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Sri Lanka is currently experiencing a severe economic crisis which has made inroads into all
sectors of the country. The following budget proposals are made considering the immediate
remedial actions needed to exit this crisis, including the promotion of foreign exchange earnings,
increasing government revenue, promoting economic growth, and meeting the essential needs
of the people.

1.0 Reducing the Trade Deficit

1.1 Policy issue
The widening trade deficit has destabilised the exchange rate, caused disruptions to essential
services, and created shortages of essential goods. Therefore, it is crucial to reduce the widening
trade deficit, by increasing exports and limiting imports, to better manage the economy.

1.2 Research evidence1

Despite strict import control regulations, Sri Lanka's trade deficit in merchandise goods widened
in 2021 by USD 2.1 billion (Bn) (compared to 2020). However, once the trade deficit is compared
with the 2019 - an average year without pandemic disruptions - the trade deficit increase in 2021
was just USD 142 million (Mn). The published trade volume indices by the Central Bank of Sri
Lanka (CBSL) show that in 2021 imported volume contracted to 162.2 from 164.2 in 2019. More
importantly, the consumer goods imports volume index contracted in 2021 to 130.4 from 174 in
2019. The import reduction patterns across categories are consistent with the post-pandemic
import controls, as consumer goods were prioritised in imposing import controls. The slight increase
in the trade deficit was mainly due to the sharp price movements in the world market. The import
price index in intermediate goods went up to 176.9 in 2021 compared to 143.2 in 2019.

It is important to note that in the first four months of 2022, the fuel import bill has surged sharply to
USD 1,922 Mn (averaging USD 480 Mn per month) compared to USD 1,314 Mn in 2019 (averaging
USD 328.5 Mn). In addition, intermediate goods like wheat, fertiliser, and base metal prices have
rallied up in the world market due to the Russian invasion of Ukraine. Thus, it is increasingly
difficult for Sri Lanka to finance crucial imports, provided the weak reserve position amidst the
upward price movements. In addition, domestic food production loss needs to be compensated
by imported food and increased agricultural productivity by supplying required chemical fertilisers.
Overall, it is essential to prioritise the use of scarce foreign exchange and increase export earnings
from the sectors that utilise minimum imported raw materials.

1 Wijesinghe, A., & Yogarajah, C. (Forthcoming) (2022). The Effects of Import Controls on Sri Lanka's Exports and the Economy.

Colombo: Institute of Policy Studies of Sri Lanka.



1.3 Policy recommendations

Prioritising imports for the industrial sector and ensuring food security2

It is no longer possible to restrict food imports using import controls as quantitative import
controls, and special commodity levies are already imposed on food imports. About 88% of food
imports at 2017 values are subject to quantitative or price restrictions.3 In addition, the domestic
shortfall needs to be compensated by imported calories to ensure the country's food security.

Thus, the removal of the special commodity levy (SCL) applied on canned fish (LKR100/kg),
green gram (LKR 40/kg), black gram (LKR 200/kg), cowpea (LKR 70/kg), palm oil (LKR 275/kg),
and black gram flour (LKR 325/kg) will reduce the pressure on net food consumers. Additionally,
removing import restrictions (license) on maize should be considered to reduce the feed cost of
poultry production in order to bring down the high price of vital protein sources.

The high domestic food price and shortages will incentivise further resource allocation to the
agricultural sector, reducing economic efficiency. Labour force movements to the farming sector
will cause upward movements to wage rates in the industrial sector, adversely affecting the goal of
an export-led economy. Prioritising fertiliser imports and reintroducing fertiliser subsidies to paddy
and vegetable farmers will increase the productivity of farmers already in the sector without
allocating further land and labour force to the agricultural sector.

It is impossible to cut down on raw material imports without drastically affecting the domestic
production that targets the export market. Thus, the only possibility is to reduce non-industrial fuel
consumption. The budget should propose measures to encourage work from home, allocate funds
for safe alternative transport modes (eg: more bicycle lanes- and energy sources), and ration fuel
for non-commercial passenger transport vehicles (including cars).

Increasing exports in sectors that use minimum foreign raw materials in the
short run

Sri Lanka has a comparative advantage in producing agricultural exports like tea and spices, and
mineral products like graphite. Another advantage of these products is that they require a lower
share of foreign raw materials in production. For example, the output of tea requires fertiliser and
machinery, which are imported, while a larger share of the value addition is from domestic sources.
Meanwhile, textiles and electronic goods require more foreign value-added components. Due to
the foreign exchange crisis, expanding these sectors in the short term might be challenging, though
the export value is relatively high. However, the expansion of agricultural and mineral exports
generates less foreign exchange leakage and increases foreign exchange inflows in the short run.

Despite the advantage of the low import bill in agricultural exports like tea, there is a worrying trend
of declining tea exports in the first few months of 2022. The crisis in key black tea export
destinations and lowered tea production due to fertiliser shortage might be the main reasons
behind the declining trend. Expanding agricultural exports should be done by increasing the sector's
productivity.

2 Ibid.

3 Ibid.



A key challenge the industry faces is the lack of fertiliser and agrochemicals. The budget
proposals should target increasing the productivity of the export-oriented agricultural sector,
facilitating the import of agrochemicals and fertiliser. In addition, auctioning mineral resources will
increase government revenue and export revenue in the short term (Table 1).

