainly accounts for a greater 
proportion of the total variation or is the most dominant fac- 
tor with regard to flour consumption). Other factors that 
appear to reduce flour consumption include: (1) high concen- 
tration of low income households (i.e., food stamp recipients), 
(2) the predominantly rural characteristic of the population 
without proper access to markets, and (3) local production of 
subsidiary food crops such as finger millet and cassava (low- 
cost substitutes for rice and wheat). A high regional concen- 
tration of Tamil population, on the other hand, positively 
influences flour consumption. When flour consumption dropped 
by about 36 percent at the national level in 1980 as compared 
to 1979, the rural sector reduced consumption about 46 percent, 
followed by a 38-percent reduction by the urban sector and a 
26-percent reduction by the estate sector. Flour consumption 
is gradually recovering. The urban sector and the estate sec- 
tor are also experiencing slow but steady progress while the 
recovery in the rural sector is extremely slow. The urban 
sector's flour consumption in 1981 was about 86 percent of 1979 
consumption, the estate sector's was about 82 percent, and the 
rural sector's still less than 62 percent. 

The preference for rice throughout the country is a major 
concern, given the rising prices of basic food commodities, 
particularly rice. Although firm conclusions cannot be derived 
in the absence of food consumption 
groups, there is indirect evidence 
greater probability of the drop in 

data among different income 
to hypothesize that a 
food consumption is 

The per capita flour consumption among the urban population, 
derived from supply data, overestimates flour consumption 
because the demand for flour is high due to a number of 
factors not directly related to the flour consumption of 
the urban population. First, population movements towards 
urban and suburban areas, particularly during the week, for 
work, business, and other purposes, increase the demand for 
flour and flour-based products in urban areas. Second, in 
urban areas there is a heavy concentration of hotels, 
including tourist hotels, and flour-based industries, such as 
bakeries and confectionaries and their products reach far 
beyond urban thresholds. If such £lox demands can be netted 
out, flour consumption in urban areas drops by considerable 
proportions, and the estate sector becomes the highest flour- 
consuming sector in per capita terms in the country. 



associated with low income groups. Since most of the food 
stamp recipients preferably trade with cooperatives, the rice 
drawoffs through cooperatives provide a reasonable indication 
of the emerging trends in rice consumption (among food stamp 
recipients) as a result of rising prices. In 1979, the Food 
Commissionerls Department distributed about 540,000 metric tons 
to cooperatives which accounted for about 40 percent of the 
total rice supply in 1979. Rice distribution in 1980 dropped 
to about 276,000 metric tons accounting for less than 20 per- 
cent of the total rice supply, and in 1981 the distribution 
dropped further to about 150,000 metric tons or about 12 per- 
cent of the total supply. 

Although cooperatives are permitted to procure rice di- 
rectly at the farmgate, it is doubtful that the cooperatives' 
direct procurement reaches any significant proportions, espe- 
cially when the objective of the cooperatives is to sell at the 
administered price or less. Even under a most optimistic as- 
sumption, the cooperatives' direct procurement is unlikely to 
exceed 10 percent of the total supply. Given the cooperatives' 
relatively small share of procurement in terms of the total 
rice supply compared to the share of population covered under 
the food stamp scheme, a greater proportion of the drop appears 
to have occurred among the food stamp recipients in the coun- 
try. 

IV. PUBLIC POLICY AND FOOD CONSUMPTION 

The government of Sri Lanka has maintained progressive 
policies since the early 1940s to assist low income households 
to meet their food consumption needs. Government assistance 
will have to be continued, in spite of high public expendi- 
tures, until the country reaches food self-sufficiency and the 
economy is able to provide adequate incomes to permit Sri 
Lankan people to buy their food requirements. Public as- 
sistance should be adjusted in accordance with rising prices to 
prevent the possible deterioration of food consumption and 
nutritional standards of the low income households. 

Given a share of about 70 percent of household expenditure 
on food, price acceleration on basic food items is frequently 
the principal source for strong pressures on domestic infla- 
tion. Therefore, policy efforts must be made to stabilize food 
prices. During the 1977-1981 period, for example (with the 
only exception being in 1977), the percentage contribution to 
the Consumer price Index (CPI) by the food sector has been 



significantly above its respective share of 61.9 percent.2 In 
1978, for example, about 88 percent of the CPI increase was 
accounted for by the increase in the food sector; in 1.980 its 
contribution remained relatively high, accounting for 72 per- 
cent of the total. This results from greater price increases 
in the food sector relative to other sectors, causing a shift 
in respective shares 05 the composition of major expenditure 
categories of the CPI. 

In order to stabilize food prices, and until food self- 
sucficiency is reached, Sri Lanka must cont,inue to seek conces- 
sional imports such as wheat under PL 480 Title I. Although 
some economists hold the view that concessional food imports 
have a disincentive effect on domestic food production, it is 
difficult to establisk. such an argument gene;ally, with perhaps 
the exception of subsidiary Eood production. Paddy production 
in particular depends largely on an adequate water supply, 
credit, and the timely availability of agriculturai inputs, 
such as fertirizer, at affordable prices. Even during the 
periods when food prices were heavily subsidized and strict 
government regulation existed with regard to paddy procurement, 
paddy production continued to increase. Sf there 1s any disin- 
centive effect on dolnestic food production, it results from 
rice imports, since the domestic price level is directly af- 
fected by the government-administered price of rice because it 
functions as the floor price in the open market as well. Since 
wheat is not grown in Sci Lanka and the Sri Lankan peop1.e are 
zccustomed to f l o u c  consuq~tion in varying degrees, wheat im- 
ports wili not be a disincentive to domestic Eood production. 
AccordingJy, by limiting the rice imports to the extent neces- 
sary and possible, and allowing flour imports to respond to 
other domestic needs, the government can minimize any disincen- 
tive effect of food imports on domestic food production. In 
the case of flour consumption, the government can encourage a 
change of consumer preference to reduce flour consumption to a 
minimum, through appropriate pricing policies. 

The CI!I is computed on a weighted average in terms of the 
fol.lowlng pctceiltage weights: fooci 6L.9, clothing 9.4, fuel 
and light 4.3, rent 5.7, and miscellzneous 18.7. 

If the Eood sector contribution to the CPI remained at the 
61.9-percent level, it can be concluded that the food 
sector has not been subject to any exceptional pressures or 
that the price increase in the food sector more or less 
remained around the price increases in the economy as a 
whole. If, on the other hand, price increases in the food 
sector remain relatively high, their contribution to the 
overall inflation becomes dominant, as evidenced during the 
lask few years. 
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HISTORY OF SRI LANKAN FOOD SUBSIDY PROGRAM - 

The S r i  Lankan Government h a s  a l o n g  p o l i c y  h i s t o r y  
r e f l e c t i n g  c o n c e r n  f o r  t h e  w e l l - b e i n g  of  i t s  p e o p l e .  The 
i m p o r t a n c e  o f  e q u i t y  h a s  sometimes overshadowed t h e  t o t a l i t y  o f  
t h e  economy. Now a f  t e r  some 20 y e a r s  o f  food s u b s i d i e s ,  t h e  
government  h a s  d i v e r s i f i e d  i n t o  a  food s t amp  program as a  means 
of  h e l p i n g  to c o n t r o l  f i s c a l  e x p e n d i t u r e s .  

