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Executive Summary

In devising and designing their strategies and programmes of self-reliant development, African countries need to look at the experiences of other countries. However, while there is a tendency to look at developed countries, the experiences of other developing countries can also be useful as they offer both positive and negative lessons. The South Asian countries have not shown spectacular performance, but have been able to manage their process of integration to the global economy much better in comparison to the African countries. 

Experiences of Pakistan and Sri Lanka are particularly relevant considering their size and other economic characteristics as well their long experience with the process of global integration. In fact if one considers that Sri Lanka had to live with a prolonged civil war and Pakistan had to face civil war as well as armed conflicts with neighbouring India, their growth performance seems to be reasonably good. 

Overall, Sri Lanka performed better than Pakistan despite the fact that they have been following similar macroeconomic policy since 1977. Differences in growth performance may therefore be due to different microeconomic and social polices. Sri Lankan policy agenda always included an ambitious poverty alleviation programme, rather than merely leaving it to the 'trickle down' effects of growth. The government’s commitment to health and education has also been very high. Moreover, the government has been quite careful in ensuring that its policies do not affect employment adversely. The government has also been highly proactive in promoting small and medium enterprises. Both the countries have been able to handle their external balance better because of remittances of its low-skilled migrant workers, particularly in the Middle East. 

Pakistan and Sri Lanka, as most African countries, have effected similar policy changes. However, when one looks at the speed and sequencing of those policy changes, differences surface. It seems that most African countries have liberalised their economies too much and too fast. Pakistan and Sri Lanka have been much more cautious and calibrated in their approach to liberalisation. 

However, it is also not possible for African countries to return to where they started. Nevertheless, it is quite possible to give the state a bigger role to play than it is playing now. The challenge is to identify the gaps and redefine the role of the state. It is now widely recognised that higher social/human development outcomes can be achieved even at lower level of per capita income. It is also well accepted now that human development itself can impact economic growth positively, since no country can hope to make much progress in a globalised world economy without an educated and healthy workforce.
Based on the experiences of Pakistan and Sri Lanka, the African countries can consider the following policy measures to promote growth with equity and social/human development: 

· Macroeconomic stability 

· Investment in infrastructure projects

· Investment in people

· Promotion of small and medium enterprises, and

· Income transfer programmes often known as "safety nets"

Introduction

It is now generally agreed that the external environment within which African countries must now plan their development can no longer be regarded as benign. Africa continues to struggle for aid, trade and debt forgiveness. There is some humanitarian assistance of various types, but the volume of aid or even of investment flows to the continent cannot be expected to be much. The challenges confronting Africa’s development come from two inter-connected sources: (a) constraints imposed by the hostile international economic and political order within which our economies operate; and (b) domestic weaknesses deriving from socioeconomic and political structures, and macroeconomic policies.

The main elements of the hostile global order include, first, the fact that most African economies are integrated into the global economy as exporters of primary commodities and importers of manufactured products, leading to terms-of-trade losses.  Secondly, nearly all African economies have gone through a structural adjustment programme thrust upon them by the International Monetary Fund or in some cases, by the countries themselves. However, in adopting such structural adjustment programmes, the long-term interests of development have been downgraded unintentionally or unknowingly, thus affecting the achievement of increasing structural transformation and the cumulative growth of the national economy. Structural transformation requires an increasing use of local resources, local technological skills and indigenous cultural values.

The old debate on “Markets versus States” is no longer a major issue, in part because the emphasis has shifted to capacity and institution building. But, given the poor record of Africa, why are so few people looking at alternatives to current development thinking and practices? One explanation as already indicated is that development has become, what the development agencies are doing. In other words, less attention is given to vision, processes and alternatives. Though African governments have also been persuaded that there is no alternative to the current approach to development, they nevertheless are getting increasingly concerned that they are being left out of, and finding it more difficult to be able to digest the globalisation process.

African countries often find themselves having to adopt economic programmes developed elsewhere because they do not have their own well thought-out programmes. As already indicated, the hidden assumptions of outside advisers may not reflect the reality in African economies. They do not always provide policy makers with the most relevant and practicable solutions to problems. Heavy reliance on outside expertise also limits opportunities for learning from one’s own mistakes, a vital element in all learning. Thus, policies also lack consistency, with instances of policy reversal too frequent. A particularly serious weakness in the age of globalisation is that there is a tenuous connection between domestic and international policies. 

They must learn to devise and design strategies and programmes of self-reliant development. Assiduity in achieving a higher degree of debt relief may help their economy to some degree but only sustained increase in per capita productivity can make a lasting impact. However, they will be well advised not to draw experiences from what most developed countries are doing today but from what they were doing when they were developing. The experiences of other developing countries can also be useful as they offer both positive and negative lessons, though their poor status makes them unattractive for emulation.

