
Liberalisation of the Economy - 
Ata sssny itz bolitd~al .F,'cono?v y 

h l a ; ~ t  ol' 1l1c tic\,clol,nicnt r~~ocIc.l\ ~li-cscril-c[l rot. the 
Icss iicvclopccl counii.ic,i--vi' ~vl~ic l l  tl:cre :TI-c litet.all!, 
Iluudrei!~ accept ciflicr ; I  strong sqirnc~itaticin of  the 
OCUIIOI I I )  01. ;i ~ i i ; i ~ s i \ c  i~itc~-\eriliori on the part o f thc  
St:ttc i n  3I1ii;)~t ;:I1 : I S I > C C ~ S  o f e c o ~ ) ~ n l i c :  ;ic!i~it!;. 
Except i'ur L L  I ' C L L  ccoi~(\rllis~s. 1 1 1 ~ s ~  (11' l]li.5e have 
\vritleu 0 1 1  tlcvclol~n;e~:t;!I ecc;nc..n?ii-s Iiuve itnl~licily 
ativoci~tcd plcihora 01'  c t~nt rols  ancl r.;l.tioriing. 
;~iniiuntiltg In :I. S ~ I - o n g  (TI-clering of scciet\:. Perhaps 
the pop~rlal-11). 0 1 '  s~1,ch ~not lc ls  mu) Ii:!vc slcn?mctl i 'r(m 
Ihs cxpci-icricc 01' llic U.S.S.K.. eltd ilic I'eople's .Rel:~l.blic 
ol' Cllin:~. in .L,lcvirliiig t licn~sclvcs into Wor lcl I'owers 
of'tlic l'ro11.L l-allk. I-lo\tevcr. t h e c c s ~ s o f s ~ : c l i  develo~~mcnt  
i n  tcr-111s ol I ~ u n ~ a r i  11iiset.y anct st~crilice. i:i tci ms ol' the 
cor~tinuing cicp~.i-\l;~linn ol' h~!man rigiits slid i n  t e ~  ms 
of' the  cvcrloon~ing threat ol' trgr-ic~1.ltu.1-:ri crises 
Iiavo ;tpj);~rmilly hccil ignored. Elven the -\;iist ;ind 
still b~rrcly iaplxcl n;iill.l.a l ~.cso~l.rccs ul' sv.ch cou~ltr iel  
bavt not been taken iil to :I .CCOU.I~I.  Peth;~ j-s thcr-e \\!a> 
also II p ~ ~ c l i o l o g i c a l  Sactor. invc;l\,cd i n  making u retish 
~ t ' s t r c h  cicvclc~pmcnlal ri?c~clcls i n  tI1:11 in sil.ch ii~oc!c.l~: 
thc Econonlisl hccc:nies itnplici~ ly ; I  virtva 1 i!ict:~to~-. 

WIixL h:rs hcetl .;:lit] abovc is 1ncat1ingft:l i n  tlic 
light ol'thc cxperrcnce 0 1 '  S1-i l.a~lk:r, in its efTol.ts 
c[evrlol?t~1cnt. i n  (he  ca1-1! scvcnlics [lie In1 t l i  \\:is \vovc-n 
t1ia.t Sri L.ank:t. was ;I model \vhich 111ost le>s devclnpcd 
countries of' tbc wc~rltl >liould t1.y to c~? l~ ! l~ r l e .  Tn I';;cl the 
tiiiyth \\:as pc~wc~-t'~r l enotl.gl~ a:, to he~i i~tse  tllc Go\ernor. of 
lllc Wor-Id Biink. l'(.>t- he li:!ilecl SI-i L;ir~k;i's c f i i ) ~ . ~ s  ;it  

achicviiir t.ccin.c.mic gro\vtii \\:liilst ;~lso c~lsuring rncrc:ls!nz 
eclu.nlity 111. i r~cc~i ic  t!istl.ilst~lio~i. 111 L:ct a n~t~i iber  oS 
stl!.dics hipllli~litcd Sri L;irlh:l :is a nlocicl (11' i~:cr.c;tsing 
rerIi..;tr.ibi!t ion 01' iricotnc colr[-.li.d \v i l l i  g~-o\v[li. 