Table 1: Major exports by Sri Lanka that contain a lower share of foreign raw materials4

HS code Product Sector Foreign Exported RCA1

6 digit description value-added value in
contribution 2021
(% of
exports)

90240 Black fermented Agriculture, hunting, 8.00 414.93 206.37

tea forestry, and

fishing

90611 Cinnamon 8.00 150.24 908.70

530500 Coconut 8.00 111.21 224.06

80111 Desiccated 8.00 92.66 142.45

coconuts

30232 Fresh or 8.00 50.48 339.40

chilled yellowfin

tunas

261400 Titanium ores Mining and quarrying 4.00 24.71 17.41

270300 Peat 4.00 16.54 14.72

250610 Quartz 4.00 9.54 24.37

250410 Natural graphite 4.00 4.51 15.54

261510 Zirconium ores 4.00 4.47 6.30

and concentrates

Note: 1. Revealed Comparative Advantage (RCA), measures the competitiveness of the respective sectors in the world
market. If the value is higher than one, Sri Lanka is competitive.

Source: Own calculations.



2.0 Promoting Safe Migration and Increasing
Formal Remittances

2.1 Policy issue
Worker remittances to Sri Lanka have continuously declined in 2021 reaching very low levels in
2022. Remittances from January to May 2022 were USD 1,304.2 Mn, which was 53.1% lower
than the corresponding period in 2021. These monthly remittance receipts are lower than the
amount received before the COVID-19 pandemic or during the peak of the pandemic in April
2020. However, the departure statistics for 2022 indicate a recovery of departures for foreign
employment, as well as a growing interest to seek foreign employment in future. From 1 January
-22 June 2022, total departures for foreign employment stand at 138,789 which records a 351%
growth relative to the first half of 2021. Despite such impressive departure statistics, the below-
normal performance of worker remittances is a critical issue.

2.2 Research evidence
Remittances by migrants play a significant role in improving socio-economic conditions and soothing
of consumption difficulties of families left behind.5, 6  Evidence indicates that a significant component
of remittances to Sri Lanka are sent through informal channels.7 During the recent economic
crisis, in addition to the groups of migrants who have regularly used informal channels to send
money, new segments of migrants have resorted to informal channels due to their lower costs and
more attractive foreign exchange rates.8 Many migrants avoid using formal channels due to their
cumbersome rules and regulations. In recent times, some have boycotted using formal channels
to show their dissatisfaction with the government's ad hoc policies and related economic
mismanagement that led to a foreign exchange crisis.9

Uncalculated decisions to migrate lead to greater vulnerability in the recruitment process. Severe
economic issues and desperation lead potential migrants falling victim to human smugglers and
traffickers, resort to irregular channels of migration, fall victim to unscrupulous individuals posing

5 Weeraratne, Bilesha (2019).  Migration & Remittances: Impact on Financial Behaviour of Families Left Behind in Sri Lanka. Labour
and Migration Research Series No. 201. Institute of Policy Studies of Sri Lanka.

6 IInternational Labour Organization (ILO). (2020). A comprehensive Analysis of Remittances: Sri Lanka. Colombo: ILO,. NOTE: IPS
conducted the research and wrote the report though published as ILO, It is mentioned in Acknowledgements.

7  This is still an ongoing study, hence, no full reference is available to cite here. The link can be provided as follows https://www.ips.lk/
protecting-migrants-rights-and-promoting-decent-work-with-the-south-asia-centre-for-labour-mobility-and-migrants-salam/.

8 Institute of Policy Studies of Sri Lanka (IPS). (2022, forthcoming). Sri Lanka:  State of the Economy 2022. Colombo: Institute of Policy
Studies of Sri Lanka.

9  Ibid.



10 International Labour Organization (ILO) (2020). A Comprehensive Analysis of Remittances: Sri Lanka. Colombo: ILO. NOTE: IPS
conducted the research and wrote the report though published as ILO which is mentioned under Acknowledgements.

11 Weeraratne, Bilesha (2018).  Migration & Gender Outcomes: Analysis of Selected Policies in Sri Lanka. KNOMAD Working Paper 35.
Global Knowledge Partnership on Migration and Development (KNOMAD) of World Bank.

12 Weeraratne, Bilesha, Wijayasiri, Janaka, &  Jayaratne, Suwendrani. (2018).   Cost of Low-Skilled Migration to Saudi Arabia, South
Korea and Malaysia: Value Chain Analysis - Sri Lanka. Labour Economic Series No. 20. Institute of Policy Studies of Sri Lanka.

13 Weeraratne, B. (2020). Migrant Workers' Wage Offers: the Paradox of the Involvement of Recruitment Intermediaries in Migration
Studies, (advance article) mnz055.

 14 Weeraratne, B. (2014).  Female Domestic Workers in the Middle East: Does Recruitment Through an Agent Minimize Vulnerability ?
Labour Economic Working Paper Series No.18. Colombo:  Institute of Policy Studies of Sri Lanka.

15 Weeraratne, Bilesha. (2018). Regulating Sub Agents for Better Migration from Sri Lanka. Labour Economic Series No. 21. Institute of
Policy Studies of Sri Lanka.

16 Institute of Policy Studies of Sri Lanka (2018). Recruitment Intermediaries in the Foreign Employment Industry in Sri Lanka 2018.
International Organization for Migration.

2.3 Policy recommendations

Increase departures to increase remittances

Provide loans for potential migrants to bear the cost of migration with the promise to repay the
loan via remittances. The budget would need to allocate a sum of money for this purpose to give
banks credit guarantees in order to provide loans to potential migrants. The migrants can be
encouraged to pay back such loans with remittances. This will not only facilitate migration but also
increase formal remittances.

