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A CRYTICAL APPRAISAL or AY Ty ALTATION or PRASANT COLONISAT
AaD SRTTLA. =t L THE GAL “OYA VALLSY 0% CEYLOY

T - 13T aorp U C1 100

(1) The caylon Beonomy

The islanc of ceylon is an import-export
orionted #gricultural economy heavily dependent on its export
trade in the primary products tma, yubber and coenut, for its
pational incomd. The value of agricultural oxporis constituted
93,5 of total export earnings during 1962 (L3 P 80) it ramained
as high as 897 even bY 1968 (2 3+ P 251)., The fact that during
1988 manufacturing industry contributed only 7% to total 4T0SS
pomestic product in real terms (2 3P 18), 18 sndicative of the
fundamental importance of agriculture both in terms of the

share of agriculture in the Gross National pProduct as well as

of overall employment.

The apricultural gector consists of two
sub-s2ctors, the Plantation and the Tomestic. Te? and rubber
H production predominates in the Flantation sector which is

highly modernized both in terms of its organizational structure

and technology. Tea is the country's main source of foreign
sxchange ©arningsi 635 of total exchang® earnings during 1967
came from ted exports (2 i P 251), This depsndence on the

export of agricultural products to world markets by the

Plantation gmctor was even greater during the late forties

when the Ggal Oya valley development program was 1nitiated.

e —
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The gg;zg&}g seqlor Was 2 part that was Neft behind? in the
growth of the economy. guhsistence paddy (rice) cultivation,
the meinstay of this sector, is characterized by fracmented small
roldinns, 2 primitive technology and little incontive to modernize
(3).

tn sun, the ceylon economy was one which experienced
a dualistic growth pattern over one huncred and twenty five years
preceding indepeﬂdence (from Aritain) in 1947, with a traditional
domastic sector vividly separated from the modernized plantation
sector and, therefore, from the main influences Tor economic
growth and cevelopment.

Today, the economy falls within the classification of
z low incore, less ceveloped country with & per capita incomo of
1ess than § 100 per annume A steady decline in the world prices
of tea and rubber after the 'Korean poom! of the fifties and &
classically high birth rate which has steadily increased the
prossurse of import demand s especially for rice, has led to a
fundamental diseqﬁilibrium in the balance of payments (2P 208)
with which ceylon 1s wrostling today. over 505 of the value of
Coylon's imports was on food up to 1964, In 1968, it still
romained as high as néh (2 3 P 267) despite the government's
vigorous progran for achieving galf-sufficiency in rice productlon
and the import substitution of subsidiary food crops. -

climatically, the Island can be divided into three
broad regionsi the wet, the intermedizte and the dry zones (see

¥ap I)s The dry zone wheroin the scheme under consideration is

e —



situated WS, at the time of 1ts inception, very sparsely‘populated.
a5 a mass of thick jungle which shrouded the

The Gall Cy2 valley w2

ruins of an ancient eivilization with a network of irrigation tanks,
ditches and channels which had long fallen into disuss. This area

of thc dry-zons oxperienced sevors floods during the period of the

ov to reb), but 1ittle rainfall during the

northue*st monsoon (7

it was also 2 malaria infostad region to which

rest of tha JeaT.

fow pPaocple dared to venture.

(2) The Gal Oya Valley pevelopment Progral

The Gal Oya Valloy {GOV) cevelo

pment programn commenced

+i-purposo river basin developrent

in 1949 was the first major mal
schemo in Coylion jntended primarily to provide flood protection

pation water for the yoar pround cultivation of this dry

Tt involved the shift ©

and irri
f mainly traditional

zone valley region.

poasant farmer families from relatively over—populatad areas in the

country to new settlements in the GOV.

A variety of goals and ob jectives were voiced in

o parliament in 1949 when it considered the undertaling of this

Progra. Firstly, there Was the desire to expand the ared of
tconquest' of the dry zons ard the development

it was considered necessary

cultivation by the

of dry zone agriculture. secontly,

to wicen employent opportunities and reduce the pressure of

tion in the tpraditional rice growing villages by

over-popula

Thirdly, there were the

peasant colonization and settlement.

viz,, of bulilding & bulwark

¥
%
|
1

congiderations of national security,




in the east coast against the influx of 311icit Indian jmmigrants,

rourthly, there was the objective of increasing the domestic output

of rice and the power generating capacity'of the country.

UOWOVEr, according to & directive jssued by the ¥inister
of Apriculiure and lLands in Docomber, 1949, the gal Cya pevelopment
Board was to consider the prinicipal objective of the scheme &8 the
establishment within its Are2 of-Authority nthe maxirmm nunmber of |
fgmilies of Ceylon citizens that the Area can carry at-a reasonable

standard of good and _omfortable 1iving conditions® (& & P 134).

{3) Ihe gel Oya pevelopment noard

The establishment of the schene Was placed under the
overall authority of the Gal 0y2 pevelopment poard {hereafter
raforred to 25 the Roard), & public corporation created in 1949
by Act of parliament to undertake regional rosource development
through river waiar control, land conservation and peasant settle~
ment., Thils special‘form of orgenization, outside the normal
administrative arms of the government, was jntended to combine
flexibility of operation with the strength of government backing,
and to facilitate unified development of the entire river basin,
rmch on the 1lines of the Tennesse® valley Authority in the
ynited States.

The Act of parliament which created the Board, specified
that its functions were_to develop the undeveloped GOV region by
operating schemes of iprigation, water supply and drainsage, the

control of floods, fisheries, forest development and soil erosion

____‘—_____"_______————--'—‘_'-}"l



ard, in reneral, DY the agricultural ard industrial development
and economic and cultural frogross within the entire Area of Autho-
rity (sce Sec 8 of Pt., I1 of the Act of Parliament in Appendix II).
These activities of the Board were to be managed by &
team of threo merbers, all politically appointed, one of whom is

cesimnated tchairman'

(4) The Gal Cya Pro1ect Zvaluation commitfee And Tts Terms of Reference

An evaluation of this program was urdertaken only in 1968

when the Gal Oya pro ject Evaluation comittee {GOPEC) headed by
¥r.3 . H.,Farmer of the University of Cambridge, England, ¥as get up
by the Minister of Irrigation to tundertake an evaluation of the
gal OQya Project which would ascertain the economic.and social

returns to investments, and provide guidance for future development

projects of a sipdlar kKind® (% 3 P 1).
The GOFEC defined these terms of reference broadly when
it held that "The Committes, given i1ts terms of reference had no

doubt that it was the effect on the national economy, rather than

on Roard or Government revenus, with which it primarily would have
j; to be concerned: That is with the social retuwrn or the return to

society as a whole, on the investments made" (& 3 p15).

(5) The nethod 0Of Analysis Adopted By The GOPEC

! The evaluative approach of the GOPEC was yrimarily one

of benefit-cost analysis., It appiied this t+echnique to &8sesSS
ths net returns to SOcioty from a variety of separate activities

conducted by the poard, viz.,

- —



(a) the consequences of opening up ‘and the jrrigation
of new land,

(b) the consequences oOn the lands cultivated before the

pro ject was sntroduced,

(e) the suiY compleX,

(¢) power generation,

(e) the milling of rice,

(£) the tile factory, ard

(g) the wood working industry,

and subsequently aggregated the entire costs and the gross benefits
to arrive at an overall penefit-cost ratio for the GOV development
prozram.

The evaluation of the program Was done cduring 194668,

approximatoly seventeen ard & half years after the Gal Oya vallsy

scheme Was spitiated (in 1949) and the ma jor exponditures were all
incurred. However, the benefit~cost analyses were carrked out on
the (unstatod) assumpiion that the Cormittee wWere viewing the future
up to 2 50 year period ahead from the time point of the financial

year 1949/ 50: accordingly, all costs and bLenefits were discounted

Lo this comnon time point. Nevertheless, the data used up to the

financial year 1965/66 are tex-post!t, while ’projections' are only
in respsct of the periocd 1966/67 to 1998/99.

The GOPZC have, in Chapter 10 of the report (&), also
made some brief statements on (a) the finanecial return to outlay,
(b) the employment aspects and the standard of living of the

colonists, (c) assets created by the goard, and (a) 4mtangible

benefits.

(6) The ¥Major Findings 0f The GOPEC

The penefit-cost ratio for the GOV program was estimated

to be 0.5. only the bensfit-cost ratio in respect of primary

_—‘—--------------------—------T-



production in the Purana (ancient) lamds that are privately owned

and managed was found to be positives all of the eponomic activities

=

under the control ard direction of the Qoarc wWere found to be a

drzin on tne national economy (see Table I«

TARLE I

; | Gal Qya yalley Tevelopment Prozram:
P » ggnefit—cost Ratios

3fc B=C
rRatio 78, min.

1, Primary productioni irrigation, coloni=-
sation and village eXPONSiONssesesesect

2, Primary production; the Purana 1ancSeees 1,40
3, The Suzar Projecteisesesosensoessonocests 0,22 = 853
M - 21

3

b, EleCtrical Power...uu......-u-.u..o. 0 0
5| : 50 nice E'iiningclillll!.ll.l.l.lllo!.-lltli 0126 3
o 6, b-Ioociwork‘lng Indus{‘.ry....... ssasseseseay 0|6l - 5'1
7, nrick and Tile FaCLOT e ses assrssestoends o.45 = 2.6

8. OVERALL PROGRAM | 0.50 =277.3

O-LJ'B -159-5
21.0

(7) The objectives Of this Paper

The main objective of this paper is to critically examine

the GOPEC's evaluation of the peasant gcolonisation segment of the

GOV Profram, n¢he cors of the problem that this cormittee was called

upon to report® (4 3 P 140). This mzamination is intended to ascer=

tain whether the berefit-cost assessment of the GOPRC was, in fact,

¥ corractly executed, and to see whether the main policy conclusion of

the GOPiC with recard 1o peasant colonisation = that "policy makers

it

take a long, hard look at the advisability of diverting resources to

what is essentially 2 social welfare function in an sconomy where the

greatest need is to meximize production® = G 140), follows from

the GOFAC's analysis.

_ | e ———— _,“,_._,_,_;T__



The second objective is to determine whether benefit-
cost wnalysis was adequate for provicing giicelines for the formulation
of national policies in regard to the strategy of agricultural
development within Csylon; mors specifically, for the rejection of
prasant colonisation as & strategy of agricultural development, and to
sugzest a more appropriate framework for the evaluation of on-going

paasant colonisation settlement projects in Ceylon.




iI - TV“ GO”“C'S AP R IT=CoST, ANALYSTS OF PEASANT COLONISATION AND

10

PTLSILAT T THS GAL 0YA VALLEY ~ A CRITIVUE

(1) Sub-ProqﬂcLs JJithin The colonisation And Settlement segment Of
Tne GUY_Frogran Tave not 3een clearly Tdentified

chapter 5 of the GOPIC'S report examines the relation~

ship betwesa panafits and costs from ecolonisation and settlement in
the SOV, H3T%y the ZOPIC shows that investments in colonisation and
settlenent in the form of clearing jungle land, cemarcating lowlanc
rice cultivation tracts and homastead 21llottments, the p?ovision of
irrigation facilities and dwelling houses and the like, were not
worth the costs incurred. The prdof for this?%iven in the benefit-
cost ratio of 0,43 that has bsén arrived at for this sezment of the
Progranm,

Jowever, the GOPEC have not defined the sub=-pro jects
that exist within this segment of the progran clearly. Different
types of ecolonisation settlements have been established within the
valley, several at different stages of developmsnt as at the time
of tho evaluation. rirstly, there was the first phase of colonist
settlement in the first forty village Units on the jeft-bank (see
vap III at end} in accordance with the original dirsctives of
parliament, which constitutes 2 separate project within the GOV
development profrif. Secondly, there are the Vvillagze Expansion
schenes, 180 within the left-bank region, where lands originally
reserved for pastures and forest lands were parcelled out to the
sons of settlers uander diffsrent terms. and conditions than the
previous colonisation.prOject. Thirdly,_there is the Hamal Oya

scheme close to the main reservoir which, despite & heavy capital

-



the colonisation and setile

channols!, (& 3 P 39).