'1-1101~gl1 t1ic1.e \\!:!Y i~ j ~ ~ e l l i ~ i y  c110rtls o r  ~ I . ; I ~ S C  J ' O I .  
S1.i Lanha i n  s t~.i l \ ins ~ ] . I ; I I  j.\p;!s tcrrnccl a line halaj:cc 
bet\\.;c.cn g~.owth a.nd i ~ i c t , n ~ e  ~.ecIir~tibutic 11. tlicr-c \ \ ,c~-c 
ccortomists jv110 ~ L ~ . L S ~ I ~ ~ I ? C ~ I  this niytl~. O l ' ( ~ i ~ t : ~ s c  
their- voices \?:c~.c ~i l~r ted .  pcshal-s cvcr: l~u~l?ccl .  F;;I.III!. 
metlioclolog~ l:scci i n  birsic rcse:r~.ch. crl C L ! I ; I I  t l ~ i~ ik ing  
;I.\! lec!. 10 this gr ;~nd 111yth. 

Like !estcrcia):'s i l~sli ic~i\ .  t licsc i l l  lvi-jns rdctls 
c:~pltl.rc L!K niinds of C C O I ~ O ~ ~ ~ ~ S L S  ;!~icl t I1cn k'21i1e ;I\,\ 
1 0  i b i .  PL'I-I~LII?S ;IS I'rc~fi'h:~~. E .  .I. M i s l i ; ~ ~ ~  o ~ l c . ~  
pvintod out,  like ycxic!'d:~)'s iovcis ;.ccnc ~ I S ~ S  \ v r - i t t :  

lirst :~t;d rrcpcllt lalcl.. 2 

On top  o I ' ; I I I  rhis \ ?c  \\.cl.e rri-c>r~.gl) \.ct-c!clecI 10 tlic 
idea, ul'ct.ntr;!l;:,eii plannirig. We [-lac1 a (?Icihora o f  plar~'; 
O L ~ l ~ O \ Y J l :  S ~ S  !'cLl,l' p~;1115. tell !C:ll' !i\;!ll\ i l l l ~ i  lj\c jc11i. 171;:115 

AIloFL1:e~e pI:isis plotttcl bea i~~ i l ' t : l I~~  ii,e !-at11 ;ilon: \vIiich 
the economy woi!ld tr-:~vclse cl~u'ing [lie plnnnin! 
ne!.icii: t;!l.:;~Is IVC!.C 9i.l bc>t!: ' , ~ c . . l ~ ! . ~ l l , v  :i1icl ;ly!.,i!i!, 

ancl u ere put bcfo'ore the j?~l.blic .wi111 .I n.l ; l~i~~il . in~ ( J  i' 
l 'uni re  and solemn oaths of declic;rti(- n.  TI!chc p l ~ r s  
bring to n l r ~ i t l  ~illiat I'rcsSessor Du.d!ey S c c ~ s  ,s;)itl c:~:cc. 
r.cral -, ding \ \ l i a i  lie t e ~  rncd Pseudo 1'lal:n.ing: 

"-l-l-~c biisic 1--,1son \i'liy pseudo ~:!ars : i ~ c  \:rl. i i~:ccil  
arc not al\s;!y>> the same. S(:n1cLiii1cs Ilic lpI;111 i $  little 
more t11i1i-1 a n  ;ippenl for a id  s~ic;n.ing a I:!r.r,rc fore~gn 
e.tchonpe 01- savings "gap". . . . 
" . . . . . : I  plan i.; :L political tiSSC[.- nl~cr-c thcl-c iil-c 
c l e c l i o ~ l ~  a n  clecia~.;~l  : iset . .  . . . 

