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Executive Sum
m

ary

IN
TRODUCTION

T
his report is a contribution to a broader study entitled,

"Aid, C
onflict and Peacebuilding in Sri Lanka"

(G
oodhand and K

lem
, 2005), w

hich exam
ines the peace

process in Sri Lanka w
ith a particular focus on

international engagem
ent. T

his particular background
study focuses on the relationship betw

een the econom
ic

agenda of the U
nited N

ations Front (U
N

F) governm
ent

and the peace process it initiated by signing the February
2002 C

easefire Agreem
ent (C

FA). T
he U

N
F

governm
ent tried to carry out an extensive program

m
e

of reform
s on the econom

ic front w
hile initiating a

difficult process of political negotiations w
ith the

Liberation Tigers of Tam
il Eelam

 (LT
T

E). T
he basic

conclusion of the study is that the political fallout from
the econom

ic reform
 program

 underm
ined the peace

process, signified by the defeat of the U
N

F governm
ent

in April 2004.

T
he paper argues that the politics of donor countries

and m
ultilateral organizations  contributed to this

defeat. D
uring this tim

e the principle strategy of the
U

N
F governm

ent w
as to m

obilize the support of these
actors. In this regard they w

ere largely successful as the
agenda and interests of donors coincided w

ith the
U

N
F's strategy. In this w

ay, the donor com
m

unity
supported the U

N
F strategy politically as w

ell as by
providing developm

ent assistance, w
ithout any concern

about the internal contradictions such a strategy w
ould

present or w
hat im

pact it w
ould have on the peace

process.

LIBERAL CAPITALISM
 AN

D ETHN
IC CON

FLICT

T
he study begins w

ith a brief survey of literature
analyzing the relationship betw

een the liberalized phase

of capitalism
 in Sri Lanka and the ethnic conflict.

Broadly, the studies can be divided into tw
o groups. In

the first group are studies that have been less critical of
liberal capitalism

. For them
 the w

ar w
as m

erely a barrier
for further expansion of capitalism

. H
ence it has to be

settled so that the process of capitalist developm
ent can

continue. T
his approach does not see any link betw

een
liberal capitalism

 and conflict.  T
his tradition cam

e into
prom

inence w
ith the escalation of the w

ar, especially
after 1995. T

he objective has been to point out the high
econom

ic and social cost of w
ar and provide an

argum
ent for peace. In addition to research institutions,

civil society groups cam
paigning for peace have

sponsored such studies. T
he political agenda of these

studies has been to bring about peace so that the
expansion of liberal capitalism

 can continue.       

In the second group are studies that have been critical of
liberal capitalism

. Som
e of the earliest contributions

w
ithin this tradition looked at the differential im

pact of
public policies on ethnic groups. T

he focus of attention
has been language, em

ploym
ent, education, and land

settlem
ent policies. Even before Sri Lankan Tam

ils
articulated the dem

and for a separate state,
discrim

ination in these areas of public policies has been
their m

ajor grievance. 

A few
 critical studies in this tradition have looked at the

role of donors w
ithin these policies. M

ost attention has
been paid to land settlem

ent policies-especially the
Accelerated M

ahaw
eli Program

m
e that w

as funded by
m

ost of the bilateral donors. Since these policies have
been discrim

inatory against Sri Lankan Tam
ils, donors

have been criticized for supporting such policies.

T
his study is based on a fram

ew
ork of analysis proposed

by the late N
ew

ton G
unasinghe, one of the pioneers of

M
arxist sociological studies of Sri Lanka. In one of his

5
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essays w
ritten after the July 1983 violence, G

unasinghe
saw

 the shift in the relationship betw
een the state and

various Sinhalese social groups as a result of the
inauguration of liberalized policies in 1977. H

e also
w

rote that it w
as a contributing factor to that violence.

T
he argum

ent is that econom
ic reform

 is not just a
technical issue but involves shifts in the existing
relationships betw

een the state and different social
groups. T

his generates its ow
n politics, w

hich w
ill have

an im
pact on the m

any other areas of society. T
his study

utilizes G
unasinghe's fram

ew
ork to analyze the strategy

of the U
N

F governm
ent elected in 2002. 

THE CON
TEXT OF THE UN

F ELECTORAL VICTORY

T
he first tw

o years of the new
 m

illennium
 saw

 the
com

ing together of a num
ber of factors that deepened

the crisis faced by the fragm
ented post-colonial Sri

Lankan state. T
hese factors included the status of the

w
ar, the econom

y, and stability of elected regim
es.

T
here w

as no end in sight for the tw
o-decade-old w

ar.
After the collapse of negotiations betw

een the People's
Alliance (PA) governm

ent elected in 1994 and the LT
T

E,
the w

ar w
as fought at its greatest intensity. A high point

of the governm
ent's operation w

as dislodging the LT
T

E
from

 the Jaffna peninsula. H
ow

ever, 2000 saw
 a reversal

of fortunes on the battlefront. T
he m

ost significant event
w

as the capture of Elephant Pass by the LT
T

E in April
2000. T

his w
as follow

ed by a w
ell planned attack on

K
atunayake international airport in July 2001, w

hich had
a significant im

pact on the econom
y.  

T
he years 2000 and 2001 w

ere m
arked by several factors

that underm
ined the econom

y. T
he ongoing w

ar,
escalating oil prices in 2000, a severe drought and negative
conditions in the global econom

y all had an im
pact on the

Sri Lankan econom
y. As a result, 2001 has gone dow

n in
m

odern Sri Lankan econom
ic history as the only year

w
hen the country recorded negative econom

ic grow
th. 

T
he third factor w

as the instability of coalition regim
es-

the hallm
ark of the regim

es elected under the PA system

of elections. U
nder the PA system

, governm
ents w

ith
huge m

ajorities dom
inated by one of the tw

o m
ajor

parties w
ere no longer, and coalition governm

ents
becam

e the norm
. T

he PA governm
ent elected in

O
ctober 2000 did not even last a year after the defection

to the opposition of several key m
inisters and its m

ain
coalition partner, the Sri Lanka M

uslim
 C

ongress
(SLM

C
). As a result, new

 parliam
entary elections w

ere
held in D

ecem
ber 2001.   

It w
as during this m

ultiple crisis faced by the Sri Lankan
state that the PA governm

ent invited the N
orw

egians to
facilitate negotiations betw

een the LT
T

E and the
governm

ent in February 2000. Subsequent events
show

ed that it w
as a decision taken reluctantly by the

PA. N
evertheless it w

as a significant departure from
 the

hitherto Indo-centric involvem
ent of external actors in

Sri Lanka's conflict. 

In the 2001 election cam
paign, both the w

ar and the
status of the econom

y figured prom
inently. T

he U
N

F
cam

paigned for starting direct negotiations w
ith the

LT
T

E. It argued that this w
as necessary to revive the

econom
y, w

hich had received a battering under the PA's
rule. Econom

ic factors played a significant role in the
U

N
F's victory in D

ecem
ber 2001, as polls show

ed that
the public had m

ore confidence in the U
N

F's ability to
m

anage the econom
y,

THE UN
F STRATEGY

T
he strategy of the U

N
F governm

ent to deal w
ith the

crisis consisted of three elem
ents: a ceasefire agreem

ent
and beginning negotiations w

ith the LT
T

E; an extensive
program

 of econom
ic liberalization; and the

m
obilization of international support for the peace

process as w
ell as for the econom

ic agenda. 

T
he U

N
F signed the C

FA w
ith the LT

T
E in February

2002. T
his agreem

ent accepted the presence of tw
o arm

ies
in Sri Lanka and control of territory by LT

T
E; provided

rules for freezing control of territory by the tw
o arm

ies at
the point of signing the C

FA; allow
ed unarm

ed LT
T

E



cadres to engage in political w
ork in governm

ent
controlled areas; and stipulated conditions for
w

ithdraw
ing from

 the agreem
ent. H

itherto no
governm

ent had agreed to such provisions.

Although the LT
T

E later w
ithdrew

 from
 negotiations in

April 2003 (citing their exclusion from
 a U

.S.
governm

ent-sponsored m
eeting in W

ashington), the
signing of the C

FA created an atm
osphere of stability

that allow
ed the U

N
F to proceed w

ith its econom
ic

reform
 program

 im
m

ediately.

T
he second elem

ent of the U
N

F strategy w
as an

am
bitious program

 of econom
ic liberalization. T

he
agenda included a m

ix of stabilization and structural
reform

s. Stabilization efforts w
ere aim

ed at curtailing
governm

ent expenditure. T
he goals of structural reform

s
w

ere reducing the size of public adm
inistration;

privatizing and restructuring a num
ber of state ow

ned
enterprises; reform

ing labor law
s and introducing

institutional reform
s in the area of land so that m

arket
m

echanism
s could operate.   T

his w
as attem

pted
w

ithout any significant proposals that w
ould appeal to

the m
ass of the population, w

hich w
as reeling from

 the
im

pact of an econom
ic crisis. T

his program
 of econom

ic
reform

s w
as bound to face political difficulties since it

challenged the interests of a range of social classes.
H

ow
ever, the U

N
F leadership pushed ahead w

ith these
politically difficult reform

s, w
hile also initiating the even

m
ore politically am

bitious and com
plex process of

negotiations w
ith the LT

T
E. 

T
he fundam

ental flaw
 in the U

N
F econom

ic strategy
w

as that it did not have a vision that linked it to the
peace process. It w

as an attem
pt to take econom

ic
reform

s forw
ard--as if applying a blueprint--w

ithout
taking into account the political context and the need
for a social base for the peace process. 

T
he third elem

ent of the U
N

F strategy w
as to m

obilize
international support for the econom

ic agenda as w
ell as

the peace process. W
ith the C

FA in place, the role of
N

orw
ay--a long-tim

e facilitator in negotiations betw
een

the tw
o sides--w

as to becom
e m

uch m
ore significant.

T
he U

N
F also successfully lobbied to add three new

actors, the U
nited States, Japan, and the European

U
nion (EU

), as co-chairs of the peace process. 

ROLE OF BIG BUSIN
ESS

A significant developm
ent during the period covered by

this study is the em
ergence of several organizations

representing big business that cham
pioned peace. D

espite
the length of the w

ar and its potentially negative econom
ic

im
pact, it w

as principally the econom
ic crisis of 2000-2001

that m
otivated corporations to join the peace cam

paign. 

POLITICS OF DON
OR COUN

TRIES

T
he U

N
F strategy received w

holehearted support from
m

ost m
ajor donor countries as it coincided w

ith their
ow

n political agenda and interests. T
hey believed that

the prom
otion of a liberal m

arket econom
y and

strengthening of liberal institutions and values w
as the

w
ay forw

ard for peace and prosperity in Sri Lanka.
Prom

oting a deal betw
een the LT

T
E and the

G
overnm

ent of Sri Lanka (G
oSL) w

as thus necessary to
im

plem
ent this agenda. 

N
ot every country endorsed the U

N
F strategy, how

ever.
Although India w

elcom
ed the attem

pt to find a
negotiated settlem

ent to the conflict it w
as m

uch m
ore

suspicious of the LT
T

E's intentions than W
estern

donors. T
he U

nited States w
as also skeptical about the

LT
T

E's seriousness in pursuing a negotiated settlem
ent-

an attitude influenced by the afterm
ath of 9/11. O

n
several occasions the U

.S. em
phasized that the LT

T
E

had to concretely dem
onstrate that they had given up

terrorism
 in order to gain official recognition. 

T
he increased am

ount of aid given to Sri Lanka is
perhaps the best indicator of support given to the U

N
F

strategy by donors. According to C
entral Bank data the

total am
ount of aid betw

een 2002 and 2003 increased

7
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by nearly 350 percent, from
 R

s. 17.2 m
illion to R

s. 61.2
m

illion. T
he bulk of the aid w

ent into m
anagem

ent of
the econom

y and revival of the norm
al developm

ent
process. For exam

ple, a prelim
inary analysis of the

projects for w
hich aid w

as com
m

itted in 2003 show
s

that only 15 of the 62 projects w
ere directly related to

peace or had provisions for w
ork in the N

orth-East. 1

T
he rest of the projects related to the norm

al
developm

ent process. 

T
his is not to say that there are no new

 projects aim
ed

at rehabilitation of the N
orth-East. T

he 15 projects
m

entioned above show
 that donors w

ere keen to expand
in the areas affected by w

ar. But large-scale support
(including from

 the highly publicized Tokyo donor
conference) to the N

orth-East did not m
aterialize

because of the failure of the peace process.

T
he greatest beneficiary of the aid flow

s w
as the

econom
ic reform

 agenda. T
he governm

ent also m
anaged

to secure im
portant agreem

ents like the Poverty
Reduction G

row
th Facility (PRG

F) funds from
 the

International M
onetary Fund (IM

F) and Poverty
Reduction Support C

redit (PR
SC

) funds from
 the W

orld
Bank. T

hese funds w
ere w

idely seen as an endorsem
ent

of the country's econom
ic policies and helped secure

further donor assistance and foreign investm
ent.

Strategic interests also influenced donors' support of the
U

N
F. For Japan, the beginning of Sri Lanka's peace

process coincided w
ith a new

 direction in Tokyo's
foreign policy. It aim

ed at utilizing developm
ent

assistance for political purposes, such as resolving
conflicts. T

he conflicts in Sri Lanka and Aceh, Indonesia
w

ere som
e of the first targets of this new

 experim
ent. 

As the w
orld's only superpow

er, U
.S. interests in Sri

Lanka are tied to its w
ider global strategic interests. For

U
.S. policym

akers, supporting peace and stability in Sri
Lanka fit w

ith larger efforts to foster stability in the
South Asia region in the post-9/11 era.

Strategic interests of EU
 countries in Sri Lanka's conflict

are closely related to the asylum
 issue. In m

any
European countries asylum

 has becom
e a m

ajor issue in
internal politics. M

aking use of the atm
osphere of

relative stability created by the peace process, the EU
secured an agreem

ent to send back failed asylum
 seekers. 

DEFEAT OF THE UN
F

Im
plem

enting its strategy proved politically com
plicated

for the U
nited N

ational Party (U
N

P). For the first tim
e

since the enactm
ent of the 1978 C

onstitution, the
president cam

e from
 one party, and parliam

ent from
another. W

hile President K
um

aratunge (elected to the
position by the People's Alliance in 1999) held the
presidency, the parliam

ent w
as controlled by the U

N
F.  

G
iven the long rivalry and antagonism

 betw
een the PA

and U
N

P, cohabitation betw
een the tw

o parties w
as

troubled from
 the beginning and the coalition lasted

barely tw
o years. In February 2004, just after

Independence D
ay celebrations, the president dissolved

parliam
ent and called fresh elections. T

he only w
ay the

U
N

F could counter these political difficulties w
as to

m
aintain the support of the southern electorate. If the

U
N

F had w
on the 2004 election, the peace process and

the econom
ic strategy w

ould have been strengthened.
But this w

as not to be. T
he U

N
F w

as convincingly
defeated in the 2004 elections. 

T
he U

N
F defeat and the reasons behind it provide m

any
lessons for those interested in peace.  T

here are m
any

indicators that a large section of the m
ajority Sinhala

population has m
oved aw

ay from
 its opposition to

negotiations w
ith the LT

T
E. In the early stages of the

conflict, a m
ajority of the Sinhalese w

ere supportive of
the m

ilitary effort and the m
edia w

as unanim
ous in

supporting a m
ilitary solution. T

he 1994 election w
as a

turning point in this regard, as it w
as the first tim

e the
w

inning side cam
paigned on a platform

 of negotiations-a

The Econom
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The use of N

orth-East throughout this report recognises the contested nature of the term
.  "N

ortheast" or "N
orth and East" w

ould denote different political

approaches to the aspirations of Tam
il nationalism

.



feat repeated in 2001. T
hese experiences w

ere historical
as they w

ere the first elections since voting began in 1931
that the tw

o m
ajor political parties cam

paigned for
reform

ing the centralized post-colonial state and w
on. 

Support for negotiations w
as m

aintained right
throughout the period of the U

N
F governm

ent. D
ata

generated by the social indicator project of the C
entre

for Policy Alternatives found that during the
negotiations close to 80 percent of the population
supported a negotiated settlem

ent-including a large
percentage of Sinhalese. T

his indicates a sizeable shift in
the opinion of the m

ajority com
m

unity aw
ay from

supporting a m
ilitary solution to the conflict.

T
he U

N
F defeat cannot therefore be explained purely by

the dynam
ics of the peace process. T

he political fallout
of the econom

ic reform
 program

 also played a critical
role.  Every econom

ic reform
 involves rearranging or

reconstituting the relationship betw
een the state and

social groups affected by the reform
. T

he electoral defeat
of the U

N
F show

s that it w
as not able to m

anage its
reform

s w
ithout a backlash from

 the electorate.  

T
he U

N
F's reform

 program
 alienated m

any social
classes w

ithin a short period of tim
e, w

ithout offering
any benefits in return. But the real problem

 the U
N

F
faced w

as its ow
n ideology and the vision that inform

ed
those policies. W

ith nothing to offer the population
other than an elusive peace dividend or econom

ic trickle
dow

n, the U
N

F soon faced problem
s in its relationship

w
ith the president and a large alienated section of the

Sinhala population, w
hose support w

as essential for the
peace process to succeed.  T

his w
as w

hat contributed to
the U

N
F's defeat in the 2004 elections.

CAN
 DON

OR COUN
TRIES HAVE A DIFFEREN

T
APPROACH?