togother under nIrrigation,

the 1go-callec!? settlzrs are

2llotments of twenty five ac

11

expenditure on +he construction of the namal Oy2 mank, failed to
provice jrrigation water to settlers satis-factorily cven up to

the roar 10£G, on aceount of faulty enzineering works. 1In fact,

rot in rasicence witrin the scheme

out visit it during the rainy ssason +o raise a pana (rain-fed)
crop each yoars This, too, is & clearly soparadle pro ject within

ment sezment. of the 507 program.
=2 2

(1)

gggrthl , thore is the sdvanced alisnation  schereS on the right

bank where waler 35 not flowing down the field channels and the

e

settlers ars dependent on rain water for 2 single crop each year.
These projscts not only have insufficient irrigation facilities

but also poor roacs and other facilities for the purchase of pro-
duection inputs or the sale of any surplus procues, Finally,

there is the middle~-class eolonisstion settlement with-fifty-

res per farmer, of which, only one
resolute farmer 1ives within his allotment and cultivates a

small proportion of the farm each year under seversly adverse
conditions. 1.“;-;ost of the of the original allottees have aban=~
doned their land, partly at any rate because of the remote position

of the colony and the poor state of maintenance of irrigation

Appendix D of the noPIC's report indicates that

all these separable projects or sub-segments have been Tumped

colonisation and ¥illage Expansion”

(4 3 Chap 5) without careful definition of sach of the components

g (1) whers colonists are vrought in even before irrigation or other
' facilities are made available, on the basis that colonists have

R,

- ' the opportunity to participate in the development of the land
: and the setilement project. :




of this sezment of ths GOV colonisation program. One cannot
correctly arrive at definitive conclusionsrin regard to the benefits
anc costs of ecolonisation and settlement on the basis of a composite
basalfit=cost ratio for & hotorogenaous_sct of activities or projects,
each of a different nature and at a different stage of development,

The main thrust of colonisation and gsettlement in
Ceylon has been towards thit of reliecving landlessness, unemployment
ard poverty (% 3 PP 7 ard hZ)El) the middle-class settlemsnt, the
fivst exporiment of this kind.in Ceylon, does not belong to this
class of colonmisation. It has been & dismal failure in terms of the
inerease in agricultural cutput that has resulted, . However, when
the GOPEC pafers to colonisation and settlement, the general impres-
sion created is that peasant settlemont has been a failure, This
mis-representation of the actual situation flows out of the GOPEC's
fzilure to define the components of this segment of the progfam
carefully.

A discussion of the difference betwesn the concept
of a 'program! and that of 2 tproject' is 1ikely to bring out this
implication more clearly. A tprogran' aims at achieving & variety
of goals., The mlti-purpose Gal Oya Valley river basin gevelopment
scheme is by definition a miltiple-goal oriented programn (ses Chap

1, sub-section 2 sbove)., 3Seneath each of these broad goals lie a

variety of specific objectives. A lproject! is more limited in

coverage than a programj it is a set of activities around which

(1) The Six-Year Programme of Investment ~1954/55 to 1959/60 of the

Government of Ceylon holds (at page 170) that “The land poliey

of the government has (accordingly) been directed towards the
maxirmm utilization of the available jand resources in a manner
that would tend to jincrease our supplies of rice, increase
omployment opportunities, reduce the incidence of rural under-
employment and relieve rural landlessness',

e



13

physical a4 conceptual bourdaries can be specified so &5 to identify
it clsarly in terms of location, a cormon clientele to which 1t is
addreessad, specific sob of objsctives, 2 homogenaoﬁs group pf
penafits and costs, & common timn sequencs for the variety of acti~
vities initiated and the investmants made, stc.

tnlecs these boundaries are clearly defined aryl each
separable project reduced to manageable size, ONe cannot make a
roalistic economie evaluation nor assass_whether the initial
objectives Were being achieved in an on=going Program, ard at what
cost. The middle-class scheme, for example, 15 conspicuously
different from the peasant colonisation projscts, a5 is the first
phase of peasant settlement (first forty Village Units on the 13)
fprom the Village mxpassion schemes, the Namal Oya scheme and the
advanced Alienation schemes, stcy Eliminating the benefits ard
cosis of the. Middie~Class and Advanced Alienation schemes from the
rest of ihe colonisation segment of the evaluation .may have shown
poasant colonisation in a batter light than has peen indicated in
the GOFEC's analysis.

fven within the peasant ecolonisation segment, the

Jamal Oya schems is unrelated to the first phase of peasant settle~
pont in the first forty Village Units on the loft bank, in terms
of objectives, 1ts clientels, physical boundaries anc facilities,
e time sequence of its jmplermntation, ate, Given the very low
leval of productivity within the Namal Oy2 project, one can be
fairly confident that the benefit~cost ratio on the first forty
village Units would rise substantially if the former wWere separated

out,.

e,



il

A composite bensfit-cost ratio is 4ncapable of
giving any indication as 1o why & devalopm&nt program 18 desirabls
or unfesirable, whether and why it yields a return less than its
aosts and other jmportant issues that lie pehind the ratio. n
the GOFsc's evaluatiosn, 0n% cannot say which projects have 2
favourable penefit-cost ratio and which éo not. 1t may be that
just ons or two of thase separate colonisation projects depress
the composito ratio; and it wmay we that those projects were poorly
conceived and improperly impl;mentcd, or have yet to be completed
pefore any substantial penefits are to be obtained,

It may thus be ohserved that despite the COPzC's
confinement of the evaluation to the 1imited yardstick of sconomic
profitability, 31t has still failed to jdentify which of the
various colonisation projects are unprofitable, and why. Thereby,
1t has failed to provice policy makers with the evicence necessary
to make informed judzoments regarding the relevancs of peasant

seltlement a5 & strategy of agricultnral development.

(2) Incorrect Tdentification Of Renefits Ard Costs
(a) costs |
(1) Improper jdentification of the sub-
projects have 1ed to the inclusion of bensfits and costs that do
not belong to the colonisation and settlement segment of the
prograi. The cosis included in the evaluation of this sezment

. contain expenditures on (1) the Gal Oya Valley rood Production

-



gompany, 4n sxpensive atterpt by the Aoard at mechanized cultivation
(L3 p 11), and (2) anothor costly venture in the 1ift irrigation
of subsidiary food CYopS, ooth of which are different sets of

projects that cannot be aggregated under colonisation and settlement.

L

pouarc Wi

have been counted a5 falling within the colonisation segment, viz.s
tho Animal areediﬁg Cadﬁn, The wresh Jater risheries and the Coco-
st Plantation (B3 P 7 and p 11). A1l these ventures were
expensive failures 2 few yaars alter implementation (5 ; p 68)e
They Were initiated without 2 proper understanding of the physical
characteristics of the cry zone region and the economic jmplications
of tne investmentS. For example, the Zoard even went to the extent
of powsering water from the irrigationrchannels at heavy expense
morely to keep the coconut plants alive during & prolonged drought,
an occurrence which is not rare in the GOV. The settlers obtained
no benefits from these projects that were jnitiated by the Soard.
The question arises them of the basis on which the GOTEC classified

such expenditures under the head of colonisation,

defined as othor cultivation and research’ in Table sfz (43P Ls5),
belongs to this sezment of the program since this research Was not

directed
author that this expenditure was on the 'ralwatte Research Station'
wnich was
physical sense as woll as in terms of the link between research

and extension. The costs of this research, which was not directed

tich wore abandoned after @ few yoars of such experimantation

15

(11) A series of other whimsical ventures of the

(111) It is also unacceptable that the sxpenditure

towards helping the colonist farmer. It is known DYy the

{ar removed from the colonisation region both in a

I,



16

towards solutien of the problems encountered by the colonist farmer
in his,agricultural setivities, cannot be rightfully consicered as
part of the costs of colenisation and settlemsnt, The funetion that
tnis rsassarch station really porformed Was that of test cultivating
differsnt types of plants anrd sand under cifferent nethods of culti-
vation, andé the sale of the procduce to 30ard officials at subsicized
prices. 7There wefc no offorts made at economic evaluation from the
fapmarls standpoint, ror 2t passing dowm ths resulis of such research

throuzh the extension sarvice (perhaps, because thers ware no worth-

while results). It was usually the case that the extension civision
ani tho experiment station were officially antagonistic such that the
bensfits of ressarch, if any, nsver reached the farmor. nefore the
entire cxpenditure on tother cultivation and yesearch! was apportioned
to the colonisation segment of the evaluation it was necessary that
the COPRC should havs ascartained the extent to which these costs
were in direect support of colonisation agriculture, This was not
done such oxpenditure cannot be accepted as part of the costs of
colonisation and ssttlemont 'in toto'.

(iv) Reference is Apawn to (1) the "Highly costly
jtens icentifiable from the Tables" reforred to at paze 35 of the
GOFIC's report, (2) the items (1) “proportion of GCL3 administra-
tive cxpenses' and wihe maintenance of heavy machinery", items 1
and 3 respectively of Table 5/1 at page 44 of the GOPIC's report
(4). Commonsense would indicate that Rs. 40 mln, namounting to
more than +twice the amount apportioned to colonisation and village

expansion in respect of the main dam" (4 ; P 35}, could not have

besn incurred on "office and other buildings, and residential

4,_d_________.__.__..........._.;.-.-----—-——r-
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quarters" morely 1o support the process of_colonisatiOn and settlement
alone, Thoss are expanditures relsvant for 2 variety of other
aspucts of ths programn, too. Lowsver, no part of it has, for example,
been debited agzainst the development of tne Purana lands (4 3 Chap £)
thouzh part of these expenses havo, in fact, been incurred on adminis-
trative facilitias pertaining to construction works that benefited
sueh lands,
The administration expenses of the poard include

large expenditures on travel, entertainment and acconmodation of
politicians, Chairmsn and lfemoexrs of the poard (who changed from
time to time), 3oard of ficials;etc., all of which is unrelated 1o
colonisation and settlemant, Why this component of administrative
expenditures 1is hizh could be ascribed to at least thres reasons:=

(1) the rHead office of the Boardé 1is situated in Colombo on

the west coast of the 1sland (see ap 11), approximately 170

miles away from the project area situated on the sast~coast

of the Island. Members of the 3oard and goard offigials, both

at Gal Oya and the Head Qffice, travel to and from the area

constantly for Board meetings and other 'important' business,

_on official account,

(2) The GOV with its scenic lakes, wil? life reservations, bird

sanctuaries, cormodius lodging houses and cireuit bungalows,

are a set of national showpieces to which foreizn dignitaries,

diplomats, scholars etc, are taken to with the lavish hospita-

1ity of the Board;

(3) The foard maintains an expensive Telex messags service and

a Radio message outfit between Colorbo and the Project Area,

I
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both of which are 1ittls used for tue service of the colonist
farner.,

A larss proportion of the above Nazdministrative! exp=
anses ¢o not constitute operating expsnses of the colonisation
projecis. Jut, the GOrFul wave machanically apportioned total acmin-

,istrative costs without drawing attentiﬁn +o thsse aspecis, and
without itemizing the expenditures in dotail, Perhaps, the problem
should haveo bcen.approached by ascertaining the services that were
actually proviced for the colonisation setilements anc of caleculating
the administrative cost comporent from bolow, The GOPZC mace no
such attempl.

