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1. Policy Perspectives

T

he Sri Lankan economy grew at a
modest 4.8 per cent in 2015, capping a
year of socio-political transformation in

which electoral politics dominated the
headlines. Presidential and Par liamentary
elections in Januar y and August 2015,
respectivel y, witnessed a redrawing of
traditional political battle-lines, bringing a
section of the Sri Lanka Freedom Party (SLFP)
led by the President and the United National
Party (UNP) led by the Prime Minister into an
alliance to form a national unity government.
Attempts to overhaul Sri Lanka's institutional
governance structures received the attention
of policymakers for much of 2015. Although
there were notable successes - the passage of
the 19th Amendment to the Constitution being
the most obviously successful outcome - other
legislative enactments pertaining to abolition
of the Executive Presidential system of
government and electoral reforms dragged on
through the year and into 2016. In the midst of
the socio-political transition, the economy
received little attention despite worrying signs
of a deteriorating macroeconomic environment,
particularly in the arena of public finances.
Sri Lanka's already shaky public finances
received a further set-back with a rush for votes
under its practice of 'competitive populism' - the
political compromises that have driven much of
the country's ill-disciplined fiscal policy. With

In the
midst of the
sociopolitical
transition,
the economy
received little
attention
despite
worrying
signs of a
deteriorating
macroeconomic
environment,
particularly
in the arena
of public
finances.

Parliamentary elections yet to come, electoral
1
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pledges made to attract votes in the run-up to

By mid-2015, an incipient balance-of-payments

the Presidential polls were met by handing out

(BoP) crisis was held-off by a mix of short-term

large wage and pension increases to Sri

financing arrangements. The Reserve Bank of

Lanka's sizeable public sector employees, and

India (RBI) granted a 3-year US$ 400 million

higher transfer and subsidy payments to

currency swap arrangement in March 2015; in

households.

May 2015, Sri Lanka issued a US$ 650 million
Sovereign bond; in July 2015, a further 6-month

The government had a rough start in its attempts

US$ 1.1 billion swap facility was arranged with

to finance the additional expenditures. Ad hoc

the RBI.

taxation measures announced in the January
2015 interim budget failed to find safe passage

The delayed August 2015 general elections

through Parliament. In addition, budgetary

cleared any remaining political snags on putting

support by way of long-term foreign loans to

forward a medium term economic agenda. The

the government began to shrink as progress of

broad cross-party consensus under a minority

on-going infrastructure projects slowed or were

UNP government that had held together from

put on hold. Foreign investors took their cue

January 2015 was formalized under a 'national

from both domestic and external developments

unity government', with a majority of UNP seats.

to exit from government debt securities putting

While Sri Lankan voters did not deliver a

a further strain on public expenditure financing.

sweeping win to any one party, the UNP's
electoral mandate can be viewed as sufficiently

Sri Lanka's fiscal policy induced excesses

decisive to set and pursue its own economic

quickly spiralled into the monetary and

agenda.

exchange rate policy spheres. Government
domestic borrowing surged, nudging up interest

A foretaste of the government's economic

rates. However, the impact on interest rates was

thinking was spelt out by the Prime Minister in a

stifled to a large extent owing to subdued

statement to Parliament in November 2015. In

economic activity that meant more spare

a nutshell, it envisioned a transformational

capacity in the economy. Nonetheless, the

change of course - from an overwhelmingly

increase in household disposable incomes

foreign debt financed, consumption driven

translated into a surge in consumer imports,

growth model to one that is private investment-

particularly of motor vehicles, draining foreign

led and export driven. The underpinning reforms

exchange from the country. As the government

indicated moves towards fiscal consolidation

loosened fiscal policy, the Central Bank of Sri

as the first priority to tackle Sri Lanka's dismal

Lanka (CBSL) prematurely slashed its

revenue generation, bloated loss making state

benchmark policy rates by 50 basis points in

owned enterprises (SOEs), and unsustainable

April 2015, adding fuel to the import-related

state pension systems, to name a few.

consumption bubble. It then compounded the
downward macroeconomic spiral by attempting

The much awaited policy statement was

to hold the exchange rate by dipping into Sri

followed by the government's first post-election

Lanka's already declining holdings of foreign

budget. The 2016 Budget proposals, however,

exchange reserves.

failed to establish any firm steps towards a
coherent and prioritized fiscal consolidation