"Scmetimes the la~il'al-e \ \ i t h  \\I-icl? a ~pl:;ri 'x l o ~ z r i s  
:ire : t i ~ ~ i o ~ ~ n c c i i  is so lou<I t liat oilc s~~.sl:c.cls tl?c p~'b1ic;:tion 
o f  tui.gets h t ~ s  been confused niith ;ichic\lill~ them.'. ' 

H v ~ c v e i -  the \cry statistics ~ ~ l l i i l i  C j L I I .  ECC i n (  1111!,15 
tiseti to prove tha t  Sri L:inka hnd achicvcd a iir!c bt i l i~ i :~ i :  
bel\veen .I'ncome Redistribu~ion ant! Eco~:c.mic gl-owlh 
alsc) rcvculctl evidence which pro~.cd the ol?l:csite. 771i.p~ 
for c x ~ r n ~ l e  the Consvmer. Finnncc S L ! I \ T ~  carried o ~ 7 . t  by 
the Central Bank in 1063 and 1973 I-i.\calcd rllar 
bet ~veen I903 anti 1973, J X I '  cap it;^ co~lhc;lzll>lica of 
~.;ltioncil i ~ c c  i i c t ~ i l l y  fell especially i n  llie ciisc o i  t11c 
lower ~nconie g r o ~ ~ p s :  

C IIANGE IiV T H E  PEN CAP17 A C1OhSUR1kl''l'llOn OF 
J<ArTIOhE,D RICE 

(\Ieasures of ricc pcr 2 r~lvnll~s pcr spcr~di~tg 1 1 1 r i f )  

; n  :rdcirticrii to al! tllis. i!iicrnplo~n~ent ).\as hecc rnil?,g 
!I1~0h~~171 nt' g i ~ i l i l t i ~  p~-opor.ti(;i;s [(:!?ping the cae 

iiiillion ni;rrk. Aricl this unc~u~loylucri t  \vi.s clircnic. 
\semetl  never to cnc!-Ic~. [hcse LVIIO \~,cI-c i l n t ~ ~ ~ p l ( l y ~ d .  

;I is 111 this co:?tcxt t lrat  one n?itst lool; at the 
Iatcst colrcept which 11::s been of i rc t l  as a s o l i ~ t i c i ~  f o r  
t lie cou~-i;ry's i l  lr . I.ibei-aiisatio~~ (IS the ccoric iny. T l ~ e  
c!i!e~tion \r  1iici-1 ~rriseti I ? O \ V  1s \:fhctller tlicIc1n3 libel-alisnt~c!n 
(ir thc cconcmy is ;I C I \  o I ' i l e~pa i~ .  hl.o~rg111 : I ~ O L I ~  hy the 
l'~1i1l:rc oi'p:ixt ~)olicics or- \I htlt 1;c.r. r t is ;I  ~ n c ~ r t .  ~.csiliv'  
nieaningf'ul co~lcspt .  

I t  is a ~~ lean ingfu l  concept i fone  were to lcck at the 
U ~ i ! ! ~ : ~ i ~ ? x i s ~ j ; ~ ~ C > t i i  c(:t.:vc~ \!I;: !-:< 1~1 ;.I ~ ~ S ~ < ~ ~ ~ , ? - ; I ~ ? : I ] ~ ~ ; C  y p i ~ , ~  



I .  I 1  \\lc looh at ecoilorny as a s\stern c:~pahle 
of self-steteri:~nce ( \ v ~ l  Iirn l~mi t s ,  o l  c ~ : ~ i i s c , \  (11c'n we 
l::!ve to  locilc clcscl!: at tlie negative i'cctihilck rneciianihms 
\vhich ~ ~ r - c  built into ~ l i c  ecotic7rii! In  orcier thi!t 1 1  ma\' 
s~lsli~iri itscli'. ['or c\:im!?lc. x,Sio~-tag~s give rise to a 
rise i l l  prices n'liich i n  L~\i.li S I ~ O L L I ~  activ;ite the nepatlvc- 
keclb:ick riicclianisrn oI' inipelling p~.ccIttce~s prcdvc,: 
~ n o ~ e  ol'tlic goocls concernctl \\Iiich in tul-r! \ \ i l l  .iIIc\i;itc- 
I hi,: siiost;ig,e a ntl t.crl u.ce prices. 