When t h e  s y s t e m  o f  food s u b s i d i e s  was i n t r o d u c e d  i n  1 9 4 3 ,  
t h e  c r u c i a l  c o n s i d e r a t i o n s  c i t ed  by t h e  m a r i t i m e  c o l o n i a l  gov- 
e rnmen t  f o r  t h e  scheme were to  e n s u r e  a n  e q u i t a b l e  d i s t r i b u t i o n  
of e s s e n t i a l  food items to  t h e  p o p u l a t i o n  a t  a t i m e  o f  s c a r c i t y  
and to  make t h e s e  a v a i l a b l e  a t  r e a s o n a b l e  p r i c e s .  These  sub-  
s i d i e s  were c o n t i n u e d  a f t e r  t h e  war a s  p a r t  o f  t h e  more compre- 
h e n s i v e  s o c i a l  w e l f a r e  p l a n .  A l though  t h e  war s u b s i d i e s  on 
c u r r y s t u f f s  and m i l k  were revoked  and t h e  p r i v a t e  s e c t o r  re- 
e n t e r e d  i n t e r n a l  t r a d e ,  t h e  gove rnmen t  c o n t i n u e d  i t s  monopoly 
of  i m p o r t i n g  r ice ,  s u g a r ,  and f l o u r .  Meanwhile ,  r ice r a t i o n i n g  
was c o n t i n u e d  ; f l o u r  and s u g a r  were t a k e n  o f f  r a t i o n  w i t h  t h e  
government  r e m a i n i n g  t h e  sole i m p o r t e r .  E s p e c i a l l y  i m p o r t a n t  
i n  terms of  government  p r o f i t s  was s u g a r .  

I n  t h e  e a r l y  y e a r s ,  t h e  p u r c h a s e s  of t h e  Depa r tmen t  o f  
Good S u p p l i e s  ( a s  it was t h e n  named) were f i n a n c e d  by an  
Advance Account  ( t o k e n  a c c o u n t )  and s u b s i d i e s  were met by 
s u r p l u s  o r  o t h e r w i s e  a v a i l a b l e  f u n d s  o f  t h e  gove rnmen t .  

I t  was i n  t h e  1948-1949 b u d g e t ,  u n d e r  t h e  t i t l e  "Food 
Commiss ioner  ( s u p p l i e s ) "  t h a t  t h e  government  f i r s t  set a s i d e  
t h e  sum of  Rs50 m i l l i o n  to  s u b s i d i z e  e s s e n t i a l  f o o d s t u f f s .  A 
s u p p l e m e n t a r y  budge t  o f  Rs212 m i l l i o n  was a l s o  a l l o c a t e d  to  
c o v e r  e x p e n d i t u r e  o f  s u b s i d i e s  t h a t  had a c c u m u l a t e d  d u r i n g  t h e  
war y e a r s .  F o r  t h e  f i r s t  t i m e ,  r e v e n u e  was p r o v i d e d  to  b e a r  
t h e  cost of  t h e  s u b s i d y .  

I n  October-December 1950 ,  to  o f f s e t  a marked i n c r e a s e  i n  
t h e  cost of  l i v i n g ,  t h e  gove rnmen t  r educed  t h e  p r i c e  o f  
r a t i o n e d  r ice  and r e i n s t a t e d  t h e  f l o u r  s u b s i d y  which had been  
a l l o w e d  to l a p s e  i n  1949.  T h i s  measu re  q u a d r u p l e d  t h r  n e t  food  
s u b s i d y  S i l l  from Rs34.9 m i l l i o n  t o  Rs127.3 m i l l i o n  f o r  1950- 
1951.  

New p o l i c i e s  were p roposed  i n  1951-1952 w i t h  a n  e m p h a s i s  
on economic deve lopmen t  r a t h e r  t h a n  social  s e r v i c e s ,  and t h e  
program was g e a r e d  t owards  l i m i t i n g  food s u b s i d y  e x p e n d i t u r e s .  
When t h e  1952-1953 b u d g e t  was p r e s e n t e d ,  t h e  n e t  food s u b s i d y  
b i l l  was a b o u t  o n e - t h i r d  o f  e s t i m a t e d  r e v e n u e  (Rs300 m i l l i o n ) .  
T h i s  f i s c a l  bu rden  was too g r e a t ,  and it was a t  t h i s  p o i n t  t h a t  
t h e  Monetary Board o f  t h e  C e n t r a l  Bank n o t e d ,  Ifso f a r  as t h e  



Bank knows, in no other country in the world was a basip food- 
stuff subsidized to the same degree as rice in Ceylon." 

The Ceylonese consumer was in the curious position of 
being able to buy his ration of imported rice at less than one- 
third the world market price, but having to pay far in excess 
of the world price for rice bought off the ration. 

Ceylon's first state of emergency was declared in July 
1953 when the government announced removal of net food sub- 
sidies. In this plan, the government increased the quantity of 
the rice ration for different categories of recipients (for 
instance, manual laborers, ordinary, and infants; a modifica- 
tion was made from 1 3/4 measures to 2 measures--2 pounds--for 
a manual worker). This increase was designed to help alleviate 
the additional costs to the consumer of Rs30 per measure of 
rice when bought on the free market. Strikes, public dis- 
orders, suspension of communications, transportation, and 
destruction to personal property all ensued. Ten people were 
killed, the Prime Minister resigned as a result, and the polit- 
ical commitment to food subsidies rose to an all-time high. 

The government, having been exposed to civil strife and 
cognizant of the previous disorder, reduced the price of 
rationed rice from Rs0.70 Ceylon cents per measure (2 pounds) 
to Rs0.55 cents. This was the beginninq of a slow drop in the 
retail price of rice by successive governments, which eventu- 
ally lowered rice to Rs0.25 cents per measure by April 1980. 

The food subsidy bill was kept low despite the increase in 
the rice ration in July 1953 in part by increasing the retail 
price of rationed rice. Another co~~tributing element to the 
smaller deficits in the food subsidy account in 1953-1954 was 
the decline in the import prices of rice, flour, and sugar. 

Following the Korean war, the Sri Lankan government found 
it possible to raise the quantity of subsidized rice issued in 
ration form due to the decline in prices. The amount of the 
weekly rice ration equalized the portion for all consumers at 
two measures per week per person, which remained unchanged 
until December 1966. It was in 1954 that PL 480 was created, 
partly for the purpose of disposing of these very commodities. 

The development priority was one of the key elements 
stressed in the 1955-1956 budget. The government strove to 
attain the delicate mix of achieving rapid economic development 
while at the same time maintaining financial stability. In 
this same year, a startling rise in expenditures brought the 
total government budget to $40.3 million, of which $13.4 

Central Bank Report of the Monetary Board for 1952, pp. 7-8. 



m i l l i o n  was f o r  food s u b s i d i e s .  T h i s  c r e a t e d  a  d e f i c i t  o f  $ 0 . 2  
m i l l i o n ,  q u i t e  a  change  f rom t h e  p r e v i o u s  y e a r ' s  s u r p l u s  o f  
$21.4 m i l l i o n .  T h e r e  were no p r o v i s i o n s  i n  t h e  gove rnmen t  
b u d g e t  f o r  food s u b s i d i e s  or d e f i c i t s .  When t h e  p r i c e  t r e n d s  
of  rice and s u g a r  showed t h a t  s u b s i d y  e x p e n d i t u r e s  would be 
more c o s t l y  t h a n  a n t i c i p a t e d ,  t h i s  evoked e v e n  more a l a r m  i n  
gove rnmen t .  The c o m b i n a t i o n  of t h e  r i se  i n  t h e  wor ld  m a r k e t  
p r i c e  of  s u g a r  ( r e d u c i n g  s u g a r  sale p r o f i t s ) ,  l o w e r i n g  t h e  
p r i c e  of  r a t i o n e d  r i c e  f rom Rs0.08 to 0.06 p e r  measu re ,  and 
i n c r e a s e d  p u r c h a s e s  o f  l o c a l l y  p roduced  paddy c o n t r i b u t e d  
h e a v i l y  t o  t h e  d i s m a l  b u d g e t  s i t u a t i o n .  