Encouraging the use of formal remittance channels

Allow remitters to negotiate and demand higher exchange rates (on par with informal remittance
channels) for remittances sent via formal channels. The current exchange rate is approximately
365 LKR/USD. By offering the difference between this and the black-market rate (i.e. 400-365=35),
more formal remittances can be attracted to Sri Lanka. Part of the reason for the lower exchange
rate is the higher transaction costs involved when sending money through formal channels. The
government can subsidise this cost so that banks can offer a better exchange rate to the remitters.

to be recruitment agents, pay exorbitant recruitment fees, and increased indebtedness to facilitate
recruitment/ migration are evident among others.10, 11, 12, 13, 14, 15, 16



3.0 Ensuring Food Security Amidst the
Economic Crisis

3.1 Policy issue
Sri Lanka is facing food security issues owing to food shortages and food price inflations resulting
from both internal and external factors. Unless this situation is arrested, more people will go
hungry and the malnutrition levels in the country will rise.

3.2 What the evidence shows
Sri Lanka is in a crisis with acute food insecurity which occurs when a person's inability to access
and consume adequate food puts their life or livelihood in immediate danger.

IPS research has shown that long-term environmental, social, and economic trends heightened
by domestic and international challenges have eroded the resilience of agri-food systems while
creating a food crisis in the country.17 From the global front, the COVID-19 pandemic and the
Russia-Ukraine conflict have created a global recession with high world market prices of food, oil,
and fertiliser. This has also led to export bans of these goods. From the local front, crop failures
have happened due to poor government policies such as the fertiliser import ban.18 Inflationary
pressure due to various alternative policy decisions like tax cuts, money printing and exchange
rate floating have also taken a toll on domestic food prices and food supply.19 All of these have
resulted in low farm incomes, high food prices, food shortages, hunger, and malnutrition. UN
reports highlight that 4.9 Mn people need assistance for food and nutrition security while 3.45 Mn
people need agriculture and income assistance.20

3.3 Policy recommendations
As an immediate measure to help the poor and marginalised who are the most vulnerable, a
targeted food ration scheme covering essentials like rice, wheat flour and dhal, and strengthening
targeted nutritional assistance programmes such as the School Meal programme, Thriposha
programme and 'Poshana malla' are needed. This can be supported by acquiring food aid and
funds from foreign sources such as the World Food Programme (WFP), Food and Agriculture
Organization (FAO) and regional (SAARC) and bilateral sources.

As short-term measures, community gardens that include neighbourhood community gardens
and school gardens can be promoted. A community garden is a shared, semi-public space where
people in the surrounding neighbourhood share the work and harvest of maintaining a garden

17  Based on information from http://southernvoice.org/the-future-of-food-security-in-an-age-of-pandemics-building-a-modern-and-resilient-
food-system-in-sri-lanka-and-nepal/.

18 Based on information from https://www.canr.msu.edu/prci/publications/Policy-Research-Notes/PRCI_PRN_3.pdf.

19  Institute of Policy Studies of Sri Lanka (IPS). (2022). Sri Lanka:  State of the Economy 2022 (forthcoming). Colombo: Institute of Policy
Studies of Sri Lanka.

20 Based on information from https://www.dailymirror.lk/hard-talk/Food-Security%3A-4-9-mn-currently-in-need-of-food-assistance---UN-
Official/334-238774.



space for growing crops or even rearing livestock. The way a community garden is set up and
maintained can vary greatly from one to the other. These can be established in an empty land and
the neighbours can look after it. Another can be in the land of a religious place and the devotees
can look after it. It can even be on private land where the neighbours can share the harvest in
exchange for labour. Some examples of community gardens include Virginia Avenue Community
Garden - Washington, D.C.:21; Community Gardens Australia (CGA).22

Home gardening can also be promoted by distributing seeds and planting materials at a subsidised
rate, but this needs extension services and proper monitoring of the outcomes to make it a success.
Otherwise, important seeds and planting materials could go to waste as they did during the COVID-
19 Home Gardening programme.

A proper Integrated Pest Management (IPM) and Integrated Plant Nutrition Management (IPNM)
Programmes should be designed to make use of both organic and chemical fertilisers and other
agrochemicals appropriately so that only sufficient/ minimal quantities of chemical fertilisers and
agrochemicals can be imported. Further, Good Agricultural Practices (GAP) have to be popularised
among farmers by giving some incentives so that the technical and allocative efficiency of using
the important resources can be maximised.

As long-term measures, improving the productivity of available cultivations through R&D on
investments throughout the value chain is required. The investment in agricultural research had
an upward trend during the green revolution and started declining in 1977. The negative trend
continues even today. More importantly, the yields of rice and other important food crops have
started stagnating following this turn of events, after a long period of impressive growth. The past
trend of declining public investment in agriculture, especially in research, extension and institution
building has to be reversed. Private sector investment will have to be encouraged.

To correct market failures, private sector participation and public-private partnerships should be
promoted where feasible to create a facilitative environment, especially to improve healthy food
preferences, and efficient and stable modern value chains. This can be done through different
approaches such as trader-farmer contracts, contract grower systems, public-private-producer-
partnerships (4P), etc. Additionally, digital technologies can be utilised to shorten supply chains
and minimise information asymmetry. Prioritising the implementation of the national climate
adaptation plan, community-based resilience-building, climate-smart agriculture practices, GAP,
strengthening existing indemnity-based insurance programmes, and promoting index-based/
picture-based/ satellite-based agricultural insurance programmes would be important initiatives to
stabilise food availability and access.

21  Based in information from https://virginiaavenuecommunitygarden.com.
22  Based in information from https://www.communitygarden.org.au.