(v) The main phase of colonisation and settlement in
the lsft bank was over by the end.of the fifties (53 P 8), but the
costs of rmaintenance of heavy machlinery, vide item 3 of current
Expenciture in rable 5/1 (¥ 3PP 43-L4), have continued to rise right
up to 1961/62, and nave remained at @ high Jevel until 1965/€6 (the
cut~off point for sotual cost data used on the evalunation)., It
cannot be accepted that these sxpenditures have &1l beon on coloni-
sation and settlement since thers has besen very jittle work on the
part of the Equipment Rranch in the colonisation region since the
early sivties, Much of the expenditure on this account was in
reality on the development of the Right Bank and cannot be assigned
'in toto! on the colonisation projects, espocially the entirety of
the costs recorded after the ra jor construction activities connected
with colonisation and settlement were completed.

Jost of these lapses of the GOP:C flow from the

initizl mistake already pointed outy the failure to jaentify the

M
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suD=-0rojicis within this segnzot. As a result, they failed to ask

the righi questions on how and why certain oxpendituraé on travelling;
sccomnsiation ard sntertainment, highly unconnected to colonisation

ad sattlenments instead) the SOFAC have categorized expenditures under
a fow broad hcads to compute a benefit=cost ratio of doubtful validity.
The quastﬁon arises as to whethsr this is a proper use of the benefit-
cost technique.

(vi) The costs incurred qn_the namal Oya settlement
project are in reality 2 price paid for poor engineering skills in
planning, designing and constructing the project, This tank had been
so built that over 507 of its capacity must remain as desad storage;
pain water should fill more than half the tank before the channel
system can be fed, Recent efforts at tapping this dead storage by
re=desicaing the field channel system still proved futile since
farrmcrs could not afford the costs of pumping water onto higher
ground e Sut, when national elections are near, the poard has been
generous in providing 0i1 pumps to sattlers without any charges
being levied for their use, All such costs have been tagged on to
the costs of colonisation and saottlement without careful investiga-
‘tion.

(vii) The GOP3C's computations of tassociated costs'
have been mace on snsufficient data, They wers collected from a

(1)

rapid survey of a fow selected farms during the 'yalal! season

(1) There are two Seasonsj the Maha and the Yala, To the average

farmer, the Maha season constitutes the main cultivation season
on a2ccount of the greater availability and reliability of
irrigation water.-
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more as a 'rescud operation” where it wasrnot possible to gquestion
more than thres colonists in each unit so selsctec; an’ they were
chosen for coaveilence of accoss, so that the sample within the
unit, though not biased in faovour of types of colonists, was not
strietly & random samplo and only coverod SOMS 277 of colonists”

(4 3 p 30). “inat has not boen mentionsd, howevsr, is that this
survey coversc only the main settlement region on the left=bank
region on the left~bank and n?t the Namal Oya settlement, the
yillage Sxpansion units, ths Advanced Alienation schemes nor the
14cdle-Class colony,

Thus, in addition to the lack of representativensss
of the data in respoct of the main settlerent on the left-bark
itsolf, theso data on tassociated costs! are not valid for the
other settlement projects as well, TYet, the sams value of cosis
per acre nhas beon used for the entire project area despite a great
diversity of physical corditions and levels of cdevelopment, as
ws1ll as the great variations in facilitles availaple betwson
sub=projects.

(viii) The GOPIC's avowsd intention was to icentify
the social costs and reaturns of the program rather than the purely
financial (4 ; p 15). Eowever, O ad justments have bean made in
respect of the labour cost component in project construetion, opera=
tion and maintenance, despite the fact that theres has been & high
lovel of un and under~employment within the region since the
inception of the soheme in 1949, Xo doubt skilled labour was in
short supply, but labour costs include a very high component of

unskilled labour paid at goverrment established rates of minirmm

/"—r—
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ronsey wages. Un the contrary, family labour and nired labour, a8
woll 25 buffaloes anc cart transpoert, have pean emphatically excluded
fron the compatation of assoeizted costs on ths.vaéue assumption
that nfor tno Valley as & whole, expenditure on these 15 probably
just about balanesd by income from trem not recorded in the evalu-
ation" (4 3 pp 32-33). T+ is pointed out, howsver, that not all
jabour associated 1in cultivation can bo_shadoﬁvpriced out of the
penclit-cost compatation siﬁce.severe labour shorteages are experienced
curing peak peribds of cultivation both at the beginning of the
paddy cultivation season and at harvesting time {5 ; pp 30 to 49).
furthermore, buffaloss and cart transport are relatively scarce
forins of capital for the farmer during periods of preparatory tillage
and harvestinz. Yet these items, too, have boen excluded in the
computation of nassociated costsh,

(ix) colonisation Units 1amd 2 o§7§eft-bank region
(see jap IIT at end), treated as 2 part of the colonisation settle-
rant segment by the GOPEC, is really settled with aboriginal
janizle cwellers (Veddahs) who had besn cut off from riccern civili-
zation for well nish a century, They Wers, in faet, discovcreé
curing the reconaissance part of this dry zons program and foreibly
re-ssttlad near the main reservoir (5 i PP 8 ¢ 93-94), They ere
not uscd to a settled arriculiure, and still persist in neglecting
their fields for hunting and other pursuits of & primitive nature
for their sustenance, Their level of agricultural productivity is
absurdly low (5; p 94), and the costs of their re-settlement have
basn relatively higher than the norzal settlers in that they have

been given larger allotments and more reservation (forest) land to

‘ |
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compansate for the loss of their jungle 1ands innundated by the main
reservoir, Tadouotecly the cost of settling these folk is part ol
%pﬁ\cos%=of sattldng thcsd'folk~is‘part—c££the costs of colonisation

and sottlernt differently cefinedy bub not in entirsty, Their low

s

lovel of a-ricultural preductivity 1S 2 wilt-in recurrant cost, or

charge, Whica saould not be tagsed entirely on to the normal coloni-
sation ard settlement projects, as has,.in fact, been ths case; for,
the cost of re-sottlanant of these jungle cwellers is a price being
paid for the Gavldeveloprent prosram as a whole, The benefit-cost
ratio on colonisation 1s likely to be unduly depressed thereby, It
was necoessary to have treated this aspect of the program as 2 gseparate
iten of cost and.hava apportionad 1% proportionately among the various
other projects within the development program, only one of which is
eolonisation anc sottlement.

(x) Finally, the o0V developmenl progran which ained
Tinter-alia' at flood protection and colonisation, also resulted in
water lozzing at the lower reachas of the Valley such that lancs
that wers cultivated during the pre=-schame ora becams uncultivable.
uowaver, the GIFIC nave rot corsidered it nocessary to apportion a
part of these gosts to iths colonisation segment of the program, One
of the major objsctives of the program was the establishment of
paasant colonists, and part of the costs of achieving this objsctive
was tha loss of alrcady cultivable land, If so, 2 proportion of
this cost should have been apporticnec to the colonisation seznent
of the schems, This, the GOF3C have failed to do: It is procedurally

jncorrcct in danaiii-cost analysis.
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compcns:fo for the loss of thelr jungle lands inmundated by the main
rescrvoir; Gndoubtedly the cost of settling these folk is part of

the eost of sattling theso Tolk is part of the costs of ecolonisation

™
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otilement differently cefineds but not in entiraty., Their low
Javel of asricultural productivity is 2 built-in recurrent cost, or
charte, which should not bs tagged entirely on to the normal coloni-
sation and settlement projects, as was, in fact, been the case; for,
the sost of re-sattloment of these jungle dwellsrs is a price being
paid for the o0V development proszram as‘a whole, The benefit-cost
ratio on colonisation is likely to be unduly deprossed thereby. It
was neccssary to have treated this aspect of the program as a geparate
1tem of cost and have apportionsd it proportionatoly among the various
othor projects within the development progranm, only one of which is
colonisation and setiloment,

(x) Finally, the GOV development program which aimed
1{ntor-aliat at flood protsction and colonisation, also resulted in
water logging at the lower reaches of the valley such that lancs
that wers cultivated during the pre-scheme era becams uncultivable,
uowever, the GOPiC have not considered it necessary to apportion a
part of these costs to the colonisation segment of the program. One
of the major objsctives of the program was the establishment of
paasant colonists, and part of the costs of achieving this objective
was the loss of already cultivable land, If so, & proportion of
this cost should have been apportioned to the colonisation sezment
of the schems. This, the GOP3IC have failed to do: It s procedurally

incorrect in danelfit~cost analysis.
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(b PBEUEFITS
Thoe most important stream of aconortic banefits from
colonisation 15 a;ricultural production, Azriculiure in the Valley

is synonymous with padcy (rice) cultivation in the irrigabls lowlands,

1

s reason for this lies in that the hizhlands are anirricated; and

-

without irrigation water, highland cultivation is not profitable.
5ocause paddy is purchased by the government under a guaranteed price
scheme and has & ready market it 15 the most profitable crop for the
sottler., In the assessment of benefits, it was nscessary to have
ascartained clearly how productivity in paddy cultivation was likely
to rise in the futurec. The GOPIC merely assumed that the ylield psr
acre of rice cultivated will increase only up to 50 bushels to the
sore by 1976/77 aml remain canstant thereafter. (4§ pp 33 & 185).
This assumption has been made purely on the basis of soil conditions
within the Valley. what they failed to percoive (partly because
there was no Azricultural meonomist on the teanm) was that new techno=-
logy had alrsady caused revolutionary changes in rice production long
pefore the GOPIC'S work was endec, rirstly, the production of
chemical fertilizers - nitrogen, potash and supsr-phospates - had
already ceveloped substantially in the Island. The national avarage
yield of rice per acre was rapidly rising with the greater adoption
of chemical fertilizers. whe "Constable and Wi jewickrema™ fertilizer
trials on the fields of dry sone farmers under the "Freedom From
Hunger Campaign" had given conclusive proof that the loecal hybrids

of rice ~ Hy and Hg - could be made to yield double the current
average by donbling the cosage of the standard guantities of forti-

1izer recomasnded by the Department of Agriculture in 1965/66, By
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106667, the jnersased use of chemical fertilizers Was‘well under

way (See Table 7I), Only tne lack of credilt facilities and ineffi-
cizacies in the trarsportation and cdistribution system checked furiher
inercsses in tnn rate of acoption,

. ,
seeondly, t

17, the I°2T yapieties ¢aveloped at 1anilla hac

O

revolutionizsd pacey eulture to the extent that the 'Green nevolution®
had bescoms 2 by;word ip Asia. This new technology in paddy eultiva=
tion was obeing used even in tae ooV oy 1967 /68, and yields of cver
150 bushels tﬁ the zcre were not uncommoﬁ. The GOFiC have failed to
observe thzse technolopical developments and have not perceived the
potential for vastly increased yields, AS & consequence, the import-
ancs of re-vitalizing the aztcﬁsion division and the need for an on-
poinz prograz of basic and adaptive research within the scheme itself
was not recogznized.

ginge the GOFEC failed to observe these potentialities,
the future stream of potential benefits was underestimated substanti-
ally, Table 19 (b i P 18) shows that with effect from 1976/77, the
value of pacdy output has baen held static on the basis of a constant

yield right up to the end of the assumed period of 1ife of the project.

(3) The tyith-4ithout’ Principle Has Been Flouted

Tn the evaluation of the purana lands, the GOPEC
have credited this project with the entire lincreasse in output on the
argument that W, ,..the cultivators of the 'purana’ fields would not

have used those inputs nscassary to increase yields unless they were

M
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confident of adequate protection from floods" (¥ ;1 P s4), In other
words, ihe rise in yields that has occurred within this pro jeet

(the privately owned, purana lands project) 1is held to be a direct

consequence of the GOV davelopmant procran,

1t may, howsver, be contended that this growth in
yield per acre was, in fact, part of a national trend, as the data
below (Table IT) would seem to indicate, consequent upon the increa-
sing availability of chemical fertilizers, the propagation and

distribution of better varisties of seed paddy by the Department

of Azriculture, ths inereased quantities of procduction eredit

supplied to farmers and medium and long-=tern credit to co—opesratives
and cultivation committees, the growing effectiveness of the Paddy
Lands Aet of 1953 by which tennant farmors were provided security
of tenurs ard their share of the harvest was raised to the level
of thres-fotrths the crop, the working of the guaranteed price
seheme for rice, measures to provide Crop Insurance to small

farmers, otc. (42).