I n  J u n e  1 9 5 8 ,  t h e  r e t a i l  p r i c e  of  rice was f u r t h e r  r e d u c e d  
by Rs0.05 c e n t s  p e r  measu re  to Rs0.35 c e n t s .  E f f e c t i v e  J u n e  
1 9 5 9 ,  t h e  p r i c e  o f  r a t i o n e d  r ice was f u r t h e r  r e v i s e d  downward 
to  Rs.25 c e n t s  f o r  t h e  f i r s t  measu re  and Rs0.45 c e n t s  f o r  t h e  
s e c o n d  measure .  T h i s  r e s u l t e d  i n  t h e  n e t  food  s u b s i d y  b i l l  i n  
1958-1959 i n c r e a s i n g  by Rs33.1 m i l l i o n  t o  Rs144.4 m i l l i o n .  
T h i s  was l a r g e l y  due t o  t h e  h i g h e r  p r i c e s  p a i d  f o r  r ice  and 
f l o u r  i m p o r t s  from t h e  U n i t e d  S t a t e s  u n d e r  PL 480 and p a r t i a l l y  
d u e  t o  t h e  J u n e  1958 r e d u c t i o n  i n  t h e  r e t a i l  r ice p r i c e .  The 
a v e r a g e  l a n d e d  cost of  rice impor t ed  from t h e  U n i t e d  States 
u n d e r  PL 480 was S t e r l i n g  L 47.0 p e r  t o n  f . 0 . b .  a s  compared 
w i t h  t h e  a v e r a g e  l a n d e d  cost of  S t e r l i n g  L 31.2 p e r  t o n  f o r  
Burmese r ice.  

I n  t h e  e n s u i n g  y e a r s  u n t i l  December 1966 ,  t h e  p r i c e  of  
r a t i o n e d  rice and t h e  q u a n t i t y  o f  t h e  weekly  r ice r a t i o n  of  two 
m e a s u r e s  p e r  p e r s o n  r ema ined  unchanged.  

C e y l o n ' s  d o m e s t i c  and e x t e r n a l  f i n a n c i a l  s i t u a t i o n s  h a v e  
been  g r e a t l y  i n f l u e n c e d  by t h e  r e p e r c u s s i o n s  o f  t h e  food  sub-  
s i d i e s .  R i c e  was t h e  main prob lem of  t h e  s u b s i d y  s y s t e m ,  s i n c e  
a l m o s t  a l l  g r o s s  food s u b s i d i e s  were f o r  r ice,  b o t h  impor t ed  
and l o c a l l y  p roduced .  I n  December 1966 ,  t h e  s u b s i d y  on impor t -  
e d  r ice  r e f l e c t e d  t h e  f a c t  t h a t  t h e  r e t a i l  r ice  p r i c e  (RsO.25 
c e n t s  p e r  m e a s u r e )  was a l i t t l e  less t h a n  one -ha l f  o f  t h e  
i m p o r t  cost (Rs52 c e n t s ) .  The s u b s i d y  on l o c a l l y  p roduced  
r ice ,  however ,  was Rs63 c e n t s  p e r  measu re ,  almost 2.3 times 
g r e a t e r  t h a n  t h e  s u b s i d y  on i m p o r t e d  rice. The h i g h  s u b s i d y  on 
l o c a l l y  p roduced  r ice  was due to t h e  h i g h e r  cost to  t h e  g o v e r n -  
ment  o f  p r o c u r i n g  local  r i c e  unde r  t h e  G u a r a n t e e d  p r i c e  Scheme 
(GPS) f o r  r e t a i l  s a l e  a t  t h e  same p r i c e  as t h a t  o f  i m p o r t e d  
r i c e ,  and t o  t h e  a t t e m p t  t o  p r o v i d e  i n c e n t i v e s  t o  t h e  f a r m e r .  
A t  Rs88 c e n t s ,  it was c o m p l e t e l y  o u t  o f  b a l a n c e  w i t h  t h e  w o r l d  
r ice  p r i c e  and was a p p r o x i m a t e l y  70 p e r c e n t  h i g h e r  t h a n  t h e  
l a n d e d  cost of  impor t ed  r ice .  I t  was a t  t h i s  time t h a t  t h e  
week ly  r i c e  r a t i o n  was r e d u c e d  from two m e a s u r e s  a p e r s o n  to  
one m e a s u r e ,  w i t h  t h e  r e d u c e d  r a t i o n  d i s t r i b u t e d  f r e e  o f  
c h a r g e .  The government  f e l t  t h a t  t h e  r e d u c t i o n  i n  t h e  quantum 
i s s u e d  unde r  t h e  r a t i o n  i n c r e a s e d  t h e  demand f o r  rice i n  t h e  
open  m a r k e t  and gave  i m p e t u s  to l o c a l  c u l t i v a t i o n  of  paddy. 



Sugar and flour were distributed without restriction, the con- 
sumption of flour increasing markedly as it was substituted for 
rice. 

The policy of providing subsidized food commodities to the 
population as a whole underwent a drastic change in 1972. 
Income criterion was introduced to determine eligibility. The 
free rice ration was withdrawn from income tax payers and their 
dependents, affecting 10 percent of the country's population. 

When commodity prices in world markets rose in 1973, the 
government was compelled to effect substantial changes in its 
food distribution scheme. The issue of free ration was cut 
down to half a measure per person per week, with the additional 
measure being sold at Rs2 per measure. The government cut the 
ration with the intention of reducing imports and thereby gen- 
erating savings in foreign exchange. Also in 1973 the world 
market prices for flour and sugar soared. It was in October of 
that year that the flour and sugar rationing scheme was in- 
stated with the hope of reducing consumption and thereby 
imports. Sugar was issued at 1 pound per person and sold at a 
highly subsidized price of Rs0.72 cents. Flour was rationed at 
Rs0.72 cents per pound. The rationing scheme for rice was also 
restricted on the basis of a differential system under which 
the quantity of rice was related to needs of a cormunity on a 
regional basis. 

In 1974, for the first time since government subsidiza- 
tion, the sale of flour and sugar resulted in a loss. The 
early policy plan for the sale of these two items was to offset 
partial costs of the gross food subsidy program with profits 
from the unrestricted flour and sugar sales. 

When the world market price for flour stabilized in 1976, 
it was removed from the rationing scheme and fixed at a price 
of Rs0.86 cents a pound to the consumer. Sugar continued to be 
rationed at 3/4 pound a week at Rs0.72 cents a pound. Sugar 
was also available on the open market initially at Rs0.06 per 
pound, but dropped to Rs0.3 per pound near the end of 1979. 

Sri Lanka is unique in that it subsidizes both the pro- 
ducer and the consumer, placing the economy between the two 
groups. For example, during the rationina years paddy pro- 
ducers were entitled to rice ration books to purchase subsi- 
dized imported rice, while they were also selling rice to the 
government. 