Though the South Asian countries have not shown spectacular performance, they have been able to manage their process of integration to the global economy much better in comparison to the African countries. This paper looks at the experience of Pakistan and Sri Lanka for drawing possible lessons for the African countries. Though, among the South Asian countries, India has now become the oft-quoted success story, it is rather different from the African countries due to its size and other characteristics. Moreover, despite India gaining the international favour, Pakistan and Sri Lanka have longer experience with the process of global integration and indeed they are more globalised than India. Bangladesh has been a part of Pakistan prior to it creation in 1971 and Nepal has hardly been a success story in any area.

India has been a stable democracy for almost six decades, a rare experience in Africa while in Pakistan, much like many African countries, democracy is yet to find a strong foothold. Sri Lanka, on the other hand, though embraced democracy whole heartedly, has been suffering from a prolonged civil war, another common feature in many African countries.  

Pakistan’s Development Experience

Initial Conditions

Pakistan was created in 1947 out of India when it gained independence and the new state constituted two east and west sub-divisions, divided by Indian Territory. The initial conditions in Pakistan at the time of independence did not provide a hospitable climate for development. During the British period, the area under Pakistan was the main supplier of wheat and raw cotton, and the area under present day Bangladesh was known for the supply of raw jute to the jute factories in Calcutta. The foundation for the secondary and the tertiary sectors was almost nonexistent in Pakistan (including present day Bangladesh) at the time of independence. 

The partition of Pakistan from British India triggered the mass migration of Muslims from India, the number of whom is estimated at around 6.5 million (20% of the total population). Majority of these migrants settled in the major cities and engaged in various professional occupations, notably medical and legal practices. 

The single most important resource Pakistan inherited was the well developed irrigation network constructed during the British period. It is this outstanding agrarian infrastructure that has supported not only agricultural production for the growing population and labour force, but also the growth of manufacturing industries based on agriculture.

First Phase of Market Orientation

The development process in Pakistan has involved facing the challenges arising from the initial conditions, and at the same time making use of its advantages. The first eleven years from 1947 to 1958, were a period when Pakistan tried to settle down after the turmoil of partition. Run mainly by bureaucracy, the economic performance was modest. While there were several attempts to have a non-military government in both the east and west sections of Pakistan the unstable situation resulted in a military take over in 1958, led by General Ayub Khan, who governed until 1969. This period has often been described as the decade of development. In the 1960s, the country was considered a model for other developing countries.
 

To be more specific, it was during the Ayub regime that Pakistan achieved high and stable economic growth. The development strategy adopted was a market-oriented economy. However, the cost of this strategy was twofold; concentration of economic power in the hands of a limited number of Karachi-based business houses and the separation of Bangladesh. It is also noted that the business communities who were given the opportunity to grow during the Ayub regime were Muhajirs from Mumbai (Bombay) and Ahmedabad in India.

At that time, General Yahya Khan ousted the former ruler and governed on the basis that a general election would be held thereafter. The promised election did not take place until 1970, when the East Pakistan-based party, Awami League won a majority of seats in the Parliament. As General Yahya refused to leave office despite civilian protests, a deadlock resulted and civil unrest broke out in early 1971. During that year, East Pakistan split away from West Pakistan and declared itself as an independent state of Bangladesh. Zulfikar Bhutto finally assumed power of West Pakistan as a democratically elected leader. 

State Guided Economic Policy Regime

The strategy of the new civilian government formulated after the separation of Bangladesh headed by Z. A. Bhutto, was guided by two factors. One was to strengthen Pakistan’s diplomatic position against the Indo-Russian alignment, and the other was to control the emerging business elites as economic and political centres of power. This was materialized through the nationalization of the growing industrial and financial firms under the philosophy that he called Islamic Socialism. 

In 1972 Bhutto's government nationalized thirty-two large manufacturing plants in eight major industries. The public sector expanded greatly under the Bhutto government. In addition to the nationalization of companies, plants were built by the government and additional public companies were created for various functions, such as the export of cotton and rice. Public industrial investment rose, surpassing private industrial investment in FY 1976. Private capital fled the country or went into small-scale manufacturing and real estate. Between 1970 and 1977, industrial output slowed considerably. 

Many of the other economic measures undertaken by the Bhutto government were largely ineffective because of the power of vested interests and the inefficiency of the civil administration. Though the government supported large and long-term projects that tied up the country's development resources for long periods, they might have produced results later. 

However, this process had also been disrupted by various external factors, most of which were beyond the control of Pakistan. Considering the development environment, which has been difficult for Pakistan to deal with, such factors as the impact of the oil crises and the collapse of the international monetary system in the 1970s, the deteriorating terms of trade for primary commodities, the free mobility of capital and increasing concern over equity and environmental conservation, Pakistan fared quite well.