ARLS 11
CREDIT, FARTILIZER USE AND PADDY YIZLDS IN CEYION

Tinancial  Prodn, Credit Tertilizer Uss  Yisld p ac (bushels)
Year (s _wln) {,000 tons) iaha Yala

L 2 3 L
1550/ 51 N1l 2.6 18.0 15.0

. - - - -
1959/60 - 20,1 - -
1960/61 11,4 29,0 - -
1961/62 2.6 38,1 - -
1962/63 10,7 47,1 - -
1963/64 3.6 £0,1 - -
1565165 27.6 hz2,1 3,1 34,7
1565/66 28,1 40.5 35.9  35.0
1966 /67 32.3 52.9 10,8 k42,0
1947/63 - 84,2 h7.5 bh,s

Sources:= (2 & (3) from the Atministration Reports
of the Coumr, of Asrarian Services, CeY.
(%) from "Iconomic And Social Prorresst

issunsc bx the Vinis;r; oﬁ ﬁlannjngl oA
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Second 1y, the contention of the GOFIC that it was the
provision of flood protection that induced the adoption of the mocsrn
invuts is rot totally valid Decauss floods visited this region only
during the pouriod Lec to Ted, and the adoption of modern inputs
duriaz the rest ol tae yéar was not dspendent upon tho provision of
flsod protsction. AS a result of crediting tnis project with the
entirsty of paddy yields in contravention of the ‘with-without'!
principls in benalit-cost analysis, the GOPEZC inflated the bensfits

aceruiny to ths 'Puranal lands project.

(4) The Assumed Period of Project Life Has Been Unduly Restrictive

. The period of assessment of venefits and casts has
o .

bren limiteﬂ/fifty years - from the {inancial year 1949/50 onwarcs
when the coastruction of the main reservoir was commenced, The
sasis for a fifty yesr limit has been stated to be that "It is i

gonerally accepted practice to assume a 50 year 'life! for irri-

zation projecis, largely on the argumsnt that if a project has not - t

justifisd itself in the periocd, then it is unlikely to ever to do

i
i
5

so" (4 ; p 18).

This arcument is fallacious. 4 capital intensive
project of this nature with a low O/K ratio(l) can seldom expsct
to justify itself in the Tirst fifty years, especially in a less
developed country like Ceylon where a whole series of other deve-

lopmenis are necessary pefore the full benefits of the program

(1) A meaningful 0/¥ ratio cannot Do computed from the data at paze
141 of the Gopee's report since current costs include a varisty

of expenditures which co not constitute operating and maintenance
costs,

M
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ean bs roaped., The GOPLC have, however added that "There can be no
doubt, it should perhaps be stressed, that ﬁho nal Qya irrigation
schems might function lonz after the yaar_1998" (4 5 p 18) meaning
that they have been purposefullly restrictive in regard to the period
of assessment, The guestion is, why limit the evaluation to only
fifty years 7 AS ekstein holds, "the more durable a project, the
larer will be the sirean of bemsfits which cannot be included in the
analysis® (6 3 p 83)s if so, it is essential that such a project
should bs given credit to the maximm length of time consonant with
a prudent economic svaluation,

The theoretical justification for a specifiec period
of 1life in benefit-cost analysis is to facilitate comparison between
projects and to guard against risk and uncertainty in thse estimation
of benefits ard costs: NOT because of the arzument that is put forward
by the GOFIC, VviZe, that if a project hﬁs not justified itself in
fifty years, it is unlikely to ever do S0, 7f we accept the argument
that one reason for restricting the period of analysis is on account
of the uncertainties associated with the future streams of benefits
and costs, there was less reason for the GOPEC to have limited the
period of assessment in the Gal Oya case since it was making an
assessment of a scheme that was already under way for sixteen to
nineteen years, and 'orojeetions! into the future were necsssary for
s period of time lesser than would normally have been the case if
it was as assessment bofors the program was undertaken.

Tt is argued that uncertainty of the future with
recard to ths bonefits and costs on an agricultural project of this

naturs in Ceylon can be considered fairly low on account of the
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following reasons:=

virstly, the country is committed to the development
of the domsstic agricultural sactor for the diversific#tion of the
econony rway Irom lea areé rusber (7, 8 aﬁd 9), to bridge the gap
bstwosn the Plantation ard Tomestic sectors, to alleviate poverty,
to relievs landlessness and unemployment, o maintain political
stability ard to inermase foreismn exchange savings (7 and 10).
Secordly, tne demard for agficultural products 1is likely to eontinue
to rise on account of increasing population pressure and the high
incoma elasticity of demand for foodprains, given current levels
of income, aS developnent gets under way.

Uneortainty then would only seem to stem from
tachnological change that may make this form of irrigation
obsolete, However, the problem of capital availability is so acute
and likely to be prolonged such that there seems to be little like=
1ihood of the acdoption of new technology in irrigation as rapicly
as thsy becomc knowi. The only uncertainties that would remain
would be from chance OF rardom elements. 3ul, such uncertainty
exists in any form of economic activity; it is not unigque to the
cass of the Fal Oya prograi. 1t is, therefore, argued that the
limitation of the period of the GOPiC's benafit-cost assessment

of the GOV development program was capricious (6 i P 85).

(5) The Rate 0f piscount Has Not 3een Justified

In an economy ¥Where indigonous private enterprise

was absent at the time the 007 development program was undertaken;

M
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whore the levels of unemployment and undarfemploylent have Deen
continuously high from even the time of the inception of the progranm
rizht up to the tims of tho evaluation; where governmental interven=-
tion in public projects was necassary to reduce the imbalance batween
the modern and tpaditional sectors, ecorquer the dry zone, extend the
aroa of cultivation and also rolisve some of the pressures of rapid
population growth; where there wers sufficient external assets (sse
Table III, P 23) at the comma?d of the government to undertake such
s program, the relevant criterion for the intitial period of the
program Was primarily, if not solely, that of the opportunity cost
of those external asssts, gxternal assets which were utilized to
mest the capital expsnditure on the progran wWers locked away in
fpitish banks earning 1 -torest at the going rates = 3 to 5%, It is
an average of the zctual rates that were Being earned that was
ralevant for discounting benefits and costs during the eafly stages
of the project.

The situation had changed soﬁawhat radically by the
time this evaluation was undertaken., Ceylons was (is) in the throes
of a balance of paymentis problen; foreign exchange was (is) extremely
scarco, but not erucial for this program sinee the major capital
expenditures invelving foriegn exchange costs had already been
incurred; rates of return on private business activities were (are)
fairly high bscause the economy was (is) opsrating uncer severe
restrictions on imporits of any ¥ind,.

Cowever, social benefit-cost analysis is predicated
on the basie assumption of compotitive equilibrium within the entire

sconory, and that the cost of factors have to be adjusted in such

;
;
:
;
;
:
|
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an evaluation to reflect the social, rather than the monetary, costs
of thess factors. BDul, determininz what this rate should be uncer
tha conditions that provail within the country is, as Prest and
marvey hold (11), like attempting to unscrarble an omeletie, Mot
only have ad justments to bo made to come close to the price of
eapital whieh raSlects the social cost of capital, there are also
considerations of distributive justice, poverty and unemployment,
in accordance with the goals and objectives of ceyloness society.
Ths norm of econoric profitaﬁility is not the whole thing. If as
fanmol argues (12 § P 203), the rate of discount determines the
allocation of resources betwaen the public and private ssctors,
then & hizh discount rate neans signalling that less funds should
be diverted to public programs that benefit the poor, which is
synonymous with nezlecting the psasant farmer. A high discount
rate under conditions such as in Ceylon means more funds to the
cormercial sector rather than to industry (or agriculture), for
1ittle industrial activity prevails.,

\hatever the rate should be after the period when
external asscts had b;en run down, the main eriticism of the
GUPac's application of a 10 rate of discount is that the assump=-
tion has been made on flimsy grounds and for its adherence to this
single rate with a sense of finality: The GOPSC have been erphatic
in maintaining that 105 and nothing but 10% is "ths minirmm rate
of return accepted by this committee" (4 ; PP 72, 77 atc, on the
discount rate). Tt concedes, however, that this rate ",,..may soom
nigh (% ; p 19), but i1nsists that this is the rate which represents

the opportunity cost of capital in Ceylon since it was "....the rate




which easrpec from a survey of the unorzanized sector of the capital
markst conducted Dy the Central 3ankees" (41 P 19}. Tt is not clear
now the rate of interest prevailing in the Tunorzanized sector! of
 ths capital market, whatevar it may moan, can be held to be the true
indieator of the opportunity cost of capital in ceylon; there is
nothing sacrosanct about such a rate of return,

ijor can onq&;mphatic about what the correct rate
SEOULD bej it is only & hypothetical rate used on the basis of
sevoral assu@ptions. The problem of aseertaining ths appropriate
discount rate holds in developed sconomies, too, even though the
price meghanism is pelieved to work more efficiently such that
business profits may be # good indiecator of net bensfits, This 1s
not the case in less developed agrarian sconomies such as Ceylon,
Therefore, to depsnd entirely on the rate of return in the un=-
organized ssetor for the discount rate is theoretically unsound
to be inflexible about it i5 sven Worses Tor, as Libby and Halter
hold in their paper on the Gennssses niver Project (13 31 P 10},
apy of ths discount rates specified therein could have besn justi-
fied,

Price Gittinger holds that "In practiee, the rate
chosen is simply a rule of thumb: 127 seems to be 2 popular choice
and almost all countries sesm to think it lies somewhere between
87 and WS (14 5 P 70}, This indicates that the question of the
appropriate rate of discount cannot be sasily resolved and that
sensitivity analysis should form an essential part of a beneflt~
cost analysis. The GUF=C éid not resért to sensitivity analysis

of the GOV development program.
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In t=s preseni case, not only was sensitivity analysis
" ymesssary, out also more than ona discount rate, at_least two, were
rolarant; the rats which reflectec the opportunity cost of external
assets for the early pariod of the prozram,anc another rolatively
hizher rate thersafisr so as to take into rockonsing the greater
scareity of invesimont funds and the uncertainties associated with
projections beyond the period 1646/67.

In an attemptrtd evardine the sensitivity of the
project to tae aiseount rate, bensfit-cost ratios were computec
) . . A1)
with discount rates ranging fronm 3 to 105 . The results are shown
in Apperdix II., They indicale that on the basis of the data compated
for tho bencfit-cost assessment by the GCPzC, the project is econo-
mieally unprofitable at any of these cdiscount rates,

An additional set of sensitivity tests wers carried
cut with moderate assumptions resarding costs, benefits and the time

horizon, A benefit-cost rotio of more than one has been indicated

only in the cases whore the Tollowing assumpiions werse made:—

sat ‘¢!

Time Horizon = 50 years
Senciits incroase & 207 W.e.T. the 2Gth year,
viz., 1977/78.
Operating costs inereass similarly,
An addéitional capital cost of 35, 10 mln, was
ineluded durinz the 27th year.
The 3/c ratio is found greater than ons only

1+ the discount rate is less than 7%.

(1) The corriter progran Cevissd by Tober ©. Ranser (15), cracuate
Student of the Department of Acrieultural seconomies, i1,5.U., WaS
utilized for the purpose of conducting these ssnsitivity tests.
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Time Sorizon - 100 ysars

Jenefits remain constant after the 50th year
as alroacdy assumed by the CGUOFIC,

34milar assumpiion in respect of operating costs,

4in additional capital cost ol XS, lo mln, was
included svery 25 years.