2
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agenda. Rather, it brought together a loose
assortment of policies that were in some
instances at odds with the government's
economic policy statement. Ultimately, the
ungainly mix of proposals floundered under
continuous revisions, and Sri Lanka was left
without a credible fiscal policy consolidation
plan.
An overall fiscal deficit estimate of 6 per cent of
GDP for 2015 presented with the 2016 Budget
proved to be unduly optimistic. By early 2016, it
was clear that the country's fiscal situation was
in fact far weaker, with the final deficit number
put at 7.4 per cent of GDP - an increase of 1.7
percentage points of GDP compared to 2014.
Much of the expanded fiscal deficit came via
higher current spending - up by 1.5 percentage
points of GDP - as a result of generous salary
increments, and higher payments on subsidies
and interest costs. The wage increases to the
public sector allowed consumers to borrow
more, which encouraged still more spending.
Against this background, the CBSL's monetary
policy directives also looked timid. The CBSL
only resorted to monetary tightening - via an
increase in the Statutory Reserve Ratio (SRR)
by 1.5 percentage points in December 2015 despite strong credit growth to the private sector
in the second half of 2015. As inflation began to
edge up, the CBSL followed up with a 50 basis
point policy rate hike in February 2016.
The task of pulling the economy back from the
brink of fiscal oblivion - and a weakening
macroeconomic environment overall - fell on
the International Monetary Fund (IMF) in its role

The task
of pulling
the
economy
back from
the brink
of fiscal
oblivion and a weakening macroeconomic
environment
overall - fell
on the
International
Monetary
Fund (IMF)
in its role
as the
lender of
last resort.

as the lender of last resort. Despite allowing a
sharp adjustment to the exchange rate in
September 2015, followed the next month by a
US$ 1.5 billion Sovereign bond issue, official
3
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reserves were down to 4 months of imports (or

A current account deficit can be addressed by

US$ 6.3 billion) by January 2016. A sovereign

either cutting national expenditure or raising

ratings downgrade by Fitch in February 2016 -

income. The latter cannot be increased

to be followed by both Standard & Poor's and

sufficiently in the short-term as GDP growth

Moody's in March and June 2016, respectively

typically

- further dimmed Sri Lanka's options to test the

productivity

waters once again in international capital

Alternatively, governments can attempt to switch

mar kets. Thus, the gover nment's for mal

resources to produce more tradable goods and

approach to the IMF for a loan programme in

services. This calls for a depreciation of the

February 2016 was a foregone conclusion.

currency. A nominal depreciation alone is

increases

expenditures,

improvements

take

and
time.

insufficient; expenditures must also be reduced
The agreement with the IMF came in the form of

to keep domestic cost increases at bay, and

an Extended Fund Facility (EFF) of US$ 1.5

ensure that a real depreciation of the currency

billion (185 per cent of Sri Lanka's quota),

takes place.

spread over three years. The EFF is built on six
pillars: i) lower budget deficits; ii) higher

The medium term macroeconomic framework

government revenues; iii) stronger public

under the EFF suggests government current

financial management; iv) state enterprise

expenditure is to be reduced from 15.2 per cent

reform; v) monetary policy reform; and vi)

of GDP in 2015 to 13.9 per cent in 2016. On the

supporting higher trade and investment. The

revenue side too, the near term increases in

'conditions' are to be found in the fine print: fiscal

taxes will be a drag on demand. The share of

tightening, a soft inflation target, and a flexible

VAT and income taxes is set to increase

exchange rate regime.

incrementally, impacting households' disposal

Clearly, the proposed adjustments are meant
to address a set of interrelated problems on the
economic front. 1 The Sri Lankan economy
suffers from fundamental imbalances that
produces 'twin deficits': budget deficits that
mean debt is piling up and current account
deficits that indicate the economy is reliant on
foreign capital inflows. At the heart of it, the
imbalances denote i) national expenditure
exceeds national income; and ii) production of
tradable goods and services is inadequate. So
long as foreigners are willing to finance the
external current account deficit, the economy
can drift along. But, if there is a tightening of
such inflows, as happened in 2015, painful
adjustments have to be made.

incomes and firms' profits. There is also very
limited scope for monetary policy to act as a
counterweight to fiscal policy; indeed, in order
to allow the exchange rate to adjust to
underlying economic fundamentals, policy rates
were tightened by 50 basis points in August
2016. Not sur prisingly, the accompanying
overall macroeconomic framework suggests
there is little or no room for an immediate fiscal
or monetary policy stimulus, with the economy
expected to see a modest GDP growth of 5 per
cent in the medium term. Already, the adverse
impact of inclement weather on agriculture has
seen growth plummet to 3.9 per cent in the first
half of 2016 compared to 5.7 per cent in the first
half of 2015.