T
his section focuses on som

e recom
m

endations that
donor countries should consider if they are keen to
m

ake a contribution to durable peace in Sri Lanka. 

As w
e have argued, m

ost of the donor activities around
peace are based on the notion of a "liberal peace." T

he
idea is that the establishm

ent of liberal institutions both
in the econom

y and polity w
ill ensure peace. H

ow
ever,

such a prem
ise has to be questioned, as there is enough

evidence both in Sri Lanka and other countries to show
that the thesis of "liberal peace" does not w

ork. 

In questioning the conceptual basis of liberal peace w
e

need to focus on issues of social justice and group rights,
especially in relation to the question of identity. Too
often liberalists believe that group rights can be ensured
through the protection of individual rights. T

his is not
alw

ays the case. Liberal principles that virtually ignore
the identity of individuals have very few

 answ
ers for

identity-based conflicts. R
ather, w

e need to bring social
justice and group rights as central them

es into the
current debate on security and developm

ent. 

In the case of Sri Lanka, rethinking these basic principles
w

ill m
ean the follow

ing:

A durable peace involves m
ore than a deal betw

een
the LT

T
E and the ruling classes. It involves not

only an elite pact that could lead to reform
s of the

Sri Lankan state, but also a reconstitution of the
relationship betw

een rulers and the ruled in w
hich

principles of pluralism
, dem

ocracy, hum
an rights,

and social justice are im
portant.

T
he prim

ary actors in this process of transform
ation

tow
ard durable peace are internal political forces.

T
heir task is to find the space and the actors w

ithin
Sri Lankan society to prom

ote values of dem
ocracy,

hum
an rights, and social justice. 

T
here has to be a greater degree of integration of

the econom
ic reform

 program
 and the peace

process. T
he form

er has to be driven by a broader
vision of transform

ing Sri Lankan society and
sustaining durable peace, rather than a search for
grow

th figures. T
his calls for: m

ore attention being
paid to social justice and group rights w

ithin the
reform

 program
; better understanding of the politics

of econom
ic reform

s; strategies for building political

9
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support for reform
 w

hile not underm
ining support

for the peace process; greater focus on the tim
ing

and sequence of reform
s so that the peace process is

not underm
ined.

M
aintaining pressure on the LT

T
E and the G

oSL
on issues of dem

ocracy, hum
an rights, and

pluralism
. T

hose w
ho have interpreted peace w

ithin
a narrow

er version of security and developm
ent

have been happy to appease the LT
T

E despite its
authoritarianism

 and Tam
il chauvinism

, w
hile also

supporting governm
ents if they carry out econom

ic
reform

s, regardless of their hum
an rights record.

T
hese policies should be questioned. 

Broadening the social base for peace in the South
should go beyond the private sector and
organizations identified under the term

 civil society
to include organizations that have a m

ass base (such
as trade unions, student groups, rural organizations)
but rem

ain outside the peace process. H
ow

ever,
their support cannot be m

obilized if the objective of
the econom

ic agenda is to m
erely benefit the w

ell
off.

T
he behavior of the U

nited People's Freedom
Alliance (U

PFA) governm
ent show

s that it has
understood the im

portance of how
 the U

N
F's

econom
ic policies alienated various social classes. It

quickly im
plem

ented several policy m
easures to

address this disaffection, m
ost of w

hich w
ere done

in an ad hoc and contradictory m
anner. T

his
highlights, how

ever, how
 an unw

ieldy coalition
com

bined w
ith the tendency of our political class to

spend unavailable resources has m
ade the situation

even m
ore precarious.

Added to these econom
ic com

plexities are problem
s

w
ith the peace process. Although groups closely

associated w
ith the president are keen to begin the

negotiation process, several obstacles rem
ain. T

hey
include: a lack of trust betw

een the U
PFA leadership

and the LT
T

E; internal contradictions of the ruling
regim

e; uncertainties in the East; and the LT
T

E's

ideology on state reform
s as reflected in the proposals for

the Interim
 Self-G

overning Authority (ISG
A).

T
hese factors have m

ade m
anaging the econom

y m
ore

difficult. T
he U

N
F is clearly hoping to w

restle control
of the presidency and parliam

ent so it can continue to
re-im

plem
ent the policies that it began. T

his could even
include giving the LT

T
E interim

 control of the N
orth-

East. D
onors, if they w

ork w
ithin the sam

e fram
ew

ork
as before, could be supporting these steps. 

G
iven the present balance of political forces in the

South, the result of such an effort could be large-scale
instability in the South. T

he m
ore extrem

ist sections in
the South w

ill capitalize on the contradictions of the
peace process and econom

ic reform
s. In such a context,

the U
N

F could return to its authoritarian politics of the
1977 to 1989 period. T

he w
orst scenario is that donors

w
ill support the tw

in strategy of extending the
authoritarian rule of the LT

T
E in the N

orth-East and
the econom

ic agenda in the South despite the repression
and instability of the governm

ent.
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T
his report is a contribution to a broader study entitled,

"Aid, C
onflict and Peacebuilding in Sri Lanka"

(G
oodhand and K

lem
, 2005), w

hich exam
ines the peace

process in Sri Lanka w
ith a particular focus on

international engagem
ent. T

his study focuses on the
relationship betw

een the econom
ic agenda of the U

N
F

governm
ent and the peace process it initiated by signing

the February 2002 C
FA. 

T
he first part of the study gives a brief survey of

literature that has analyzed the relationship betw
een the

liberalized phase of capitalism
 in Sri Lanka and the

ethnic conflict. It places this study w
ithin a fram

ew
ork

of analysis pioneered by the late N
ew

ton G
unasinghe in

an essay w
ritten just after the violence of July 1983.   

T
he sections that follow

 contain the bulk of the analysis.
After outlining the historical context in w

hich the U
N

F
governm

ent cam
e to pow

er, it analyzes the principal
features of the U

N
F strategy. T

he role of the donors and
the private sector is unpacked w

ithin this context. Finally,
it concentrates on the political fallout of the econom

ic
agenda and how

 it underm
ined the U

N
F electoral base. 

LIBERAL CAPITALISM
 AN

D ETHN
IC CON

FLICT

1977 w
as a turning point both in the direction of

econom
ic policies and ethnic relations in Sri Lanka. T

he
victory of the U

N
P governm

ent in the July 1977
elections m

arked the beginning of liberal capitalism
 in

econom
ic policies. In contrast to state-dom

inated,
inw

ard looking econom
ic policies that dom

inated in the
past, the new

 m
odel em

phasized the private sector,
m

arkets and opening up to the global econom
y.

At the sam
e tim

e, the Tam
il U

nited Liberation Front
(T

U
LF), representing Sri Lankan Tam

ils, contested the

election on a dem
and for a separate state. In the 1977

election, the T
U

LF asked for a m
andate from

 Tam
il

people and w
on all the seats in the N

orthern Province
and a m

ajority in the Eastern Province.

H
ow

ever, despite the participation of Tam
ils in the

electoral process, there w
ere already sporadic incidences

of violence, especially in the N
orth. In addition, a Tam

il
m

ilitancy that did not com
pletely believe in the

parliam
entary process w

as grow
ing in Tam

il dom
inated

areas. T
his deterioration of relations betw

een Sri Lankan
Tam

ils and the Sri Lankan state took a qualitatively new
turn w

hen the latter decided to adopt a harsh m
ilitary

stance tow
ard Tam

il m
ilitants.  In 1979, the arm

y w
as

sent to the N
orth to quell the Tam

il m
ilitancy. At the

sam
e tim

e the Prevention of Terrorism
 Act w

as enacted,
providing the state w

ith extensive repressive pow
ers.

W
hat follow

ed is a civil w
ar that has resulted in Sri

Lanka becom
ing a fragm

ented state.

In Sri Lankan social science literature there is a range of
studies that have attem

pted to look at the relationship
betw

een the tw
in phenom

ena of a liberalized econom
y

and deteriorating relations betw
een the state and Sri

Lankan Tam
ils. T

hese studies have focused on various
dim

ensions of this relationship, m
aking use of varied

conceptual and theoretical fram
ew

orks. As a result, the
political agendas behind them

 have been different.

Broadly this literature can be divided into tw
o groups.

In the first group are those w
ho favor the liberalized

econom
ic policies and ignore the social contradictions

generated by liberal capitalism
. T

hey do not see any link
betw

een these policies and conflicts in society either in
the N

orth-East or the South. M
ost of this type of

w
riting com

es from
 m

ainstream
 econom

ists. T
heir

political agenda is to prom
ote capitalist accum

ulation
and deepen capitalist relations in society.

11
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M
uch of the w

riting has been produced recently because
of the increasing im

pact of the w
ar on the econom

ic
grow

th process. H
ence there have been a series of studies

looking at the econom
ic cost of w

ar. T
his tradition of

w
riting has brought together proponents of liberal

capitalism
 and prom

oters of peace. T
he political agenda

of the first group w
as how

 to settle the w
ar so that the

grow
th process of liberal capitalism

 could continue.
Prom

oters of peace tried to m
ake use of econom

ic costs
as an argum

ent for peace. Both tried to prom
ote peace

w
ith a prom

ise of a peace dividend. 2O
ne of the m

ost
recent w

ritings falling w
ithin this ideological fram

ew
ork

saw
 the absence of a peace dividend as the prim

ary
reason for the failure of the 2002-2004 peace process
(K

elegam
a, 2004).

T
he distinguishing feature of the literature in the

second group is its critical outlook of the econom
ic

m
odel as a w

hole. It is also critical of specific policies.
T

hese w
ritings argue that the prom

otion of liberalized
econom

ic policies has not been a sm
ooth process.

R
ather such policies have underm

ined dem
ocratic

institutions and generated social contradictions that led
to greater violence and instability. W

ithin this, critical
tradition studies have focused on different subjects and
used different conceptual fram

ew
orks to m

ake the link
betw

een the econom
y and conflicts.     

O
ne of the earliest traditions of this scholarship w

as to
focus on different areas of Tam

il grievances. Before the
dem

and for a separate state becam
e the dom

inant
political slogan, principal Tam

il dem
ands focused on

several areas of state policy. T
hese w

ere the national
language policy, access to state em

ploym
ent, land

settlem
ent and education. As a result, several studies

have focused on exam
ining these areas of grievances.

O
ften they had the political objective of establishing the

fact that Tam
ils do have grievances in these areas and

generating a public debate on these issues w
ith the hope

of reform
ing state policies. 3

Tam
il grievances on land settlem

ent policies have also
been explored from

 several angles. T
his area received

special attention in the post 1977 period because of the
Accelerated M

ahaw
eli Settlem

ent Program
m

e. T
his w

as
the largest program

 of its kind ever undertaken by Sri
Lanka, involving the construction of five dam

s and the
settlem

ent of thousands of people. It w
as generously

supported by donor countries-especially the U
nited

K
ingdom

, Sw
eden, G

erm
any, C

anada, and the U
nited

States.

O
ther studies have attem

pted to establish the claim
 by

the Tam
il com

m
unity that these policies have led to

shifts in ethnic com
position in favor of the Sinhalese,

especially in the Eastern province, and w
ere therefore

discrim
inatory against Tam

ils. 4O
thers still, have

explored Sinhala nationalist sym
bolism

 w
ithin the

M
ahaw

eli program
 (Tennekoon, 1988). Few

 have
focused critically on donors. 5T

he land issue is a policy
area that is politically sensitive as it plays a critical role
in Tam

ils' calls for a separate state.  As a result, studies
have questioned the validity of Tam

il land grievances
and indeed the basis of their dem

ands for a separate
state. 6

Apart from
 looking at specific policies, this tradition

of critical scholarship of liberal econom
ic policies has
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focused on the overall im
pact these policies have on

dem
ocratic institutions, political violence, and the

ethnic conflict. T
hese studies see a direct link betw

een
these phenom

ena, including how
 the period of liberal

capitalism
 underm

ined dem
ocratic institutions as it

did aw
ay w

ith elem
ents of the w

elfare state that
existed before. A

s a result these social im
pacts led to

violence and political decay (D
unham

 &
 Jayasuriya,

1998; M
oore, 1990).

W
ithin this critical tradition som

e have also looked at
the extent to w

hich donors have played a role in
contributing to the conflict. Since these econom

ic
policies w

ere heavily supported by donors this is an
extrem

ely im
portant question to explore. A

s w
e have

m
entioned before, som

e of the studies have been
critical of the support donors gave to controversial
projects, like the Accelerated M

ahaw
eli Program

m
e.

O
thers see the responsibility of donors being m

uch
m

ore central in explaining Sri Lanka's conflict. 7A
recent study by R

onald H
erring on this issue argues

that the situation is m
uch m

ore com
plex. A

lthough he
agrees that external resource flow

s w
ere im

portant in
supporting the econom

ic m
odel and for m

aintaining
regim

es, he does not see either structural adjustm
ent

or foreign aid as the cause of the conflict (H
erring,

2003).

T
his paper, focusing on the U

N
F regim

e betw
een

2002 and 2004, belongs to the critical tradition of
scholarship of liberal capitalism

. It does not see the
prom

otion of capitalism
 as a conflict-free process.

R
ather the grow

th of capitalism
 involves the

establishm
ent of new

 institutions to prom
ote a m

arket
econom

y. T
his entails a reconstitution of the

relationship betw
een the state and different classes that

can lead to conflicts. T
his analysis is influenced by an

essay w
ritten by the late N

ew
ton G

unasinghe after the

July 1983 riots. 8In this essay, G
unasinghe focused on

the changing relationship betw
een the state and

different social classes am
ong the Sinhalese because of

liberal capitalist policies and the im
pact of these

policies on the ethnic conflict. H
is foci w

ere sm
all

businesses and the urban poor in C
olom

bo, w
here

m
uch of the violence w

as centered. H
e argued that the

inauguration of liberal econom
ic policies played a role

in the riots as they led to loss of state patronage by
sm

all businesses and underm
ined w

elfare benefits
received by the urban poor. 

T
his paper also focuses on the changing relationship

betw
een the state and social classes as a result of the

econom
ic reform

 program
 that the U

N
F undertook

after signing the C
FA

 w
ith the LT

T
E in February

2002 and its im
pact on the peace process.  It argues

that the econom
ic crisis of 2001 prom

pted the U
N

F
to go into the C

FA
 and begin negotiations. H

ow
ever,

along w
ith negotiations, the U

N
F undertook a series

of econom
ic reform

s that reconstituted the
relationship betw

een the state and several social
groups, including the m

iddle and w
orking classes, and

the peasantry. T
his rearrangem

ent of the relationship
betw

een the state and these classes had a negative
social im

pact. It w
as also undertaken in an

environm
ent that w

as already exhibiting social
contradictions borne from

 m
ore than 20 years of

liberal capitalism
. T

hese factors w
ere also responsible

for the defeat of the U
N

F in April 2004 elections that
term

inated the U
N

F's search for peace.

THE CON
TEXT OF THE UN

F ELECTORAL VICTORY

T
he first tw

o years of the new
 m

illennium
 w

itnessed the
com

ing together of a num
ber of factors that deepened

the crisis faced by the fragm
ented post-colonial Sri
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Lankan State. 9T
hese factors included the status of the

w
ar, the econom

y, and the stability of elected regim
es. 

T
here w

as no end in sight for the tw
o-decade-old w

ar.
In the 1994 elections the PA, led by C

handrika
Bandaranaike K

um
aratunge, cam

paigned on a platform
of direct negotiations w

ith the LT
T

E. After w
inning the

elections, the governm
ent im

m
ediately opened

negotiations but they w
ere short-lived and did not

achieve m
uch.  In April 1995, the LT

T
E broke the

ceasefire that had been established. After the collapse of
negotiations, Sinhala extrem

ist factions w
ithin the PA

w
anted an all-out w

ar w
ith the LT

T
E. T

he governm
ent

launched a m
ilitary operation code-nam

ed "O
peration

R
iviresa," w

ith the objective of w
resting control of the

Jaffna peninsula from
 the LT

T
E. T

he operation lasted
for about seven w

eeks and the arm
y m

oved about a
dozen m

iles and secured Jaffna tow
n.   

H
ow

ever, 2000 saw
 a reversal of fortunes on the

battlefront. T
he m

ost significant event w
as the capture

of Elephant Pass in April 2000 by the LT
T

E. T
his

threatened the lives of thousands of soldiers stationed in
Jaffna peninsula and led to panicked responses from

 the
governm

ent. Indeed, the governm
ent w

as rattled to such
an extent that it asked for help from

 India to evacuate
soldiers from

 the Jaffna peninsula.

D
espite conducting the w

ar at its highest intensity, the
PA governm

ent em
barked on a constitution, m

aking
process to tackle w

hat the PA leadership called the "core
issues." T

he principal aim
 of this exercise w

as to draft a
constitution that gave the N

orth-East areas a degree of
autonom

y beyond w
hat w

as stipulated in the 13th
Am

endm
ent. T

his resulted in a long, draw
n-out process

of constitutional discussions w
ithin a parliam

entary
select com

m
ittee. T

he governm
ent hoped to present

draft proposals of reform
s to the parliam

ent in August

2000. But in the absence of support from
 the m

ain
opposition party, the U

N
P, the governm

ent w
ithdrew

 its
proposals from

 parliam
entary debate. 

In O
ctober 2000, the PA governm

ent faced fresh general
elections. In an election m

arred by violence the PA w
as

returned to pow
er. 10O

ne of the m
ost violent events of

the election that received a lot of publicity w
as the

killing of a num
ber of supporters of the SLM

C
, a

coalition partner in the PA governm
ent in the K

andy
district. T

he accused perpetrators included the form
er

D
eputy M

inister of D
efense of the PA governm

ent, his
sons, and several of his supporters. T

he judicial process
around this case is still continuing, but politically it has
dem

onstrated the internal rivalries w
ithin the

governm
ent and the shaky relationship betw

een the PA
and SLM

C
. 