Tho 2/C ratio is groater than ons only if the
diseouni rats is & or less.

Sot 2!

Tima Torizon - 100 years
Jenefits increasc at 104 from the 29th year, viz,
from 1577/73.
Opsrating costs increass at 307 per year from the
29th year and remains constant from the 50th year.
An additional capital cost of Rs. 10 mln., was included
every 25 years,
The 3/0 ratio is found to be greater than one only if
the discount rate is 67 or less,

The detailed results of these searsitivity tests are
shown in Apperdix IT, but it is folt that these tests have not been
too useful becauss only marginal changes in the existing data have
besa considered, It is bslieved that before any useful sensitivity
tests are to be carried out, the entire sot of benefits and costs

of this segment of the program have to be recomputed.

(6) A Benefit-Cost Analysis Was Tnappropriste For Evaluatine The
GOV Development Program

The eriticisms mads up to now of the GOPEC's evaluation
of the COV development program were based on the implicit assumption

that bensfit~cost analysis was an appropriate technique for evaluative

R
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parposes.  Cuby pansfit-cost analrsis assunes that a given progrim
is so small in rslation to the total economic activity within the
country as a wrole trat it would not cause changes in economic
variszles as & corseguoncs of 1its implemantation, cespite the full
emplo;ﬁcnt of ccononlc resourcss, ~he presunmntpion that partial
analysis is appropriaie for a recional devalopnent program of the
scale of the 0V schome 18 not valid; the expenditures on this
procrran have bcen 2 fair proportion of governmental revenus from

(1)

toxes The séhame also crew large numpers of scarce nanagerial
ard technical personnel away from governnent departments and private
firms due to the 1urc qf-high salaries and allowances, which
undoubtedly had fepercussions on the salary and other emolumants
structures that prevailed, gecondly, a rapid reduetion of externzl
foreign reserves wWas partly the result of payments to foreign
contractors and the large-scale import of capital equipment in

the form of earth moving machinery, tractors and trailers "expen=-
sive Darber-Green road making machines! (4 ;3 p 36), motor vehicles
and building materials, which nastened the tightening of import
control and exchange resulations, Thirdly, the impact of the

schoms on the fairly developad eastern goastal belt towns, approxi-

mately 40 miles away from the valley, is beliscved to have besn

(1) Sea & 3 D 155 and 43 3 p 248, surmarized below=i

frinnancial Thmal oxpdre On Govi, devenue xpdre, AS A
Year ao7 Procran from taxes ¢ of Rev,

1671762 Rs 39,02 mln s 313,98 mln 12,4

1962 /53 39.50 319.29 12,5

1943 /64 3,92 - 323,81 13.3

1964/€5 45,84 335,84 13.7

1565 /66 63,35 9,47 13,0
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substantial as larpe mumbers of 30ard employees, settler families,
squattefs an traders moved into the Valley and becan to depenc on
provisions and supplics from those market conters. This is espocially
trué sines thz rail terminal for the sast-coast railway line is at
satiicoloa (on the east coast) and all supplies are channelled through
this major town to Amparai, the headguarter town in the valley.
wourthly, the GOV development program resulted in the construction
of trunk roads connecting the region to the capital eity on the
west coast, to the hill country and the eastern region such that the
east coastal holiday resorts becams popular with vacationers from
the bip cities; part of the crowds that vacationed traditionally
in the hill country holiday resorts moved to the Valley and the
sast coast during the holiday scasons.(l) This was facilitated by
the establishrient of the Uhana (in the yalley)} and the 3atticoloa
(on ﬁhe east coast) airports and the scheduling of & daily plane
{1isht from Colombo (the capital city on the west coast). These
developments were a direct presult of the schome, The Valley has
become a popular holiday resort especially because all puﬁlic
officors (including subordinate and miror gzrades, and all teaching
staff under a centrallized government education system) can utilize
their annual holiday (railway) warrants to travel by air.
Prest and Turvey hold that :=
"7t is always important, and porhaps especially so in economics,
to avoid being swept off one's feet Dy the fashions of the
moment. In “he case of cost~benefit analysis, ons must recognize

that it is a method which can be used inappropriately as well as
appropriately., Theres are two very elear general limitations of

(1) The GCPEC did not take account of the benefits accruing to the
program as a result of recreation developmont.,
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stinct from the many more of practice) which

od at the outszt, First, cost~bencfit analysis
rstood is only a tschnique for taldne decisions
or' wrieh has to be decided upon in advance axd

a wide ranze of consicorations, many of them of
socizl ehairacter, 3ecoxndly, cost=-honelit tech=
far developsd are least relevant ard serviceable
richt e2ll larse=size investaont cecisions, If
cisions are so larns roelatively to a given econo-
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1y (Ce7ey o maJor dam projact in a small country), that they are
likely to alter the constellation of relative ontputs and prices
ovar the whole cconomy, the standaré technique is likely to fail

us, for nothing less than some sort of genoral equilibrium

approach would suflice in sueh cases, This means that the appli~

e2zility of the tecnniqus to urderdeveloped countries is likely
to e lcss than is sorelinmes envisazed, 25 So many investment
projects involve larzs structural changes in such areas.' (11 ;

P 6\3"-‘!’) .
chose limitations apply in large measure to the GOV(]J
project evalvations ot only is Ceylon an sxtremely small country,

but the investmsnt in question was & very large ons,. too. The GOV

schems was so large as to have had important repercussions in the rest

of the economy and, therefore, the (un)hprofitability of the project
camiot be rerarded as a good measure of net social benefit? (16 3 p
34).

This evaluation was indeed the first attempt to
apply social benefit-cost analysis in project evaluation in Ceylon
and evoked a grsat deal of enthusiasm and interast, It is seen,
however, that the technique was inappropriate, Not only was it
inappropriate in a strictly theoretical sense, it was inapplicable
in the context of a severe dearth of basic information: Lo farm
managenent studlies were availabls in any of the several colenisation

projects,

(1) A physical area of 25,000 squsre miles, a population of 13 mln,
as at June 30th, 1969, and a GNP of approximately 4 1,122 mln,
during 1966 (13).
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(7) The Policy conclusions Df The GOPEC 174th Referencs To Peazant
Colonisrtion And Sattlemant Are Invalid

vhe major conclusion of the GOFiL with regard to colo-
rnisation and settlemont 15 that thay have besn a failure aixd that
covernments should desist from channelling resources towards settling
peasant farmers, They have implied that peasant colonisation is
intrinsically uneconomic and anlikely to ever prove profitable, or
serve zs a basis for the develepment of domestic agriculture (4 3 P
42 of Chap 6, in Eonjunction with p 140 of Chap 12). These conclu~
sions imply that reasonable efforts were made at developing the
agriculture within the settlements in the GOV. There has been
1ittle awareness, however, of the fact that if these projects were
to have yielded a return greater than the costs incurred, the lanrd
development and settlement prograums should have gone hand in hand
 with a program for "modernizing’ = -the 'traditional' agriculture
to which the settlers had been used to and which currently prevails
in these colonisation schemes.

Attempts to raise output to the optimum loevel within

a framework of traditional agriculture cannot lead 1o a continuing

(1) The term 'modernization! is used in the context that inputs used
in agricultural production in the settlements are based on the
findings of modern science and contimuing technological develop-
ment, It rofers to a situation wherse soed varieties used have
been scientifically tested for their superior biological fea-
tures, where water supplies are finely controlled and co-ordinated
with culiivation; where crop rotation, s0il fertility and conser-
vation practices are extensively practised; whers imstitutional
arrancemsnts are created for the efficient channelling of inputs
and where the production systen is supported by & good marketing,
processing and distribution system, Tt doss NOT inply here what
rarsden refers to as a 'Crash rodernization? strategy (17)s viz.,
the mechanization of operations or the direct borrowing of tech-
niquas and institutions of eountries with a highly developed
agriculture; on ths contrary, it spseifically excludes such ten=
dencies in the definition of the concept for a l=ss developed,
capital poor country such as Ceylon,

_M-
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process of growth and cevelopment (18); nor can it be evar expscted
to covar the heavy capital costs inevrred., If the condifions nece-
ssar;y for moarnizing peasant agriculture hzé not been established
‘ono could havs stated at the very outset that the social benslit-
cost ratio for a capital intensive river dam project and a traditional
azriculture would most certainly be less  than unity without an
elaborate computation that the GCPIC took iwo yoars to caleculate.

An organized effort at planned agricultural moderni-
zation and azricualtural developnent wWwas, jrdead, nacessary within g
the COV colonisation settlements if the investments on tns projsets
wares to Oscom® prafiﬁablb. rowever, such an effort was not made by
tue joard authority {5 4 Chaps. IIT to TV) cespite the awareness
that those ra=-settled within thess settlements were basiecally
tpacitioral (padéy) cultivators. 17 so..the poor performance of

the settloment projects lie not jn the choics of the invesiment,

put in the way that thess projects were exscuted, manaced anc
administeres, This leads to the conclusion that even 1f resourcss
already cevoted to peasant ssttlemsnt wars channelled in any other
dirsction, they would not have yielded any better results since
the bottleneck of the lack of qualified and able personnel with
organizational anc managsriai abilities continucs to prevail,

The GOPIC have failed to jdentify the appropriate
social costs and berefits relevant to the colonisation and
settlement projects; a variety of costs not aséribable to coloni-
sation and settlement have bsen included; broad aggregates of
expenditures have boen apportioned to this segmant without ascer-

taining whether such costs reslly belohged to the category uncer
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investication; the benefits from eolonisation have been under-
estimated; a limit of fifty years has been-capriciously placed on
the period of avalu#tion and the rate of discount has not been
adequately justified, Sines the bensfit-cost assessment of
colonisation and settlement has been incorrectly handled, the
Seas{it-cost ratio identified for this secment of the program is
wireesptable, Turthermore, a single henelit=cost ratio for a
variety of sub-projects, with different indivicdual characteristics
and at different stages of development, have little meaning even
if the accurate identification of costs and benefits were
possible, These limitations in the cOPic's benefit-cost analysis
would seem to invalidate the conclusiéns arrived at by the GCPLC,
Iven if the bensfit-cost assessment can be assumed
to have besn accurately performed, a benefit=cost ratio of less
than unity does not necessarily lead to the conclugion that the
jnvestment of these funds on any other projects would have
yielded a higher net returnj it may be that these projects were
unsconomic purely because no atiempts were made by the Project

Authority at modernizing the apriculture within the settlements,
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ITI - IN SEARCH OF A CONCEPTUAL FRAMZWORK FOR THE
EVALUATION OF ON-GOING PEASANT SETTLEMENT
PROJECTS IN CEYLON

The traditional approzch of economists to the evalu-
ation of economic projects has boen in terms of the concept of
sconomic growth; viz., the extent to which a given Froject has
rosulted, or is likely to result, in increasiag the GUP of the
country. And, the bensfit-cost technique has provided & handy
measure for asssssing the potential of a given project to add to
GiP.

A benefit-cost analysis, however, has limited
significance: Tt is valid only for a small segment of total econormic
activity and for the assessment of the economic profitability of a
project at a giten point in time. It pre=-supposes that relevant
data, especially of potential benefits that may accrue over time,
are ascertainable with 2 fair degree of accuracy, 3Benefit-cost
analysis is condﬁcted under the restrietive assumptions of the
perfect competition model, viz., a given technology, & fixed and
invariable institutional framework, perfect knowledge, etc., and
would, therefore, be inappropriate where structural changes are
envisioned and technological developments are likely to revolutio-
nize production conditions. 1In any event, a benefit-cost ratio is
insufficient basis for national policy formulationj it tends to
obscura the important issues which lie behind the ratio, and there
is ths danger that "once an elaborate ard somewhat arbitrary
measuremsnt emerges, as from benefit-cost analysis, a strong faith
is placed in it., The unstated assumptions remain unstated and are

frequently ignored® (19},
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confining the svaluation ol on=-going peasant
settlement projects to this sinzle appro;ch of sconomic effiqiency
aloas is, thorsfore, undesiranle in a less cevelopsd, cual economy,
such as Ceylon where structural chanzes are necsssary for growth
and development., It is proposec in this papsr that an evaluation
should cover at lsast the following brozc dimensions if it is to
serva useful for national poliecy formailation =:
(1) The assessment of a given peasant sstilement
projeset in terms of its relevance in the overall

stratezy of planaing for sconomic development.