1 Weerakoon, D., (2016), http://www.ips.lk/talkingeconomics/2016/07/07/sri-lankas-extended-fund-facility-arrangement-withthe-imf-its-mostly-fiscal/.
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The IMF-led programme will draw the usual
criticism that fiscal austerity can lead to a
stagnant or shrinking economy, at least in the
short run, and exacerbate debt burdens
needlessl y. Monetar y policy also cannot
compensate

under

the

proposed

macroeconomic framework; a targeted low
inflation environment automatically reduces the
growth in nominal GDP and all else equal,
raises the debt-to-GDP ratio.
Sri Lanka finds itself in an unenviable position
of having a high public debt ratio - at over 75
per cent of GDP - and a low government
revenue ratio - at 13 per cent of GDP - relative
to comparable low middle income country
thresholds. A high public debt ratio holds two
important downside effects: the government is
forced to allocate a large share of expenditure
toward servicing its liabilities - estimated at 22
per cent of total expenditures in 2015; excessive
public debt also weighs down an economy,
leaving it vulnerable to shocks. Whilst there is
no conclusive evidence pinpointing to a debt
threshold at which growth begins to falter, few
would question the idea that there is some point
at which markets and investors will get jittery
as debt piles up, and the economy appears
more prone to crises.
Sri Lanka's stock of debt has grown
substantially over the last few years. In the
euphoria of post-war economic optimism, the
stockpiling of debt as a claim on future wealth
was viewed sanguinely. The appetite for such

Sri Lanka
finds itself
in an unenviable position
of having a
high public
debt ratio at over 75
per cent of
GDP - and a
low government revenue
ratio - at 13
per cent of
GDP - relative
to comparable low
middle income country
thresholds.

borrowing was helped by a weak dollar and
ample global liquidity. High nominal GDP
growth in post-war Sri Lanka kept the debt ratios

also critical. For Sri Lanka, the immediate

down to manageable levels. Thus, more than

problem lies in the rapid changes to the

the stock of debt what matters more is the size

structure of its debt portfolio - an unprecedented

of the debt relative to the size of the economy.

shift from lower cost external concessional

But, even more importantly, the mix of debt is

borrowing to higher cost domestic and non5
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concessional external borrowing. This has

Cutting spending and raising taxes are easier

clearly raised both the costs and risks of the

to implement when economic growth is high.

total debt portfolio.

Generating surpluses in good times and
borrowing only to finance public investment

Funding choices to meet domestic debt provides

means a more effective counter-cyclical fiscal

much greater flexibility to governments - at one

policy. Sri Lanka, however, has failed to do this

extreme, countries can inflate their debt away.

even during the post-war growth spurt;

With international creditors, those options are

paradoxically, the government lowered taxes

much more limited. External debt also carries

and did little to broaden the tax base. As a result,

additional risks of currency mismatches that can

tax revenue kept declining to reach its lowest

lead to debt servicing difficulties in the event of

of 10 per cent of GDP in 2014.

a rapid currency depreciation. The risks are
compounded for an emerging economy such

It seems then that only a crisis helps enforce

as Sri Lanka that carry current account deficits

change in the Sri Lankan economy. Fiscal

and has failed to build up its foreign exchange

tightening in the current circumstances is less

reserves as a bulwark against a sudden exit of

avoidable than critics of austerity might

foreign capital.

acknowledge. The converse will be the
government continuing to spend more than it

Reliance on foreign borrowing can also make

taxes, adding to the debt and having to tax even

exchange rate management an obsessive

more to service interest payments on debt. The

compulsion and renders monetary policy

best hope is that the impact of austerity

powerless. Monetary authorities could be

measures on Sri Lanka’s growth outlook can

compelled to set exchange rates to make dollar

be softened by how it is imposed and what other

denominated debt manageable rather than to

policies to stimulate growth accompany it.

keep prices in check. Indeed, the Sri Lankan
economy has been regularly subject to the

Restructuring public finances in the midst of

resultant consumption bubbles and BOP crises

sluggish growth will require a careful calibration

in the recent past where both fiscal and

of taxes and expenditures to harness growth

monetary policies tended to be pro-cyclical,

and equity outcomes. Sri Lanka like many

accentuating rather than damping economic

developing countries uses an array of subsidies,

volatility.