T
he PA w

as returned to pow
er, securing 42.7 percent of

the popular vote and electing 107 m
em

bers of
parliam

ent. Although this w
as only tw

o m
ore M

P seats
than they w

on in 1994, w
hat is interesting to note is

that their percentage of total votes dropped by 3.9
percent. T

he explanation for this lies in the num
ber of

bonus seats that the PA w
on due to its absolute

m
ajorities in 15 of the 19 electoral districts-w

here parties
predom

inantly supported by the m
ajority com

m
unity

usually obtain the largest num
ber of votes. H

ow
ever,

despite retaining the bulk of its support, the PA did not
have an absolute m

ajority, forcing it to form
 a coalition

governm
ent w

ith the SLM
C

. 

W
hat w

as m
ore politically significant in this election w

as
the entry to parliam

ent of the Janatha V
im

ukthi
Peram

una (JV
P) for the first tim

e. Securing 5.7 percent
of the total votes, the JV

P m
anaged to elect 10 M

Ps,
eight on the basis of electoral district results and tw

o
from

 the national list. T
he JV

P m
em

bers cam
e from
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C
olom

bo, G
am

paha, K
alutara, G

alle, M
atara,

H
am

bantota, and K
urunegala. All except K

urunegala and
H

am
bantota represent urbanized coastline or m

aritim
e

provinces that have borne the brunt of econom
ic changes

im
plem

ented from
 the colonial period onw

ards. T
his

counters the usual im
age of the JV

P being a party w
ith a

predom
inant rural political base. 11

T
he new

 governm
ent faced extrem

ely difficult econom
ic

conditions right from
 the start. M

uch of this w
as due to

econom
ic factors from

 2000 that began to surface at the
beginning of 2001. K

elegam
a (2001) noted that there

w
ere tw

o econom
ic shocks in 2000 that underm

ined
w

hat otherw
ise w

as a favorable econom
ic outlook: "O

n
the dom

estic front, the ongoing w
ar in the N

orth-East
of Sri Lanka escalated in April-M

ay 2000 requiring the
governm

ent to put the nation on a w
ar footing and jack-

up the defense budget (an increase from
 R

s.48 billion in
1999 to R

s. 80 billion in 2000 - 5.6 percent of G
D

P).
O

n the external front, the oil prices escalated since June
2000 (from

 U
S$19 per barrel in 1999 to U

S$28 per
barrel in 2000) m

aking severe inroads into the nation's
foreign exchange reserves (foreign reserves declined by
U

S$596 m
illion)."

In January 2001, the C
entral Bank w

as forced to
introduce a "free float" exchange rate system

, because it
w

as not able to defend the currency due to dw
indling

foreign exchange reserves. T
his step w

as not adequate. In
the follow

ing m
onth the governm

ent im
posed a 40

percent surcharge on all im
ports except a few

 essential
item

s. T
his w

as follow
ed by m

ore m
easures to enhance

revenue and cut expenditures that w
ere introduced

through the first budget of the new
 governm

ent in
M

arch 2001 (Ibid). "T
he culm

ination of all these events
w

as an IM
F-led standby package of U

S$530 m
illion,

w
hich w

as announced in April 2001" (Ibid).

T
his w

as a repetition of a pattern w
here the Sri Lankan

state w
as able to secure donor support to w

eather
econom

ic difficulties and continue w
ith developm

ent
plans w

hile also w
aging a civil w

ar. T
his has been the

case since 1977 w
hen the econom

y began to be
liberalized w

ith donor support. So long as Sri Lanka
continued in this broad direction of econom

ic
developm

ent and im
plem

ented reform
s, donor support

w
as forthcom

ing despite the w
ar.

H
ow

ever, IM
F support could not rescue the econom

y in
2001, w

hen a severe drought that particularly affected the
supply of energy and agriculture (including export-
oriented plantation agriculture) took a toll on the
econom

y. T
he econom

ic im
pact of the w

ar also took a
turn for the w

orse w
ith the LT

T
E attack on the only

international airport at K
atunayake on July 24, 2001. It

w
as one operation w

here the LT
T

E's prim
ary objective

w
as to inflict dam

age on the econom
y. T

he result w
as that

2001 w
ent dow

n in m
odern Sri Lankan econom

ic history
as the only year since Independence w

hen the econom
y

contracted-to the tune of 1.5 percent of the G
D

P.
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The pattern of the JVP's electoral support seem

s to be very sim
ilar to the support base of parties of the old Left, Lanka Sam

a Sam
aja Party and Ceylon Com

m
unity Party. 

Table 1.  Selected Econom
ic Indicators

1999
2000

2001
2002

2003

G
D

P (%
 change)

4.3
6.0

-1.5
4.0

5.9

Budget D
eficit (%

 G
D

P)
-7.5

-9.9
-10.8

-8.9
-8.0

G
ovt. D

ebt (%
 G

D
P)

95.1
96.9

103.2
105.4

105.9

External assets
(m

onths of sam
e year of im

ports)
5.2

3.5
4.5

4.9
5.8

D
ebt service ratio

(%
 export of goods and services)

15.2
14.7

13.2
13.2

11.6

S
ource: A

nnual R
eports of the C

entral B
ank of S

ri Lanka, 1999-2003



It w
as in this context of econom

ic crisis that the PA
governm

ent accepted an offer by the N
orw

egian
governm

ent to play the role of 'facilitator' in opening
negotiations w

ith the LT
T

E. Subsequent events show
ed

that it w
as a step that the governm

ent took reluctantly,
prim

arily because of the econom
ic crisis. As a result, the

governm
ent regularly insisted N

orw
ay's role w

as that of
"facilitator" and nothing m

ore. 

N
evertheless, this w

as a significant step in the
involvem

ent of external actors in Sri Lanka's internal
issues, especially in the area of ethnic politics. U

p until
N

orw
ay's entrance, it w

as India that had been the key
external player in this arena. T

here are a lot of reasons
for this, including geographical proxim

ity, historical
links, India's role as a regional pow

er, the presence of a
Tam

il-speaking population in Tam
il N

adu, and India's
concerns about the im

pact of Sri Lankan conflict on her
ow

n security. 

Before the relationship betw
een the Sri Lankan state and

Sri Lankan Tam
ils deteriorated, India's m

ain concern
w

as the fate of the Indian Tam
il population. A large

section of this population lost their Sri Lankan
citizenship in 1949 and therefore technically rem

ained
Indian citizens. D

iscussions to resolve this issue w
ere

held throughout the post-Independence period under
the leadership of various prim

e m
inisters from

 the tw
o

countries. A settlem
ent of this issue w

as finally reached
through tw

o agreem
ents signed in 1964 and 1974.

W
ith the deterioration of the relationship betw

een Sri
Lankan Tam

ils and the Sri Lankan state, India's role in
Sri Lankan affairs took a qualitatively new

 turn. Ever
since Sri Lankan Tam

ils dem
anded a separate state

through the Vadukkodai resolution in 1974, India has
been m

aking form
al and inform

al representations to the
political leadership in C

olom
bo to find a political

answ
er to the question, w

ithout m
uch success.

Follow
ing the violence of "Black July" in 1983, India

assum
ed a m

uch m
ore direct interventionist role. T

his
event not only resulted in a large num

ber of Tam
il

refugees m
oving to India, but also in the m

igration of

the bulk of the political leadership of Sri Lankan Tam
ils,

both parliam
entary and m

ilitant, to India.    

From
 this point on, India w

as a direct actor in Sri
Lanka's conflict w

ithout any qualm
s about w

hether she
is a facilitator, m

ediator, or any other term
s fancied by

conflict resolution literature. India played a m
ilitary role

by training Tam
il m

ilitants, and m
onitoring and

blocking any other country from
 giving m

ilitary
assistance to Sri Lanka. It applied political pressures on
the G

oSL to reform
 the Sri Lankan state in order to give

autonom
y to the N

orth-East and used diplom
acy to

lobby against Sri Lankan involvem
ent in international

fora.

In order to reform
 the Sri Lankan state, w

hich is the
stated objective of the current peace process, India began
to intervene im

m
ediately after Black July. Initially this

intervention took the form
 of an agreem

ent betw
een

President Jayaw
ardena and the special representative of

then Indian Prim
e M

inister Indira G
handi. W

hen this
did not w

ork, India convened a series of negotiations
betw

een the G
oSL and Tam

il representatives. Finally, it
took a direct role in the process by thrashing out a
provincial autonom

y arrangem
ent for Sri Lanka and

sending close to 70,000 troops to disarm
 the m

ilitants.
T

he accord that the tw
o countries signed had tw

o parts,
one relating to the Tam

il question and a second on
security and defense issues betw

een Sri Lanka and India.   

By inviting N
orw

ay to play the role of a facilitator, the
Sri Lankan ruling class m

oved aw
ay from

 the historically
established and Indocentric trend that usually governed
external involvem

ent in such issues. W
hat is m

ore, w
ith

the subsequent signing of the C
FA, the Sri Lankan

political class accepted that part of the country w
ould be

under the control of an organization w
hose leader is a

convicted crim
inal in the eyes of the Indian

establishm
ent, and a security threat as far as the current

leadership of the Tam
il N

adu is concerned. T
hese are

precisely the underlying reasons w
hy India is being kept

inform
ed of w

hat is happening in the peace process. But
this is a qualitative change from

 the previous

The Econom
ic A

genda and the Peace Process  |  16



configuration. T
his does not m

ean that India is out of
the political equation, but it m

ust now
 pursue her

interests on a m
uch m

ore crow
ded street. 12

Tow
ard the end of 2001, instability, caused by an

escalating w
ar and a deteriorating econom

ic situation,
deepened the crisis facing the Sri Lankan state. Relations
w

ithin the PA-SLM
C

 coalition, already shaky from
 the

election violence, soon deteriorated. In addition there
w

as dissent from
 w

ithin the governing party itself. At the
center of the controversy w

ere tw
o senior PA m

inisters.
T

hese developm
ents led to the SLM

C
's departure from

governm
ent and the defections of som

e of the m
em

bers
of the PA, including the tw

o m
inisters.  As a result the

PA governm
ent collapsed w

ithin a year and faced fresh
elections in D

ecem
ber 2001.  

T
hese developm

ents dem
onstrate the third crisis of the

Sri Lankan state; the instability of coalition governm
ents

that com
e to pow

er through the country's proportional
system

 of elections. T
he political outcom

es are in direct
contrast to the expectations of the architects of the
proportional representation (PR

) system
, w

ho
anticipated it w

ould produce m
ore stable regim

es. W
hen

PR
 w

as introduced through the 1978 C
onstitution,

proponents expected the system
 w

ould bring M
Ps m

ore
under the control of political parties.  T

he original PR
proposals also had a very high cut-off point of valid
votes to be eligible for seats in parliam

ent. Provisions
w

ere also in place such that M
Ps w

ould lose their seats if
they crossed over. T

he result w
ould have been a

legislature w
here the tw

o larger parties dom
inated and

M
Ps w

ould be under the control of parties. H
ow

ever,
the system

 that w
as ultim

ately established diluted both
of these provisions. T

he cut-off point w
as reduced to 5

percent, and M
Ps could appeal to courts if they w

ere
expelled from

 parties. T
he result has been unstable

coalitions, crossovers, and instability of the governm
ents

elected. 13

T
he U

N
P contested the elections as the U

N
F because it

form
ed a coalition w

ith the SLM
C

 and the C
eylon

W
orkers C

ongress. As the data in Table 2 show
s, the

U
N

P's perform
ance as the U

N
F in the 2001 election

w
ith 43.2 percent of the total votes polled w

as the best
achievem

ent under PR
, if w

e leave out the 1989
elections w

hich w
ere held under conditions of extensive

violence. 14W
hat is m

ore, the U
N

P outperform
ed the PA

17
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Table 2.  Perform
ance of UN

P in Proportional Representation Elections

%
 of valid
votes

M
em

bers elected
from

 electoral districts
N

ational
list

Total

1989
47.6

110
15

125

1994
41.9

81
13

94

2000
38.1

77
12

89

2001
43.2

96
13

109

2004
35.8

71
11

82

S
ource: C

om
puted from

 data from
 the D

epartm
ent of Elections, G

oS
L.

12
If w

e assum
e that the ultim

ate political objective of the N
orw

egian led peace process w
as reconstituting S

ri Lanka as a federal state, w
ith LTTE in control

of N
orth-East, the critical question is: w

hat w
ill be India's attitude tow

ard such an outcom
e. A

t the tim
e of the peace process there w

ere m
any Indian

w
ritings and analysis hostile to such an idea. C

olom
bo w

as also full of speculations about w
hat India really thought about the involvem

ent of external actors,

especially N
orw

ay-despite diplom
atic niceties to the contrary.

13
S

ee A
.J. W

ilson (1980), The G
aullist S

ystem
 in A

sia, The C
onstitution of S

ri Lanka (1978) (M
acm

illan Press, London) and S
unil B

astian (2003) "The Political

Econom
y of Electoral R

eform
, Proportional R

epresentation of S
ri Lanka," in S

unil B
astian, R

obin Luckham
 (ed) C

an D
em

ocracy be D
esigned? (Zed B

ooks,

London), for an analysis of the establishm
ent of the PR

 system
 and its link w

ith the politics of establishing a liberalised econom
y.



in 17 of the 19 electoral districts w
here these tw

o m
ajor

parties could get such m
ajorities. T

he U
N

P secured
bonus seats in these 17 electoral districts. T

his w
as a

com
plete reversal of the result of a year earlier. 

Another significant outcom
e of this election w

as the
im

proved perform
ance of the JV

P. W
ithin a year, the

JV
P had increased its vote from

 5.7 percent to 8.6
percent of the total polled, w

hile its num
ber of M

Ps
increased from

 10 to 16. It also expanded its
representation to 11 electoral districts. H

ence its
perform

ance just a year prior w
as not a fluke. It w

as
clear that the JV

P, w
hich had entered into politics

through an insurrection 30 years before, had becom
e a

significant force in parliam
ent. T

his cam
e after suffering

tw
o setbacks w

hen its leadership w
as decim

ated through
counter-insurgency operations.

D
uring the 2001 election cam

paign, both the w
ar and

the status of the econom
y figured prom

inently. T
he

U
N

F cam
paigned for starting direct negotiations w

ith
the LT

T
E. It argued this w

as necessary to revive the
econom

y, as the recession had had an im
pact on all

sections of the population. T
he results of public opinion

polls show
ed that people had m

ore confidence in the
U

N
F's capability to m

anage the econom
y than in the

PA. G
iven w

hat had happened to the econom
y under

the PA, this w
as not surprising. 15H

ence econom
ic

factors played a significant role in the U
N

F's victory in
D

ecem
ber 2001.
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This w

as the period of Indian Peace K
eeping Force presence in the N

orth-East and the JV
P led opposition to the Indo-Lanka A

ccord in the rest of the country.

The JV
P launched a violent cam

paign calling for the boycott of elections, but voter turnout w
as low

 and the opposition S
ri Lanka Freedom

 Party could hardly

m
ount a cam

paign.

15
The m

ost im
portant poll carried w

as out by O
rg-M

arg S
m

art. R
esults of these polls w

ere regularly published in the S
unday Tim

es. S
ee, for exam

ple, S
unday

Tim
es, 11 N

ovem
ber 2001.



By the tim
e the U

N
F/U

N
P w

on
the 2001 election, the U

N
P party

w
as being led by a new

 generation
of leadership w

hose ideas differed
significantly from

 the
Jayaw

ardena/Prem
adasa era. T

hey
had a different outlook tow

ard the
w

ar, w
ere supportive of greater

liberalization of the econom
y, and

had greater faith in getting the
support of external actors in solving Sri Lanka's
problem

s. T
heir principal concern w

as the fate of the
econom

y and how
 the w

ar w
as affecting it. T

hey w
ere

convinced that a solution had to be found to the civil
w

ar in order to put the econom
y back on track. T

hey
seem

ed to have grasped the fact that Sri Lanka w
as

already firm
ly linked to structures of global capitalism

,
and Sri Lanka's problem

s, w
hether econom

ic or
political, could only be resolved w

ithin these structures.
T

he 2001 election w
as the first tim

e that this leadership
w

on an election for the U
N

P/U
N

F and had control of
parliam

ent. N
ow

 they w
ere ready to im

plem
ent their

policies. 

Although the long civil w
ar had had a negative im

pact
on the econom

y, Sri Lanka's econom
ic grow

th during
these years had been a respectable 4-5 percent. O

f course
it w

as not the 7-8 percent that the econom
ists kept

hoping for, and the absence of w
ar w

ould no doubt have
helped im

prove this record. N
evertheless, if w

e focus
only on the grow

th figures, the record has not been bad
for a country that has had a civil w

ar running for m
ore

than tw
o decades. T

his relative success is also evident in
the increase in per capita incom

es. (See Table 3)

T
hese econom

ic achievem
ents in the m

iddle of a
conflict can be attributed to a num

ber of factors. First,

as the civil w
ar becam

e confined to the N
orth-East over

the years it m
oved the im

pact of the conflict aw
ay from

the locus of econom
ic grow

th. As show
n by Table 4,

close to 50 percent of Sri Lanka's G
D

P is now
 produced

in the W
estern Province. 