Period of Liberalisation

Zulfikar Bhutto's rule ended in 1977 when General Zia-ul-Haq took over in another military coup. He governed Pakistan until 1988 when he was killed in an air crash. In the elections in 1988, the late Bhutto’s daughter, Benazir became Prime Minister and marked the restoration of democracy once again. She and Nawaz Sharif ruled the country by turn through dismissal and re-election till October 1999, when General Pervez Musharaf led a coup, arrested Nawaz Sharif and re-established military rule.

The regimes from Zia-ul-Haq to General Musharaf tried to restore the market-oriented economic policy regime. The government instituted constitutional measures to assure private investors that nationalization would occur only under limited and exceptional circumstances and with fair compensation. Yet, the government continued to play a large economic role in the 1980s. Public-sector enterprises accounted for a significant portion of large-scale manufacturing. In FY 1991, it was estimated that these enterprises produced about 40 percent of industrial output. During this period, the Middle East was opened up to Pakistani migrants whose remittances played an important role in improving the external balance.
The government of Nawaz Sharif (1990-93) introduced a programme of privatisation, deregulation, and economic reform aimed at reducing structural impediments to sound economic development. Top priority was given to denationalizing some 115 public industrial enterprises, abolishing the government's monopoly in the financial sector, and selling utilities to private interests. Although considerable progress was made in liberalizing the economy, it failed to address the problem of a growing budget deficit, which in turn led to a loss of confidence in the government on the part of foreign aid donors. 

The caretaker government of July-October 1993 led by Moeen Qureshi, a former World Bank vice president, asserted that the nation was near insolvency and effected sharp increases in utility prices, new taxes, stiffer enforcement of existing taxes, and reductions in government spending. In early 1994, the government of Benazir Bhutto, elected in October 1993, announced its intention to continue the policies of both deregulation and liberalisation carried out by Nawaz Sharif and the tighter fiscal policies put in place by Qureshi. The government also expressed its intention to devote more resources to health and education.
However, by mid 1990s, Pakistan was in crisis. Internally, this was indicated by the decline in the economic growth rate, notably in the agricultural sector. Externally, the economic measures imposed after a nuclear weapons test was conducted in 1998, and the impacts of the military action by the United States against Afghanistan (under the Taliban regime) are important. The Musharaf government had to face these emerging challenges in addition to the development problems that had been inherited from previous governments. Another new development that the government had to deal with was the reorganization of the development strategy in line with the new assistance policy of the international development agencies, namely poverty reduction. 

From the macroeconomic point of view, the country has achieved a strong recovery in 2000s from the prolonged stagnation of the 1990s. The GDP growth rate in real terms reached 5.1% in 2002/03 from the low point of 1.7% in 1996/97. The current account became positive after a long period of negative balance. This is partly attributable to the improved trade balance, but notably to the increase in remittances. Moreover, the improvement of the investment climate symbolized by the lower interest rates and stable exchange rates brought about a high rate of growth in the Industrial sector (8%).
Together with efforts toward poverty reduction, social sector development and the reduction of public debt, the development strategy and its direction adopted by the present government are being considered as being positive. This concerns whether the current economic trend and its sustainability is different from ones experienced in the past, notably the one during Ayub Khan’s regime and the one during Zia-ul Haq’s regime. It is a well known fact that economic growth rates under these two military governments were higher and more stable compared with those under the civilian governments. However, it must be noted that the elected governments, except that of Bhutto, had short survival rates and none of them could complete their term of office. This lack of continuity in policies and management and the uncertainty created by the ever-changing leadership might have affected the economic performance adversely.

An Assessment

In spite of the unfavorable initial conditions, Pakistan’s development performance has been comparable to that of other countries in South Asia. In the first 20 years after independence in 1947, Pakistan had the highest growth rate in South Asia. In 1965 it exported more manufactures than Indonesia, Malaysia, Philippines, Thailand, and Turkey combined. While the growth rate in the 1980s was still over 6 percent per year, after the early part of the 1990s it fell to around 4 percent a year. Pakistan became the slowest growing country in South Asia, an exact reversal of its previous role.

The GDP in 2001/02 in real terms had increased by 12 times what it was in 1949/50 and recorded an average economic growth rate of 4.8%, which is higher than the growth rate of India up to the 1980s. Although the share of the agricultural sector in the total GDP declined to 24% in 2001/02, this sector has generated a surplus to feed the growing population and labor force and to contribute to growing industries. With the successful introduction of the Green Revolution technology, self-sufficiency in cereal production has been attained in practical terms and rice exports have been earning foreign exchange. Starting from an almost nonexistent industrial base, Pakistan has developed a strong textile industry and small-scale export oriented industries, represented by surgical instruments, sports goods, and leather goods.