4.0 Sustaining Education Delivery and Retaining
Children in Education

4.1 Policy issue
Frequent closure of schools and inadequate resources for providing necessary education inputs
are increasing school dropouts and exam pass rates. This affects the productivity of the labour
force in the future.

4.2 Research evidence
IPS research reveals, that education participation levels fall and are less equitable at higher grades.23

For example, net enrolment rates were only 53% at the A-levels. Relative to children from the
wealthiest income quintile, children from the two poorer income quintiles are less likely to complete
the major school cycles. Furthermore, disparities in education completion rates are most prominent
in O-level and A-level success rates. For instance, around 81% of children in the wealthiest decile
pass O-levels whereas only 38% in the poorest decile succeed in the O-level exam. Similar
disparities are seen in A-level success rates - the poorest decile being 17% and the richest decile
being 61%. Moreover, male children are less likely to complete the junior secondary school cycle
and pass O-levels than females. The reason could be that male children stop schooling and
engage in economic activity due to household financial difficulties.

The COVID-19 pandemic and the current economic crisis have severely affected the education
sector in many ways. Health concerns, union action, social unrest, and transport issues have
resulted in the frequent closure of schools. Such disruptions have severely affected the school
education of children and increased the risk of children dropping out of the school system.
Inadequate budget allocations and improper recruitment of teachers have deteriorated education
quality as well. Recent news items showcased the difficulties faced by schools due to shortages of
paper and other materials necessary for the functioning of schools.24

Further, the deterioration of school facilities has affected the effective functioning of schools.25

Interruptions to school-based relief measures such as the School Meal programme can also result
in increasing school dropouts and malnutrition. According to the Ministry of Finance data, public
investments in education have remained just above 1%.26 Even in this, a large share is spent on
teacher salaries.27 The frequent absorptions to the teaching cadre in order to provide jobs for
unemployed graduates has worsened this situation crowding out funds from other necessary
education quality inputs.

23 Jayawardena, P. & Perera, U., (forthcoming). Towards Universal Education and Universal Health Care: State of the Economy 2022 (
forthcoming). Colombo: Institute of Policy Studies of Sri Lanka.

24 Chamara, S., (2022). Testing Students in Testing Times, Retrieved June 29, 2022, from The Morning:  https://www.themorning.lk/
testing-students-in-testing-times/.

25 Candidates had to sit for their O-level exams in buildings with leaking roofs, because of improper maintenance of school facilities.

26 Based on Ministry of Finance data.

27 Arunatilake, N., & Jayawardena, P. (2013). School Funding Formula's in Sri Lanka. Retrieved June 29, 2022, from UNESCO: http://
unesdoc.unesco.org/images/0022/002259/225944E.pdf.



4.3 Policy recommendations

28 Abayasekara, A., Perera, U., & de Silva, T. (n.d.). Demand for Private Tutoring during COVID-19: An Initial Scoping Exercise for Sri
Lanka. Retrieved June 29, 2022, from Institute of Policy Studies of Sri Lanka:
https://www.ips.lk/demand-for-private-tutoring-during-COVID-19-an-initial-scoping-exercise-for-sri-lanka/.

The government has recommended online education as an alternative to overcoming some of the
difficulties in conducting on-site school classes. However, IPS research shows that access to
online lessons is not equitable due to poor access to the internet, lack of necessary devices, and
high cost of data.28

Public investment in education should be increased and an adequate share of such
investments should be dedicated to providing education quality inputs

Adequate investments should be made in the education sector to ensure the proper functioning of
schools. For such investments, adequate finances should be guaranteed for providing education
quality inputs such as maintenance of school buildings, paper, and funds for maintaining identified
school-centred relief programmes such as school meals. This can be done by putting a cap on the
share of government spending on salaries and wages of total expenditure on education. Given the
lower enrolment rates for A-Levels, the government should consider introducing more targeted
financial assistance programmes for deserving children from poorer families so that they can
continue their education.

Reduce school closures due to transport issues

The existing number of school buses should be increased and adequate fuel should be provided
for school buses to limit school closures due to transport issues. Furthermore, measures should
be taken to ensure that children do not travel long distances to attend schools so that even in
times of crisis schools can function uninterrupted.

Investing in continuing school-based relief programmes to retain children in schools

The government should take measures to continue the School Meal programme which will be an
encouraging factor to improve the school attendance of poor children. Partnerships with non-
government organisations like the World Food Programme (WFP), United Nations International
Children's Emergency Fund (UNICEF) and other well-wishers to revitalise the free School Meal
programme are vital.



5.0 Strategising Health Finance Maintaining Equitable
Access to Health

5.1 Policy issue
Sri Lanka's health system has gained recognition for being a highly efficient low-cost model for
maintaining and improving health. However, the changing disease patterns, ageing, and domestic
finance issues are threatening the sustainability of the sector.

The change in the epidemiological patterns is evident as Non-Communicable Diseases (NCD)
has taken centre stage in the health sector of Sri Lanka for several decades now. NCDs are
estimated to account for 83% of all deaths in Sri Lanka causing serious health and economic
consequences to individuals as well as to the country. Every year, around 120,000 people die
prematurely from NCDs in Sri Lanka. This has been attributed to four major behavioural risk
factors: tobacco use, physical inactivity, the harmful use of alcohol and unhealthy dietary patterns.

5.2 Research evidence
The current achievements in the health sector are not sustainable given the shifting demographic,
disease burdens, and issues with domestic finance.29 Inadequate service provision in the public
sector and shortages of medicine and equipment are driving people towards the private sector,
causing inequities in access to health care since all cannot afford health care in the private sector.
Investments in the health sector have been limited in the past several years. Furthermore, like in
the education sector, over half of the existing budget is allocated for salaries and wages leaving
very little resources for all other health inputs. Moreover, insufficient attention given to allocating
essential foreign reserves for purchasing imported inputs has created shortages in the health
sector.