Second, even w
hen the w

ar affected governm
ent

finances, there w
as alw

ays generous donor support to
overcom

e the difficulties. As w
e have m

entioned in the
previous section, this happened in 2000 and 2001, w

hen
a spending spree to buy arm

s affected the
m

acroeconom
ic fundam

entals. T
hird, for those years

w
hen the global econom

y perform
ed better, the Sri

Lankan econom
y also benefited despite the w

ar. Another
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2.
The UN

F Strategy Table 3.  Per capita incom
e for selected years

1990
1995

2000

G
D

P (%
change)

6.4
5.5

6.0

Per capita incom
e (PPP 1975 Intl$)

942
1141

1322

Average annual per capita incom
e

grow
th, preceding five-year period

3.36
3.90

2.99

S
ource: W

orld D
evelopm

ent Indicators 2002

Table 4.  Provincial share of the GDP

Province
%

 Share of the
G

D
P

 (2000)

W
estern

N
orth-W

estern
C

entral
Southern
Sabaragam

uw
a

Eastern
U

va
N

orth-C
entral

N
orthern

49.4
10.4
9.9
9.3
6.7
4.5
4.0
3.8
2.1

Source: W
hite paper presented by G

oSL to the O
slo m

eeting, 25 N
ovem

ber 2002



factor to consider is the im
pact of w

eather patterns, as
the Sri Lankan econom

y depends to a large extent on
rainfall for agriculture (especially its export-oriented
plantations) and a supply of energy. A severe drought
w

ould affect both these sectors. O
n the other hand, a

favorable clim
ate ensured a better perform

ance of these
sectors. 

In other w
ords, if Sri Lanka could keep those areas of

the country that form
ed the core of econom

ic activity
free from

 instability, ensure continuous donor support,
benefit from

 a healthy global econom
y, and be lucky

enough to have good w
eather, the econom

y w
ould

perform
 reasonably w

ell regardless of a civil w
ar. In

2001, three of these factors w
ent w

rong: the attack on
K

atunayake brought the w
ar into a critical hub of the

liberal econom
y, there w

as a global econom
ic recession,

and the country faced a severe drought. 

T
he U

N
F strategy to deal w

ith this situation w
as spelled

out by the prim
e m

inister in his first policy statem
ent to

parliam
ent in January 2002, even before the C

FA w
as

signed. T
he key elem

ents of his statem
ent w

ere in
response to the ceasefire already announced by LT

T
E in

D
ecem

ber 2001-spurring econom
ic revival and

m
obilizing international support. 16

THE CEASEFIRE AGREEM
EN

T AN
D BEGIN

N
IN

G OF
THE N

EGOTIATION
 PROCESS W

ITH THE LTTE

Soon after w
inning the election and w

ith the help of
N

orw
egian m

ediation, the U
N

F governm
ent entered

into a ceasefire agreem
ent w

ith the LT
T

E. T
he C

FA w
as

signed in February 2002. T
he speed w

ith w
hich this w

as
done m

ade it abundantly clear that the U
N

F w
as in

touch w
ith the LT

T
E before its election victory. In fact,

this w
as a m

ajor issue the PA tried to capitalize on
during the election cam

paign but failed. 

T
he ceasefire w

as based on an agreem
ent signed on

February 22, 2002. It accepted LT
T

E control of certain

areas of the country and the presence of tw
o arm

ies
controlling different parts of the territory. Several clauses
defined w

hat each arm
y could and could not do to

m
aintain the status quo w

hile the talks continued. O
ther

clauses stipulated that each side m
ust give 14 days notice

if they w
anted to w

ithdraw
 from

 the agreem
ent. Finally,

a ceasefire m
onitoring m

ission com
posed largely of

representatives from
 Scandinavian countries w

as
established.

T
he agreem

ent had elem
ents that w

ere a radical
departure from

 political opinions hitherto held by Sri
Lanka's political leadership. It also w

ent counter to the
position of India, the m

ost im
portant strategic neighbor

for Sri Lanka. T
he agreem

ent w
as a first in m

any other
regards. N

ever before had the G
oSL accepted that a

rebel group controlled parts of the country or conferred
legitim

acy on it by entering into such an agreem
ent. N

ot
only that, but the rebel group had the freedom

 to hold
territory, keep their arm

s, and engage in political
activities in the areas under arm

y control. T
hese

developm
ents show

ed the extent of the crisis facing the
country. A never-ending w

ar and a devastated econom
y

w
ere responsible for driving the Sri Lankan political class

to think the unthinkable.   

T
he U

N
F's negotiation strategy w

as quite different from
ever before. It w

as w
hat conflict resolution experts

described as a "step-by-step" approach. T
he defining

characteristic w
as the decision not to tackle difficult

political issues that could underm
ine the negotiation

process right at the beginning as there w
as a fear this

could lead to a breakdow
n in talks. R

ather, the focus at
the initial stages w

as m
eeting the im

m
ediate needs of the

population in the N
orth-East, a view

 shared by the
LT

T
E.  D

uring previous negotiations betw
een the PA

governm
ent and the LT

T
E, the LT

T
E had

unsuccessfully dem
anded that rehabilitation needs be

addressed first, before negotiating on political issues.   

T
he direct negotiations betw

een the LT
T

E and the
G

oSL lasted from
 Septem

ber 2002 to M
arch 2003. A
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total of six rounds of negotiations w
ere held. T

he m
ost

im
portant achievem

ent w
as an agreem

ent to restructure
the Sri Lankan state w

ithin a federal fram
ew

ork-an issue
announced after the third round of negotiations in
D

ecem
ber 2002. H

ow
ever, the LT

T
E w

ithdrew
 from

negotiations in April 2003 citing their exclusion from
 a

U
.S. governm

ent-sponsored m
eeting in W

ashington. 17

Apart from
 the so-called O

slo agreem
ent on federalism

,
the m

ost tangible achievem
ent of the peace process w

as
the stability it brought to the country. It began right
from

 the m
om

ent the C
FA w

as signed. Am
ong the

benefits this stability brought w
as the opening of roads

to Jaffna, the rem
oval of checkpoints, and greater

m
ovem

ent of the population. As far as the U
N

F
leadership w

as concerned, it also created an environm
ent

that w
as essential for the revival of the econom

y.   

ECON
OM

IC REFORM
 PROGRAM

 TO FURTHER THE
GROW

TH OF A M
ARKET ECON

OM
Y

T
he U

N
F's econom

ic reform
 program

 w
as spelled out in

a docum
ent titled, "Regaining Sri Lanka." T

he basic
ideology of the strategy w

as stated very early in the
docum

ent: "Sri Lanka began to liberalize its econom
y in

1977. Since then it has m
ade considerable progress.

H
ow

ever in recent years that progress has slow
ed, if not

com
e to a virtual halt, com

pared to m
any other

countries."
18T

he governm
ent announced its intention to

m
ove the liberalization process forw

ard, w
ith the

ultim
ate objective of achieving a 10-percent grow

th rate,
as som

e East Asian neighbors had succeeded in doing. 

W
ith the objective of achieving 10-percent grow

th, the
U

N
F em

barked on a series of policy m
easures to

stabilize the econom
y and bring about m

ajor structural
reform

s. O
n the stabilization side, m

easures w
ere

undertaken to im
prove the revenue position as w

ell as
curtail expenditure. Revenue-related m

easures included
expanding the num

ber of goods brought under VAT, the
introduction of a single VAT, and a tax am

nesty to
expand the revenue base.

As the 2003 Annual Report of the C
entral Bank of Sri

Lanka announced, m
easures to curtail expenditure

consisted of "suspending recruitm
ent to the public sector

(except for technical and professional grades), avoiding
w

age and pension increase, reducing and stream
lining

defense expenditure, better targeting the w
elfare

expenditure, lim
iting resource allocation for unclassified

and unforeseen expenses and controlling provision of
funds for rupee funded capital expenditure."

T
he legal basis for this fiscal m

anagem
ent w

as to be
provided w

ith the introduction of new
 law

s such as the
Fiscal M

anagem
ent (Responsibility) Act and the W

elfare
Benefit Law. 

O
n the structural side the U

N
F goals w

ere extensive.
State-ow

ned assets that w
ere privatized included the Sri

Lankan Insurance C
orporation, 100 petrol stations

belonging to the C
eylon Petroleum

 C
orporation, the

trading venture C
ooperative W

holesale Establishm
ent,

and leases of an oil tank farm
. Plans w

ere also draw
n up

to totally privatize regional transport boards. According
to the 2003 C

entral Bank Report, the governm
ent had

plans to m
erge four enterprises, restructure and reform

51 m
ore, and liquidate 15. 19Apart from

 this, the
governm

ent took steps to restructure m
ajor state-ow

ned
institutions like the C

eylon Electricity Board, railw
ays,

and establish a revenue authority. 

Steps w
ere undertaken to m

ove forw
ard w

ith the m
uch-

delayed retrenchm
ent of state em

ployees. A civil service
reform

s program
 w

as announced in the 2004 Budget,
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under w
hich public sector em

ploym
ent w

ould be
reduced by 30 percent during the 2004-2006 period. A
voluntary retirem

ent schem
e w

as also to be introduced
to reduce the num

ber of em
ployees in several state-

ow
ned enterprises. Plans also included not renew

ing the
contracts of public servants betw

een the ages of 55 and
57. It w

as expected these m
easures w

ould cut
em

ploym
ent by 10 percent.

Another im
portant area of reform

 w
as in labor law

-in
response to m

ajor dem
and from

 the private sector. Labor
law

s in operation at the tim
e m

ade it difficult for the
private sector to hire and fire w

orkers as they w
ished or to

reorganize the labor process w
hen necessary. As stated in

the 2003 C
entral Bank Report, "m

ajor steps w
ere

initiated in 2003 to address the long-overdue labor m
arket

reform
s. Accordingly, am

endm
ents w

ere m
ade to the

Term
ination of Em

ploym
ent and W

orkm
en Act,

Industrial D
isputes Act, Industrial D

isputes-H
earing and

D
eterm

ination Proceedings Act, and Em
ploym

ent of
W

om
en, Young Persons and C

hildren Act." Finally the
governm

ent undertook several m
easures to further

liberalize the financial sector. 

T
his program

 of econom
ic reform

s w
as significant

because of the U
N

F's attem
pt to m

ove ahead in several
areas that w

ere politically sensitive. In the past, reform
s

and reduction of the state bureaucracy, privatization, and
changing labor law

s have m
et w

ith resistance. T
he very

fact that the U
N

F w
anted to undertake them

 in the
m

iddle of a com
plex peace process show

ed that
econom

ic revival w
as as im

portant to the U
N

F
leadership as the peace process. In their m

inds, both
w

ere integrally linked. Judging by w
hat the U

N
F tried

to im
plem

ent on the econom
ic front w

ithin a short
period of tw

o years, it is clear that they w
ere w

ell
prepared to m

ove forw
ard on the econom

ic reform
agenda as soon as the C

FA provided stability.

IN
TERN

ATION
ALIZATION

T
he third elem

ent of the U
N

F strategy w
as a conscious

effort to bring in a w
ider netw

ork of international actors
to support both the peace process and the planned
econom

ic revival. T
he fact that the prim

e m
inister

considered international opinion a key factor in
guaranteeing peace in Sri Lanka w

as clear from
 the very

first policy statem
ent he m

ade to parliam
ent before the

C
FA w

as signed. Speaking on the conflict he said: "T
he

concern of India as w
ell as donor countries has been

draw
n tow

ards this problem
 m

ore than ever before.
T

hey steadfastly advocate a political solution to the w
ar.

In the context the center of attention is international
opinion. A solution to the N

orth-East problem
 w

ill be
through international opinion. W

e m
ust focus our

attention accordingly. In this backdrop if international
opinion is w

ith us w
e could protect the territorial

integrity and unity of our nation" (D
aily N

ew
s January

23, 2002).

In addition to N
orw

ay, the governm
ent brought in the

U
nited States, Japan and the EU

 as co-chairs of the
peace process. In doing so, the U

N
F m

anaged to secure
the involvem

ent of the only superpow
er, its m

ajor
trading partners and the largest donor to Sri Lanka in
the peace process. 

T
he U

N
F leadership m

anaged to secure the support of
the U

.S. governm
ent at a level never achieved before.

R
ichard Arm

itage, the D
eputy Secretary of State, w

as
actively involved and took alm

ost a personal interest in
the success of the peace process. 20T

he support of the
only rem

aining superpow
er w

as im
portant for strategic

reasons, as political backing from
 the U

nited States
alw

ays plays a role in securing aid from
 m

ultilateral
agencies like the IM

F and the W
orld Bank. T

he U
nited

States is also an im
portant trading partner for Sri Lanka.

According to new
spaper reports at that tim

e Sri Lanka
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 various U
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 agencies

attending the m
eeting, she said their interest in the peace process w
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w
as nam

ed as a potential candidate for a Free Trade
Agreem

ent w
ith the U

nited States. 

As Sri Lanka's largest bilateral donor, Japan w
as also a

key player. If w
e take into account its influence on

m
ultilateral agencies like the Asian D

evelopm
ent Bank

(AD
B), Japanese assistance is critical for the revival of Sri

Lanka's econom
y. T

he U
N

F m
anaged to secure Japanese

involvem
ent in the peace process w

ith the participation
of Am

bassador Yasushi Akashi. 

T
he third international actor, the EU

, has been active
in Sri Lanka's political issues for som

e tim
e.  Apart

from
 regular statem

ents dem
anding that the conflict be

settled through negotiations, the EU
 has regularly sent

election m
onitoring team

s to Sri Lanka. M
oreover EU

countries are not only im
portant trading partners, but

com
prise a significant collection of donors. As a result,

it w
as quite a coup for the U

N
F to persuade the EU

 to
be one of the co-chairs in the peace process. 

T
he U

N
F's internationalization strategy also included

India, as doing otherw
ise w

ould have been foolish. But
the significant departure of their strategy w

as to look at
India as an im

portant econom
ic partner as w

ell. W
hile

keeping India in the loop about w
hat w

as going on
w

ith the peace process, building econom
ic links w

ith
India becam

e the cornerstone of the U
N

F's India
policy. Both the prim

e m
inister and the m

inister for
econom

ic reform
 took a leading role in propagating this

aspect during their num
erous visits to India. T

he basis
for this w

as laid by the Free Trade Agreem
ent signed

during the PA regim
e. Several other initiatives such as

expanding air routes betw
een the tw

o countries,
building a road link betw

een Sri Lanka and South
India, easing visa restrictions for Indian nationals
traveling to Sri Lanka, and the prom

otion of Indian
tourism

 in Sri Lanka w
ere im

plem
ented during this

period. A qualitatively new
 idea that the U

N
F m

ooted
at this tim

e w
as looking at Sri Lanka as a part of a

triangle of econom
ic grow

th, w
ith Tam

il N
adu and

K
erala at the other tw

o corners.   

T
he three elem

ents of the strategy w
ere interlinked. T

he
U

N
F hoped to establish security and stability in order to

further capitalist developm
ent in Sri Lanka. T

he
econom

ic crisis of 2001 prom
pted the ruling class to

take unprecedented m
easures to put the econom

y back
on track. T

hey accepted that part of the territory of Sri
Lanka w

as under the control of the LT
T

E and entered
into the C

FA w
ith the LT

T
E. Finally, international

actors w
ere invited to participate at a level never seen

before. T
he U

N
F leadership hoped to achieve both

security and developm
ent through this strategy.

T
he three-pronged strategy of the U

N
F lasted until

April 2003, w
hen the LT

T
E w

ithdrew
 from

 the
negotiations because of their exclusion from

 a U
.S.-

sponsored m
eeting in W

ashington, w
hich took place

prior to the Tokyo C
onference on Reconstruction and

D
evelopm

ent of Sri Lanka. Subsequently there w
ere no

form
al face-to-face negotiations, but discussions

continued through N
orw

egian m
ediation. T

he focus of
these discussions w

as an interim
 arrangem

ent to
facilitate relief and rehabilitation efforts in the N

orth-
East. T

he m
ost significant outcom

e of this process w
as

the proposal for an ISG
A that w

as put forw
ard by the

LT
T

E. T
he political objective of this proposal w

as clear:
to create a politico-adm

inistrative structure dom
inated

by the LT
T

E that w
ould have control over funds

allocated for the rehabilitation of the N
orth-East.

H
ow

ever, the governm
ent could not begin discussions

on this basis. T
he president took over three critical

m
inistries in N

ovem
ber 2003 and dissolved the

parliam
ent in February 2004. T

he subsequent defeat of
the U

N
P in the April 2004 elections m

arked the end of
the U

N
F strategy for the tim

e being.

If w
e survey w

hat the U
N

F gained through this strategy,
the econom

ic achievem
ents stand out. T

he econom
y

began to revive in 2002, the first year of the peace
process, and continued in 2003. Stability created by the
ceasefire w

as a m
ajor contributing factor. T

he U
N

F's
step-by-step approach to negotiations indirectly provided
tim

e for the econom
ic revival. Indeed if so called 'core

issues' had been tackled at the beginning it could have
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led to a breakdow
n of talks and deprived the econom

ic
revival of m

uch-needed tim
e. As stated in the C

entral
Bank Report, "In 2003, Sri Lanka m

ade further progress
in its m

arch to econom
ic recovery and stability through

a continuation of sound m
acro-econom

ic policies and
further deepening of structural reform

s. T
his w

as
supported by a favorable environm

ent resulting from
 the

confidence built by the continuation of the ceasefire, a
gradual im

provem
ent in the w

orld econom
y and

increased international support for the country…
on the

production side, all m
ajor sectors, particularly paddy, 21

m
anufacturing, trade, telecom

m
unication, financial

services, tourism
, port and aviation, and construction

contributed to the acceleration of grow
th, w

ith a 5.9
percent grow

th recorded in G
ross D

om
estic Product

(G
D

P) and a 6.4 percent in G
ross N

ational Product
(G

N
P)."