In 1978 the trend was toward moving away from the subsi- 
dies and diverting resources for development purposes. At last 
the market was to determine prices in a free economy. The 
revalidation of the ration books was a positive step towards 
this trend. In order to ease the burden on the budget and 



confine food subsidies to those who really needed them, the 
ration scheme was restricted to those households earning less 
than Rs3,600 a year. In June 1979, when final revalidation 
figures were submitted, a total of 7.72 million people claimed 
eligibility on the basis of income. The new program allowed 
households to receive 1 pound of free rice weekly and 3 pounds 
of paid rice at a subsidized rate of Rsl per pound. Children 
and infants received 1 1/2 pounds per month of sugar at a sub- 
sidized Rs0.72 cents per pound. (See Table F-1 for further 
information. ) 



Table  F-1. Changes i n  t h e  Allotment and P r i c e  of  Free and Pa id  Rat ion  
Rice and Pa id  Ration Wheat, 1943 t o  1979 

P r i c e s  

Rice Wheat Ration Rat ion 

Date of Change Free  Paid To ta l  Paid Rice Wheat 

May 
October 
March 
October 
December 
September 
J u l y  
October 
November 
May 
October 
May 
June 
June  
Apr i 1 
December 
September 
February 
October 
Apri l  
August 
December 
March 
November 

January  
J u l y  

I n f a n t s  and c h i l d r e n  r ece ived  I c s s ,  workers more. 
The p r i c e  f o r  t h e  f i r s t  two pounds was 12.5 c e n t s  and f o r  t h e  nex t  2 pounds 
22.5 cen ts .  
Income-tax payers  were no longe r  e l i g i b l e  f o r  f r e e - r a t i o n  r i c e .  
I n  t h e  urban a r e a s  of  r i c e - d e f i c i t  d i s t r i c t s ,  two pounds of  p a i d  r a t i o n  r i c e  
were i s sued .  
The e s t a t e  s e c t o r  r ece ived  a l a r g e r  wheat f l o u r  r a t i o n  o f  1 pounds and t h e  
r a t i o n  i n  Colombo and some o t h e r  urban a r e a s  was i nc reased  t o  1 pound o f  
r a t i o n  wheat. 

Sources: S r i  Lanka, Food Commissioner's Department, Pe r sona l  communication; 
and Vidya Sagar ,  "Cereal  Consumption i n  Ceylon - P a t t e r n  and Demand 
Es t imates , "  S r i  Lanka, Min i s t ry  of  P lanning  and Employment and 
Min i s t ry  of Agr i cu l tu re  and Lands, Colombo, March 1971 
(Mimeographed). 
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FOOD STAMP SCHEME 

I. HISTORY OF THE FOOD STAMP SCHEME 

In September 1979, the Government of Sr i Lanka introduced 
a targeted food stamp scheme that has received considerable 
international attention and has been the centerpiece of 
Sri Lankan food policy since that date. The most significant 
fiscal advantage of the scheme was that the size of the 
entitlements was set in nominal (i.e., rupee) terms. Unlike 
the case of a commodity-specific subsidy where the quantum of 
the commodity is fixed, food stamps permit easier control of b 

budgetary costs. Sri Lankans earning Rs3,600 per annum or less 
were requested to fill out application forms. Under the pre- 
vious ration book scheme, residents in the estates were elig- 
ible to receive rations after estate superintendents furnished 
eligibility statements, and many of these estate workers 
received ration books under the food stamp scheme. This pro- 
cedure was changed, and all estate workers were included in the 
scheme, although most fully employed tea estate workers 3re 
disqualified because of income. Eligibility is based upon 
total household income of less than Rs300 per month. If house- 
hold income is higher than Rs300 per month, the household qual- 
ifies to receive food stamps only if there are more than five 
household members. Even then only one allotment of stamps is 
given for each additional member over five and for each addi- 
tional Rs60 of income per capita or less. 

The following criteria in the initial application form 
were used to help determine eligibility: 

Welfare benefits received 

Members of household receiving public assistance or 
charity 

Pensions 

Income Support Allowance 

Sources of income from all household members 

Crop cultivation, total land holdings, and number of 
livestock 

Other properties: land, residential housing, or any 
other buildings, including the annual income they pro- 
vide and their present value 



Monthly utility bills and rent 

Remittances from household members Living outside the 
home 

Other assets, including cars, trucks, tractors, boats, 
etc. (computing present value) 

Bank savings, certificates, etc. 

the divisional level, processins the forms was 
entrusted to village officers I~rama ~ecakas) who were required 
to make an investigation of each application. Thorough screen- 
ing was not possible before the first issue of the stamps, so 
essentially all possessors of revalidated ration books who had 
applied for the stamps were deemed recipients. The Evaluation 
Report of the Food Stamp Scheme (publication No. 8) indicates 
that it was not until the third issue of the stamps that the 
authorities were able to determine the actual number of recipi- 
ents. It is not known if this recipient count was preceded by 
any further screening of food stamp application to determine if 
the legitimately qualified were the only recipients. 

The food stamps were then issued to a family within three 
categories according to age group: 

Aqe Group 

Children below 8 years of age 
Children over 8 but below 12 

years of age 
Persons over 12 years of age 

Per Month 

The food stamps can be used to purchase any of the com- 
modities in the approved "basket": rice, paddy, flour, bread, 
sugar, local milk prr,ducts, and locally produced pulses (if 
available). 

Kerosene stamps were also issued under the food stamp 
scheme in order to facilitate procurement. They were worth 
Rs9.50, sufficient for the purchase of seven bottles per month 
at subsidized prices in 1979. Kerosene stamps can be converted 
to food stamps but not vice versa. 



Food stamp holders are allowed to purchase any commodities 
offered under the scheme from a cooperative branch. In the 
instance of bread and kerosene, which may not be available 
through the cooperatives, private dealers have been authorized 
to make these goods available. In the case of wheat for bread 
making, wheat flows from the docks to the cooperatives through 
the Food Commissioner's representatives and the two major flour 
mills. The cooperatives then sell flour to local bakeries for 
bread or to customers directly (see Figure G-1) . 

Figure G-1. Flow of PL 480 Wheat 
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Theoretically, no bread distributor can refuse food stamps 
in part or full payment. (However, some bakers revealed they 
do not accept food stamps.) The food skamps in turn can be 
used by the bakery or any other dealer to purchase flour from 
the MPCS. 

Food stamps are good for a period of one month after the 
issue date. Although food stamp purchases will be invalidated 
after termination of that period, consumers may deposit unused 
coupons on or before the 15th of the following month in their 
savings account, with no restrictions on withdrawal. It is 



generally noted that rarely are food stamp deposits made. In 
fact, most stamps are redeemed during the first two weeks of 
the month. The retailer then has a period of two months after 
the consumer invalidation date for redemption. The wholesale 
dealers in turn have three months to obtain reimbursement from 
the Treasury. 

The Food Commissioner's Department has estimated that 
Rs1.05 is the overhead cost per capita allocation for .each book 
of food stamps issued. The average overhead cost per issue is 
Rs9.3 million, totaling approximately Rs75 million for all 
eight issues. 

The 3979 total government expenditure on food stamps for 
the four months amounted to Rs508 million. Rs1,595 and Rsl,510 
million were allotted in 1980 and 1981, respectively. The con- 
sumer subsidy represented 14 percent of government expenditure 
and 6 percent of GNP in 1979, and declined to 7 percent o f  the 
former in 1981 (see Table G-1). 

PINUINGS AND OBSERVATIONS 11- -- 

Using household income as a criterion for determining food 
stamp eligibility has been questioned by various sources. The 
system discriminates against poor households with large £am- 
ilies because they tend to have higher absolute incomes, 
although lower per capita income than a smaller low-income 
household. For example, a household of five with a per capica 
income of Hs62 to 65 receives stamps for each member of the 
family only if their monthly income is under Rs300. When tne 
family size is raised to six members, with the same per capita 
earning, only one person in the household is eligible to 
receive stamps because total family income exceeds Rs300 per 
month. If one assumes that per capita purchasing power is 
associated with poverty and malnutrition, then income as the 
criterion for eligibility is a poor choice. It is estimated 
that 20 to 30 percent of current food stamp recipients earn 
more than the Rs300 eligibility cutoff point. This has been 
possible because of the difficulty of quantifying and identify- 
ing in-kind and casual income. It has been the responsibility 
of the village government officer to verify application eligi- 
bility forms. It is believed that in many instances the 
officer is subject to local pressures or may be a new appointee 
and not know the true income situation of his village populace, 
or, because he has to reside in the village, he is reluctant to 
reduce the income transfer to his neighbor. Up to this point 
there has been no systematic approach for monitoring incomes on 
a continuous basis. On the other hand, tea estate workers who 



Table G-1. Subsidies on the Food Ration and on Food and Kerosene Stamps ( I n  mi l l ions  of Rs) 

Tota I Total as Total as a % 
Net Food Kerosene Subsidies a % o f  Total o f  GNP Market 

Year Rice Flour Sugar Others Subsidies Stamps Stamps d Stamps Govt. Exp. Pr ice 

1966- 1967 445.3 

1967- 1968 548.9 

1968- 1969 582.0 

1969- 1970 532.4 

1970-1971 586.2 

1971-1972 526.5 

1972- 1973 564.0 

1974 745.1 

1975 785.5 

1976 679.3 

1977 943.0 

1978 1066.1 

1979 1215.6 

1980 - 
Revi sed Estimates 
1981 - 

4/5 o f  expenditures during the f i sca l  year o f  15 months - 1st  October, 1971 - 31st December, 1972. 