(2) the potential of the project'in furthering the
objective of oconomle growth,

(3) The extent to which the broad developmental goals
of alleviatinz poverty, recucing unemployment and
the reduction of inequality have bean, oOr are
liksly to be achievec as a conSsquence of the
project.

(1) Peasant Settlement In The Overall Strategy 0f Planning For
Economic Development

Since the fortiss the government of Ceylon has been
followinz a stratezy of pesasant colonisation settlements as a basis
for the utilization of the dry zoae for agriculture. 3¥ 1966,
approximately 287,000 acres in the dry zone had already been brought
ander irrigation-colonisation schemes (20), and a further extent
is to be settled with peasant farmer families urder the Mahaveli
iver 2asin Czvelopment prezram presently under way, In terms of

the Land Development Ordinance of 1935, éach settler family is
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provided thres to five acres of irrigeble larc and one to four acros
of high lard for cultivation purposes, within the framework of orga-
nigsd settlements, Thus, the strategy of cry zone land settlement
and domestic {as opposed to plantation) agricultural cdevelopment has
largely beon throuzh the systen of small family farms,

That small sized farm units have the potential for
reaching 2 high level of agricultural productivity and become
capadle of meeting the growing demands for food, as irdustrialization
and urbanization zets under way, has alresady been demonstrated.(l)
The abusdance of labour in Ceylon, relative to capital, further
encouragss the view that this is, in fact, an appropriate stratecy
for the sxploitation of the availabls éry zone land resources.

iowever, peasant colanisation settlemants were mainly
predicated by considerations of political stability. With the
conversion of jungls land into tea and rubber plantations since the
13504 the peasantry were gradually deprived of their traditional
sources of dry land cultivation, firewood.and pastures, and
conpaslled to subsist pursly on their meagre paddy fields,

nThe grafting of plantation agriculture on the older
peasant system inflicted concomitant hardships on
the uss of lard by the peasantry, Land set apart for
grazing cattle and for use as chenas in the comminal
villaze reserves was lost under the 'jaste Lands
Ordirance of 1840, Thenceforward theres was no provi-

sion for normal expansion of village cultivation',

tha
With popalation growth and/rcSultant fragmentation of these paddy

fislds a severe land hunger had developsd among the peasantry. The

(1) The Japaness (21) and Talwanese experienmces for example,




sstablishment of peasant colonisation schenms served to satisfy
this urgent nsed; they wicdened the bage for 'farm financcé?%%ﬁ%are'
(23), and have enabled ths econtainmant of tho p2asantry in the face
of rapid population zrowth,

Tn addition to expanding employment opportunities
avi the tenmporary alleviation of the problems arising out of rapid

)

poepulation growth, new land colonisation projects widensed ihe

resource bise for domsstic agriculture, increased the territorial E
influence of government and circumvonted‘tha problens of restrictive :
tesurial arraaszensnts and abseates larndlordism that obtain im the E
traditional villares, "The highly favourable characteristices of
thase schemes are that.practically 2ll the farms are of a viable - %

size, and that the tenure concitions are rearly ideal, The ssttlers

are in effect owaar cultivators roestricted only in selling, mort-
> |

azing arnd leasiag of their land." (20 5 p ). Such settlement

M

schemes have also beon more emsnable to planned agrieultural
modernization; as peasant farm families were brought within these
structured colonisation settlemsnts, the environment conducive to
such modernization has besen croated due to the possibility of
better control and organization of cultivation programs &s well as
the increased incentive of individual ownership, Colenisation
settlements have alrsady lent themselves to the intensification
of campaigns for the extended use of chemical fertilizers and new
sesds (24) as well as for the establishment of cevelopment banks
(2 3 p 18) based on the Raifessan pattern, much more easily than

the traditional villazes,
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Accordingly, colonisation agricultﬁre appsars to bs
the kay source of improved agriculturallproductivity in the domestic
sector, Jozaratnam and Schicksle hold that Y,,,.farmers in the
ecolonisation schemss have a naztural advantage in modernizing their
production processes and leading the way to hisher productivity
and levels of living in the rural sector" (25 ; p 53).

That the development of domsstic agriculture is a
*sina Qua non' for the industrialization of a basically agrarian
econony may be accapted as a pbint well astablished (26 ; Pt I ard
27 ; Pt. VII). The colonisation schemes are likely to be the
gquickest soures of inereasing the food supply and the consequent
reduction of the import content of food nseds in Ceylon, 46% during
1968 (2 ; p 267). They provide opportunity for agricultural diver-
sification in terms of poultry and livestock production, vegetable
ard subsidiary crop cultivation etc,, and, therefores, the possibility
of insulatine the economy from the instability created by a high
dependence on tea exports for the purchase of comestic food nneds.(l)
One might even argue that psasant colonisation projects have served
as a basis for evening out the dualistic naturs of the Ceylon
economy Decauss the crsation of such settlements have facilitated
agro~pased industrialization and the growth of inter-connections
batwoen the modern and traditional sectors. If the productivity
of settlement agriculture is raised to a high level, it is possible

that the savings required for investment in irdustry would originate

(1) Tea exports during 1967 constituted 637 of total foreign
exchangs earnin~zs while 497 of total food requirements wers
jmported for comestic consumption (2;pp 251 and 267),

i
i
i
i
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from this source., In any cass, the successml import substitution
of consumers' goods industries will depenc largely on the improve-
ment of colonisation agriculture.

The structural chanves that have been set in motlon
by these projects are &S important in a less developqd, dual
econorny whicre over 50% of wis labour fores is dependent on domestic
azriculture, as are consicderations of short-run sconocmic sfficiency.
1t would, therefore, seem incorrect to write~of{ poasant colonisa-
tion as suggested by the Qofgé morely on the basis of an adverse
besefit-cost ratio in respect of the GOV peasant colenisation
settlements., It is impsrative that svaluators should identify the
role of & given colonisation project in ths overall stratezy of
planning for economic developmert before delfinitive conclusions

are placed before policy makers.

(2) Potential For Economic Growth

Growth in domastic agriculture is likely to result
nainly from consciously planned agricultural modernization of the
colonisgtion settlements (23 ; p 53), @ function which essontially
rests with the Project Authority, usually an arm of the governmant(l)

Rocent tachnological developments relating to chemical fertilizers

ard new sced materials achieved outside Coylon, have paved the way

(1) yrdal argues that mocernization, growth and development of the
less developed economies will not come about by natural evolu-
tion, but by direct participation and intervention by the State,
(28 3 Chap 14).
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for a rapid rise in atricultural productivity, It has to be
romnensared, however, that economic srowth is primarily a funetion

of tocnnolorical development oa ths domestic front, too, and that

iithont contisuous local experimentation ar? irprovement of agri-

cultural techinolozy, sustaiazd growth eannot be maintained,
Jecause new techroleozy for acriculture is bzing developsd outside,

et

it coes nol mean that domsstic researeh and development coulsd be

3

'
¥

narsin

cinal, On the'contrary, poth (1) basie research directed towarcs
improvinz local wvarieties of seed and thé utilization of domestice
raw materials for fertilizer procuction, ate., and (2) adaptive
rescarch which attempis to test and adapt new knowled z= from
outside and from internal ressarch effort to local conditions
should Do primary considerations in fostering the growth process.
Thera is a lesson to be learned from the results of the field
fertilizer itrials of the FAO progran corductad by Constable and
Wi jowickreka ~ that the indigeaous varieties of [}, end Hg seed
paddy are mich more suitable for exteasive local use than are the
new TaRI varieties until substantial experimentation and adaptation
of ths latter have been completed, If the import ccntent of
chemical fertilizer production is to be minimized, mech effort
has to go in to the icentification and exploitation of indigenous
rzw materials,

Adaptive research in new technology is also funda-
mantal if traditional farmers are to be won over towards making
the transition to a modernized agriculture; Deesp-seated fe;rs and
uncertainties have to be ovarcons, andrthis is possible only if

become
change agencles themselves/compstent in gearing new technology to

?
%
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spreific local nseds ancd conditions,

The succsss of a modernization program deéonds rot
only oa approrriate basic and adaptive research in the develpment
and éiffusioﬁ of now tecnrolory, but also on the effieiency of the
a;ricaltural swtonsion service and the effectiveness of the link
betuesn rescarcn, extension ard diffusion programs, AS far as
asricultural exteasion is concerred, Professor Schickele has drawn
attoitior to thas nsed for demonstration plots on farmers'! fielcs
i1 Caylon (29) rather than the aesthetically elzcant mocel farms
whers littls consiceration is given to the notion of maximizinz
returns ovsr costS. -And; Rogers (3C) emphasizes the capacity of
changs agents to recoznizs the gap heiween sourcs anc receivar
and tine need for greater empathy and unﬁer;tanding of a receiving
social system if innovation diffusion is to be successful., Jhat
thess viewpoiats suzzest to the evaluator is that the mere exig~
terce of ressarch facilities anad extension services is insufiicient
to indicate the conditions for growth in agricultural procuctivity

o4 that it is necassary to delve deeper and ascertalin how
relevant such institutions are to the particular context, and the
efficiency witn which they are beinz opsrated.

4n important aspect in the evaluation of a poasant
settlement project would thus be the ascertainment of the extent
to whieh azrieultural modernization has been attempted by the
Projsct Authority and the bottlenecks that hinésr prozress, Only

then can ons be in a position to identify the future potential for

growth within a givena schenms,

E
¥
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gecordly, waile one side of the growth colin is
apricultural modernization whieh tends to raise productivity, the

other sifs is that of populatiom growth whieh tends to reduee

~outpat per eapita, TUnless evalnators icentify the rols of popula=~
tion zrowth in Cepressing per capita output anc the stardard of
living, policy maxars cannot be sufficiently forewarned of the
acec to formulate policies for population control., As mach as
colonisation settlomsats lenc themselves to the easisr iatroduction
of new technolopy ard to the creation of.new attituces and values,
tipso facto! trey provice a situation for the effective diffusion
of family plaaning measures, One aspect of an evaluatioa then is
to identify the populaiion basé, its ags structurs, current and
anticipated fertility and death rates, and the preparation of popu-
lation projections so that comparison bestween population growth
trends and likely trerds in the growth of output are made possible,

3uccess in modernization is also dependent on
motivational factors (31) and the quality of the human agent (32).
The rolationship betwasa price and cost for each of the crops
grown within a project, ar? farmers' responses to subsidies and
guaranteed prices (33), need to Ds clearly uncerstood., Also, the
existing structurs of formal education and programs for imparting
technical and specialized skills related to improving the quali£y
of ths agricultural labour foree must be asssssed for growth in
agriecultural procuctivity to be evaluated,