T
he 'internationalization' strategy also contributed to

the econom
ic agenda by generating a significant am

ount
of external assistance for the econom

ic revival and
sending the correct signals to investors. Positive
developm

ents in the global econom
y also played their

part. H
ence the m

ost im
portant contribution of

'internationalization' w
as in the econom

ic sphere. 

O
n the other hand, the im

pact of the
internationalization strategy w

as contradictory in
relation to the success of negotiations. U

nlike other
liberation organizations based on nationalist ideologies,
the LT

T
E's political strategy did not preclude it from

m
obilizing support am

ong W
estern societies and

governm
ents. T

he presence of a significant Tam
il

com
m

unity in these societies m
ade such a strategy

relevant. T
his need becam

e even m
ore im

portant after
the LT

T
E had to totally abandon any hope of a support

base in India. H
ow

ever, by the tim
e negotiations began

the LT
T

E w
as a banned organization in several W

estern
countries. T

he prim
ary reason for this w

as the security
concerns of these countries, particularly in the post-9/11
period. As argued by som

e analysts, one of the political
objectives of the LT

T
E in entering negotiations w

as
securing international recognition through the rem

oval
of the ban in at least som

e countries. 22

But the negotiations never reached a stage w
here the ban

on the LT
T

E could be lifted. In the eyes of the LT
T

E,
the ban w

as used to justify their exclusion from
 the

W
ashington m

eeting. T
he Tokyo m

eeting also w
ent

ahead despite their protests and refusal to participate.
For the LT

T
E then, the internationalization strategy w

as
m

uch m
ore beneficial to the governm

ent than
them

selves. T
hey suspected that the governm

ent w
as

consciously prom
oting it for several reasons--including

securing support for the econom
y as a m

eans of
pressuring the LT

T
E not to w

alk aw
ay from

negotiations, and to secure m
ilitary assistance if the

negotiations broke dow
n. M

ore specifically, the LT
T

E
w

as concerned about the role played by U
nited States

w
ith its international agenda against terrorism

. 23

T
he experience of the last round of negotiations does

not m
ean the LT

T
E has abandoned its strategy of

lobbying and securing support internationally. H
ow

ever,
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C
anada and A
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sea w
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D

uring the negotiations there w
as m
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.S
. and S
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M
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being a political organization w
ith an acute sense of

w
here pow

er lies, the LT
T

E w
ill continue this strategy

carefully, identifying w
here and w

ith w
hom

 it can
achieve the m

ost benefit. N
evertheless the LT

T
E, being

a hardcore nationalist organization, w
ill alw

ays be w
ary

of leaving the fate of the Tam
il polity to international

forces (U
yangoda, 2004).

T
he experience also show

ed the lim
its to w

hich
international actors could influence the negotiation
process. International pressure w

as not effective once the
peace process began to go w

rong. T
he m

uch-publicized
Tokyo conference, w

ithout the participation of LT
T

E,
sym

bolized this fact. N
o am

ount of statem
ents or

pressures from
 these actors could persuade the LT

T
E to

participate in this conference. N
either could they do

m
uch once the cohabitation arrangem

ent began to
unravel. Although there w

ere m
any m

eetings,
statem

ents, and pressures that w
ere not m

ade public, it
did not prevent the president from

 first taking over
m

inistries and then dissolving the governm
ent and

calling for elections.

T
he other failure during these tw

o-and-a-half years w
as

the fact that there w
as very little m

ovem
ent in new

initiatives to im
prove the living conditions of people in

the N
orth-East. It is not that nothing happened. O

nce
the conditions of stability returned, people them

selves
began to get back to their econom

ic activities. Som
e

donors m
anaged to start new

 initiatives. But the big peace
dividend that w

as prom
ised did not m

aterialize. All
discussions about substantial new

 investm
ents w

ith donor
support got trapped in the politics of the peace process.

Finally, the biggest failure of the U
N

F strategy w
as their

defeat in the 2004 elections. It w
as this defeat that

m
arked the virtual end of the U

N
F strategy. H

ow
 did

this strategy, w
hich had the support of so m

any donors,
international and local non-governm

ental organizations
(N

G
O

s), and conflict resolution experts, not get the

support of the southern electorate? In asking this
question w

e m
ust rem

em
ber that the U

N
F w

ent to the
electorate only tw

o years after a significant electoral
victory. In addition, they stood to gain in the election
cam

paign because of the undem
ocratic actions of the

president. But this w
as not to be. W

e shall turn to these
issues in the last section of this report.

ROLE OF BIG BUSIN
ESS 

An interesting developm
ent that took place during the

period covered by this study is the intervention for peace
by the representatives of big business. In 1977, w

hen the
Jayaw

ardena regim
e ushered in the liberalized phase of

capitalism
, the T

U
LF fought the election on a separatist

platform
. From

 this m
om

ent it w
as clear to students of

the political econom
y of Sri Lankan capitalism

 that the
ruling political class had to resolve the ethnic conflict in
order to further capitalist grow

th in Sri Lanka. But instead
w

hat w
e saw

 w
as a deterioration of the situation that

ultim
ately dragged the country into an expensive w

ar. 

A frequent question am
ong academ

ics and researchers
w

itnessing this deteriorating condition w
as: 'W

here are
the rational capitalists?' Behind this debate w

as the puzzle:
w

hy w
ere the capitalist classes, w

hose long-term
 interests

w
ere underm

ined by this w
ar, not bringing pressure on

the ruling regim
es to force a settlem

ent to the conflict?
W

hy w
ere they w

ere letting various governm
ents drag the

country into an unw
innable w

ar that w
as detrim

ental to
the long-term

 interests of capitalists?

Available know
ledge provides three possible answ

ers.
First, contrary to the notion that "rational capitalists"
are driven purely by rational econom

ic calculations,
som

e of the business interests w
ere supporters of Sinhala

Buddhist nationalism
. H

ence, rather than being
prom

oters of peace, they w
ere supporters of an extrem

ist
Sinhala Buddhist ideology. As show

n by several studies, 24
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the late 19th century revival of Sinhala Buddhist
nationalism

 w
as supported by a class that accum

ulated
w

ealth during the colonial period. T
hese w

ere fam
ilies

that benefited from
 the econom

ic opportunities opened
up during the colonial period. T

hey strongly supported
Sinhala Buddhist nationalism

 ideologically, as w
ell as

m
aterially, by am

ong other things setting up new
organizations, schools, and charitable organizations.
T

heir political project included opposing colonialism
 as

w
ell as the influence of C

hristian m
issionaries. T

his is an
ideological current that still dom

inates w
ithin the

business com
m

unity. T
herefore, even in recent tim

es
there are significant sectors of the business com

m
unity

involved in supporting extrem
e Sinhala groups. 25

Second, those capitalist actors w
ho w

ere not im
bibed

w
ith Sinhala Buddhist nationalism

 lacked the political
clout to influence the political process. W

ith the grow
th

of capitalism
, business actors began to dom

inate in the
econom

y, how
ever, it does not alw

ays m
ean that they

dom
inated politics. In the context of an electoral process

based on universal franchise (as in Sri Lanka), business
interests are only one of m

any interests that influence
politics. O

ften they are a less influential factor than
other concerns. Although the ruling political class alw

ays
included representatives w

ith business interests, they also
had to rule the country w

ith representatives of m
any

other social groups. H
ence business leaders could not

alw
ays have their ow

n w
ay w

hen it cam
e to politics,

thereby lim
iting their ability to influence a solution to

the conflict. 26

T
hird, until the PA regim

e began to w
age the w

ar at its
highest intensity, the conflict did not have a significant
im

pact on the accum
ulation process of the fairly sizeable

bourgeoisie. T
he 1977 liberalization of the econom

y
opened up m

any new
 avenues of accum

ulation for the

capitalist class. D
eregulation of various sectors of the

econom
y, privatization of the state-ow

ned sector, and
intensification of the linkages w

ith global capitalism
created these new

 avenues. As far as the capitalist class
w

as concerned, w
hat dom

inated during the post-1977
period w

as the creation of new
 opportunities that helped

achieve the respectable 4-5 percent grow
th discussed

above and benefited the bourgeoisie.

T
his trend w

as m
uch stronger than any negative im

pact
the w

ar had on the accum
ulation process. M

ost probably
the biggest negative im

pact w
ould have been the loss of

the m
arket in the N

orth for consum
er goods. But this

w
ould have been com

pensated by new
 opportunities

generated by the post-1977 liberalized econom
ic regim

e.
In addition the w

ar itself w
ould have created new

opportunities for a sm
all section of the capitalist elite. In

short, com
pared to the pre-1977 period, the capitalist

classes w
ere having it good due to liberalization, and

there w
as no reason for them

 to be active in the politics
of peace.

All this changed w
ith the econom

ic crisis of 2000-2001.
W

ith the deterioration of m
acroeconom

ic conditions
and econom

ic recession, at last the w
ar affected the

interests of the bourgeoisie. Som
e of the existing avenues

of accum
ulation w

ere blocked, a large num
ber of sm

all
businesses closed, the stock m

arket w
as affected, and any

prospects of foreign investm
ent com

ing into Sri Lanka
dim

inished. 

It is in the context of this econom
ic debacle and

underm
ining of the interests of the bourgeoisie that w

e
see the first em

ergence of an organized expression by the
business classes for peace and a negotiated settlem

ent. It
is not that there w

ere no calls for peace am
ong the

business com
m

unity before, but that their position
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uch m
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atic research. There is a lot of evidence that can be system
atically collected and analyzed. M

any of the m
odern

S
inhala B

uddhist organizations such as A
ll C

eylon B
uddhist C

ongress, Young M
en's B

uddhist A
ssociation, S

inhala Veera V
idhana, etc., are m

iddle class

organizations that attract representatives of the business com
m

unity. A
ll of them

 have been opposed to the peace process.   

26
S

om
e of the studies that have looked at the nature of the S

ri Lankan elite in general, and the political elite in particular, confirm
 the m

ulti-class character

of the political class. S
ee T. C

oom
arasw

am
y, (1988) "Parliam

entary R
epresentation in S

ri Lanka, 1931-36," unpublished Ph.D
. thesis, Institute of D

evelopm
ent

S
tudies, U

niversity of S
ussex; M

.R
. S

inger (1964) The Em
erging Elite, A

 S
tudy of Political Leadership in C

eylon (M
IT Press, C

am
bridge, M

assachusetts).



differed in several w
ays. First, there w

as a strong
representation of business organizations representing the
interest of sectors that em

erged in the post-1977 period.
Second, representatives of som

e of the larger business
houses began to play a prom

inent role in the peace
process. T

hird, this intervention seem
ed to be m

uch
m

ore organized and institutionalized than before w
hen

efforts w
ere ad hoc and based on individuals. In short,

big business intervened in the politics of a negotiated
settlem

ent as a class. 

If w
e identify the principal actors behind these

initiatives, four prom
inent groups stand out. T

hese are:
the group around the initiative called Sri Lanka First;
activities of prom

inent businessm
an Lalith K

otelaw
ala;

various cham
bers of com

m
erce; and the the Joint

Business Forum
. T

he constituent m
em

bers of the Joint
Business Forum

 include: C
eylon C

ham
ber of

C
om

m
erce, International C

ham
ber of C

om
m

erce Sri
Lanka, N

ational C
ham

ber of C
om

m
erce of Sri Lanka,

C
eylon N

ational C
ham

ber of Industries, Em
ployer's

Federation of C
eylon, Exporters Association of Sri

Lanka, Sri Lanka Banks Association, Federation of
C

ham
bers of C

om
m

erce and Industry of Sri Lanka, and
N

ational C
ham

ber of Exporters. It is also im
portant to

note that spearheading som
e of these activities w

ere
personalities linked to the elite fam

ilies of Sri Lanka.
T

his w
ould have had its ow

n im
pact in getting these

interventions off the ground.

D
onor support w

as one of the im
portant factors in

strengthening the role of the private sector in peace. By
the tim

e these activities em
erged m

ost donors, including
those w

ho earlier supported m
uch m

ore social-oriented
program

s like rural developm
ent, shifted their policies to

focus on tw
o areas, conflict resolution and private sector

developm
ent. As a result, strengthening the role of the

private sector in the peace process w
as a logical

developm
ent to the donors' new

 orientation. Indeed,

som
e of the business initiatives for peace w

ere supported
by donors. 27

T
he peace cam

paign of organized business played a
prom

inent role during the 2001 general elections.
Although they did not ask people to vote for a particular
party, their cam

paign for negotiations w
as an indication

of support for the U
N

F. T
his support w

ould have been
supplem

ented w
ith m

uch m
ore tangible m

aterial
support for the U

N
F's election cam

paign. T
hese

activities continued after the C
FA w

as signed and
negotiations began.

W
hen the post-2001 arrangem

ents w
ere threatening to

break dow
n, som

e sections of the private sector m
ade a

special effort to rescue the situation. T
his w

as
particularly noticeable w

hen the cohabitation
arrangem

ents betw
een the president and the U

N
F

governm
ent began to unravel. Private-sector groups

m
ade several efforts at lobbying to halt the deterioration

of this relationship. T
he Joint Business Forum

 played a
prom

inent role in this regard. Som
e business

personalities even attem
pted to m

obilize the support of
the M

ahanayakes of the Siam
 and Asgiri sects for this

purpose. H
ow

ever, these efforts did not succeed in
ensuring the survival of the U

N
F governm

ent and
dem

onstrated the lim
its of the business com

m
unity's

influence even in the context of a liberalized econom
y.
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There is a need to do m

ore em
pirical w

ork to see how
 im

portant donor support w
as. O

ne of the business initiatives that clearly received donor support w
as

S
ri Lanka First. H

ow
ever, one m

ust rem
em

ber that big business com
m

ands significant w
ealth and they are ready to spend m

oney if it can positively affect

their interests. For exam
ple during elections they support political parties to ensure their interests are safeguarded. H

ence, it is quite likely that they used

som
e of their ow

n funds for these activities w
ithout solely relying on donors.





Sri Lanka has been generously supported by donors since
the econom

y w
as liberalized in 1977. T

he prim
ary reason

for the m
ulti-fold increase in aid flow

s w
as the opening up

of the econom
y in 1977. T

his received endorsem
ent and

support from
 key m

ultilaterals like the IM
F and the W

orld
Bank. D

onor support has been im
portant in financing

budget deficits, overcom
ing balance of paym

ents problem
s,

financing public investm
ent program

s, and rescuing the
econom

y w
hen it w

as in trouble. 28

As w
e have m

entioned in an earlier section, this is
precisely w

hat happened w
hen the IM

F introduced a
rescue package in 2001 w

hen the econom
y w

as in
trouble. T

he principal reasons behind this crisis w
ere

large-scale purchases of arm
s after the fall of Elephant

Pass and the increase in the price of oil. T
he econom

ic
recession of 2001 signaled the fact that the econom

ic
agenda started in 1977 (and supported by donors) had
been underm

ined. N
ow

 the U
N

F governm
ent w

as
prom

ising to put things right by initiating the peace
process and carrying out key econom

ic reform
s. 

As a result the U
N

F strategy received w
holehearted

support from
 m

ost m
ajor donor countries. T

he basic
strategy and ideology underpinning the U

N
F strategy fit

w
ell w

ith the donor agendas of ensuring security and
stability and prom

oting liberal capitalism
. As argued by

som
e, this is the key objective behind donors' new

found
interest in conflicts. It has m

erged the tw
o fields of

developm
ent and security w

ithin developm
ent assistance. 29

Although there w
ere differences am

ong donor countries
especially w

ith regard to the LT
T

E, these differences
should be placed in context. T

hese differences am
ounted

to divergences in em
phasis w

ithin the ideological
fram

ew
ork of "liberal peace." All donor countries

believed that the prom
otion of a liberal m

arket
econom

y, and strengthening liberal institutions and
values, w

as the w
ay forw

ard for peace and prosperity in
Sri Lanka. In order to prom

ote this agenda, it w
as

necessary to prom
ote a deal betw

een the LT
T

E and the
governm

ent of Sri Lanka.

In order to understand the near unanim
ity am

ong donor
countries on this issue it is im

portant to com
pare it w

ith
the position of another im

portant external player in Sri
Lanka's conflict - India. India is a country outside the
donor group, but the position taken by India is
im

portant for ensuring durable peace in Sri Lanka.
Before the N

orw
egians cam

e on the scene and the U
N

F
governm

ent's policy of internationalization took root,
India w

as a key external player in the conflict. As is
custom

ary in international relations, statem
ents from

India during the peace process alw
ays w

elcom
ed the

attem
pt to find a negotiated settlem

ent to the conflict.
H

ow
ever, there w

ere m
any indicators to show

 that India
w

as m
uch m

ore suspicious of the LT
T

E's intentions.
T

herefore India's position differed from
 the near

unanim
ity donor countries show

ed in endorsing the
U

N
F strategy.