Sources: Central Bank Reports; World Bank Report, 1975 onwards. 



apparently earn more than Rs300 per month are unable to receive 
food stamps because the estates record incomes and report them 
to the government. Yet estate workers are some of the most 
needy of the island. 

In the 1981 nationwide evaluation survey of 15,560 house- 
holds (about 1 percent of the population), it was revealed that 
approximately 10 percent of the households claiming food stamp 
eligibility were not receiving them, even though they were 
aware of the scheme and made the effort to produce them. 
Unfortunately, due to the small survey sample, the magnitude of 
this problem cannot be accurately determined. The Food 
Commissioner's office plans to undertake a Re-certification 
Campaign, projected for June 1982. It is anticipated that 
after the data have been analyzed, the number of food stamp 
recipients will be cut to 5 million from the present 7.5 
million recipients. The government hopes to use the results to 
better target resources so that the poorer households will be 
eligible to receive the benefits which will allow them to meet 
their basic daily nutritional needs. 

The mean income of all food stamp recipient households 
island-wide is estimated at Rs165. The variance between dis- 
tricts was not greatly discernable. The average value of food 
stamps for all 24 districts amounted to approximately Rs90 per 
month, while between various districts the average fluctuated 
between Rs78 and Rs106 per month. There appears to be no dis- 
tinct pattern in the distribution of mean incomes by district, 
except that the range of mean income values tended to be narrow 
in the lower income groups and increase progressively with 
higher incomes. 

In comparing the value of food stamps received with mean 
recipient incomes, the ration amounted to 55 percent and varied 
between 40 percent and 83 percent across districts. The con- 
tribution of food stamps to household income decreased as 
income increased. In the case of the less-than-RslG0 income 
group, food stamps added more than double the income, while in 
the RslOO to Rs200 group the increment was between 60 to 80 
percent. Food stamps comprised 35 to 55 percent of household 
income in the Rs200 to Rs300 groups. 

Although the food stamp scheme has improved the income 
status of the low income groups, it cannot be stated with equal 
emphasis that it has improved the purchasing power of these 
groups within the context of present inflationary trends. For 
example, from September 1979 to September 1980, the value of 
food stamps dropped by 21 percent in terms of the Food Price 
Index for Colombo and by 30 percent because the price of rice, 
on which the majority of coupons are spent, increased. The 



purchasing power had been reduced to half of its original value 
by July 1981. 

A plan for indexing food stamp values to priqe inflation 
has been presented to the Cabinet by the Food Commissioner's 
Office. It has been proposed, however, to maintain the Rs300 
per month eligibility cutoff point and to increase the value of 
the stamps by 50 percent. With time, development, and infla- 
tion this constant eligibility cutoff income will assure that 
fewer people qualify. New allocations are Rs50 for children 
below 8 years of age, Rs40 for children between 8 to 12 years 
of age, and Rs30 for adults. The scheme has not yet been 
approved, and it is unknown when a final decision will be made. 

Survey data and team observations verify that the pattern 
of food stamp utilization is not evenly spread over the basket 
of commodities available for purchase. According to the 
Survey, the proportion of food stamps spent on rice ranged from 
70 to 90 percent in 21 of 24 total districts. It appears that 
the amount of rice consumption, especially in the true poverty 
groups, was made possible by the food stamp scheme. 

Sugar is another important consumption item in households, 
accounting for anywhere from 4 to 42 percent of food stamp pur- 
chases. Generally purchases ranged from 10 to 15 percent of 
food stamp values. It is not known whether these food pur- 
chases supplemented or substituted for normal household 
purchases. 

Although the food stamp scheme was designed to emphasize 
the nutritional needs of the younger household members, by 
giving them much higher food stamp values, a relatively low 
level of milk food purchases by households was found to exist. 
The average rate of milk purchases with food stamps was only 
about 5 percent. Preliminary conclusions suggest that poorer 
households prefer to maximize the quantity (in calories) of 
food purchased, within a set of preferences that gives greatest 
weight to rice. 

The Survey found that purchases of flour and bread with 
food stamps were very low. The low demand for flour has 
probably resulted from the phasing out of the subsidy on this 
commodity., To a large degree rice was substituted for flour 
when prices of the two commodities became about equal. This 
was especially true in the rice producing areas. Bread con- 
sumption appears to have higher prevalence in the urban areas 
where it is viewed as a convenience item. A random sample by 
the evaluation team showed that if bread prices were substan- 
tially lower than the rice prices, more people would be in- 
clined to use bread as a rice substitute and/or supplementary 



food. In rural areas there is no doubt that rice is the pre- 
ferred food. It was also noted by the evaluation team that in 
addition to the food basket items available for purchase under 
the food stamp scheme, households were allowed to buy such 
items as soap, school supplies, and ceramics. Basically, what- 
ever the cooperative had in inventory was available to be pur- 
chased with food stamps. It was learned that although this 
practice is not condoned, a blind eye was turned toward its 
continued low-level existence. 

The Food Commissioner's Office has recently announced a 
plan in conjunction with the Department of Social Services to 
aid families in drought stricken areas. The specifics are 
listed in Table G-2. 

Table G-2. Plan for Aid to Families in 
Drought-Stricken Areas 

Drought Relief 

No. of Household Members Monthly Income Food Stamps Cash 

Not exceeding 
6 persons 

7-10 persons 

More than 11 persons 

Although the eligibility cutoff point remains at Rs300 it 
has bee11 recommended that the Government Agent (District 
Officer) be encouraged to use discretion in aiding needy 
families that may earn slightly more than the Rs300 monthly 
income. The drought relief food stamps may be used only to 
purchase flour and rice and have been issued for the months of 
March, April, and May. 

The following recommendations have been put forth for 
consideration to improve the food stamp scheme: 

1. Base the quantity of stamps issued to a specific 
district according to a quota system based on district 
size, population, income, employment, and area nutri- 
tional status. 



2. Establish "unbiased1' District panels to screen 
eligible candidates with proper monitoring of all 
district programs. 

3. Reserve funds within Districts for additional benefi- 
ciaries who, because of loss of employment, loss of 
spouse, or emergency, may be added to the scheme. 

4. Base eligibility criterion on per capita income as 
opposed to household income, with allocations decreas- 
ing proportionally once the income exceeds the set 
poverty level. 

5. In order to compensate for inflation, tie the real 
value of food stamps to a rice quantity value, or pro- 
vide an explicit subsidy on items to be purchased with 
food stamps by the beneficiaries. 

6. Provide regular evaluation of the scheme to improve 
its effectiveness. 
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FOOD GRAIN AVAILABILITY IN SRI LANKA 

I. INTRODUCTION 

The ancient civilizations of Sri Lanka were able to rise 
and flourish because of their highly advanced systems of irri- 
gation that allowed farmers to produce food surpluses. Food 
surpluses in turn permitted the expansion of tne tank (reser- 
voir) system and the building of great stupas, temples, 
palaces, and great cities. 