However, it has to be admitted that, given the excellent human resources and agrarian base, the overall development performance has been much lower than expected. Firstly, despite the development efforts of the various governments and their achievements, the socioeconomic development of the country since independence has not been satisfactory. This can be evidenced by the low per capita GDP and the low level of social sector development.

Secondly, Pakistan has not been successful in transforming its industrial structure to the extent desirable from the point of view of economic growth. Overall growth of the economy has been predominantly influenced by the performance of the agricultural sector, particularly cotton. Although the share of agriculture in the total GDP has been declining over the period concerned, it has not brought about rapid industrial development; the so-called Food and Fibre System still characterizes Pakistan’s economy.

Thirdly, Pakistan under-performs other countries with similar per capita income in just about all of the social indicators (for both expenditures and outcomes, across education, health, nutrition, and population growth)—a phenomenon called the “social gap”. The discrepancies are especially large for women, i.e. a “gender gap” reinforces the social gap. However, the Social Action Programme (SAP) that was developed in the 1990s to tackle these problems had some successes.
Governance reforms were aimed at addressing four major issues: devolution, civil service reform, reduction of corruption and improvement of financial management, and institution of more realistic and open budget processes. Police and judicial reforms have also been initiated, but are less advanced. However, the Asian Development Bank (ADB) is quite explicit in linking poverty issues with governance problems by stating that “poor governance is the key underlying cause of poverty in Pakistan. However, economic and social factors such as the slowdown in GDP growth in the last decade, and the persistence of a regressive social structure, stemming from the highly unequal distribution of land, have also contributed to the increase in poverty witnessed in the 1990s.”

Development Experience of Sri Lanka

Initial Conditions

Sri Lanka gained independence from the British in 1948 and initially inherited a stable political and economic environment. However many of the ethnic tensions that had been suppressed during the independence movement surfaced in the following years and Sri Lanka is to date plagued with a culture of ethnic violence. After independence, The United National Party (UNP) formed a government led by D.S. Senanayake who became the first Prime Minister of Ceylon (as it was then known). Senanayake governed the nation until 1953 when he was forced to resign in the face of massive opposition to cuts in consumer subsidies. 

Following an interim period, led by Sir John Kotelawala, Solomon Bandaranaike led the Sri Lanka Freedom Party (SLFP) to victory in the general elections of 1956. Bandaranaike’s reign was to be short-lived however as he was assassinated in 1959 by a Buddhist monk over a religious issue. Bandaranaike’s wife, Sirimavo, then assumed power, becoming the world’s first woman Prime Minister, and governed until 1966, when Dudley Senanayake, the first Prime Minister’s son, was installed as the country’s leader. Once again Sirimavo returned to power in 1970 leading a left-wing coalition. Within a year of assuming power, the government was faced with a powerful, armed youth uprising led by the Janatha Vimukthi Peramuna (JVP), which was eventually quelled. 

Sirimavo retained the leadership for 7 years until she lost the general election to J.R. Jayawardene of the UNP in 1977. Jayawardene immediately changed the previous constitution and became the President of the country, entitled to executive powers. He also introduced several liberalization measures on the economic policy front. Before 1977, the Sri Lankan economy was inward-looking and highly regulated. Exports were dominated by primary products. The country had an entrenched welfare tradition, and almost half a century of universal franchise, together with high rates of literacy, had nurtured strong political consciousness among the population. Thus liberalisation meant a major reorientation of the Sri Lankan economy.

Liberalisation: The First Wave

Liberalization measures were mainly concentrated in the first three years when the economy grew strongly (on average 6.6% a year during 1978-81), and when the population (and the urban middle class in particular) were buoyed by the material gains from deregulation.

Liberalization was overtaken by a commitment to major infrastrucutural projects and to the Accelerated Mahaweli Development Programme (AMDP) in particular – a billion dollar land settlement-cum-hydroelectric project that swamped all other endeavours. The AMDP was largely donor-funded and involved such an extraordinary inflow of concessionary aid that accountability and efficiency became low priority. The AMDP however, due to the sheer scale of the project, fuelled the budget deficit, generated inflationary pressures and created “Dutch disease” type effects, undermining the competitiveness of the exporters from the initial liberalization.
 

The first wave of liberalization nevertheless continued till 1988. It was three years before the World Bank embarked on its first structural adjustment loan in 1980. However, it has been argued that the initial conditions, economic circumstances, and the nature of the political system reduced the government’s room to manoeuvre; and that tensions between the differing needs of stabilization and adjustment hindered the reform process.
 A crucial explanatory factor in all these elements is seen to lie in the political sustainability of the reform process and the need for the government to respond promptly to domestic social pressures. 