O
f course this approval by m

ost donors does not m
ean

that there w
ere no debates or discussions about various

aspects of the entire U
N

F strategy. T
he author him

self
had opportunities to be engaged in these debates;
how

ever, they did not result in any significant policy
shifts or im

pact greatly on the approach taken either by
the LT

T
E or the G

oSL.  
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T
he m

ajor deviation w
ithin the broad agreem

ent am
ong

donors w
as the U

.S. position in relation to the LT
T

E.
T

he U
nited States stood out w

ith its skepticism
 about

the seriousness of the LT
T

E in pursuing a negotiated
settlem

ent. T
he general U

.S. attitude tow
ard arm

ed
groups in the afterm

ath of 9/11 w
as a key factor

influencing this opinion. T
he other im

portant issue w
as

the U
.S. relationship w

ith India. For m
any reasons India

is the m
ost im

portant country in the region for the
U

nited States, and its position tow
ard the LT

T
E

reflected that relationship. Finally, there w
as the ban

im
posed on the LT

T
E by the U

nited States, som
ething

that w
as applied strictly not only to the dealings of U

.S.
governm

ent organizations like U
SAID

, but w
ith regard

to the use of any public funds by others. O
n several

occasions, U
.S. spokespersons em

phasized that the
LT

T
E had to dem

onstrate through concrete action that
they had given up terrorism

 in order to get recognition
from

 the U
nited States.     

D
espite this skepticism

 about the LT
T

E, the U
nited

States did not deviate significantly from
 the position of

other donor countries. For exam
ple, it did not seek to

translate its skepticism
 about the LT

T
E into increased

m
ilitary support to Sri Lanka. Instead the U

nited States
sought to apply conditionalities based on liberal
principles m

uch m
ore system

atically to the LT
T

E-
including in the declaration of the Tokyo conference.
T

he final part of the declaration, entitled, "Linkage
betw

een D
onor Support and Progress in the Peace

Process," had several clauses aim
ed specifically at the

LT
T

E. Am
ong them

 w
ere ones that related to the

participation of a M
uslim

 delegation in negotiations,
progress tow

ard a final settlem
ent on principles of the

O
slo declaration, adhering to hum

an rights norm
s, the

issue of child soldiers, and dem
ilitarization. 

T
he U

.S. position received support from
 independent

civil society activists w
ith m

any of them
 supporting the

peace process w
hile also seeking to strengthen hum

an
rights m

echanism
s. T

he attem
pt to find a role for an

independent hum
an rights expert w

as significant in this
regard. T

his process has continued at the international
level even after the breakdow

n of the peace process. T
he

best exam
ples are the recent activities of Am

nesty
International and H

um
an R

ights W
atch that have

succeeded in taking the issue of child soldiers to the
U

.N
. Security C

ouncil. 30

In contrast to the U
nited States, there w

ere several
donor countries that took a m

ore open attitude tow
ard

the LT
T

E. T
hey w

ere ready to engage w
ith the LT

T
E

directly, did not see pressing issues such as hum
an rights

as such a priority, and w
ere m

uch m
ore concerned w

ith
extending their activities to the N

orth-East. T
hey w

ere
also ready to accept the LT

T
E's position of being the

sole representative of Tam
ils. T

he point of debate
am

ong them
 w

as how
 to apply the conditionalities of

the Tokyo D
eclaration, w

hich they often argued needed
to be applied equally to both the governm

ent and
LT

T
E. 

N
evertheless, just as U

.S. attitudes tow
ard the LT

T
E did

not result in any significant increase in m
ilitary support

to Sri Lanka, the attitude of those w
ho w

anted a m
ore

balanced approach likew
ise did not result in significant

pressures on the G
oSL. In other w

ords, these differences
w

ere not so great as to bring about serious differences
w

ithin donor countries. 31T
he U

N
F strategy of peace

and prom
oting a liberal econom

y provided an
environm

ent w
here they could agree m

ore than disagree.

T
he best indicator of the unanim

ous support that the
U

N
F strategy received from

 donors is the increased
am

ount of aid received during these years.  As show
n

by C
entral Bank data, the total am

ount of aid
increased from

 R
s. 17.2 m

illion in 2002 to R
s. 61.2

m
illion in 2003-an increase of nearly 350 percent.
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ee "S
ri Lanka, Living in Fear, C

hild soldiers and Tam
il Tigers in S

ri Lanka," H
um

an R
ights W

atch, Vol.16, N
o.13(C

), N
ovem

ber 2004.
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There are m

any exam
ples of such divergences, especially betw

een European countries and the U
nited S

tates, in different parts of the w
orld. Probably the

best exam
ple is the invasion and occupation of Iraq.  

32
C

entral B
ank of S

ri Lanka, A
nnual R

eport 2003.



T
hese aid flow

s supported the U
N

F governm
ent in its

m
anagem

ent of the econom
y, especially in deficit

financing. T
he utilization of foreign sources of

finances to cover the budget deficit increased from
 0.5

percent G
D

P in 2002 to 2.9 percent G
D

P in 2003-an
am

ount larger than w
as estim

ated in the 2003
budget. 32

T
he utilization ratio of foreign assistance also

im
proved. It increased to 21 percent in 2003,

com
pared to 13 percent in 2001 and 15 percent in

2002. T
his w

as partly because the prim
e m

inister took
a personal interest in im

proving aid utilization by
bringing the External R

esources D
epartm

ent,
responsible for aid agreem

ents and negotiations w
ith

donors, under the jurisdiction of his office. H
e also

created a special com
m

ittee to oversee the
m

obilization and utilization of aid. 

T
he increased flow

 of aid also helped to adjust the
balance betw

een loans and grants. T
he proportion of

grants in the aid flow
s increased from

 33.8 percent in
2000 to 41.2  percent in 2003. C

orrespondingly the
proportion of loans decreased from

 66.2 percent to
58.6 percent for the sam

e period. 

T
his generous support, how

ever, did not im
prove the

foreign debt burden of Sri Lanka. Betw
een 2000 and

2003, the outstanding stock of foreign debt increased
from

 43.1 percent to 47.9 percent of G
D

P. According
to the 2003 Annual R

eport by the C
entral Bank of Sri

Lanka, 50 percent of this increase w
as due to

depreciation of the rupee. T
his high level of foreign

debt also m
eant that despite increased donor support,

there w
ere som

e cases w
here there w

as a net outflow
 of

donor funds. 33T
he table below

 provides data for those
donors w

ith a net positive flow
 in favor of Sri Lanka. It

also show
s Sri Lanka's overw

helm
ing dependence on

three donors during these years-- the AD
B, Japan, and

International D
evelopm

ent Association (ID
A) loans

from
 the W

orld Bank. 34

As m
uch as the increased flow

 of aid helped in the
m

anagem
ent of the econom

y, the peace process also
helped the governm

ent secure donor com
m

itm
ents for

m
any projects related to the norm

al process of econom
ic

developm
ent.  For exam

ple, a prelim
inary analysis of the

projects for w
hich aid w

as com
m

itted in 2003 show
s

that only 15 of the 62 projects w
ere directly related to

peace or had provisions for w
ork in the N

orth-East. 35

T
he other 47 covered subjects related to the norm

al
process of developm

ent.
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Table 5.  Selected indicators of foreign aid (In Rs.m
illion)

2000
%

2001
%

2002
%

2003
%

Loans
10070

66.2
19396

77.9
10113

58.8
53213

87.0

G
rants

5145
33.8

5500
22.1

7079
41.2

7956
13.0

Total
15215

100.0
24896

100.0
17192

100.0
61169

100.0

Foreign D
ebt (%

 G
D

P)
43.1

45.3
45.6

47.9

D
eficit financing

Foreign Sources (%
 G

D
P)

0.4
1.4

0.5
2.9

S
ource: A

nnual R
eports of the C

entral B
ank, 2000-2003

33
D

uring the years 2000-2003 there w
as a net outflow

 from
 S

ri Lanka in the case of the follow
ing donors: C

anada, D
enm

ark, France, International B
ank for

R
econstruction and D

evelopm
ent, Italy, N

etherlands (2000 only), U
K

 and U
.S

.

34
It is also im

portant to note that during this period S
ri Lanka benefited from

 loan agreem
ents from

 India and C
hina. 

35
D

ata from
 the External R

esources D
epartm

ent, M
inistry of Finance.



T
his is not to argue that donors w

ere not interested in
expanding their w

ork in the N
orth-East. T

he 15 new
projects m

entioned above show
 donors w

ere keen to
expand in these areas affected by w

ar, but large-scale
support to the N

orth-East did not m
aterialize because of

the failure of the peace process. Indeed, the highly
publicized $4.5 billion com

m
itted at the Tokyo donor

conference included funds for the econom
ic reform

program
, funds for developm

ent of the South, and new
m

oney for the N
orth-East. T

he governm
ent could begin

to utilize the funds for the first tw
o categories right

aw
ay, but the bulk of the funds for the N

orth-East got
trapped in the politics of the peace process.

T
herefore the greatest beneficiary of the aid flow

s w
as the

econom
ic agenda. T

he governm
ent secured funds to

im
prove the m

acroeconom
ic fundam

entals and specific
developm

ent projects.  It also m
anaged to secure

im
portant agreem

ents like the PRG
F funds from

 the
IM

F and PR
SC

 funds from
 the W

orld Bank. As stated in
the C

entral Bank's 2003 Annual Report, these approvals
w

ere an endorsem
ent of the country's econom

ic policies
and helped secure concessional assistance from

 other
donors and encourage foreign investors.

O
n the other side of the significant support that the

U
N

F received are the interests of various donors. T
he

support in the form
 of aid flow

s w
as not only an

endorsem
ent of U

N
F policies, but also reflection of the

congruence betw
een the U

N
F strategy and donor

interests. At a general level, these com
m

on interests are
signified by the tw

in objectives of security and
prom

otion of a m
arket econom

y. At a m
uch m

ore
specific level, the U

N
F strategy catered to the different

interests of each donor.

T
he prim

ary aim
 for the three big m

ultilaterals, the
IM

F, the W
orld Bank, and the AD

B, has been
prom

oting a m
arket econom

y or capitalism
. T

he IM
F's

budgetary support w
as conditional on the governm

ent
carrying out stabilization m

easures and structural
reform

s. T
he W

orld Bank and AD
B have been involved

in policy-based lending for the sam
e purpose. T

he
econom

ic agenda of the U
N

F prom
ised to carry this

forw
ard system

atically. T
he m

eeting of m
inds betw

een
the governm

ent and m
ultilateral agencies w

as such that
in a rare departure from

 the norm
al tradition, the

country strategy paper of the W
orld Bank openly praised

the regim
e in pow

er. For exam
ple, the opening page of
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Table 6.  Donors w
ith a net positive flow

 of foreign aid to Sri Lanka

2000
%

2001
%

2002
%

2003
%

AD
B

4763
25.0

5777
26.9

12391
41.6

17548
28.7

Australia
257

1.3
216

1.0
1515

5.1
1810

3.0

G
erm

any
839

4.4
1633

7.6
20.0

0.1
630

1.0

ID
A

2236
11.7

677
3.2

5663
19.0

15950
26.1

IFAD
231

1.2
137

0.6
205

0.7
198

0.3

Japan
10179

53.4
12146

56.6
8596

28.8
23298

38.1

N
etherlands

427
2.0

626
2.1

880
1.4

N
orw

ay
325

1.7
298

1.4
499

1.7
435

0.7

Sw
eden

241
1.3

155
0.7

285
1.0

389
0.6

Total
19071

100.0
21466

100.0
29800

100.0
61138

100.0

S
ource: A

nnual R
eports of the C

entral B
ank, 2000-2003



the executive sum
m

ary of the "C
ountry Strategy for

2003-2006" stated that, on the political front, a private-
sector oriented governm

ent led by Prim
e M

inister R
anil

W
ickrem

asinghe has "assum
ed control and has m

oved
decisively in starting to im

plem
ent a com

prehensive
reform

 program
." T

he bank and other m
ultilateral

agencies w
ere ready to help the governm

ent to take this
m

ission forw
ard.

In the case of Japan, the beginning of Sri Lanka's peace
process coincided w

ith a new
 direction in Tokyo's

foreign policy. For m
any years Japan has been one of the

largest aid donors globally, and, in keeping w
ith a policy

of prom
oting Japanese interests through aid, the focus

had been on linking aid w
ith trade. T

he new
 direction

sought to change this em
phasis. It aim

ed at utilizing
developm

ent assistance for political purposes, such as
resolving conflicts, and this new

 direction w
as to be

tried out first in Asia w
here Japan had a greater degree of

experience and interests. T
he conflicts in Sri Lanka and

Aceh w
ere to be som

e of the first targets of this new
experim

ent. T
his explains w

hy Japan appointed a high-
pow

ered representative to deal w
ith Sri Lanka, agreed to

be a co-chair of the peace process, com
m

itted m
ore

resources, and hosted the Tokyo conference. 

U
.S. interests in Sri Lanka's affairs stem

 from
 its role as

the only superpow
er that has global strategic interests.

M
ore specifically, in the post-9/11 period, stability of

the South Asia region becam
e increasingly im

portant for
U

.S. policym
akers. D

espite its skepticism
 about the

LT
T

E's genuineness in a negotiated settlem
ent, the U

.S.
has consistently advocated negotiations in order to
resolve Sri Lanka's conflict. In addition, the U

nited
States is also an im

portant trading partner for Sri Lanka,
and (as part of the econom

ic reform
s) w

as pursuing a
free trade agreem

ent w
ith the U

N
F. T

hese developm
ents

and an expansion of U
.S. developm

ent aid post-9/11,
rendered Sri Lanka under the U

N
F a w

illing partner for
U

.S. foreign policy objectives. 

T
he strategic interests of EU

 countries in Sri Lanka's
conflict are closely related to the asylum

 issue, a m
ajor

topic of contention in the internal politics of m
any

m
em

ber states. T
his has been especially true during

election cam
paigns or instances w

here right-w
ing groups

have sought to challenge (som
etim

es violently)
im

m
igration policies that granted asylum

 to refugees.  In
the afterm

ath of 9/11 it has also becom
e a security issue.

T
he result has been for the EU

 to take steps to create
"Fortress Europe" from

 w
hich unw

anted m
igrants and

refugees are barred. 

Sri Lanka's civil w
ar has generated m

any refugees w
ho

have sought asylum
 status in Europe. W

hile som
e have

received the right to settle in these countries, m
any

European countries repatriated failed asylum
 seekers

even during the w
ar. For som

e tim
e European countries

have been seeking a form
al agreem

ent w
ith Sri Lanka in

order to regularize this return flow
 of refugees. In

January 1994, Sw
itzerland becam

e the first country to
secure an agreem

ent. T
he peace process created

conditions for a m
uch w

ider agreem
ent. Indeed one of

the m
ajor achievem

ents of the EU
 during the peace

process w
as to secure a com

m
on agreem

ent applicable to
all m

em
ber countries. T

his took place during the visit of
the Sri Lankan foreign m

inister to Brussels in July 2002.

T
his survey of the politics of donor countries during the

U
N

F regim
e show

s a period of rem
arkable agreem

ent
betw

een the donors and the political class of Sri Lanka
(as represented by the U

N
F). T

here w
as m

uch hope that
Sri Lanka w

as on the path to peace and stability w
ith the

blessing of the donors. H
ow

ever, this w
as a short-lived

euphoria. After tw
o years of bliss, everybody recognized

that the Sri Lankan electorate had different ideas about
w

hat had been going on. 
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The politics of successfully im
plem

enting the U
N

F strategy
depended on two factors: m

anaging the relationship with
President Kum

aratunge (who was elected in 1999 from
 the

PA) and sustaining the support of the southern electorate
(which had put the U

N
F into power in 2001). 

G
iven that the rivalry and antagonism

 betw
een the PA

and the U
N

P w
ent back alm

ost to the beginning of the
post-Independence period, the so-called cohabitation
exercise by the tw

o parties experienced difficulties right
from

 the beginning. Although there w
ere m

any efforts
to continue w

ith this arrangem
ent, factionalism

 w
ithin

the political class based on personal and fam
ily rivalries

m
ade it extrem

ely difficult to sustain. C
ohabitation

betw
een the president and the U

N
F governm

ent barely
lasted tw

o years. T
he president took over three critical

m
inistries in N

ovem
ber 2003, signifying the beginning

of the end of the cohabitation. In February 2004, just
after Independence D

ay celebrations, the president
dissolved parliam

ent and called fresh elections. 

T
he only w

ay the U
N

F could counter these political
difficulties w

as by m
aintaining the support of the

southern electorate. If the U
N

F had w
on the 2004

election, the entire strategy of peace efforts and
econom

ic reform
s w

ould have been strengthened and
advanced to the next level. T

he electorate w
ould have

endorsed the international support that the U
N

F had
sought out and received. But this w

as not to be. T
he

U
N

F w
as soundly defeated in the 2004 elections. T

he
reasons behind this defeat provide m

any lessons for
those interested in peace.  

T
here are m

any indicators that show
 that a large section

of the m
ajority Sinhala population has m

oved aw
ay from

its opposition to negotiations w
ith the LT

T
E. In the

early stages of the conflict a m
ajority of the Sinhalese

w
ere supportive of the m

ilitary effort. As usual the

m
edia w

as unanim
ous in supporting a m

ilitary solution
and there w

ere m
any public m

eetings in support of the
sam

e. Recruitm
ent by the arm

y attracted m
any young

m
en and w

om
en. 

T
he 1994 election w

as a turning point in this regard.
President K

um
aratunge for the first tim

e cam
paigned on

a platform
 of negotiations and w

on. T
his w

as repeated
in 2001, this tim

e by R
anil W

ickrem
asinghe. T

his is
historically im

portant, as they are the first elections
(since voting began in 1931) w

here the tw
o m

ajor
political parties cam

paigned for reform
ing the

centralized post-colonial state and w
on. 