The Basankkulam (reservoir) was built about 2,400 years 
ago. This reservoir, improved and expanded over time, was in 
continuous use for about 1,500 years while the ancient city of 
Anuradhapura flourished. Systems of reservoirs, called tanks, 
with interconnecting channels were developed throughout much of 
the dry zone areas of Sri Lanka. The engineering accuracy of 
these ancient irrigation systems is impressive. 

Food grain surpluses that allowed tne ancient civiliza- 
tions of Anuradhapura, Polonnaruwa, and Sigiriya to develop 
totally disappeared in the l8OOs, and the irrigation systems 
generally fell into decay. Sri Lanka has been an importer of 
food grains for at least a century. 

During the colonial period, labor intensive plantation 
type agricuiture, such as spices, coffee, tea, coconut and 
rubber, was developed for export markets. The importation of 
labor coupled with population growth led to increased food 
demand while food production stagnated. 

In recent history, imports of wheat flour and wheat have 
been added to rice imports to fill this food gap. Table H-1 
shows the total wheat flour, wheat, and rice availability on a 
per capita basis from 1952 to 1980. Rice imports have de- 
creased since 1977, while wheat flour and wneat imports have 
gone up since the 1960s. This shift from rice to wheat was 
caused by: (1) a subsidized food policy that encouraged the 
shift to wheat for budgetary reasons (wheat flour and wheat are 
cheaper than rice), and (2) a shift in taste preferences, 
especially among urban dwellers, from rice to bread for at 
least a portion of their food grain requirements because bread 
is more convenient and does not involve the expense of cooking. 

This appendix will examine paddy production in Sri Lanka 
and the more recent phenomenon of wheat flour and wheat imports 
as the second most important food grain. While coarse grains 
will not be covered here, it should be pointed out that they 



Table H-1. Total Annual Available Wheat, Wheat Flour, and Rice, S r i  Lanka, 1952-1980 

Tota I 
Tota I Per Capita 
Flour Ava i l ab i l i t y  

Tota I Equ i va- o f  F l ouk and 
Net Paddyl Mi l lgd  Rice Avai la$le Wheat Flour lent  7 Rice 

Year Production Ric l mports Rice l mports l mports Population (pounds) Imports 

Total paddy production mlnimlzed requirements f o r  next season mirius 14.2 percent past-ma~uri+y leases. 

Column 1 times 0.68 m i l l i n g  factor. 
1952-1963 FA0 Data Series; 1964-198C Food Commission Data Series, 

Column 2 + Column 3. 
1952-1977 FA0 Data Series; 1978-1980 Food Commission Data Saries. 
Column 6 + 0.72 (Column 5). 
Midyear population. 
Column 4 + Column 7/Column 8. 

Sources: Borsdorf, Anderson, and Anderson, Grain Pol icy Development and imolementation I n  S r i  Lanka, Kansas State University, March 

1979; Min is t ry  o f  Agricultural Development and Research, Colcmbo, August 1981. 



(millet, sorghum, and others) have historically been important 
food grains especially among the rural poor population. The 
role of coarse grains as food has declined in recent years. 
The reasons for this decline are unclear, but government cheap 
food policy undoubtedly played a role. 

11. PADDY PRODUCTION 

Since independence, the government of Sri Lanka has put 
large amounts of resources, both human and capital, into reli- 
able sources of rice for import and expanding paddy production. 
Despite their stated goals of self-sufficiency and increased 
efforts at paddy production efforts, Sri Lanka remains a rice 
importer . 

Very early after independence, the Government of Sri Lanka 
indicated its commitment to an adequate, stable rice supply ~y 
signing long-term agreements with the People's Xepublic of 
China (PRC) and Burma. The government-to-goverment agreement 
with the PRC was signed in December 1952. This agreement pro- 
vided that Sri Lanka would sell 50,000 metric tons of sheet 
rubber to the PPC for each of five years; in turn Sri Lanka 
would purchase 270,000 tons of rice annually from the PRC for 
five years. The prices under the barter agreement were advan- 
tageous to Sri Lanka for both commodities. 

'. 

The 1953 Sri L~rlka-Burma agreement was a commitment by 
Burma to sell a minimum of 200,000 tons of rice annually to 
Sri Lanka tor a period of four years. Both these agreements 
have been renewed several times. The purpose of the Burma and 
China agreements was an assured supply of rice for import. 
Today Pakistan, Thailand, and Burma are Sri Lanka's primary 
sources of rice. 1 

In the 1950s the Government of Sri Lanka was active on the 
production side as well. In 1957 the Department of Agrarian 
Services was established to deal with the package of agricul- 
tural development problems, especially paddy production. The 
function of the Department of Agrarian Services was quite dis- 
tinct from the Department of Agriculture, whose role was to 
organize technical research and the extension services. 

The Department of Agrarian Services complements the De- 
partment of Agriculture in promoting food production while 

Edir isingle, Nevill, and Palaman. Implications of Government 
Interventions in the Rice Economy of Sri Lanka. Ithica: 
Cornell University. January 1976, pp. 62-66. 



improving and stabilizing farmers' incomes. The department's 
responsibilities are wide ranging, from improving minor irri- 
gation projects, to the supply of free paddy seed to poor 
farmers, to the operation of the Guaranteed Price Scheme (GPS). 
Since the GPS played a major role in farmers' incomes, the 
operation of the scheme must be explained briefly. 

The Government of Sri Lanka appoints a cooperative society 
to act as its agent. The cooperative buys the farmers' crops 
at a price established by the government. The cooperatives 
then resell the commodities to the government after keeping a 
small commission. In the case of paddy, it is then sent to a 
government-owned or government-licensed private rice mill for 
processing. The rice then goes into the government food dis- 
tribution system or is distributed through the open market 
system. In 1971, the Paddy Marketing Board as created as a 
separate organization to administer the GPS. I 

On February 1, 1958 the Government of Sri Lanka enacted a 
major piece of legislation that had an important impact on 
rural Sri Lanka. The Paddy Lands Act's primary objectives were 
security of land tenure and increased productivity. A good 
proportion of paddy land was farmed by tenants with high in- 
debtness. These tenants became the victims of a vicious cycle 
where low income coupled with high indebtedness resulted in low 
productivity. The Act gave tenants permanent and secure rights 
to the land. It made eviction unlawful and introduced the con- 
cept of inheritance of tenancies. Under the Act tenants were 
not to pay higher rents. The Commissioner of Agrarian Services 
was given the responsibility of establishing rents. The maxi- 
mum rent under the law was 15 bushels of paddy per acre or one- 
quarter of the total yield, whichever was less. The Act also 
established the maximum interest for loans of seeds and other 
inputs provided by the landlords. Another benefit of the Act 
was establishment of village-level organizations called culti- 
vation committees. These commiktees deal with a wide range of 
issues concerning agriculture at the village level. For exam- 
ple, minor irrigation repair, assurance that needed supplies 
are available, control of pests, and settlement of livestock 
damage disputes gre the responsibility of the village cultiva- 
tion committees. 

Laws and organizations such as these provided an important 
backdrop in which farmers could be assured that improved inputs 

Interview with the Paddy Marketing Board, March 1982. 

Donsld R. Snodgrass, Ceylon: An Export Economy in 
Transition. Homewood, Illinois: Richard E. Irwin, Inc. 
1966, pp. 45-48. 



would be available and there was some assurance there would be 
a market for his paddy. Sri Lanka's high literacy compared to 
other Third World countries was also an important factor. 