Changing lifestyles have exacerbated the situation by increasing health costs, especially NCD
risk factors. For example, tobacco smoking and alcohol remain a significant health threat killing
more than 20,000 Sri Lankans annually.30  In 2016, tobacco smoking cost the Sri Lankan economy
LKR 213.8 Bn, equivalent to 1.6% of its GDP.31 Unhealthy dietary patterns also contribute to
NCDs. About 72.5% of the Sri Lankan population eat less than five servings of fruit and/or vegetables
on average per day.32  Additionally, 26.5% of school children aged 13-17 years reported that they

29 Evidence in this section is drawn from Abayasekara, A., Bharali, I., Arunatilake, N., De Silva. T., memio, Identifying the Knowledge,
Capacity, and Policy Gaps in the Face of Sri Lanka's Health Transitions and Journey Towards Universal Health Coverage: A Qualitative
Study.

30 RTI International, Ministry of Health, Sri Lanka, United Nations Development Programme, WHO FCTC Secretariat, World Health
Organization. (2019). Investment Case for Tobacco Control in Sri Lanka. New York: United Nations Development Programme. Retrieved
June 29, 2020, from UNDP: https://www.undp.org/content/undp/en/home/librarypage/hiv-aids/investment-case-for-tobacco-control-
in-Sri-Lanka.html.

31 RTI International, Ministry of Health, Sri Lanka, United Nations Development Programme, WHO FCTC Secretariat, World Health
Organization. (2019). Investment Case for Tobacco Control in Sri Lanka. New York: United Nations Development Programme. Retrieved
June 29, 2020, from UNDP: https://www.undp.org/content/undp/en/home/librarypage/hiv-aids/investment-case-for-tobacco-control-
in-Sri-Lanka.html.

32  WHO recommends at least 400 g (i.e. five portions) of fruit and vegetables per day, excluding potatoes, sweet potatoes, cassava and
other starchy roots.



5.3 Policy recommendations
A system to ensure proper financial planning for the health sector

This should include rationalising and increasing the efficiency of expenditure on the health sector,
as well as implementing mechanisms for mobilising private sector resources for the health sector.
Rationalising health expenditure should involve prioritising public health spending to focus on
essential health services and ensuring that sufficient funds are available for financing such essential
needs. Further, a system must be established to limit recruitments to the health sector on cadre
requirements in order to maximise the efficiency of spending on salaries and wages.

Fiscal policies for increasing government revenue and decreasing health costs

Taxing to control NCD risk factors can both, help to increase revenue and decrease expenditure
on health. Even though an inflation-adjusted tax system is the best option to choose for the long
run, for the interim budget, it is recommended to increase the tax by LKR 20 for all types of
cigarettes.34 Such an increase is estimated to increase government revenue by LKR 5 Bn.
Furthermore, expanding and increasing the tax on sugar-sweetened beverages (SSB) can also
help to increase revenue and decrease health costs. Emerging findings from an IPS study affirm
that the tax imposed in 2017 had contributed to decreasing the demand for SSBs.35 The study
recommends institutionalising tax changes with income changes and inflation, thus affordability of
SSBs is kept low. Moreover, it also recommends widening the coverage of the tax to discourage
consumption while generating revenue for the government. As with the tax on tobacco, a tax on
SSBs can increase revenue while decreasing related health costs.

33  World Health Organization. (2020, February). NCD Microdata Repository. Retrieved June 29, 2021, from World Health Organization:
https://extranet.who.int/ncdsmicrodata/index.php/catalog/648/related-materials.

34 Institute of Policy Studies of Sri Lanka. (2022). Generating Revenue by Raising Tobacco Taxes. Policy Memo (Unpublished). Colombo.
Institute of Policy Studies of Sri Lanka.

35 Strengthening Fiscal Policies and Regulations to Promote Healthy Diets in Sri Lanka https://www.ips.lk/strengthening-fiscal-policies-
and-regulations-to-promote-healthy-diets-in-sri-lanka/.

consumed a carbonated soft drink at least once per day.33 Therefore, implementing fiscal policies
to improve diets and prevent NCDs is important as these would rectify market failures, create
incentives to reduce dietary risk factors for NCDs, and generate government revenue.



6.0 Taking Advantage of Green Financing Options

6.1 Policy issue
The industrial revolution came with a global environmental cost, which has led to the global warming
and climate change issues the world is experiencing today. Since the most common source of
global energy is fossil fuels, the energy sector is the highest contributor to greenhouse gas (GHG)
emissions, among others. Hence, the reason for renewable energy (RE) sources and energy
efficiency (EE) practices being globally promoted in order to reduce the emission level from the
energy sector through the COP 21 Paris Agreement and Sustainable Development Goal 7 (SDG7).
Sri Lanka, being a signatory of these global policy developments, has committed to emissions
reductions. Therefore, the local policy developments are aligned to meet the global policy movement.
At present, Sri Lanka has a target to convert 70% of the national electricity supply using RE
sources by 2030. Similarly, the country has to increase EE in order to reduce specific energy use
across all end-user levels by 15% to that of the 2015 value, by 2030.36 Therefore, Sri Lanka needs
to make necessary investments in the RE sector and EE improvements.