Support for negotiations w
as m

aintained throughout the
period of the U

N
F governm

ent. As show
n by data

generated by the Social Indicator project of the C
entre

for Policy Alternatives, during the negotiations close to
80 percent of the population w

as in support of a
negotiated settlem

ent (C
entre for Policy Alternatives,

2003). T
his w

as highest w
hen the U

N
F and LT

T
E

actually conducted several rounds of face-to-face
negotiations. In a national sam

ple it w
ould have been

difficult to m
aintain such high support if not for the

agreem
ent of a large percentage of Sinhalese. T

his data
also indicated that there had been a sizeable shift in
opinion am

ong the m
ajority com

m
unity aw

ay from
supporting a m

ilitary solution tow
ard agreeing w

ith a
negotiated settlem

ent.

H
ence, in order to understand the U

N
F defeat one m

ust
look beyond the dynam

ics of the peace process.
C

ertainly the political fallout caused by the econom
ic

reform
 program

 w
as a contributing factor.  Every

econom
ic reform

 involves reconstituting the relationship
betw

een the state and social groups affected by the
reform

s. Reactions obviously reflect how
 the reform

s
either negatively or positively affected particular social
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classes. T
he politics of successful reform

 involves
m

anaging the negative fallout peacefully w
hile retaining

the support of the population as w
hole. T

he defeat of
the U

N
F in the 2004 elections, how

ever, show
s that

they w
ere not able to m

anage their reform
s w

ithout a
backlash from

 the electorate. 

Although the beginning phase of liberal capitalism
 in Sri

Lanka's goes back to 1977, the econom
ic reform

program
 has not m

ade progress in several key areas.
T

hese include:

reform
 and reduction of the state bureaucracy; 

restructuring and privatization of som
e of the

rem
aining state-ow

ned enterprises, especially in the
financial sector, pow

er generation, and railw
ays;

reform
s in labor law

s so that the labor m
arket could

operate w
ithout restrictions; and 

developing m
arket m

echanism
s in the area of land

and w
ater. 

In all of these areas there have been discussions and
debates about reform

s for a considerable period of tim
e.

Indeed, m
ultilateral donors have been dem

anding them
for som

e tim
e. In som

e cases, studies and reports have
been conducted, discussions w

ith donors held, and even
som

e initial steps taken. But the progress has been slow,
often w

ith frequent reversals.  

T
he principal reason for this is that the politics of

carrying out each of these reform
s entail overcom

ing the
resistance of fairly w

ell organized and entrenched
interest groups, classes, and ideologies. 

Reform
ers of state enterprises have to tackle the

resistance of people em
ployed in these enterprises.

Salaried em
ployees of the state sector form

 a part of
w

hat som
e M

arxists called the "interm
ediate class." T

his

class expanded during the period of state dom
inated

capitalism
. In the post-Independence period,

interm
ediate classes have been an im

portant elem
ent of

the class block that has ruled Sri Lanka. H
istorically, the

bourgeoisie that accum
ulated w

ealth during the colonial
period inherited pow

er from
 the colonial m

asters. T
his

could not be m
aintained in the context of universal

franchise and regular elections. T
he class that rose up

through the electoral process to share pow
er w

ith the
colonial bourgeoisie w

as this interm
ediate class. 36

Even during the post-1977 period this class has
expanded. T

his is partly due to the political difficulties
facing large-scale retrenchm

ent in the public sector,
continuous dependence on the state sector for various
aspects of services, and the dom

inance of patronage
politics w

ithin the political class that continues to use
the state as a m

eans of em
ploying their supporters. 

T
he organized w

orking class is one that has expanded
due to the im

pact of liberal econom
ic policies, as the

expansion of various sectors of the econom
y increased

their absolute num
bers.  Although it doesn't cover a

significant section of the new
 w

orking class, Sri Lanka
has a trade union m

ovem
ent for critical sectors like

plantations, civil service, state enterprises (including the
financial sector), and sections of the private sector. Som

e
of the unions have close affiliation w

ith political parties,
allow

ing them
 to form

 an im
portant interest group in

political bargaining. Indeed, political parties w
ho com

e
to rule the country often depend on the support of these
trade unions in their political battles.  

D
eveloping m

arket m
echanism

s in land and w
ater

involves challenging a long-held policy of subsidizing
and protecting the paddy-producing sm

all holds farm
er.

T
his is an ideology that has been a principal elem

ent in
the form

ation of the highly centralized post-colonial Sri
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Lankan state. C
hallenging it and bringing about reform

s
that w

ould introduce m
arket-oriented reform

s in the
area of land and w

ater m
eans facing political difficulties

not dissim
ilar to reform

ing the state to m
eet the

autonom
y dem

ands of the Sri Lankan Tam
ils.

H
ence the U

N
F econom

ic strategy-w
hich, am

ong other
things, attem

pted a significant retrenchm
ent of public

em
ployees, extensive privatization, reform

 of labor law
s,

and the im
plem

entation of institutional changes to land
policies-actually entrenched several social and political
forces sim

ultaneously. T
his w

as done w
hile also

attem
pting to bring about a historic transition to the

structure of the state through negotiations w
ith an

arm
ed group that had been proscribed a few

 years
previously. U

nder such circum
stances one can

understand how
 sustaining the support of the Sinhala

electorate w
ould certainly be a form

idable task. 

O
f course, the political difficulties associated w

ith the
reform

 process do not m
ean the post-1977 ruling classes

did not m
anage to successfully im

plem
ent som

e reform
s

that favored capitalism
. Indeed, if w

e look at the context
in w

hich m
ajor reform

s w
ere done, w

e can see a
situation w

here the balance of political forces w
as in

favor of the ruling class. T
hree exam

ples from
 the past

substantiate this: 

T
he first cam

e w
ith the 1977 inauguration of liberal

capitalism
. T

he U
N

P could easily carry out a series
of reform

s because they had just w
on an election

and com
m

anded a five-sixths m
ajority in

parliam
ent. T

he opposition w
as w

eak and there w
as

no question of m
ounting any resistance. In

addition, by introducing a pow
erful presidency--and

by rigging a referendum
 in 1982 that extended the

life of the parliam
ent (and the U

N
P's hold on

pow
er) for another five years--the U

N
P leadership

acquired all the pow
er necessary to begin reform

s.
T

hus the Jayaw
ardena era lasted for 12 years-long

enough for the U
N

P to push its reform
s through.

T
he second period of m

ajor reform
s cam

e under
President Prem

adasa w
ho w

as elected in 1988. T
his

m
arked the beginning of the privatization program

and also the period of state action against the JV
P

insurgency. It is a period of death squads,
disappearances, and gross hum

an rights violations.
In this clim

ate of repression very few
 could m

ount
any opposition to the political, never m

ind
econom

ic, regim
e of the day. T

hus the ruling classes
w

ere left to pursue reform
s as they w

ished.

T
he third period occurred after the election of

President C
handrika K

um
aratunge. In this instance,

the reform
 program

 secured support due to the
popularity and legitim

acy of a regim
e that had

defeated the U
N

P after 17 long years. T
he U

N
P

rule from
 1977 to 1994 w

as the longest that the Sri
Lankan electorate has seen since Independence. It
w

as also a period of great repression and ethnic
violence and for that m

any w
ere glad to see the

U
N

P go. As a result, the new
 governm

ent w
as

popular enough to carry out econom
ic reform

s.

Even under the favorable political environm
ents enjoyed

by these regim
es, none of them

 tried as extensive a reform
program

 as the U
N

F governm
ent set out to accom

plish.
H

ow
ever, the U

N
F did so in far less favorable

circum
stances and, not surprisingly, paid the price.

T
he U

N
F also introduced these extensive reform

s in a
society bearing the social contradictions of m

ore than
tw

o decades of liberal capitalism
. Even if w

e confine
ourselves to a discussion about average statistics, all the
costly num

ber-crunching exercises carried out by
econom

ists point to the fact that after m
ore than tw

o
decades of liberalized policies, m

ore than a quarter of
the population still live under the poverty line (See Table
7). T

hese figures do not include the N
orthern and

Eastern provinces. If these provinces w
ere included the

picture w
ould be m

uch w
orse. 

M
oreover, recent data on incom

e distribution show
s that

Sri Lanka rem
ains an extrem

ely unequal society.
Prelim

inary data of the C
entral Bank C

onsum
er Finance

and Socio-Econom
ic Survey for 2003/2004 show

s that
"the share of the highest incom

e decile in total incom
e,
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at 38.6 percent, is about tw
enty three tim

es as high as
the share of the low

est decile (1.7 percent) indicating
highly unequal incom

e distribution. Sim
ilarly the

highest tw
o deciles together account for m

ore than half
of the total incom

e (53.7 percent), w
hile the low

est five
deciles (i.e., the low

er half of the total incom
e deciles)

account for only about one fifth (19.6 percent) of the
total incom

e." 37

T
his inequality has a regional dim

ension as w
ell. W

ith
close to 50 percent of the G

D
P concentrated in the

W
estern Province, the other regions are neglected (Table

7). T
his is reflected in the figures for the share of

households in poverty. As show
n by Table 7, this figure

is 12.2 percent of households for the W
estern Province

but goes up to 40 percent of households in
Sabaragam

uw
a, the w

orst-off province. 

In the case of Sri Lanka, social inequality has a greater
influence on politics than absolute poverty. It goes
against a social trend established since Independence,
w

here the pow
er of the W

esternized colonial bourgeoisie
w

as challenged and various policy m
easures adopted to

break the m
onopoly of pow

er of this tiny m
inority. As

w
e have argued, the real beneficiaries of this w

ere the
interm

ediate classes. But it established an ethos and a
dem

and for social justice that still influence political
battles.

G
row

ing inequality also has a significant influence on
overall perceptions regarding developm

ent m
odels, as it

strengthens the perception of injustice. W
hen inequality

is prevalent, both socially and regionally, as is the case of
Sri Lanka, the perception of the dom

inance of an unjust
m

odel of developm
ent is stronger.

Another contradiction of liberal capitalism
that has had w

ide-ranging social
repercussions w

as the status of the
sm

allholder peasantry w
ho w

ere grow
ing

paddy. As w
e have argued above, protecting

this class has been one of the basic
principles of the post-colonial Sri Lankan
state. H

ow
ever for m

any years there has
been a gradual deterioration of the viability
of sm

allholder paddy and, as a result, the
living conditions of those engaged in that
kind of agriculture. 38Politically they form
the largest section of the electorate.  

Finally, the U
N

F tried to undertake its
extensive reform

s in a society that w
as

experiencing the im
pacts of the 2001

econom
ic recession. T

he high cost of living,
loss of em

ploym
ent due to the closure of
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Table 7.  Indicators of regional inequality

Province
Share of H

ouseholds in
Poverty (1995/96)

Share of G
D

P
(2000)

W
estern

12.2%
49.4%

N
orth-W

estern
30.4%

10.4%

C
entral

35.4%
9.9%

Southern
32.5%

9.3%

Sabaragam
uw

a
40.0%

6.7%

Eastern
n.a.

4.5%

U
va

33.9%
4.0%

N
orth-C

entral
26.1%

3.8%

N
orthern

n.a.
2.1%

Sri Lanka
26.7%

100.0

S
ource: W

hite Paper presented by the G
oS

L to the O
slo m

eeting, 25 N
ovem

ber 2002

37
C

entral B
ank of S

ri Lanka, A
nnual R

eport 2003. This survey also did not cover K
illinochchi, M

annar and M
ullativu districts. H

ence the incom
e distribution

picture w
ill be w

orse both socially and regionally.
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ank's answ
er to this problem

. It am
ounts to liberalizing land m

arkets so that sm
all paddy farm

ers w
ill be able to sell their land

and turn to som
ething m

ore profitable. This m
ight happen w

ith the expansion of capitalist relations in agriculture, but w
hat is im

portant to focus on is the

political process underlying this transition.    



enterprises, and the loss of hope about the econom
ic

environm
ent had w

idespread effect. In fact, as argued
above, som

e opinion polls show
 that in the 2001

elections, the southern electorate voted for the U
N

P to
take care of the econom

ic m
alaise rather than the civil

w
ar. Econom

ic issues rem
ained a high priority for the

population throughout the period w
hen negotiations

w
ere going on. W

hen a social indicator survey in
January 2003 asked a sam

ple to prioritize issues of
concern, 48.2 percent chose cost of living, 16.5 percent
unem

ploym
ent, and 18.8 percent ethnic conflict (C

entre
for Policy Alternatives, 2003). Put another w

ay, 64.7
percent placed econom

ic issues as the first priority w
hile

18.8 percent picked the conflict. 

T
hus the U

N
F, w

hile beginning a difficult negotiating
process w

ith the LT
T

E, also undertook an econom
ic

reform
 program

 that led them
 to confront pow

erful
political forces. T

his w
as carried out in a context of

persistent poverty, grow
ing inequality, deteriorated

conditions for the paddy grow
ing peasantry, and the

continuing im
pact of the econom

ic recession. 

D
espite the enorm

ous econom
ic problem

s m
ost of the

population faced, the U
N

F strategy did not have any
significant policy package to tackle social issues. Since
the planners and leadership believed in the traditional
grow

th and trickle dow
n strategy, the principal thrust

w
as to rem

ove the fetters that prevented m
arkets and the

private sector from
 developing. T

he idea w
as to generate

econom
ic grow

th through this, link the poor to the
grow

th process and im
prove certain support services so

that the poor could benefit. 

Basic assum
ptions of the econom

ic vision precluded any
critical look at the post-1977 period. T

herefore, the
U

N
F leadership either did not understand or did not

w
ant to understand the negative im

pacts of the previous
20 years of liberal capitalism

. R
ather, they believed that

w
hat w

as needed w
as m

ore of the sam
e, but w

ith a
greater degree of intensity. U

N
F policy docum

ents did

not give an inkling of w
hether the politics of reform

itself w
ould generate new

 conflicts and how
 it w

ould
influence the peace process. M

any of the reports gave
the im

pression of being w
ritten by consultants devoid of

any know
ledge of Sri Lankan history or any clue to its

politics.

In contrast to the record of previous U
N

P regim
es, the

U
N

F strategy did not include any significant program
that could m

obilize political support w
ithin the

population at large. Exam
ples of such program

s are
Janasaviya under President Prem

adasa and Sam
urdhi

under President K
um

aratunge. Both are highly
publicized poverty alleviation program

s that have the
socioeconom

ic objective of poverty alleviation. But they
also have political significance. T

hese are program
s that

ruling classes use to m
anage the relationship w

ith the
general population w

hile they carry out m
any other

reform
s needed for capitalist developm

ent. Even the
nam

es given to these program
s play this political role.

Both President Prem
adasa and C

handrika K
um

aratunge
subscribed to this strategy w

hile carrying out reform
s. 39

T
he thrust of the U

N
F strategy w

as to tighten these
program

s rather than to think of any new
 innovations.

T
herefore, w

hile the reform
 program

s alienated large
sections of the population, there w

as very little to
m

aintain their support. T
his fed into a w

idely held
perception that m

ost of the reform
s benefited only big

business. Specific policies such as the tax am
nesty

confirm
ed this im

pression and provided am
m

unition for
the critics. 

T
he Poverty Reduction Strategy Paper (PR

SP), the
poverty-related com

ponent of the econom
ic reform

program
, put forw

ard w
hen the U

N
F w

as in pow
er,

could never play this political role. R
ight from

 the
beginning, the PR

SP w
as identified w

ith donors and
therefore lacked political legitim

acy. It w
as criticized for

w
hat it actually is-an adjunct to the politically

controversial reform
s that donors w

ere trying to push. In
essence, the substance of the PR

SP is com
prised of the
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sam
e structural adjustm

ent and stabilization
program

s prom
oted by m

ultilateral donors. W
hat it

tries to do is legitim
ize these policies through a

poverty alleviation argum
ent. Another aspect of the

plan is to carry out a so-called participatory
exercise, a new

 strategy by donors to try and
generate support for reform

s that they w
ant to

prom
ote. T

he participatory exercises for the PR
SP

w
ere extrem

ely lim
ited and never reflected any kind

of m
ass participation. For these reasons, the PR

SP
could not even begin to generate the political
support that the U

N
F needed. 40

W
ithin a short period of tim

e, the U
N

F, w
hile

achieving m
uch in the peace process, began to face

political difficulties on tw
o fronts. First, the

cohabitation exercise failed. Second, the reform
process generated a lot of hostility from

 various
social groups because of the direct negative im

pact
som

e of the policies had on their w
ell-being.

H
ow

ever, w
hat w

as im
portant w

as not so m
uch the

direct im
pact of these policies. R

ather, the problem
w

as the adherence to an ideology that gave the
im

pression that the governm
ent cared little about

these vital sectors of the population w
hose support

w
as instrum

ental to the peace process.