tax incentives and grants, with varying levels of
success. A particular mix of fiscal policy

Thus, the pressure to address fiscal problems

measures

has

impacts

not

only

on

is mounting on several fronts. High fiscal deficits

macroeconomic

stability

but

also

on

and public debt, and growing currency

employment, investment and productivity

mismatches constrain fiscal and monetary

through tax and spending policies at the micro

policy responses. If the Sri Lankan economy is

level. Thus, the effectiveness of fiscal

to escape the trap of fiscal dominance in

consolidation is likely to be enhanced when

macroeconomic policy setting - leading to

reforms reinforce each other and are

volatile inflation and/or an unfavourable

accompanied by complementary structural

exchange rate dynamic - then steps towards

reforms. Indeed, fiscal consolidation can pave

fiscal consolidation is a must.

the way for reforms by generating fiscal space -

6
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improve public service delivery, enhance labour

Restructuring public
finances
in the
midst of
sluggish
growth will
require a
careful
calibration
of taxes
and expenditures to
harness
growth and
equity
outcomes.

market efficiency, and fill skill gaps in the
workforce, to name a few, are amongst a menu
of reforms that need attention. A stronger fiscal
stance makes it easier to design and implement
such a structural reform effort.
Thus, fiscal policy is not only to be found at the
heart of Sri Lanka's lack of macroeconomic
rigour, it is also the pivotal focus to mitigate
further risks of economic turmoil and set the
stage for sustainable growth. At its simplest,
fiscal consolidation efforts should focus on
broadening Sri Lanka's tax base and minimizing
distortions; expenditure measures should aim
at rationalizing spending and improving
efficiency.
This year's Sri Lanka: State of the Economy
report focuses on the many interrelated
problems constraining investment and
productivity across the economy owing to weak
public finance management. For instance, one
of the easiest to implement - and one that is
politically least controversial - is imposing taxes
on trade as an immediate revenue tool. Indeed,
Sri Lanka has witnessed a sharp increase in
para-tariffs that not only distorts the import duty
structure but also leads to policy inconsistency.
Conversely, Sri Lanka has granted significant

i.e., by setting aside money in advance as a

tax exemptions to attract foreign direct

compensatory measure for those expected to

investment (FDI) which has contributed to

lose from reforms.

weakening the country's tax base and tax
compliance. Both these sectors perform poorly.

Structural reforms - a variety of policies to raise

Exports have continued to decline as a share

productivity and competitiveness and lift the

of GDP, hitting a new low of 14 per cent of GDP

economy's growth rate - are needed to shift the

in 2015; in the first half of 2016, export earnings

balance away from consumption and towards

have contracted by 6 per cent. Similarly, Sri

investment in the Sri Lankan economy. 2

Lanka has failed to raise its FDI beyond 1.5 per

Overhauling Sri Lanka's regulatory systems to

cent of GDP even following the post-war

2

IPS (2015), “Economic Reforms: Political Economy and Institutional Challenges” in Sri Lanka: State of the Economy 2015,
Institute of Policy Studies of Sri Lanka, Colombo.
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per cent in 2012 - Sri Lanka's labour market
indicates significantly high educated youth
unemployment as well as a low level of female

At its simplest, fiscal
consolidation
efforts
should focus
on broadening Sri
Lanka's tax
base and
minimizing
distortions;
expenditure
measures
should aim at
rationalizing
spending and
improving
efficiency.

labour force participation. So far, well-meaning
intentions to generate one million jobs and
improve living standards of workers have been
spelt out in the government's Economic Policy
Statement, but without much guidance on the
precise direction or the urgency with which it
will be implemented. If one million jobs are to
be generated, Sri Lanka will have to rely on
those who are economically inactive,
particularly females and youth and devise
appropriate incentives to get them into the
workforce.
Increasing the labour force participation of youth
is intrinsically connected to the quality and
relevance of education that equip workers with
evolving skills demanded in a more globalized
world. Sri Lanka has relied heavily on public
sector financed general education and tertiary
education systems, including other measures
such as the distribution of free textbooks,
scholarships for disadvantaged students, free
uniforms, and subsidized transport facilities,
etc., to ensure high education outcomes.
However, even with public spending on
education set to increase further, the resource
gap to meet quality and equity issues in the
education sector will of necessity require
incentivizing private sector participation,
particularly in the tertiary education system.
Private participation - both as providers and

economic euphoria. FDI inflows fell by 30 per

consumers of services - is already more heavily

cent in 2015; they have fallen by a further 53

present in Sri Lanka's health sector. The current

per cent in the first half of 2016.