6.2 Research evidence
Sri Lanka has potential energy sources in the RE sector along with private investors willing to
invest in energy generation. However, to effectively incorporate the generation from RE sources
such as solar and wind, necessary infrastructure developments such as a smart grid and storage
facilities are crucial.37

Sri Lanka being a party to the Montreal Protocol, follows the Kigali Amendment that considers
reducing GHG emissions from cooling sector appliances by phasing down hydrofluorocarbon
(HFCs) and improving the energy efficiency of cooling equipment.38

6.3 Policy recommendations

36  Ministry of Environment. (2021). Nationally Determined Contributions. Retrieved June 29, 2021, from UNFCCC: https://www4.unfccc.int/
sites/ndcstaging/PublishedDocuments/Sri Lanka First/NDCs of Sri Lanka-2021.pdf.

37  Institute of Policy Studies of Sri Lanka. (2022). Energy Sector Challenges and a Sustainable Electricity Industry, draft prepared for the
State of the Economy 2022 (forthcoming). Colombo: Institute of Policy Studies of Sri Lanka.

38 Institute of Policy Studies of Sri Lanka. (2021). National Cooling Policy of Sri Lanka (draft) submitted to the Ministry of Environment.
Retrieved June 29, 2021 from IPS: https://www.ips.lk/national-cooling-policy-of-sri-lanka/

Make use of available international financial support to develop the RE sector

There are provisions under SDG7 and SDG13 for developing countries to finance necessary
infrastructure developments in the RE sector using the Green Climate Fund (GCF) of the United
Nations Framework Convention on Climate Change (UNFCCC). Thus, the importance of relevant
government authorities to investigate the financing opportunities available for Sri Lanka in this
regard. This will also help bring in much-needed foreign exchange while reducing the demand for
fossil fuels.



The National Cooling Policy has provisions for investments in cooling sector developments which
are directly related to emissions reduction and the use of RE. Therefore, more resources should
be allocated for investigating climate funding and green finance opportunities to improve the energy
efficiency of cooling equipment and cooling sector investment needs in agriculture, health, space
cooling, and industrial cooling in the country.

Further to the above, the CBSL has taken initial steps by launching the 'Sri Lanka Green Finance
Taxonomy' to attract green finance options to the country in May 2022, as it "would be a critical
tool to guide financial institutions, investors, corporates and green-bond issuers to navigate the
transition to a low-carbon, climate-resilient, and resource-efficient economy".39 Similarly, more
resources should be allocated for developing proposals for attracting green finances to the country.

39 Central Bank of Sri Lanka. (2022). Sri Lanka Green Finance Taxonomy. Colombo: Central Bank of Sri Lanka.

40 Department of National Planning. (2021). Public Investment Programme 2021-2024. Colombo: Ministry of Economic Policies and Plan
Implementation, Sri Lanka.

41 State of the Economy 2022 (forthcoming). Anchoring the 2030 Agenda in National Development Strategies. Colombo: Institute of
Policy Studies of Sri Lanka.



7.0 Improving Public Investments through Proper
Planning
7.1 Policy issue
The absence of a strong national development framework and an associated process of an efficient
allocation of resources undermined Sri Lanka's ability to address economic challenges. Historically,
the development planning communiques are insufficiently flexible to consider the development
priorities of the country.40 Moreover, politically motivated expenditures, inefficiencies, and poor
coordination among institutions (responsible for planning, budgeting, and monitoring) have made
public investments unsustainable.

7.2 Research evidence
The Public Investment Programme 2021-2024 highlights the mismatch between development
priorities and investment planning.41 Hence, improving the government's Public Financial
Management (PFM) system is mandatory to align government expenditure to the development
needs of the country.

Institutional innovations such as new budgetary rules and fiscal councils help to ease the uncertain
macroeconomic outlook.42 Fiscal rules are long-lasting controls on fiscal policy through numerical
limits on broad budget aggregates. Fiscal councils provide fiscal oversight, including monitoring
the fiscal rules and assessing the credibility of budgets and the quality of public policies. The fiscal
council provides independent input into fiscal policy decisions and conduct. Therefore, in many
countries, fiscal councils exist as a formal or informal 'check' on executive fiscal agencies. Fiscal
councils can perform two important functions: advising on fiscal policies and plans, and auditing
fiscal plans and performance.

To achieve success, fiscal councils require political support, an appropriate fiscal framework, a
well-defined mandate, clear legal backing, technically qualified staff, a clear reporting system, and
accountability. A large inefficient public sector deters development trajectories.43 The government
should not provide jobs but create a conducive macroeconomic environment for the private sector
to generate jobs. The PFM reforms would be more plausible if these could be complemented by
public sector reforms. Quality over quantity is the key to retaining competent technocrats in the
public service.

7.3 Policy recommendations

40 Department of National Planning. (2021). Public Investment Programme 2021-2024. Colombo: Ministry of Economic Policies and Plan
Implementation, Sri Lanka.

41 State of the Economy 2022 (forthcoming). Anchoring the 2030 Agenda in National Development Strategies. Colombo: Institute of
Policy Studies of Sri Lanka.

42 Cangiano, M. M., Curristine, M. T. R., & Lazare, M. M. (2013). Public Financial Management and its Emerging Architecture. Washington,
D.C.: International Monetary Fund.

43 Herath, T. N. (2015). Recent trends of Public Sector and Financial Management in Sri Lanka. Sri Lanka Journal of Development
Administration. 14-26.

44 Davoodi, H. R., Elger, P., Fotiou, A., Garcia-Macia, D., Han, X., Lagerborg, A., & Medas, P. A. (2022). Fiscal Rules and Fiscal Councils:
Recent Trends and Performance during the COVID-19 Pandemic. Washington, D.C.: International Monetary Fund.