T
he April 2004 elections w

ere a com
plete reversal

of fortunes for the U
N

P. From
 their best

perform
ance in 2001, they slum

ped to the w
orst

perform
ance by getting only 35.8 percent of the

total national vote, w
orse even than their 1994

defeat w
hen they secured 41.9 percent. T

he U
N

P
lost the absolute m

ajority in 14 electoral districts.
In all electoral districts there w

as a reduction in the
percentage of total votes as com

pared to the 2001
elections. After only tw

o years at the helm
, R

anil
W

ickrem
asinghe had led the U

N
P to a w

orse
electoral defeat than the one that occurred after 17 years
of repressive U

N
P rule. 
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Table 8.  UN
P/UN

F electoral perform
ance

2001
2004

+/- 

C
olom

bo
49.7

40.3
-9.4

G
am

paha
42.3

35.7
-6.7

K
alutara

43.4
35.8

-7.6

G
alle

42.2
36.6

-5.6

M
atara

40.4
33.0

-7.4

H
am

bantota
38.2

33.3
-4.9

M
atale

47.1
45.2

-1.9

K
andy

49.3
46.6

-2.7

N
'Eliya

62.6
50.3

-12.4

K
urunegala

46.3
40.9

-5.5

Puttalam
48.2

43.4
-4.7

Polonnaruw
a

44.9
38.2

-6.7

Anuradhapura
43.5

37.8
-5.8

M
oneragala

39.7
34.7

-5.0

Badulla
50.2

45.4
-4.8

R
atnapura

43.7
39.5

-4.2

K
egalle

46.8
41.8

-5.1

Jaffna
8.2

0.0
-8.2

Vanni
26.0

22.3
-3.7

Batticaloa
11.8

2.4
-9.3

Am
parai

19.7
13.6

-6.0

Trincom
alee

37.1
8.2

-28.9

Total
43.2

35.8
-7.4

S
ource:  C

om
puted from

 data from
 the Election C

om
m

issioner's D
epartm

ent, G
oS

L.



CAN
 DON

OR COUN
TRIES HAVE A DIFFEREN

T
APPROACH?

T
his section is a reflection on the role of donor

countries, taking into account the Sri Lankan experience
during the years 2002-2004. T

his experience tells us
w

here the interests of these countries lie, and w
hat w

e
can expect from

 them
. O

ur thoughts have to be
grounded in this historical experience as it gives us a
m

uch m
ore realistic fram

ew
ork w

ithin w
hich to explore

the future role of donors. 

LESSON
S OF THE 2002-2004 PERIOD

Sri Lanka has becom
e a fragm

ented state due to the tw
o-

decades-long w
ar. T

he first tw
o years of the new

m
illennium

 saw
 an escalation in the w

ar to the extent
that it underm

ined the grow
th of capitalism

. 

T
he econom

ic crisis of 2001 forced the ruling classes to
begin negotiations w

ith the LT
T

E, w
hich w

as then
controlling part of the country. T

he crisis w
as so bad

that the ruling class w
as ready to lift the ban on the

LT
T

E, accept that there w
ere tw

o arm
ies controlling

different parts of the country, sign a ceasefire agreem
ent,

and begin negotiations. 

T
he LT

T
E's objectives w

ere to extend its control over
the N

orth-East and the sea, gain access to governm
ent

controlled areas (especially in the Jaffna peninsula), gain
recognition internationally, and control the resources
that could flow

 into the N
orth-East for rehabilitation

purposes.  

T
he U

N
F leadership achieved a ceasefire agreem

ent soon
after it cam

e to pow
er. O

n this basis several rounds of
negotiations w

ere held. But the negotiations broke dow
n

w
hen the LT

T
E w

as not invited to the W
ashington

m
eeting. In the m

eantim
e, the econom

ic reform
program

 m
oved forw

ard. 

H
ow

ever, as w
e have argued, the econom

ic reform
program

 caused a political fallout by alienating large
sections of the Sinhala population. Eventually this led to
the U

N
F's defeat in the 2004 elections.

T
he m

ost rem
arkable aspect of the U

N
F strategy w

as
the extensive international support that it m

anaged to
generate. N

orw
ay rem

ained as the chief facilitator and
m

ediator; w
hile the U

nited States, Japan and the EU
becam

e co-chairs of the negotiation process. As our data
show, the governm

ent received generous financial
support from

 donors, especially Japan, the AD
B, and the

W
orld Bank.

D
onor countries agreed w

ith the fundam
ental objectives

of the U
N

F strategy. T
hey w

ere supportive of the
negotiations betw

een the G
oSL and the LT

T
E as they

saw
 this as the essence of peace. T

hey w
ere equally

supportive of the econom
ic agenda as it favored m

arkets,
private sector developm

ent, and further liberalization of
the econom

y. Even donor policies that have poverty
alleviation as their focus are conceptualized w

ithin this
econom

ic ideology.

Am
ong donors, the only key difference w

as in how
 best

to deal w
ith the LT

T
E. H

ere the country that stood out
m

ost w
as the U

nited States. T
his w

as prim
arily because

of Am
erican strategic security interests in the post-9/11

period and its legal ban on the LT
T

E. T
he U

nited States
w

as also m
ore skeptical about the LT

T
E's attitude

tow
ard negotiations, and applied pressure on the

organization to prove its bona fides, principally by
m

aking use of conditions stipulated in the Tokyo
declaration.
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In supporting peace efforts, donors focused their support
on tw

o sets of actors, the private sector and civil society.
T

his dovetailed w
ith the overall agenda of security and

prom
otion of the m

arket econom
y. W

ithin the liberal
agenda of politics and econom

ics, these tw
o groups are

natural allies of donor countries, the form
er because of

its role in supporting the econom
ic agenda, the latter for

helping to prom
ote the liberal agenda. H

ow
ever, the

2002-2004 experience show
s the inability of these actors

to influence political outcom
es.

D
espite donor approval and consensus about the

approach undertaken by the U
N

F, there w
ere debates

and discussions about various aspects of the strategy.
H

ow
ever, these debates did not result in any changes in

the form
al policy of m

ost of the countries. N
or did they

result in significant policy shifts in donor approaches to
either the LT

T
E or G

oSL. M
oreover, donors proved

largely incapable of controlling the peace process once it
started to unravel, especially in getting the LT

T
E to

rejoin the negotiation process after they w
ithdrew. 

T
his w

as either because they w
ere unable to influence

these processes or because it w
as not in their strategic

interests to do m
ore than they w

ere already doing. T
he

m
ost likely answ

er is the latter. As an exam
ple of a

different response to the Sri Lankan conflict, take the
exam

ple of India w
hen the Indo-Lanka agreem

ent w
as

signed. W
hen the negotiations w

ere getting now
here,

India intervened directly to put pressure on all parties
and in the end sent thousands of its troops to Sri Lanka.
T

his is not to argue that this approach w
as correct. But

it show
s that India intervened because it w

as in its
strategic interests to do so. M

any donor countries have
behaved like that in other conflict situations, w

hether it
be European intervention in the Balkans or the U

nited
States in parts of the w

orld w
here their interests are

perceived to be threatened. W
hether w

e like it or not,
these interests are w

hat drive the policies of m
ost

countries. 

T
he likely scenario in the near future is that none of the

param
eters of Sri Lanka's conflict w

ill change. T
he

characteristics of such a scenario include:

Sri Lanka w
ill rem

ain a fragm
ented state for m

any
m

ore years to com
e. T

he LT
T

E w
ill try to extend its

control over the N
orth-East. Both parts of the

country and both political leaderships w
ill operate

in a globalized w
orld and try to use international

factors for their benefit.

T
he prim

ary interest of m
ultilateral donors like the

IM
F, the W

orld Bank, and the AD
B w

ill be the
prom

otion of a liberal econom
y. T

he relationship of
Sri Lanka w

ith these agencies w
ill depend largely on

the success of the econom
ic reform

 program
. 

T
he U

nited States w
ill have an interest in Sri Lanka

because of its concern for stability in the region. But
the U

nited States is likely to approach this issue in
close co-operation w

ith India. T
he U

.S. w
ill also be

an im
portant econom

ic partner for Sri Lanka. Its
position regarding the LT

T
E is unlikely to change.

Japan is likely to rem
ain Sri Lanka's largest donor.

Its new
 interest in conflict resolution is unlikely to

take it beyond w
hat it is doing now. T

he approach
w

ill be based m
ostly on diplom

acy and persuasion.
Japan is also likely to w

ork closely w
ith India,

especially as both countries are vying for a
perm

anent position on the U
.N

. Security C
ouncil. 

As it is now, m
ultilateral donors, the U

nited States,
Japan, and India w

ill be the largest sources of
foreign aid and external influence. T

hese are the
agencies and countries that can w

ield influence in
Sri Lanka. 

T
his leaves m

any other donor countries providing
relatively sm

all am
ounts of aid. T

hey are the ones
w

ho w
ill prom

ote debates and discussions about the
best approach donors should take but they are
unlikely to contribute to any serious policy shift.

N
orw

ay w
ill continue to occupy the unique

position of facilitator and m
ediator but her

principal concern w
ill be how

 best to prom
ote a

deal betw
een the G

oSL and the LT
T

E.
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BUILDIN
G A SOCIAL M

OVEM
EN

T TOW
ARD PEACE

G
iven this reality of interests and positions by donor

countries, it can be helpful to share the concepts and
ideas that have m

otivated som
e of the social activists

w
ho have been supportive of the peace process but

critical of the approach taken by the U
N

F and
supported by donors. 41T

his is done w
ith the hope that it

w
ill influence the thinking of donors w

ho are receptive
to these ideas.

T
he basic principles underlying the position taken by

these activists are: 

A durable peace involves m
ore than a deal betw

een
the LT

T
E and the ruling classes. It involves not

only an elite pact that could lead to reform
s of the

Sri Lankan state, but a reconstitution of the
relationship betw

een rulers and the ruled. In this
reconstitution, principles of pluralism

, dem
ocracy,

hum
an rights, and social justice are im

portant.

T
he prim

ary actors in this process of transform
ation

tow
ard durable peace are internal political forces.

Externally induced solutions w
ill not have political

legitim
acy and w

ill not help ensure a sustainable
peace. 

At present, internal political forces are unable to
reconstitute the Sri Lankan state in this m

anner.
T

he internal balance of political forces is such that
Sri Lanka is likely to rem

ain a fragm
ented state for

som
e tim

e to com
e.

T
his does not m

ean there have been no shifts or
changes in the situation. If one has a feeling for the
history of m

odern Sri Lanka, its polity has evolved
significantly in accepting som

e of the fundam
ental

notions that are necessary for a solution. For
exam

ple, the notion of devolution and the need to
reform

 the state is accepted by the tw
o m

ain parties
and a significant section of the population. 

T
his is a significant change. But it is im

portant to
rem

em
ber that this idea only entered m

ainstream

politics in 1987 w
ith the signing of the Indo-Lanka

Accord. T
his is a very short period of tim

e if one
considers that the history of the m

odern Sri Lankan
state goes back to the m

iddle of the 19th century
under British colonialism

.

K
eeping these historical processes in m

ind, the task
is to find and create a political space that prom

otes
various activities and organizations that w

ill
strengthen the values of pluralism

, dem
ocracy,

hum
an rights, and social justice. T

he signing of the
C

FA in 2001 should be view
ed as a point of

transition that creates such a space to prom
ote these

goals. 

W
ithin this political agenda som

e of the specific tasks
are:

1.
M

aintaining the ceasefire.Although the
ceasefire agreem

ent has created a
qualitatively new

 situation there is no
guarantee that it w

ill hold. Renegotiating
the agreem

ent is difficult at the m
om

ent
but the process of m

aintaining the ceasefire
needs to be strengthened. 

T
his is necessary to im

prove the im
age and

legitim
acy of the Sri Lanka M

onitoring
M

ission, especially in the eyes of the
m

ajority com
m

unity. M
any have lobbied

for a strong hum
an rights m

echanism
 to

run parallel to the C
FA. T

his m
echanism

should cover the behavior of both the
LT

T
E and the Sri Lanka Arm

ed Forces.

2.
Resum

ption of negotiations.Every effort
should be m

ade to resum
e negotiations.

Although there are contacts betw
een the

LT
T

E and G
oSL even w

ithout form
al

negotiations, they lack legitim
acy am

ong
the m

ajority com
m

unity. In fact, som
e of

these efforts are view
ed as underhanded

efforts to support the LT
T

E. 
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3.
O

ne of the draw
backs of the last round of

negotiations w
as the total neglect of southern

politics, especially the relationship betw
een

the tw
o m

ajor parties. T
his is in contrast to

som
e of the earlier efforts w

here this w
as

given its due im
portance. Som

e sort of an
understanding betw

een the tw
o m

ajor
parties is necessary not only for the success
of negotiations, but also for the isolation of
Sinhala extrem

ist groups. T
his is the only

w
ay their influence w

ithin the Sinhala
polity can be isolated.

4.
T

here should be greater effort to broaden the
social base for peace in the South beyond the
private sector and organizations identified as
civil society.M

any organizations that have a
m

ass base such as trade unions, student
groups, and rural organizations are still
outside the support base for the peace
process. H

ow
ever, their support cannot be

m
obilized if the objective of the econom

ic
agenda is m

erely to carry out fiscal policies
and structural reform

 so that those w
ho

have capital can continue the accum
ulation

process. 

5.
T

he econom
ic reform

 program
 has to be

driven by a broader vision of transform
ing

Sri Lankan society and sustaining durable
peace rather than a search for grow

th figures.
T

his calls for a) a m
uch better

understanding of the politics of econom
ic

reform
s; b) strategies for building political

support for reform
 w

hile not underm
ining

support for the peace process; and c)
greater focus on tim

ing and sequence of
reform

s so that the peace process is not
underm

ined. T
his is im

portant as there
w

as little understanding of the relationship
betw

een the politics of econom
ic reform

and the politics of the peace process during
the last round of negotiations.  If these
principles are taken seriously there is a

need to question som
e of the fundam

ental
theoretical and conceptual assum

ptions
that underlie the econom

ic reform
program

. T
he political agenda behind the

reform
 program

 w
ill also be different. 

6.
Pressure on the LT

T
E and G

oSL on issues of
dem

ocracy, hum
an rights and pluralism

 m
ust

be m
aintained.T

hose w
ho have interpreted

peace w
ithin a security and developm

ent
fram

ew
ork have been happy to appease the

LT
T

E despite its authoritarianism
 and

Tam
il chauvinism

. T
his tendency has also

dom
inated the last round principally

because peace has been view
ed as a deal

betw
een the LT

T
E and G

oSL. If on the
other hand durable peace is view

ed as a
process w

here the political actors
them

selves have to be transform
ed (instead

of aim
ing only at a deal am

ong political
actors to provide security and stability), the
issues of dem

ocracy, hum
an rights, and

pluralism
 are given m

ore im
portance. T

his
is necessary to tackle the other equation in
Sri Lanka's peace process, the rights of the
M

uslim
s.  

7.
D

uring the last round of negotiations,
investm

ents to im
prove livelihoods of the

population in the N
orth-East unfortunately

becam
e trapped in the politics of trying to get

a deal betw
een the LT

T
E and G

oSL. T
his

link should be broken. T
he population in

the N
orth-East has suffered enough

w
ithout subjecting them

 to the political
objectives of the C

olom
bo elite or the

arm
ed LT

T
E. T

herefore, there m
ust be

greater effort to channel funds to the
N

orth-East and not let them
 get trapped in

the politics of the Track 1 peace process.

8.
It is also im

portant to rem
em

ber that there
are m

any areas of intervention that can be
undertaken w

ithout w
aiting for negotiations

to succeed.For exam
ple, m

uch can be done
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to prom
ote the policy of bilingualism

,
w

hich is an im
portant ingredient of

pluralism
. In fact, there is no guarantee

that the success of negotiations w
ill

prom
ote such policies. As argued by D

arini
Senanayake-R

ajasingham
, devolution

m
ight result in ethnic enclaves rather than

pluralism
 (1999). But nonetheless m

any
such interventions can be undertaken
w

hile negotiations are continuing. 

W
hile recom

m
ending these possibilities in prom

oting a
durable peace, it is necessary to end this section w

ith a
caution about negative outcom

es in the near future. T
he

U
N

F strategy cam
e to an end w

ith their defeat in the
2004 elections. T

he behavior of the U
PFA governm

ent
show

s that it has understood how
 the U

N
F's econom

ic
policies alienated various social classes. As a result, it w

as
quick to im

plem
ent several policy m

easures to satisfy
their interests, such as reintroducing the fertilizer
subsidy, recruiting graduates for state em

ploym
ent, and

retreating from
 further privatization. But m

ost of these
policies w

ere done in an ad hoc and contradictory
m

anner. M
oreover, the need to m

anage an unw
ieldy

coalition and the usual tendency of our political class to
spend unavailable resources has m

ade the situation even
m

ore precarious.

Added to these econom
ic com

plexities are problem
s w

ith
the peace process. Although a group closely associated
w

ith the president is keen to begin the negotiation
process, several obstacles rem

ain. T
hey include: a lack of

trust betw
een the U

PFA leadership and the LT
T

E;
internal contradictions of the ruling regim

e; uncertainties
in the East; and the LT

T
E's position on the ISG

A.

T
hese factors have m

ade m
anaging the econom

y m
ore

difficult. T
he U

N
F is clearly hoping to w

restle control
of the presidency and parliam

ent so it can continue to
re-im

plem
ent the policies that it began. T

his could even
include giving the LT

T
E interim

 control of the N
orth-

East. D
onors, if they w

ork w
ithin the sam

e fram
ew

ork
as before, could be supporting these steps. 

G
iven the present balance of political forces in the

South, the result of such an effort could be large-scale
instability in the South. T

he m
ore extrem

ist sections in
the South w

ill capitalize on the contradictions of the
peace process and econom

ic reform
s. In such a context,

the U
N

F could return to its authoritarian politics of the
1977 to 1989 period. T

he w
orst scenario is that donors

w
ill support the tw

in strategy of extending the
authoritarian rule of the LT

T
E in the N

orth-East and
the econom

ic agenda in the South despite the repression
and instability of the governm

ent.
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