Thus ;In\:  me:r~iingi'~!I pI:!nningm[ist t r v  rloI 1 0  dcsi~.ii! 
: ! ~ c  huilt in clrl'cncc r>~ccI~i in i~nis  i n  the cconc.liilc,s!,~tclli 
I~ui  to sll-engtlicn rllcrn :!nd m::ke thcm \\o11i n101.e 
c t'ilciciit ly. 

Wliat I ~ a s  hecn s;litl :;bcve is very ~ i l ~ l l > l c  ei.ollimlc- 
li;c.cr.y hut 11o11c. tile les.; ohi.11 I'orgoLtr~~. 

(11 I'iict \L hat had h:!pllencd i l l  SI-i Lani<a i n  tlrc 
past was [hat  ( h e   tilt i l l  defen.ce rriecliii~iinis t re  
ilclibcratcly :~tropliied h} ill-concei\'cct a n d  ~ i i ;~ss i \ e  
intervcntioli O I I  the 1:;i1'1 ol ' lhe Sl:~le. 

[II  I'iict SL:lte irlterventioi~ clo\\n thc rlscaclcs ~ i i i c ~ '  
l ~ ~ d c p e i ~ i l e i ~ c c  wus r.estl.ictive i n  the esrrenle, ~ ? i z ~ c i i t  111g 
tl.te econ.nW I'si>in I'ii~iclioniag i:sopel-iy. i n  1';ict 
cluasculoting 1 l . 1 ~  ccoricm)'. L.el LIS ti:lic :I few e \ :~n i l ? l c  
oi' ~ I O L V  tlic C C O I I C ? I I ~ ! ~  pot ~ I I I ~ I S C L I ~ I ~ ~ C ' ~  ;IS :I I . C \ L I ~ ~  0 1 '  
jn:lc;sive St;11e i i~~tc~~vcn.t icn.  

Wc h:~vc I I ; I ~  a consuiuies subsici) and r-ntic~rii~ig 
sc l~e i~ ic  n hicli t o  say I lie least hiis hccr; ~ G U I I ~ L ' J . - I : I - ~ . ( ~  L :CI~ \ .C  
When the constl,nier is gi\ic.n rice either I'scc 0 1 -  i i t  :I grcs.\I\ 
.;~~.bsidiscd price, the price mechanism is so  ::lTc~tcd t!l:it 
(lie ~ , I . ~ ~ L I , C C ' I .  Iiiis to be given an incetltivc to proil~~cc.. in  
t lie form c? I' 11. gu:tr-:liitccd price I'or. Isice. 7 his Ibrcis 
t h t  Govern mcnl to buy sonie minil.m~!m quantjt!: 0 1 '  
rice SI-OI~I;I~I~O;LL! it1 order to meei its cc~l~~ni t rner i l s  t o  
rlic cons~uner 1'01. \1'IiicS1 incre;~si~lg ; I I I I O L L I ~ ~ S  of l'oreigll 
t.scb:tiigc have to be iiiade, availublc. This :[Is0 !in!, 
I'ti!.tIicr elTects iln the cc,:rioniy. sei.iot!sl> nfrecting 
C>ovc~.nnlent cspcnci it  ~1.1.e i :~ i  the current i~cco unt. 
c:~i~sir-~g h~!dget;ii-!- deficits ;ind :l.Kecting :id\t.~-sely the 
cosl 01'  living. 71'ii~!s i n  ['act clespite tlie sitbsidics the 
cclilsunlel. is not bcuefitetl for I he go\esnmeiit's desperale 
; L I I E ' I - I I ~ ~ S  :I[ i.sising \ ;~~fficic~it  revcntie c;iiiscs tlic pi.ice 
1-\els to rise c o n l i n ~ ! o ~ i l ~ .  tSii:s i1esti.oying the 