Sri Lanka’s external terms of trade declined sharply, by 44% between 1977-82. External debt quadrupled in the early 1980s, official reserves were run down to plug the current account deficit and the government resorted to commercial borrowing to finance the budget deficit. The decade 1977-88 was one of mounting macroeconomic instability, exacerbated on the political front by manipulation of the law and by a growing atmosphere of violence after the July 1983 ethnic riots in Colombo. A major conflict was developing in the north and east, there was increasing use of force and the government’s popularity was waning. Terrorism and insurgency then permeated the south during 1987-89. In 1988, Jayawardene’s former Prime Minister, Ranasinghe Premadasa, was elected as President.
The Second Wave of Liberalisation

The new government that came to power in 1988/89 faced two forceful realities. First, there was a macroeconomic crisis, and it was under severe political pressure with insurgency and with opposition challenges to the validity of the Presidential elections. With defeat of the insurgency, the President began to exert his authority and to expand the support base of his government. The macroeconomic situation had to be dealt with because the government was desperate for balance of payments support and for further concessional loans to rehabilitate the economy. Official reserves were down to as low as one week of imports in June 1989, and it was clear that large-scale aid would be contingent on stabilisation of the economy and further liberalization.

The government therefore embarked on the second wave of liberalization with a fairly comprehensive agenda for reform at hand. The second wave of liberalization started in 1989 and lasted till 1993. However, it faced pressures from two sides. The government placed importance on decentralization -- as a response to ethnic conflict in the north and east, to improve the implementation of policy and "to bring government to the people". Public service employment also continued to be important as a source of political patronage. As a result, decentralization was carried out with no contraction at the centre. On the other side, there were external pressures, from the World Bank in particular, to reduce the number of people employed in the civil service as part of a broader programme of cost containment and reforms to improve performance. 

A voluntary retirement scheme was introduced with generous severance packages that doubled the civil service pension bill, but new appointments continued. Competent managers, who could find other employment, took up the offer of retirement, with a resultant loss in management capacity and many were subsequently re-engaged as "consultants" to fill the gap that they had left. Government employment actually rose by almost 9 per cent between 1989 and 1992, with substantial increases at the management and executive levels.
From the political economy point of view two factors are important during this period, i.e., institutional support and governance. The liberalization process after 1989 gave relatively low priority to institutional structures and to the way markets functioned. It was therefore hard for the government to implement many of its policies effectively. It lacked the capacity to monitor and regulate developments in the public interest. There were several problems: with institutions themselves, coordination, and the legal support structure.

Discussions on the need for institutional reform were focused to a large extent on the public service. The idea is that as market mechanisms gained strength, the withdrawal of government from direct involvement in the Sri Lankan economy should have meant that many old tasks became redundant and that new and more relevant tasks in line with the needs of a liberalized and industrialized economy were taken on. These were themes that had been taken up at length by an Administrative Reforms Committee (ARC), set up in 1986. 

Similar difficulties were experienced in other areas of public management. Some bodies grew stronger (such as the Securities and Exchange Commission), others weakened over time (such as the Plantation Restructuring Unit) and others (such as the Public Investment Management Board -- the apex body for the privatisation exercise), from the outset, never functioned effectively. The picture was therefore a mixed one. By mid 1990s, there was no agreed, overarching vision of what was needed or of the role that different institutions were expected to play in the overall design. Low-result, supply-oriented training programmes exacerbated the shortage of managerial and technical skills in the Sri Lankan economy.
  

Regulatory frameworks were also found wanting and to be a barrier to increased efficiency. With liberalization of the economy after 1977, ad hoc efforts had been made to up-date the legal system. But no systematic legal review had taken place to consider the changing needs of a market-oriented economy. 

The government had intended to codify labour laws, and to repeal (or amend) the Termination of Employment of Workers Act of 1971. But such moves were seen to threaten rights that people had fought for, and any attempts at reform were therefore bitterly resented. Privatization, for example, was vigorously promoted in 1990-91 but ran into difficulties. Strong trade unions opposed labour retrenchment at a time of the political opposition’s allegations of corruption and "cronyism", which made the government more cautious.
 

There was, in principle, a growing reluctance to make any decisions that implied retrenchment of labour, and job creation seemed at times to be pursued regardless of the economic cost. The self-employment component of the Janasaviya Programme (JSP) and the block hiring of educated unemployed as rural teachers present relevant examples. The JSP and the Two Hundred Garment Factories Programme (THGFP) were examples of "shock therapy" -- attempts to get quick results that could not have been obtained using more conventional measures. The THGFP pushed the high profile export drive and the Board of Investment to their limits in order to promote growth, thus alleviating  poverty and creating more jobs. 