Thirdly, overall economic growth and development

is highly depenceat oa the capacity to increase foreign exchange

earnings (34) (or savings). Foreign exchange is of fundamental

ﬂ#‘
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importance to an import-sxport orientzd economy such as Ceylon,
especially on account of the prsssat balaneo of payments crisis.
- A careful assessment of the capacity of a projeect for import substi-
tutior and the potontial for earains (or saving) foreign exchange
should form an intezral part of aay evaluation., The concept of
ret foreizn excnanja carnings {or savings) needs to be erphasized
herein., A reduction of food imports due to an inerease in the
marketed surplus arising out of the ereation of the project may
cause savings in foreisn exehanrs, lowever, if the import compozent
of capital and tssociated‘COStS {tractors, hullers, vehicles, imple-
ments, chemicals, ste.) rise as a consaguence, the netrcontribution
to foreign exchange may be adverse,

rFourthly, the absencs of an effective marketing
system for a given project, ineluding the system of purchases under
the guaranteed price schemes and the subsidized sale of key inputs
ineluding production costs, can be a major constraint anc needs to
be evaluated from the standpoint of its capacity to foster economic
growth, The marketins system may even perform the function of a
leading sector (35) for a projoct ard lead to the growth of linkages
batween the modern ard domestic sectors, facilitating thereby an
svening out of the oxtreme duslism of the economy, An evaluation
of the performancs of the marksting system for a given project and
the identification of bottlenecks to further improvemsnt is a

necessary condition for the formilation of appropriats policies,

rinally, the calenlation of a benefit-cost ratio

would fit in within this segment of the evaluation, The problems

that should bs avoided in a penefit-cost analysis of a peasant
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settlement projoet ars implieit in the discussions.in Section IT,
1t =2y Le suphasizzt, howsver, inat whers such an analysis is
sgorted to thers is the nesd to (1) disa:gregnte the variety of
projects, to deiine each sube-project carsfully and to caleulats
goparato doieslilt=cost ratios for each sub~part of a program, and
(2) to carry out seasitivitiy analysis rather than account for
uncertainty through rizid and restrictiva aésumptions of a once
for all rature,
shile benefit-cost eralysis is a useful tool for

asssssing the growth potential of a given project, 1ts relsvance
cdapends on the circumstance of each cass: Jhether a benefit-cost
ratio should be computed is a matter of judgemsnt, TFor exampls,
where the capital cost of a project is extremsly high, relative

to operating and mainterance costs, but the bensefits reaped

Ceposd upon a priritive asriculturs, a bensfit-cost analysis is
but an expeasive thesoretical exerciss, =ven if agricultural
nodernization woere under way, assumptions regarding fhe likely
streans of benefits ard costs ars not liksly to bs possible with
any dezree of csrtainty since the suceess of modernization programs
within tricitional peasant socisties would not only be a matter of
deveoloping rew rural imstitutions, new attitudes and new forms of
bshaviour, but also on the prosress achiseved in the manufac-turing
and distributive sectors. Knowledge about likely cdevelopments on
these fronts is nighly limited and may be of a complex nature, That
the validity of benefit-cost analysis is circumscribed by these

factors reeds to be borne in mind,
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(L)
(3) The Yardstick of Nevelopment '

Ceylonese social policy since.the late fifties has
beon diroectes towards the mininmization of the rigours of poverty and
tha elimination of ineguality, The goal of reducing unemployment
was also been an oft repeated one, but economists have not been
able o assist tha policy maker with practical solutions to the
problem, This shortcoming has partly besn the result of the strong
fzith hitherto placed on 'iadustrialization' as the panacea for all
economic ills ard the concomitant neglect of the agricultural
sector as a potential souree of growth and development,

11 increasing awarcnsss of social sclentists of the
jmportance of ssparating the concept of 'deveiopmcnt‘ from the
aotion of. economic 'growth! (36) has characterized the present era
largoly as a conseguence of the growing interest in the problems
of the less ceveloped countries, The argument has bsen as followss
The purpose of ;chieving cconomic growth is ultimately the maximi-
zation of overall numan welfarse rather than the maximization of
cnp per se, 3ut, attempts at eliminating inequality of opportunity

ard inequities in the distribution of incoms s0 as to enable the

(1) The term 'development' is referred to herein "in the broad sense
of expanding opportunities and the human capacities needed to
exploit them along with a general reduction of poverty, umemploy-
ment and inequality” (19 ; p 8), in contradistinction to the
'erowth! coneept which is restricted to that of inereases in
real por capita incoms, whichever way it was achieved and irres-
pective of whether a highly skewed distribution of income resulted
in the procesz,
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nrealizatioa of the potential for human psrsonality™ (35} have
selcom gone hand in hand with seonomie growth; in seme instances
economie srowts has actually 1ed to a worsening of the situation,
Trerciore, greater smphasis skould be directed towards viewing
ths zrowih proe2ss in the ldevelopmant! context,

rollowing the sams vein of thought, tais sub~-
soction of the paper attempts to show that +the evaluztion of on-
goiny peasant settlenment projects should not only be confined to
ths notion of economic growth alons, but should be broacened to
covar the irdiecators of developmsnt, i.e., 2n evaluation of a
psasant settlemsnt project should focus attention on the extent
to which the developmsntal goals of a mirimum lavel of pesr capita
incoms, productive employment for ths labour force ard the equality
of opportunity have Deen achieved in respect of thosgﬁgkasgéfl&;7 urban sector
dus to ths implementation of the project.

This is essentially a bottom-up spproachj an evalu~-
ation arisinz from a clear urderstanding of the peasant settler
system in its physical, economic and social dimensions, while the
teprowin! approach is viewed as a top-down process of assessing a
projsct from the viewpoint of its potential contribution to the
GuP.

One measure on the development side (37 ; Chap Ly
is the sxtent to whieh the social system within a séttlemsnt project
has been raissd near or above a 'poverty line' which needs to be

(1)
nationally defined., On the supply side, poverty reduces the

(1) The 'Commiitee on the Unit of Land Alienation' in Ceylon, 1968,
defined the minimum desirable incoms for a settler family as Rs 4,500
Pe2,, and ths sizs of land allotment was based on this eriterion of
potential incoms earninz capacity as well,
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capacity of p2asant settlers to use rocdern inputs in th» productioa
process, to bargain for favourable conditimns in the exchange process
0 Foy the acceptance of inncvative ideas on account of their lack of
apacity to tice over erep failures that may result from imnovation.
1t lesds to hunzer and malnourishnent and reduces mental and physical
(1)
capacity to increase work sffort. On the demand side, slow growth
in effective cemand thwarts the national efiort at industrialization
ard successiful import substitution of marufactured consumers' goods,
the assessment of a peasant colonisation project in
_torns of tha 'poverty rate! and the 'poverty income gap’ would
provide useful guidelines to the policy maker, Zor example, a wide
discrepancy betwesn accepted minirmm levels of per capita income and
the actual levels obtaining may encourage concarted efforts at agri-
cultural rmodeprnization prograns. Evaiuators need to provide positive
guidelines about what seems to be called for under the circumstances,
whether it be the establishment of regional traininz programs for
the provision of special skills and knowledge relevant to agricul~
ture!s dovelopment, the provision of elactrical energy for local
irdustrial activity, etec. Attendant upeon 211 this intersst is also
the irducemant of empirical research and study into questions related

to poverty and its debilitating effects on productivity growth,

The extent of rural ua and under-—employment 1is not

ascertained by the Department of Census and Statisties thouzh detailed

figures of open urban unemployment ares, This is largely becauss of

(1) "The soriousness and magnitude of the problems of under-nutrition
and malnutrition in the less developed countries demand imnediate
long term planning at national and international levels" (38 ; p
lO)'
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of tha difficuliy of measuremsnt. Lowsver, without a clesar under=-
standing of the patterns of rural un acd under-enploymest, macro
plaaning for the azriciltural ssclor can s2rve very little parpossi
the iritiation of rural prqcessiﬁq and otker infustries and rural
cdevelogma t projects, or evsn cotlace ircustries, so as to provice
off-farm employma-nt opportunitiss for rural people, cannot be
sncesssful unless the cyclical patieras of agricnltural employme:t
ars corr=mctly icdeutifiec,

~he slow rats of industrialization of the Ceylon
sconomy makes it all ths more important that employment opporturities
should be found within the agricaltural sector for the rapicly
growing population (39). As per capita real income witwin the
agricultural sector terds to decline with the pressure of population
growth, given slow growth ia agricultural procductivity, the
propaasity to migrate iato the urban sector is increased. Such
migration from the rural to the urban sector can create unprecedsn—
ted pressures on increasing social welfars facilities and employment
opportunities in the latter leacding theredy to a vicious eircls
where migratioa is iscduced with sach attempt 2t euring the problems
of urban unemploymsat (407,

Unsmployneat not orly reduces human dizaity (36),
but also ereates pressurss on governments to take 'ad hoe' msasurss
on relieviag misery, all of which further reduces the capacity to
exscute well conceived overall plass for economic growth, If poliey
makors are to be provided with'insights into the ramifications of
raral un and under-smployment, evaluators have the responsibility

of measuring their extent, of indicating their implications, ard
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the surcestion of appropriate miiceliaes for action,
B i3 =

Trnequality of opportumity is larcsely a matter of

jcoms cistribution. A hirhly skeswed distribution of income

ratards sgonomis zrowtl ard prosress by keepinz the level of
aiTagtive Caoma.s aschorzd to a lew level. But, ingome recdistribu-

tio~ nasd =o% ba dirsct; 1t caa be achisved in such a way that

labour productivity can De substaatially raised for the benefit
of socizty 285 2 whols, Withis the framswork of a cry zone coloni-
zation project, much can be done in the way of sducation and

training to recuce the insquality that settlers have relative to

thsir urcan and isdustrial sector counterpartis. Tnough education
is free in Ceyloa, inequality betweea sectors exists in the way
facilities by way of qualified teachers, buildings, laboratories,
etc., ars chanselled, Access Lo skills outside the formal ecuca-
tios system is uravailable in those regions, TInsquality exists in
the way crecit aad guaranteed price schemes are operated and the
availability of all weather roads, water supply schemes and medieal
facilitios, cte., 3ut, the most retarding insquality existent within
psasant settlemont projects is tho general absence of rasponsibility
-of project suthorities to their clientele, and the low degree of
participaticn of ssttlor farmers in the decision making processes,
1st it be in rezard to water issues, the planning of the cultivation
se¢as0a, or evea the supply of inputs or thse disposal of their
outputs, 7In the GOV project, for example, tho settlsr plays a
hirhly subservient role 'vis a vis! project officials, The function
of an evaluation is to point out the extent to whieh they inhibit

growth in productivity, and to recommend remedial measures,
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Finally, a proper evaluation of tdeveloprant! requires
a careful sssassaent of (1) the Ign facto' beaeficiarigs'of a given
oroject as at the time of svaluation and (2) tne potential future
bessfisiaries as the projsch zathors momentun, The former would
irdieats wheiler the anticipated seaalits really accrued to the
iat=~ded Deneliciariss, or not, and the latter would erable a Iore-
cast of the likely distribution.of benefits.bctween farm groups, a8
for example briwaen landowners under the settlement schems and
lardless labourefs, arnd ths politiecal and soeial consequences that
may follow as modernization and growth ocears, The distributional
consequencss arisiaz from the implementation of a settlement project

is an important component of an evaluation if it is to prove useful

in aiding aational policy formilation.

!
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ITI ~ SUMSARY AND CONCIUSIONS

The beasfit-cost technique is a yardstick which
freilitates +he cdocision making process related to the selection
0i eeoscmie projacts for implemeatation, espscially insofar as
selsction among projects is concernsd: It anables the identifica~-
tion of those projeects which would best serve the achievement of
short=run economic efficiency; economic efficiency being defined
as the maximization of output for a givén budget, Tt enables
the sconomist to offer fhe decision maker a variety of alternatives
to choose from in keeping with the broader goals and objesctives
of society.

Alsoc, since there is no automatic mechanism that
would signal when, or how, a given publie project has become
unproductive, or otherwise, benefit-cost analysis may be
considersd an appropriate technique for evaluating whether or
not it is yielding a socizl bcnefit in excess of social costs,
3uch evaluation enables the examination of the implications of
diverting furthsr public resources on the project.