aims oi' the stlhsicl~ sc1iLmcs :ind i r  c:~using the 
government to txtelid tllc s ~ i k ~ i d i i s  :!lid I-ntionirig 
schen7es in :I dcsl:e~atc blcl t~ ~ L : I  b the rising cc.sts oi' 
l i v i ~ ~ g ,  7-hi\. i l l  t t ~ r  n ,  givcs rise !o  I't!i~tlier bt!dgetasy deficits . . 
nn.ti spil-nll~ngccst of living. Here is a clcssic example 
<)l' the oj?posiic ol' the negi~tive feed-back mechanisn - 
!lie posit~vc Ik~'d-b:~cli mechanism \\jl~cre subsitlie5 
anii ~.::tionirif give rise I c ~  grc:~ter budgetary 
cieficits \\l~icli gi\:e rise to ~.isingccst ofliving which in t u . 1 1  

impels  lie g~\~ei.nitieni lo  extend the rationills arid 
\t!hsjdy sclic~iics \\ hich :!gain pive rise to further >vbsid~cs 
:111tl so 011. 

J 11. I'iic(. even t h~:  pir.:~t-;~n teed p~ic-e sclifrne l'cir rice 
has failetl to m':l\c the coirntl.y. relati\-cly ~pcclhi~)g.  self 
.;u.Rcien.t in tile protlu.ctic:n of its staple fcod item-rice 
f ' o s  cfespjt? ti>sl!> ! eo is : ~ n d  more o f  the C i t ~ i n ~ i t e e d  Price 

Scheme n r ~ c l  tlie I . C ~ L I J C I I .  c,\rrij~slon 01' [llc a:eit ~tndcr 
ct11t1~;rtrc:n ; ~ n c i  oilici s u p p o ~ t i ~ l g  serLiccs 1'01' 

n y r ~ c i ~ l t u r i s t ~ ~  we :)I-e still sacit), far- au,ay I'r( rn lke :cia1 
ol'sel C$~~iiicir~:c); i n  the pr-cititlcljcn of' i.icc. . . .1 he 1~:1Sc)ii  

hi. 1 he Su21-antecf Price Schcmc. h e i i l ~  ;I I:iilui-e \\?'as 
tllal aiiioiig cithcr- thinfs tJie / ) I  ice ~ i n d e ~ .  tlic G~~:iraniei.ti 
Schcine \ \ a x  ol'tc~i belo\+ tlic ~l,cili:~l 11iar.k.ct price or  eLCll 
the c c ~ t  ol' pl-cciuctinn. For tlie cc;ntin~iiill> \vide~~ill~:  
U L I C I ~ L ~  deficits [lnrl licsts oi' rcstr.ictio~~s on ltie cconiniy 
have giver rrse L O  spira I l  ilig p l icc~.  In f;:ct. lhe I'allner, 
dcnred tlie most important inl~uls S L I C ~ I  :is ;I ~ .egt~/: irsup;?l~ 
o f \ <  ater 2nd clie:ip [ c i t i l ~ ~ e r  ciclts 1 1 ~ 1  l inci  th::L the price 
~!iic!er- the Ciuar:lnteec! r'licc Scliinie gives him an), 
i;iccntive lo increasc his proci~rc~ion. 