In 1993, President Premadasa was assassinated, and the then Prime Minister, D.B. Wijetunge became the President. Shortly afterwards, in the 1994 elections, Chandrika Bandaranaike Kumaratunga, daughter of Bandaranaikes, was elected as Prime Minister. The economic philosophy of the new government was in line with the previous government. However, the emphasis was on a market-friendly economy with the added element of human face, which had two dimensions. First, a more comprehensive safety net to protect the poor and, second to reduce state-sponsored corruption and violence of the previous government. 

However, signs of slow growth momentum were evident after 1994 and by 2001, the economy experienced its worst year of performance since independence in 1948, recording a sharp fall in GDP growth. It was a culmination not only of rising defence expenditures and adverse external conditions, but also of heightened political instability. In the midst of the economic crisis, the country saw the election of a new government in December 2001 whose key objective of resuscitating a deteriorating economic situation centred around efforts to resolve the country's long-standing ethnic conflict.

The improvement in economic performance from 2002 onwards was to some extent generated by the 'peace' process. The cessation of hostilities not only saw some renewal of agricultural output, but, more significantly, a relative boom in Sri Lanka's tourism sector. The other area that saw a significant improvement in performance was foreign direct investment (FDI) which saw a sharp increase from US$ 82 million in 2001 to US$ 230 million in 2002. As a percentage of GDP, at 1.4 per cent, it is the largest inflow that Sri Lanka has experienced since 1993 when FDI inflows accounted for 1.8 per cent of GDP.

An Assessment

The various phases of reform have seen a significant structural transformation of the economy. The share of agriculture in GDP has declined from roughly 30 per cent at the time reforms were initiated in the late 1970s to 20 per cent by late 1990s. Concurrently, the shares of industry and services sectors have risen, with services dominating with a share in excess of 50 per cent of GDP. Not surprisingly, Sri Lanka's economic growth in the 1990s has come to be driven primarily by the services sector. 

Despite the changes effected, Sri Lanka's experience with an open, liberal economic policy regime has had its critics. The debate reflects fundamental divisions about the pace and sequence of structural adjustment reforms; the desirability of 'shock therapy' approach versus a more 'gradualist' approach to policy reforms. For some, the staggered and slow pace of the liberalisation process in Sri Lanka were responsible for slow down in growth, while others argued that inherent tensions between the stabilisation and structural adjustment programmes in timing, sequencing and problems of transition played a key role in the staggered implementation of the liberalisation process, and that such conflicting tensions in turn imposed domestic social and political pressure on the reform agenda.
 

Some go on to argue that Sri Lanka's experience with the prescribed orthodox macroeconomic policies of the IMF/World Bank in fact, is broadly in line with emerging international evidence that it had limits in terms of how far it could take countries on the path toward equitable growth. Sri Lanka did not go the African way essentially because the policy agenda included an ambitious poverty alleviation programme (the Janasaviya Programme) that sought to address the issue of poverty directly, rather than merely leaving it to the 'trickle down' effects of accelerated GDP growth. 
 While the economy did indicate an improved outcome in terms of GDP growth in the two decades of liberalisation, most data suggest that poverty may not have changed much over the period.

The Sri Lankan economy retains a structural weakness in its overwhelming dependence on the garments sector, accounting for over 40 per cent of total industrial output and 50 per cent of export earnings. Given a high concentration of markets (with the U.S. market alone accounting over 60 per cent of exports), the garments sector remains highly vulnerable to external demand conditions. While there were promising indications of a recovery in export earnings from the latter half of 2002, the international competitiveness of the sector is of concern as it prepares to meet the challenges of a quota free environment from 2005.
 

It may also be noted that increasingly, particularly after 1991, Sri Lanka revealed characteristics of what the World Bank was to define as "bad governance", despite a better macroeconomic situation, increasing liberalization of its economy and achieving an average annual growth rate of 5.5 per cent. However, it is arguable that, particularly in the early years, strong (even authoritarian) leadership had in many ways facilitated difficult decisions on economic policy. Whether better governance could have produced a higher rate of growth in the Sri Lankan case is reminiscent, in a sense, of the meeting of mice that considered belling the cat: it was a splendid idea, but not conducive to success, given the prevailing conditions.

Those who argued that the growth rate could have been markedly higher with better governance were, to a large extent, the professional economists and the westernised urban intellectuals and businessmen who were anti-establishment. For basic political reasons, shifting the weight from "bad" to "good" governance was not a viable alternative. The Sri Lankan experience has shown quite clearly that good governance is not a necessary, and may not be a sufficient condition for achieving high growth rates. It has also shown that economic growth can be at the cost of political accountability and political institutions.