total expenditure on health of 3-4 per cent of
GDP falls short of comparable global averages

Fiscal incentives also matter in raising
investment and productivity in labour markets.
Despite a relatively low unemployment rate of
4.6 per cent in 2015 - albeit up steadily from 4
8

even at present, and expenditure is set to
increase with the country's rapid demographic
and epidemiological transition. Out-of-pocket
expenses by households on health care is
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rising, raising issues of affordability and equity.

broader macroeconomic stress unless

Thus, improving allocative efficiency of health

financing aspects are managed effectively.

care expenditures and finding alternative
sources of finance are high on the agenda to

If large scale urban development initiatives are

address improved health outcomes in the

not well managed, they can also have strong

country.

negative impacts on a country's natural
resources and environment. Air pollution and

Sri Lanka's demographic transition also holds

urban slums are common undesirable

important implications for fiscal policy reforms,

outcomes of ill-planned big projects. With the

including the provision of adequate social

renewed global emphasis on sustainable

protection systems and social safety nets. Efforts

development, managing the environment is at

to reform the country's non-funded public sector

the centre of economic policy. In Sri Lanka,

pension schemes - as outlined in the 2016

environment policy has been dominated by

Budget proposal - have fallen by the wayside

command-and-control instruments based on

in the face of stiff opposition. Sri Lanka also

regulations and standards. However, owing to

provides as array of social safety nets. The cost-

their limited effectiveness, high cost of

efficiency and effectiveness of current poverty

implementation, low economic efficiency, and

reduction programmes - pr imar ily, the

problems of sustainabilit y, market-based

Samurdhi/Divineguma programme - is doubtful

instruments (MBIs) have been gaining ground.

in view of poor targeting and other

Such economic instruments - a shift from

implementation weaknesses. Although Sri

penalties for non-compliance to payments or

Lanka has made progress in tackling poverty

adjustments in the systems of ownership rights

at the national level, the presence of significant

- offer countries like Sri Lanka a more fiscally

pockets of poverty and rising inequality within

effective means of environment management.

the country means that considerable attention
needs to be paid to bridging such disparities in

Indeed, the lack of user charges for irrigation

the coming years.

for instance, has long been identified as reason
for over-use of scarce water supply. The

Targeted efforts to narrow disparities between

development and maintenance of irrigation

population groups - especially between urban

facilities, however, is an onerous fiscal burden

and rural sectors of the economy - need to

on the government. Similarly, the government

accompany Sri Lanka's renewed efforts to fast-

spends considerable amounts on other

track the development of cities. The growing

producer subsidies such as fertilizer - a

demand for urban lifestyles as incomes rise and

programme which has often been criticized for

the

urban

lack of effectiveness. The sale of subsidized

agglomeration make a compelling case for

economic

arguments

for

fertilizer and its over-usage that has led to other

planned large scale developments. Sri Lanka

health related problems are some of the

has already launched an ambitious US$ 40

drawbacks. Sri Lanka's growing consumer

billion Western Megapolis project that will

demand for food and inadequate incomes to

require significant new sources of funding.

farmers do not support the country's moves

While such infrastructure-reliant projects can

towards food security and poverty reduction

have an immediate and more long-term impact

efforts. Thus, Sri Lanka needs to re-examine

on growth, they can also lead to fiscal and

economic incentives to leverage the existing
9
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resources in a more fiscally efficient way to
support agriculture sector development in the
country.
Thus, Sri Lanka's needed fiscal reforms are not
only about attaining macroeconomic stability,
although it is a prerequisite. The reforms go
beyond the macro to the micro - and will be the
more effective if they are self-reinforcing.
Progress towards meeting such a broader fiscal
reform agenda has been facilitated with
financial support for complementary reforms
such as liberalizing trade, labour and product
markets. Sri Lanka's IMF package is expected
to catalyze an additional US$ 650 million from
other multilateral and bilateral agencies to
support reform efforts.
The big hurdle for the government is to ensure
political and social consensus for a successful
reform initiative. In government, the reality of
hard choices is being felt; tax increases on VAT