Laite~.ally Iiuntl~-cc~s of' such cx;l.mnlcs ol' sc\,cre 
~-ectrictic~:.; ol' 11ie ccc\i~.c my could kc cnur?ci:~tcd I:t11 
I think [lie pc\ilit h:is hccn tnadc nc.\b. 

l'litir: all the massiv,e iii:crvenlic;ns c:n the 1 ~ 1 r i  oi 
the State ;ii the \\ot.kings ol'rIlc ecc,ni nr!; p t e  s i x  to the 
cmnsculation ol' rfie negative lbctl-back ~iiccliatiis~i~s o f  
~ I I C  econc,my :!lid Icci to tlic opcrr~tic:n o i ' uh i~ t  11~1s t ' e ~ ~ i  
c:; [led positi\e I'eed-back rnecliani>ms \-i liich clropgeti Ihc 
eccinonl!, deeper- :ind dcc1:er- illto the 11ii1-c. 

li' Lve Icc;k :it the ccor,c,m) i n  this I';isliion then the 
teim libe~.alis;:ticn o f '  the ecc ~ic.iii!; hccc ~ilcs 1nea11ingf't1l. 
1'1 dces no1 riiean non-inter\,cntiori (.n IIic J X I I I  ol'tI?eSl;ite, 
i i  does not mean Lo icsez Faire Cn1)itnli';m: i t  means that 
Lhc goveri~~iiciit \v i l  l i i ;ter~ciie i n  the cccnc-niic d'i:ii~s 
o i ' thc  collntl! 111 olclcr to ;icti-vale. sti-cngjhcn and 
1.. . ' .  

O I L I ~ \ :  [lie ncg;iti\,e Sced-b:!ck mcclie~~iams 01' llle 
ecorlomy : i t  mealis Lo steer. the eccr!c.niy \+Iicn ncccss:li !' 
and nor to gl!ide i l  f'o~u:ir-cs 1;): 1:uIl;i;g a l  the i:c-se 
sings! Thiis l i l~er- :~l isa t ic~~ cl' [lie ec t .~ ; rn?\~  I S  no1 to 
ol:en lhc dco l s  uic!e Cns u i.ep,i-ersicn to  the late 
ninc~ec-nth ccntul!. \\lien ca~itnI '>ii i  stctcl cxj -c~cd red 
in roc1111 ancl cia\\;. condenined hy : ) I 1  u,itli a sccial 
conscience. 

Ho~\.e\lei. thc ti.aiisition f'r.rm a ~scxtrictetl a1ider:1~1117~'(f 
cconcniy to ;I. mole 1iisc1.u I J I I ~  h ~ ~ o l , a n t  eca[li-my colr.itJ 
be p:~irif~~I and a pl.i;!setL cur pr-op~:~m MI<: t~lci be 
nece\snr y tu achicve (lie ti.alisiticn to a lit?er-nl:sed 
econcmy peacef~1,lly. 7 his is nc;t mere cconc-mics but 
~lolitlcal econcmy fc;r sul-sitiifs ;rd r;itic~~iiig S C ~ K ~ I I ~ S  
did shelter ;lnd c~isliipn tlie cc P S I  mel- i'~ c m ~ i i c ' c ! c n ~ h ( : ~ k ~  
 lid left Ii111l c!epcndcnt L I ~ ( ? I I  llie s~lbsidics and ixtioning 
scllemcs. The ccnsLi.incr cc.~l.ld I-ccent--- i:o he mig,ht feel 
i t  ~pai1iI'~1.1-lhis sudden t1,alisttIcIi. Tllrs i s  w h ~ !  this articic 
\v:is t~tletl "An c,s:;), i n  T'oliticnl Ecc.~:c n:?". 1'01- 
I'tcrn tlie point ol' \ie\4. t7i' ~?~Iitic;rI C C C I ' ~  1 1 ) ) ~  ;i \\CIS 
thought out 13:;cliage deal 11;:s to be iH'c~cd to the people 
<illring the transition pel-iod. IHiis \\;ill allcviatc thc pains 
of tr-ansition whilst keeping ~:cl~tic:rl st;ibility whicl.1 is 
,I 1 1  i m p ~ r t a n t  ii'the c c c ~ i ( ~ i i ~ ! ~  I?:is to be S c t  n1;c.n the rn:td 
01' :apitl a n d  sell' xust;rini~ig gl.ot111. 
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