Rice imports as a percent of total available food grains 
have declined since 1977. As Table H-2 indicates, production 
of domestic paddy increased substantially, from 77.4 million 
bushels in 1970 to 102 million bushels in 1980. Paddy yields 
per acre were flat during the mid-1970s, but rebounded at the 
end of the decade. In 1980 the average yield was 56.3 bushels. 

Table H-2. Paddy Production Yield Per Acre, 1970-1980 

Year 

Net Acreage Paddy 
Harvested Production Yield 
(000 acres) (million bu) (bu/acre) 

Source: Ministry of Agricultural Development and Research. 
Agricultural Statistics of Sri Lanka, pp. 5-6. 

What caused this increase in paddy production? Evidence 
indicates that the pieces of the paddy production puzzle were 
in place in 1977; these were (1) a wide acceptance and avail- 
ability of improved paddy seeds and improved inputs (Figures 
H-1 and H-2); (2) continued tractorization at a steady pace, 
especially from 1977 onward (Table H-3); (3) a cadre of trained 
agricultural extension administrators and workers; (4) exis- 
tence of government pricing policies as an incentive for paddy 
productions; and (5) last but not least, reasonably favorable 
weather from 1977 through 1980. 



Figure H-1 Area under Improved Varieties of Paddy 

Acres I 
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Source: Ministry of Agricultural Developmental Research. 
Agricultural Statistics of Sri Lanka, 1981. p. 7. 

Table H-3. Number of Tractors Imported 

Year Two Wheel Four Wheel Total 

Source: Ministry of Agricultural Development and Research, 
Agricultural Statistics of Sri Lanka, 1981, p. 16. 



F i g u r e  H - 2 .  F e r t i l i z e r  I s s u e d  f o r  Paddy 
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Source :  M i n i s t r y  of  A g r i c u l t u r a l  Development and R ~ s e a r c h .  
A g r i c u l t u r a l  S t a t i s t i c s  o f  S r i  Lanka, 1981. p. 13.  

Throughout  t h e  w o r l d ,  government  p r i c i n g  p o l i c i e s  p l a y  a 
key  role i n  t h e  r e t u r n s  f a r m e r s  r e c e i v e  f o r  t h e i r  i n v e s t m e n t  i n  
l a n d ,  l a b o r ,  and c a p i t a l .  I n  B r i  Lanka, t h e  government  h a s  had 
a heavy hand i n  d e t e r m i n i n g  b o t h  t h e  p r i c e  of  paddy and t h e  
p r i c e  t h e  consumer pays  f o r  r ice.  

Soon a f t e r  i ndependence ,  t h e  Government o f  S r i  Lanka 
e s t a b l i s h e d  t h e  GPS paddy p r i c e  a t  Rs8.00 p e r  b u s h e l  or Rs560 
p e r  t o n .  I n  J u l y  1951,  t h e  GPS p r i c e  f o r  paddy was i n c r e a s e d  
to  Rs630 p e r  t o n .  I n  August  1952,  i n  an a t t e m p t  to  keep  paddy 
p r i c e s  up and p r o v i d e  i n c e n t i v e s ,  t h e  government  r a i s e d  t h e  
p r i c e  of  paddy to  Rs840 p e r  ton  or Rs12.00 p e r  b u s h e l .  T h i s  
p r i c e  p r e v a i l e d  u n t i l  1967. Tab le  H-4 r e v e a l s  t h a t  t h r o u g h o u t  
t h e  p e r i o d  from 1958 t o  1967,  t h e  GPS o f  Rs12.00 p e r  b u s h e l  was 
s u b s t a n t i a l l y  above t h e  CIF cost of  impor ted  r ice c o n v e r t e d  to  
paddy b a s e s .  The g u a r a n t e e d  paddy p r i c e  was w e l l  above t h e  
impor ted  c o s t  of  r ice between 1958 and 1977,  t h e  o n l y  e x c e p t i o n  
b e i n g  1974 when rice i m p o r t  costs rose r a p i d l y ,  c a u s i n g  t h e  GPS 
p r i c e  t o  l a g  behind  c o s t  o f  impor ted  rice. 



Table H-4. Comparison Between Domestic Guaranteed Pr ice  
and Cost of Import, 1958-1980 

Domestic Guaranteed Imported C I F  Cost 
Price/Padd Y Paddy Bases 
per bushel per bushel 2' Domestic Price a s  a % 

Year (Rupees ) (Rupees Imported Cost 

even 

123 

149 

140 

184 

135 

82 

108 

136 

133 

7 1 

66 

6 0 

Annual average pr ice  weighted by months. 
Imported p r i c e  (unmilled paddy). 

Source: Paddy Marketing Board, Food Department, and Ministry of Agriculture 



In 1978 there was a turnaround as the GPS price lagged 
behind the cost of imports. In 1978 there was a sharp increase 
from Rs24.73 per bushel of imported (paddy bases) to Rs56.00 a 
bushel. The same year the GPS price for domestic paddy rose 
only to Rs40.00 per bushel and remained there through 1980. 
Although the agreements with the PRC and Burma were favorable 
to Sri Lanka in terms of the price of rice and transportation 
costs, one assumes that the cost of imported rice reflects the 
world market price. The Government of Sri Lanka's GPS price 
has typically been well above the price of imported rice. 
Therefore, one must conclude that the GPS price was in fact an 
incentive to paddy production and that imports were not a 
disincentive to paddy production. 

The fact that the GPS paddy price has lagged behind the 
CIF imported price recently (1978, 1979, and 1980) should not 
go unnoticed.  his coupled with the fact that the paddy price 
index for these years is considerable behind the wholesale 
price index for the same periods is revealed in Table H-5. 

Table H-5. Guaranteed Paddy Procurement Price Index 
Compared to Wholesale price Index 

(1974 = 100) 

Paddy Procurement Paddy Price 
Wholesale Price Index Price Index 

Sources: Ministry of Agricultural Development and Research, 
Agricultural Statistics of Sri Lanka, 1981, p. 16; 
Central Bank of Ceylon. 



H-10 

Figure H-3. Rice Imports, 1970-1981 
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Source: Ministry of Agricultural Development and Research. Agricultural 
Statistics of Sri Lanka, 1981. p. 19. 



111. PADDY PRODUCTION COST TRENDS 

Studies of paddy production cost in Sri Lanka over time 
have not been done recently. A study by the Sri Lanka Depart- 
ment of Agriculture examined paddy production cost by specific 
district for one cropping year--the 1978-1979 maha and yala 
seasons on both dry land and irrigated land. Further, a 1979 
Kansas State University study concluded that the trend lines of 
the GPS paddy price and the open market price of paddy were 
converging with the paddy production cost trend line. Without 
empirical evidence it is difficult to know if this trend has 
continued since 1979. This is an area that needs additional 
study. 

The price of paddy has increased since 1978, but so has 
the price of paddy inputs. The Department of Agriculture's 
1979 cost of paddy production study during the maha crop of 
1978-1979 reveals that average daily wages for agricultural 
labor were Rs11.37 per day. During the recent field work, an 
unscientific sample indicated day wages for agricultural 
workers for the 1981-1982 maha ranged from Rs17.00 to Rs22.00 
per day. It should be noted that wide variation of wages 
exists for agricultural workers throughout the island, and 
these figures are meant only to indicate trends in the absence 
of sufficient data. 

Meanwhile, Figure H-4 reveals that the selling price of 
fertilizer rose dramatically in 1980 when the Government of 
Sri Lanka lowered the amount of subsidy. Whether or not 
fertilizer prices should be subsidized is beyond the scope of 
this appendix; the sole purpose of examining fertilizer prices 
is to help establish paddy production cost trends. Based on 
limited data and impressions it would appear that the trend 
lines of paddy prices and production cost continue to converge. 