Some Lessons from South Asia

As has been indicated earlier though the performance of the Pakistan and Sri Lanka or that of South Asia has not been as spectacular as some the East Asian or South-east Asian countries, they have done far better than most African countries.  In fact if one considers that Sri Lanka had to live with civil strife for a significant part of the period and Pakistan had to face civil war as well as armed conflicts with neighbouring India, their growth performance seems to be reasonably good. According to one estimate, absent civil war, Sri Lanka’s growth rate could be three percent higher.

Pakistan started off with a market-oriented policy regime since its independence which was reversed in the early 1970s and reversing once again to a market-oriented policy regime in the late 1970s. Sri Lanka, on the other hand gave more prominence to state sector in its post-independence economic policy and turned to a market-oriented regime only in the late 1970s. In seems that since 1977 both have been moving in the same direction as far as economic policy changes go. 

Pakistan’s state-oriented policy regime has been associated with lower growth performance. However, nothing of that sort happened in Sri Lanka. In fact growth performance has been slightly lower in Sri Lanka since it embraced liberalised economic policy regime. It is also difficult to say if lower growth performance in Pakistan in the 1970s was due to state-oriented economic policy or some other factors that were beyond the control of the policy makers. Considering that the period was preceded by a civil war and a major armed conflict with India and such factors as the impact of the oil crises and the collapse of the international monetary system in the 1970s, the deteriorating terms of trade for primary commodities, nearly 5.0 per cent growth in the 1970s was not too bad. 

India adopted limited reforms in early 1980s and moderate reforms in early 1990s. Though the early 1990s reforms in India are considered to be drastic in the country, they are rather moderate if one looks at the global experiences. Indian economy picked up in the early 1980s and continued its good performance. Bangladesh started its liberalization in the late 1970s, but followed a growth pattern similar to India, though at a lower level. Bangladesh, however, made substantial progress in the area of human development in recent years. The Nepalese economy continues to fare badly though it also introduced substantial liberalization measures since late 1980s onwards.

Overall, however, Sri Lanka performed better than Pakistan despite the fact that they have been following similar macroeconomic policy since 1977. Differences in growth performance may therefore be due to different microeconomic and social polices. Sri Lankan policy agenda always included an ambitious poverty alleviation programme (the Janasaviya Programme) that sought to address the issue of poverty directly, rather than merely leaving it to the 'trickle down' effects of GDP growth. The government’s commitment to health and education has also been very high. Moreover, the government  has been quite obsessed with the impact of its policies on employment. The government has also been highly proactive in promoting small and medium enterprises. Such measures have been lacking in Pakistan. 

Undoubtedly, the delivery mechanism of the Sri Lankan government has been far from efficient. These programmes also placed heavy burden on government’s budget. Yet the net effect of such measures on “development” seems to be positive. Moreover, improved health and education status of the people have definitely impacted positively on economic growth. It is widely believed in Sri Lanka that without improved health and education of the people it would have been difficult to improve its export performance. Though the THGFP has been criticised by many in the country, it has definitely helped in improving its export performance.

Both the countries have been able to handle their external balance better because of remittances of its migrant workers, particularly in the Middle East. Interestingly, a huge chunk of this labour force is of the unskilled or semi-skilled variety, thus imposing little or no costs to the domestic economy. This has been also the case with other countries in the region as India, Nepal and Bangladesh all receive huge remittances. Sri Lanka has also been able to attract a huge number of tourists which Pakistan could not do. Similarly, Nepal has been attracting foreign tourists, but India and Bangladesh have not been much successful in this regard. Many African countries also have significant potential for development of tourism.

When one compares the experience of Pakistan and Sri Lanka with that of most African countries, one observes similarity in the direction of policy changes. However, when one looks at the speed and sequencing of those policy changes, differences surface. Even now most African countries are much more liberalised than South Asian countries both in the internal as well as external sector. It seems that most African countries have liberalised their economies too much and too fast. All South Asian countries, including Pakistan and Sri Lanka have been much more cautious and calibrated in their approach to liberalisation. 

Growth Rates Select African and South Asian Countries

	
	Annual Growth Rate (%)

	
	1970-1980
	1980-1991
	1990-2003
	1975-2003

	Central African Republic
	2.4
	1.4
	-0.4
	-1.5

	Chad
	0.10
	5.50
	(.)
	0.1

	Ethiopia
	1.90
	1.60
	2.0
	0.1

	Gambia
	Nil
	Nil
	-0.1
	-0.2

	Ghana
	-0.10
	3.20
	1.8
	0.4

	Kenya
	6.40
	4.20
	-0.6
	0.2

	Mozambique
	Nil
	-0.10
	 4.6
	2.3

	Namibia
	Nil
	1.00
	0.9
	-0.1

	Nigeria
	4.60
	1.90
	(.)
	-0.5

	Senegal
	2.30
	3.10
	1.3
	(.)