Establish a fiscal council to enhance fiscal discipline

A fiscal council promotes fiscal responsibility and provides independent scrutiny of fiscal policies,
plans, and performance.44 It supports disciplining the fiscal policy and strengthening government



finances. Composition and implementation of the fiscal council. Fiscal councils are expert bodies
staffed by technical personnel (career civil servants and external independent experts). These
can be either legislative offices (often found in the presidential form of governance) or executive
offices (reporting to the Ministry of Finance). Governments can pass legislation to constitute a
fiscal council, providing secure operational funding. Given the current context, obtaining external
financing from International Financial Institutions (e.g. IMF, World Bank, EU) would be feasible.

Fiscal councils are expected to have full autonomy within the scope of their mandates, conduct
active and unfettered dissemination of their analysis. Macroeconomic forecasting can be delegated
to an independent fiscal council to reduce forecasting bias since macroeconomic forecasts and
fiscal policies act as the foundation for sustainable public finance. This is vital as economic
mismanagement could be avoided since the framework is signalling the mismatch.

Strong and sustained political commitment to a medium-term fiscal goal and commitment of the
public sector is of utmost importance for long-lasting improvements in fiscal performance, especially
the coordination between monetary and fiscal policy, simply the CBSL and Ministry of Finance
should be strengthened. More importantly, the fiscal council will help to build trust in the government,
coordinate national and sub-national fiscal expenditures and improve the quality of financial reporting
and accountability.

Reform the PFM system and the public sector

The reformed agenda should be well-planned and communicated. These reforms include
re-skilling of employees to a new role or reducing the number of employees by providing redundancy
packages, such as early retirement schemes or voluntary retirement schemes. Performance-
based progress evaluations should be strictly followed, and promotions should be based not on
seniority but performance.

Singapore, New Zealand and Australia are some of the countries where we can learn how to
strengthen the public sector. However, it is also advisable to customise the reforms to follow the
local context. System improvements cannot be ignored, as this is how efficiency and productivity
can be improved.

Measures must be put in place to reduce the public sector to one-third of the existing number
(approximately 500,000). Considering the economic capacity and size of the country, managing a
huge public sector is loss-making, and causes inefficiencies and waste, hence requiring an employee
redundant scheme.

It is essential to bring a 'performance-based appraisal system'. However, considering the existing
setting, the performance appraisals should be carried out by independent institutions. Moreover,
re-skilling the public sector into productive work is important. Rather than the quantity, the quality
should be of high priority. Therefore, the public sector should be integrated into one civil service so
that all the officials are treated equally.



8.0  Extended Social Protection to Minimise Poverty

8.1 Policy issue
The current economic crisis particularly rising food and non-food prices and shortage of fuel have
led to serious implications, particularly for low and lower-middle-income households. It has even
led to job losses/ declining household earnings and has affected consumption. Given the current
rise in the cost of living including the price of essential items such as milk powder, food shortages,
and the continuous inflationary pressure, the risk of malnutrition continues to increase in Sri Lanka
as well.

Social protection measures, in particular, cash transfer programmes need to be implemented in
the short term to protect these vulnerable groups and to ensure minimum income levels for all.
Among the vulnerable are disabled and senior citizens which are considered to be two of the most
affected groups. Therefore, it is important to extend assistance to these groups beyond the existing
beneficiaries to ensure better coverage, since with increasing hardships more people would have
fallen below the poverty line.

8.2 Research evidence

Given the extent of the present crisis, the existing social protection schemes will not be sufficient
to cover those falling below the poverty line due to the economic downturn. Hence rapid
assessments need to be done to identify the poor and those affected by the crisis using village-
level administrators/committees. This can be done efficiently by using the existing lists compiled
during the pandemic as a basis but improving them to rectify any targeting errors. Given the high
level of targeting errors in the Samurdhi programme, beneficiaries should not necessarily include
Samurdhi recipients (families) if they are neither poor nor their earnings affected by the crisis.

The cash transfer programme for senior citizens presently covers over 400,000 elders over 70
years and above from low-income households. However, this is only a fraction of the 70+ eligible
population from low-income households.  In addition to the current beneficiaries of the programme,
around 157,800 persons are on the waiting list for this programme (as of May 2020). Furthermore,
in the COVID-19 relief assistance distribution during the first wave of the pandemic in 2020,
several other elderly persons who were deemed eligible for elders' assistance were identified by
the rural committees at the divisional level. The need of these individuals should be assessed,
and benefits should be extended to those, where possible.

The disability assistance programme covers around 72,000 people while another 37,492 people
were on the waiting list for this programme (as of May 2020). Moreover, an additional 14,149
disabled people were identified in the first wave of the COVID-19 pandemic by the 'rural committees',
set up during the COVID-19 relief assistance programme, as eligible for cash assistance. All such
people are likely to require assistance during these difficult times and should be included in the
programme.

The country was already experiencing relatively high rates of malnourishment among children
even before the COVID-19 pandemic and the current economic crisis. As evident from the latest



available Household Income and Expenditure (HIES) 2019 data, around 33.4% of children between
the ages of 0-4 years were experiencing poor nutrition outcomes (underweight or stunted).
According to UNICEF, 7 out of every 10 families have reduced their food consumption due to the
crisis.  Thus, the rates of malnutrition in the country are likely to increase over the upcoming
months. Hence measures are needed to arrest this situation.