With the change of government in 1977, the amount of paddy 
purchased by the Paddy Marketing Board was reduced sharply from 
31 percent of the total crop in 1977 to approximately 10 per- 
cent of the 1980 paddy crop. Table H-6 reveals that the per- 
centage of the paddy crop purchased by the Paddy Marketing 
Board varied widely in the 1960s, from 63 percent in 1965 to a 
low of 20.79 percent in 1969. The sharp reduction in the 
amount of paddy purchased by the Paddy Marketing Board since 
1977 has had the effect of establishing a floor on paddy prices 
rather than establishing a ceiling when the government was 
purchasing large portions of the paddy crop. 

At the same time, Table H-7 examines what was taking place 
as the private sector became a major retailer of rice. The 
open market price of rice jumped sharply in 1974 when supplies 
of rice were tight. The price increased more gradually after 
the move to the free market system in 1977. 



Figure H-4. Ferti l . izer S e l l i n g  Prices ,  1976-1980 
(rupees per ton) 

Urea 

Sulphate of Ammonia -------- 
Triple Super Phosphate ++++++++ 

Muriate of  Postash 60% . . . . . . . . 

Source: Rural Development Office,  USAID, Colombo. 



Table H.6 . Procurement o f  Paddy Under the  Guaranteed Pr i ce  Scheme 

Year 
Rice Equivalent 

% o f  Production Paddy Mi l l ion  Bushels t o  Thousand 

Bushel of Paddy = 0.014 r i c e  tons  

Sources: Paddy Marketing Board; S t a t i s t i c a l  Unit.  Ministry o f  Agricul tural  
Development Research . 



Table H-7. Comparison of GPS and Open Market Prices 

Year 

Source: Ministry of Agricultural Development and Research, 
Agricultural Statistics of Sri Lanka, 1981,pp. 24-25. 

The net result of the policy shift has been that the 
private sector now plays the major role in paddy marketing and 
an increasing role in retail rice sales. Table H-8 reveals 
that the percentage of rice distributed by the Food Department 
has reduced gradually after a high of 60 percent in 1972. In 
1978, the last year before the food stamp system was begun, the 
Food Department distributed 30 percent of the total available 
rice crop. 

IV. WHEAT FLOUR AND IMPORTS OF WHEAT FLOUR 

Sri Lanka has been an importer of wheat flour for more 
than 30 years. In 1952 Sri Lanka imported 214,000 long tons of 



Table H-8. Percent of Total  Production Distributed by 
Food Commissioner's Department 

Total  Rice 
Available: Residual Home 
Production Distributed Consumption 
& Imports by Food plus Open 

Year ( 1 00 0 tons  ) Department % of Total Market Sales % of Total 

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

Note: Food Stamp program s t a r t ed  i n  September 1979. 

Source: Ministry of Agricultural  Development and Research, Agricultural  
S t a t i s t i c s  of S r i  Lanka 1981, g .  18. 



wheat flour. Wheat imported as flour continued to be the pri- 
mary source of bread until 1980. Table H-1 shows that there 
was no correlation be tween paddy product ion, rice imports , and 
wheat flour imports. Consequently the total per capita avail- 
ability of flour and rice varied widely. For example, in 1963, 
Sri Lanka had a rice availability of 946,617 long tons but 
imported 142,000 long tons of wheat flour for a per capita 
availability of flour and rice of 230 pounds. In 1964 the 
total rice availability was 1,219,283, but 326,000 long tons of 
wheat flour were imported or 319 pounds of rice and wheat flour 
per person. In 1965 total rice available was down to 921,543 
with imports of flour also down to 144,000 long tons. This 
came out to 215 pounds of rice and wheat flour per person. 
These wide swings in total per capita avai-abil ty of flour and 
rice continued to persist throughout the 1970s. i 

Soon after the United National Party came to power in 
1977, as a part of the new government's efforts to attract 
foreign investment, an agreement was signed with Prima Limited, 
a Singapore flour milling corporation. The agreement provided 
that Prima would build a large modern flour mill in 
Trincomalee, Sri Lanka. The mill, one of the largest flour 
mills in the world today, cost about U.S.$54 million. The 
flour mill currently has a daily flour milling capacity of 
1,800 metric tons, with a built-in expansion potential of 
another 600 metric tons per day. The mill is located on China 
Ray, reportedly one of the two best harbors in Asia. The 
mill's ship unloading facility can handle the largest bulk 
grain ships that ply the ocean today. 

The agreement between prima and the Government of 
Sri Lanka is not a public document; however, the agreement pro- 
vides that the Government of Sri Lanka will purchase a minimum 
of 400,000 metric tons of wheat annually. Prima will mill the 
wheat into flour at an extraction rate of 74 percent flour-26 
percent bran and millings. Prima is given the bran as payment 
in kind. 

At the end of 20 years the facility will be turned over to 
the Government of Sri Lanka. It was reported that if, during 
the 20-year agreement period, the total amount of flour milled 
is below the 20 year amount specified in the agreement, the 
agreement will be extended. prima officials believe that it is 
very unlikely this will happen. Prima, in any case, will 
receive the total amount of bran specified in the agreement. 
They are confident that the demand for flour in Sri Lanka will 

Borsdorf, Roe, et al. Grain Policy Development and 
Implementation in Sri Lanka. Report No. 78, Manhattan, 
Kansas: Food and Feedgrain Institute. March 1979. 



increase. Currently the flour mill is operating at about 60-66 
percent capacity. The mill is working 18-20 days a month. The 
top management of the mill are expatriate Singaporean Chinese. 
The mill provides employment for 450 Sri Lankans in addition to 
the jobs created in the loading and trucking phase of the flour 
distribution These operations are done by private 
contractors. 5 

This agreement with Prima benefits Sri Lanka in that top 
quality flour is available at no milling cost. It is presumed 
that Prima benefits from the sales of the bran, which the 
Sri Lankan government is ill equipped to market,. prima sells 
the bran on the world market from its home office in Singapore 
mostly for livestock feed. In 20 years, Sri Lanka will own the 
mill, The training of skilled mill operators will certainly 
benefit Sri Lanka. Additionally, with proper maintenance, the 
life of the mill will be much longer than 20 years. 

There is no evidence that the PL 480 Title I wheat that is 
sold to the Government of Sri Lanka and milled at the Prima 
mill in Trincomalee or at the State Flour Milling Corporation 
in Colombo is a disincentive to food grain production in 
Sri Lanka. Wheat is not produced in Sri Lanka. While wheat 
flour consumption is increasing, rice is still the staple food. 
The present role of wheat is to fill a food gap. To date, the 
Government of Sri Lanka has provided sufficient incentive to 
paddy farmers. If and when 6ri Lanka becomes self-sufficient 
in paddy, it will very likely export any rice surplus and 
import wheat The demand for wheat in Sri Lanka will continue 
to increase. 6 

MARKET DEVELOPMENT. 

PL 480 Title I as a market development tog1 has played a 
role in developing Sri Lanka into a market £01 I',,S. wheat. It 
is doubtful that PL 480 Title I was solely re::,+wsible for this 
development. 

From the equitable food policy pursued by all Sri Lanka 
governments, it is clear that there was a food gap to be 
filled. Wheat is the logical food grain to fill that gap for 
Sri Lanka, because wheat offers more total food per dollar 
invested than an equal investment in rice or any other food 
grain. On the other hand, PL 480 Title I certainly allowed and 

Interview with Prima (Sri Lanka) Inc. executive. 

Interview with Government of Sri Lanka officials, 

March 1982. 

March 1982. 



encouraged the partial shift to wheat by a large percentage of 
the Sri Lankan population. During March 1982, considerable 
attention was focused on Sri Lanka's potential as a wheat 
producer; 1,300 small wheat test plots were harvested through- 
out the island with reportedly favorable results. However, 
many agriculturalists remain doubtful that Sri Lanka will ever 
become a wheat producer. 
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