	Tanzania
	3.00
	2.90
	1.0
	0.8

	Uganda
	Nil
	7.60
	3.9
	2.6

	Zambia
	1.40
	0.80
	-0.9
	-1.9

	Zimbabwe
	1.60
	3.10
	-0.8
	(.)

	Bangladesh
	2.30
	4.30
	3.1
	1.9

	India
	3.40
	5.40
	4.0
	3.3

	Nepal
	
	
	2.2
	2.1

	Pakistan
	4.90
	6.10
	1.1
	2.5

	Sri Lanka
	4.10
	4.00
	3.3
	3.4


Source: World Development Report 1993; Human Development Report 2005

Conclusions

It is quite clear that a big bang approach to liberalisation did not help the African countries much in their efforts towards embracing globalisation and integrating into the global economy. However, it is also not possible to return to where they started. It would simply be infeasible to nationalise all the enterprises that they have privatised. It would also be absurd to revert all the regulation and control mechanisms that existed in the 1970s and 1980s. However, it is perfectly feasible to give the state a bigger role to play than it is playing now. The challenge is to identify the gaps and redefine the role of the state. 

It is now widely recognised that higher social/human development outcomes can be achieved even at lower level of per capita income. One need not wait for the per capita national income to grow to a relatively high level (however defined) first for realising social opportunities. Sri Lanka and the Indian State of Kerala are the very well known examples of this strategy of development. Although it is often argued that economic growth is not an end in itself and it should be able to promote social and human development, it is also well accepted that human development itself can impact economic growth positively, since no country can hope to make much progress in a globalized world economy without an educated and healthy workforce.
To promote growth with equity and social/human development, the African countries can consider the following policy measures:

· Macroeconomic stability, 

· Growth and investment projects

· Investment in people

· Promotion of small and medium enterprises, and

· Income transfer programmes often known as "safety nets"

The role of macroeconomic stabilisation can hardly be overemphasised. The strategy of non-inflationary pro-poor economic growth requires a stable macroeconomic framework. Lack of fiscal prudence can lead to high inflation, discourage private investment, and adversely affect social sector investments. In short, a stable macro economic policy framework for maintaining internal and external balances is conducive to higher long-term growth and sustainable poverty reduction. In India, though fiscal discipline has not been a strong point, the economy never experienced hyperinflation. 

Investment in growth projects in physical infrastructures such as road, electricity, gas, telecommunication as well as new technology for both agriculture and non-agriculture are important avenues for increasing access of the poor to physical capital and technological progress. For example, the good performance of Indian economy over the last performance is very often attributed to its investment in infrastructure in the earlier periods. There are similar views about the Sri Lankan economic performance as well. Similarly, it also believed that during the regime of Zulfikar Ali Bhutto in Pakistan, though the growth of the economy slowed down, investments made in physical infrastructure brought dividends during later periods.

Policies that directly promote human development of the poor include investments in education, health and nutrition, with special attention to the quality of such investments. The focus here is not just on raising capability of the poor, but also on fostering creativity of the poor. It is not just Sri Lanka, which has received global acclaim in this regard, even Bangladesh has achieved good human development record in recent years compared to its economic achievements due to its investment in social sector. One notable feature in this country in this regard is that much of this investment was made by non-governmental organisations (NGOs) rather than by government and foreign aid played an important role in this regard. Interestingly, many African countries also receive substantial foreign aid but in all probability its effectiveness is lower. Nepal did not invest much on people and probably paid for it with poor economic performance and communist insurgency. In India, the experience is rather mixed and it varied from state to state as it is the state governments who are primarily responsible for investing on people.

Access to capital via diverse targeted loan schemes helps to remove the credit constraint and hence promote small and medium enterprises, which are essential to create  employment and incomes. It is simply not possible to provide a huge number of people in the large-scale industrial sector where capital labour ratio is typically very high. In fact in Sri Lanka and Bangladesh poverty reduction and human development involved making credits available to poorer people and encouragement of small and micro enterprises.

Measures that provide social safety nets to the poor against various anticipated and unanticipated income (or, consumption) shocks are important considerations in a pro-poor growth strategy. Direct public action mediated security, as has been the case with Sri Lanka, can be an effective way of mitigating such shocks. Many people in these countries, though may not be living below the poverty line, live pretty close to it and just one shock is enough to push them down the line. For example, just one incident of serious ailment in the family often makes it slip into poverty.

Often the issue of governance and inefficiency in the public delivery mechanisms are cited to oppose such policy measures. However, the Sri Lankan experience shows that though these can lower the effectiveness of such policy measures, they can have an overall positive impact. A reasonable amount of fiscal profligacy can be tolerated to implement such measures. One does not need to wait till good governance is established to adopt and implement such measures. 
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