8.3 Policy recommendations
Identified families should be given a monthly allowance of LKR 5,000 per family/ household (for
three consecutive months), and this should be on top of any other cash assistance they receive
from the government. The programme should particularly aim at including those poor/ deserving
families who are currently not part of the Samurdhi programme but deemed eligible and any other
families in the informal sector whose income has been heavily affected by the economic crisis.

It is important to extend the coverage of the elderly assistance programme to all eligible people
above 70+ years from low-income households to ensure their financial security. This is particularly
important to ensure the financial security of senior citizens of the country at this time, given the
rising prices of food, medicine, etc., and difficulty in obtaining medicine free of charge from
government hospitals. This will first require a systematic assessment of their eligibility based on
the defined set of eligibility criteria for the programme (which can be done at the divisional level).

Extending disability benefits, the current number of benefits to people on the waiting list alone will
require an additional budget allocation of around LKR 2,250 million in 2022, while covering those
identified by the rural committees (subject to a re-assessment of their eligibility for the assistance)
will require a further allocation of around LKR 849 million as well.

The School Meal programme that focuses on child nutrition such as the Mid-day Meal programme
and Morning Meal for Preschool Children needs to be reformed/ improved in terms of the benefits
and the coverage. Since the current crisis is causing temporary school closures, children who
depend on these meals are going without them. Hence a system can be introduced to, at least,
temporarily convert these programmes into a 'Dry Ration Voucher System', where children can
use their meal coupons to purchase dry rations from local co-operatives (Sathosa for example).
This would help families feed children during the period of school closures.

This does not require additional funds to be channelled into the programme. Instead, the existing
cost of meals per student that is already allocated can be used to issue vouchers at the same
price for students and families to purchase dry rations for consumption instead of the meals being
entirely omitted when school is not in session (e.g. LKR 30 per student per day for the Mid-day
Meal programme).45 Measures should also be taken to extend the coverage of these nutrition
programmes to other schools/ children in need at this time of crisis. Additionally, it is important to
increase the coverage of nutrition programmes such as Thriposha and the Poshana Malla
programmes, and ensure that these benefits are received on time to the eligible groups during the
crisis.

45 Based on Comprehensive Landscape Mapping of Current Social Protection System in Sri Lanka. UNDP Sri Lanka.



9.0 Improving Access to Jobs to Improve Income
Security

9.1 Policy issue
The labour market conditions have severely deteriorated during the past two years due to COVID-
19.46 Conditions have further deteriorated due to the current economic crisis reducing access to
imported inputs, increasing prices of inputs, hampering production processes due to mobility issues,
and reducing aggregate demand. A large segment of households relies on earning a source of
income. As such, improving labour market conditions are important for keeping households out of
poverty and supporting growth.

9.2 Research evidence
The labour market conditions have deteriorated during the 2018-2020 period due to the COVID-
19 pandemic.47  The services sector, however, may show productivity growth in this period, but the
employment levels have contracted in this sector by 1.5%. During this period, most jobs were
created in the agriculture sector, where the employment level grew by 6.2%. However, gross
domestic product in this sector contracted by 1.5%. Indicating that the job growth was not supported
by real wage growth. The informal real wage index for the informal sector workers decreased from
138.4 in December 2018 to 133.1 in December 2020.48 It slightly picked up to 136.7 in December
2021 but would have likely declined again given the current economic crisis. Furthermore, 91% of
agriculture workers are informal workers not covered by social security. More recent data is not
available to extend this analysis to the current year, however, given the deterioration of the economy,
the labour market conditions would have further deteriorated during the post-2020 period.

The government recommended a work-from-home (WFH) policy during the pandemic due to
health reasons.49 The WFH policy was again introduced in 2022 due to the transport issues faced
by the country. However, not all firms and not all workers in all occupations can WFH. The ability
to work from home depends on a variety of factors including the nature of work conducted, as well
as the ability of managers to organise and monitor WFH, the ability of workers to WFH, and the
ease and affordability of accessing internet services.

46 Information in this paragraph draws from Arunatilake, N. and Ranasinghe, S. (Forthcoming). Decent work and SDGS in Weerakoon,
D. (Ed) State of the Economy of Sri Lanka. Colombo: Institute of Policy Studies of Sri Lanka.

47 Information in this paragraph draws from Arunatilake, N. and Ranasinghe, S. (Forthcoming). Decent work and SDGS in Weerakoon,
D. (Ed) State of the Economy of Sri Lanka 2022. Colombo: Institute of Policy Studies of Sri Lanka.

48 Central Bank of Sri Lanka. (2022). Prices, Wages and Employment. Central Bank of Sri Lanka. Retrieved June 30, 2022, from CBSL:
https://www.cbsl.gov.lk/en/statistics/statistical-tables/real-sector/prices-wages-employment.

49 Information in this paragraph draws from Ranasinghe, S. & Arunatilake, N. (Forthcoming). (2022) Winners and Losers of telework in Sri
Lanka. Colombo: Institute of Policy of Sri Lanka.



As an immediate measure, given the importance of increasing food supply in the country and as
a large share of workers have moved to the agriculture sector, it is important to invest in improving
the productivity of the agriculture sector. Public investments are needed to facilitate the provision
of necessary agricultural inputs for the sector and to provide the needed technical support to
improve the productivity of the sector.

At the same time, measures must be taken to facilitate job creation in other sectors. During the
COVID-19 pandemic, many firms allowed workers to WFH. IPS research shows that the
effectiveness of a WFH policy can be improved with government interventions. Interventions to
educate managers of firms to organise and monitor remote work and interventions to educate
workers to arm them with the necessary skills to WFH effectively and increasing access to cheap
and reliable internet services can increase the effectiveness of a WFH policy.

9.3 Policy recommendations