Densfit=cost analysis ag it has traditionally
developed, howsver, has besen a technigue for looking ahead
before the inesption of a project: It attempts to forecast the
course of future events of a given project, and quantify the
potential benefits and costs that are likely to accrue over the
postulated life of the project, if it were implemented, given

the resourco and other constraints surrounding its establishment.
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In this senses, the approach of the GOPIC has been
uniquej they adopted tnis technigue to evaluate the performance
of ths 50V cevelopment prosram during a past poriod of sixteen
years and prodict what is 1n store for the future in terms of the
various components of the program., In the usual case where the
hane fit=cost tachnigus is applied, the forecasts of future benslits
as wsll as costs are made with less information and precision,
hased on 2 wiéer_range of assumptions of how the future will
unfold. In the present cass, however, cdata on the actual courss
of events were available to the analysis in réspect of a econsider—
able pericd in the past, It may, thersfore, be contenced that the
GUPSC ware in a better position at identifying future trends,
both in the economy as well as within the schems, more accurately
unlike in the usual cass relerred to,

Yet, this benefit-cost assessment of the GOV
development program has been dsficient in a number of ways.
Assumptions regarding the rate of ¢iscount, the time horizon for
the analysis, and the cost cormponents included within it, have
been stated wiih a sense of finality, but on closer examination
appear to be hardly justified., vor example, the rate of discount
has besn Tixed at 107 on the basis that this is the rate at
which funds are available to the manorganized sector of the
capital market® (& 3 p 19;, and it has been implicitly assumed
trat this is the rate which reflects the social opportunity cost
of capital in Ceylon, lic consideration has besn given to the
fact that the major capital expenditures had alrsady been inuurred

when the opportﬁnity cost of capital for government program wWas
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not nearly as high as it existed at the time of the evaluation;
imvestment fuis were not scarce to the Governmant of Ceylon at
tha early stases of the scheme as this paper has atiempted to show,
2elatively short time horizons, higher discount
rates asd safoty margins in the estimation of benefits and costs
src all defenses in the benefit~cost tecanique to guard against
risk and uncertainty about projections into the future, And, even
if a1l thesc‘dofensive strategies were adopted in the evaluation,
such assumptions should not be treated as fixed and invariable
as the COPIC have done, Semsitivity analysis is an important
component of bonofit-cost analysis, and a betier method for
handling uncertaint& than the-adcption of restrictive assumptions
of a once for all nature. It is re-emphasized that the GCPEC had
the advantace of approximately sixteen years (nineteen, if we
reckon the time when the report was finalized) of hindsizht and
had actually to project into a relatively shorter future, There
was lsss reascn, therefors, to limit the period of analysis to
fifty years, despite the fact that the GOF:iC anticipated the
jrrication scheme to last lopg beyord 1998 (& 3 p 18).

Tn addition, the costs appurtenant to colonisation
and settlsment have been ovsrstated, and the benefits under-
estimated., Also, the hrith-without! principle has been flouted
in an attempt to dramatize the difference in results hetweoen the
3oard sponsored and controlled colonisation settlemsnts and the
prrivately ownsd Purana lands,

The GOV devolopment program was basically an

agricultural development schems., Therefore, the beginning point
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of the GOPaC's bena{itecost analysis of the colonisation projects
shoulsd have beon the farm budzets and the net incomes of farm
feriliss within ths various colonisation settlemants in the
valley, ~Chanzes in tho net incomss of each of these groups of
farmers would nave bess the most appropriate indication of par-
formance and the key to icdentifying the shortcomings, The best
sinzle measure of the =ffectivensss of an agricultural project
is Pthe inersass in noeit incomes of larmers brouzht about by
enhanesd productivity" (41;p 1). But, the GCPECts efforts at
identifying the net returns per farm have baen very limited and
unscientifiec.

Poasant colonisation projscts in Ceylon havs, in
faet, enabled the utilization of unemployed land and labour
resources, anc have affordad the oprortunity to overcoms many
of the obstacles that exist in raising azricultural procductivity
in the traditiomal villages, In view of the dim future prospesects
for the major azricultural sxports of tea, rubber and coconut,
the domestic sactor is likely to be the Diggest econtributor to
economic growth and dsvelopment in the early years ahead (29 ;

\p X)e And, within the Jomestic sechtor, the psasant colonisation
schemes nave been shown to provide the greatestpmtential for
agricultural modernization and expansion (23 ; p 53}, 3ut, the
GOPzo have ignored the positive side of peasant colonisation,

These shortecomings seem to indicate that benesfit~-
cost analysis has been used more as a tool for substantiating a2
pre-conceived notion t{hat the colonisation projects ars intrin-

sieally uneconomic and that governments should be dissuaded fronm
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investing on such projecis, 7o inflexibility with which the
assamntions have Desn stated and improper comparison of the
eolonisaticn projects with the purana lands projact (& 3 Chap £)y

N

provics svicencoa of such a . bias, Ard, baszd on the results of
taa poaciit-cost analycis alons, the SCPIT haveo arrived at the
connlusion that rpeasant colonisation 1as bzea, and 1s likely to

1,

continuz to be, 2 cdrain on t;e_national-economy and rust e
rejzeted as & pategciil source of sconomic growth, Tals papser
und that such a coneclusicn does not nacessariiy follow
evea if the bensfit-cost analysis was correctly exseuted, and
that ths evaluative framework should be widened osfore justifiaole
corclusiens can s arrived at,

It rust be pointec out that_criticism of the
activities of i-s 2oard has been mounting steadily during the
last decade., This ministerial Comnittes (the 5GCPiC) was, ia
fact, establishsd in response to the severe criticisms of the
soard both within Parliament and otnhsr circles. Perhaps, the
GoPac's cetermination was to lay the final nail in the Gal Oya
Developrent Zoard's coffin, iinhatever the circumstances may be,
stron: objsction should be raised about the GOFiC's misuse of
pemefit=cost analysis for this purpose, as would seenm to
appsar from the above discussion, mainly because in directing
its attack agaiast the extravagance of the Zoard, the GOFiC
have incorrectly diseredited the national policy of peasant
colonisation and settlement, iznored its potential for the

erowth and development of domestic agriculiure and have mis-

ruided policy makers thersby,




€3

Jenafit-cost analysis by itself is insufficient for
trne evaluation ef on=roing peasant colonisation projects in Ceylon,
an evaluation which weuld provide useful suidelines for national
“peliey forrmlaticn ir 2 less davelopsd, dual economy, such as

ceylon should coveor at least three broac aspects. rirstly, it is

ascessary to identify the relevance of a given colonisation project

in the overall strategy of planning for econormic growth and cevelop-
mart, Peasant eolonisation in Ceylon is one aspect of the progran
of azricultural diversification away from tea and rubber, Sone
projects may De best suited for increasing the supply of rice
produced while other may be suited for subsidiary or fruit crop
cultivaﬁion: yet others may bs best suited for poultry and live-
stock broocding. They_ara, therefors, intimately connected with
the import substitution prozram dirocted towards saving foreign
excnarge for the purchase of more industrial and intermscdiate
goods. Agricultural civersifieation is, in turn, tied up with
ths program of industrialization, which depends very closely on
azricultural development and success in raisinz the level of per
capita incomes of the farm people.
2specially since development planning in Ceylon

has not beei based on a proper integration of agricultural deve-
lopment and indusirialization, an evaluation needs to identify
in elear torris how a given colonisation project fits into the
overall strategy of planning for economic growth and development.

Secondly, it is necessary to evaluate the potential
of a given project to contribute to economic growth in terms of

the capacity to modernize its agriculture, the potential for




iaereasing forsizn exchange earnings, the possibility of initiating
family planning prozrams and of establishing an improved marketinz
srsten, ete, Jenofit-cost analysis ray be a relevant tool within
this part of ths evaluation depording on the circumstances of the
casa, It has to be recognized that the more provision of land and .
water to traditional farmers under the new ard tryinz corditions

of the dry zona, and the availability of rasearch and extension

scrvices, is insufficient for the growth of a profitable asriculture,

-

ard that it is necessary to evaluate the many motivational, irsti-
tutional and organizational factors that retard or facilitate the
process of growth,

Finally, a project needs to be evaluated in terms
of its eontribution, current and potential, for achieving the
broad goals of development, viz., the reduction of poverty,
inereased employment opportunities and of reducing inequality
insofar as they contribute towards raising tho ovorall productive
capacity of the people within the project and of the region

within which it is situated.
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1. SET "A" -

APriNDIX 17T

Cests and Benefits cowyuled by the GUFEC at differeat rates
of interest -:

Time Herizen - 50 years

Disecaunt B/C Natie  Internal iiate Net Iresent
Hate af Return Vaiue (Hs mln,)

3% 0.89 021 - 61.4

4% 4.79 L0 -108.2

5% .70 021 -138.9

6% u.62 021 ~-158,5

% V.55 021 -170.5

8% 0.50 021 -177.3

9% 0.47 021 N

10% 0.41 021 ~181.1

2. SET "B"

: Benefits inercase @ 10% frem 29th yr. {1977/78)

Adlitienal Assumptiens : Operating Cests increase ¢ 20% ~le—

+ An additisnal capital cest of jla i0 wln, during
1975/186,

“ine Heorizen - 50 yeurs

Diseeunt

B/C Ratie Internal late Net Fresent

Rate _ of Return Value —(fs nln.)
37 0.70 - 1.0 -438.3

4% 0.68 de ~349,1

5% 0.65 de =203.5

6% 0.5 de -258.2

7% 0,57 de -235.2

8% 3,53 de ~219.4

Y% (.49 de -208.0
10% I % de -199,2

3. SET "¢©

:Benefits inerease @ 20% frem 20th year

Additional Assumptions ~:Qperating Cestis - de -

sAdditienal capital cest of Ns 10 sulp durin, &Tth yr.

Time Herizen - 57 yrs.

Disceunt Bfe Hatie Internal date Met Yresent

Hate of Return Value — (ds wln.)

1.78 L0738 1,470.4

i; 1.80 de 815.4

P S ¥ de 431.7

6 1.0 de 183.4

7 1,05 de 34.8

g 0,89 de - 61.5

o 0.76 co - 120.8

107 0.64 de ~ 156.5




4, SET "D°

A e

additienal Assumptians—:@p. Ceats - da -

Tine flerizer

»igeceunt B/C fatie Internal ttate et ¥resent value

late

iR

35
5
60
T4
8
9%

104
5. SET "EY

Additienal

niscount B/C Ratie Internal nate of Net yressnt Value

Nate

_—,__—-—"—______—w—-""_

3%
A%
6%
74
S
9%
109

6. SET "F"

e S

iﬁ”itional

Rate

e o e

igigigi% ﬁ/C'ﬂatia {nternal Rate Net Present Value

3

4%

gsumptiens ~:0p. Ceats e

:Benefits jneresse & 20% fron ogth yesr (1ﬂ77ﬂ7ﬂ}
:ldditiwnal eapital cest of 10 pln, furing “7ih ear

= 30 yerTs

o of lieturn (s wlit,
(.69 - 1.0
0 .68 de
0.67 de
0 .64 de
.61 de
n.58 de
0.8 de
0,49 de

+Time Herizen inereased i@ 160 grs.
;Benefitls continue A8 &8 5(0th year in soyEo's date

:Additienal Capital Cosis
@ lta. D0 during HUth and Hlat years
@ Le. 5 mln. during 15th and T6th years

Neturn !Ri. mln.\

__Neturdl _——

1.08 0.94
0,91

0.71

0.67

0.58

0.52

0,46

W

;Time [lerisen increased te 100 yrs.
:Benefits jperease & 10% frem 20th year

Assumptiens
.0p. Cests ¢ 307 fren ogth year and remains statie
: frem the 50th year anwWaTo8

a:llditienal Caital (lests as® 1N et "E"

__3} Heturn SR;. min.)

=

L.88 661 13,824.5
L Be 4,572,3
1.“14 1,:14.3
1.03 79.7
0,58

- —

e ———RN