The big
hurdle
for the
government
is to ensure
political
and social
consensus
for a
successful
reform
initiative.

as a prelude to concluding the IMF agreement
is bringing widespread strikes by traders;
consumers will also be disaffected by rising
prices amidst tighter economic conditions. The

There is also microeconomic interference in the

government's efforts to foster public support for

economy such as price fixing on everyday

reforms, including effective communication

consumables. The private sector too must feel

have fallen short.

shortchanged by ad hoc taxes on corporate
profits such as the one-off tax on corporate

The government's policy somersaults have not

profits, possible reintroduction of capital gains

helped. Many of the tax proposals presented in

tax and the general environment of policy

budget proposals have been either revised or

indecision. By most indicators, private sector

failed to be implemented. The appropriate

business confidence has been flat, as has the

legislative procedures to enact fiscal proposals

performance of the stock market.

have also been mismanaged. Revisions to the
VAT introduced in May 2016 were abruptly

The lack of clarity on the direction of economic

withdrawn t wo months later, after being

policy is perhaps not a surprise in the initial

successfully challenged in the courts by

settling down period to an awkward partnership

opposition parties. Such signals of policy

of a national unity government. Even by Sri

missteps and confusion strengthen the hands

Lanka's fluid political alignments, it is an uneasy

of those opposed to reform and make

alliance involving the country's political arch

government capitulation easier.

rivals - the UNP and the SLFP. It is, therefore,

10
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bound to be more susceptible to policy gridlock
common to coalition arrangements.
But, time is running out for Sri Lanka to unlock
its jammed economic policy levers. Settlement
of International Sovereign Bond (ISBs) issues
is bunching up from 2019; indeed, over the
period 2019-2022, Sri Lanka is set to repay US$
5 billion in ISBs. In the interim, if foreign debt is
not matched by foreign currency earnings, Sri
Lanka will be looking to roll-over the ISBs; to
avoid any elevated risk premia, the government
will have to retain the confidence of the three
big rating agencies and international creditors.
The immediate task at hand is to instil
confidence that the fiscal consolidation process
instigated under the IMF arrangement will be
pursued. While the IMF deal is not a panacea
for all Sri Lanka's economic ills, it can be
leveraged as a confidence-restoring measure
and generate stimulative benefits. Once a
semblance of fiscal control has been restored,
the impact of such austerity on the country's
growth outlook can be reversed with monetary
loosening. Sri Lanka has already lost time in
preparing the details of a complementary
medium term structural reform agenda to
promote growth. That too is a priority to set clear
direction on the economic policy front.
With the announcement that the unity

While the
IMF deal
is not a
panacea
for all Sri
Lanka's
economic
ills, it can
be leveraged
as a confidence-restoring measure
and generate
stimulative
benefits.

government will continue for a further three years
till the end of the current Parliamentary term,
there is still time in between for the benefits of
reforms to be felt before going for fresh polls.
The transition period will test the government's
political acumen and dexterity in instilling
confidence that it has a firm hand on steering
the economy, and delivering a better economic
future for all Sri Lankans.
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1.

m%;m
s ;a;s m¾hdf,dalh

ue;sjrK foaYmd,kh uq,a ;ekg m;a iudc
wd¾Ól mßKdóh jirla iksgqyka lrñka
2015 jif¾ Y%S ,xldfõ wd¾:slh ishhg 4'8
l idudkH m%udKfha j¾Okhla jd¾;d
lr we;' ms < s f j<s k a 2015 ckjdß iy
wf.daia;= mej;s ckdêm;s iy md¾,sfïka;=
Pkao úuiSïj,§ foaYmd,k igka fmruqKq
kej; fm< .eiS u lg ,la úh' tu
ue;sjrKj,ska miq ckdêm;s ffu;%Smd,
isßfiak uy;df.a kdhl;ajfhka hq;a Y%S
,xld ksoyia mlaIfha fldgila iy w.ue;s
rks,a úl%uisxy uy;df.a kdhl;ajfhka
hq;a tlai;a cd;sl mlaIh cd;sl tluq;=
wdKavqjla msysgqùu i|yd ikaOdkhlg tlaj
isá;s'
2015 jir ;=< m%;sm;a;s iïmdolhkaf.a
wjOdkh jeä ld,hla fhduq jq f ha Y% S
,xldfõ wdh;ks l mßmd,k jHq y h
m%;sixialrKh fjkqfjks' ie,lsh hq;=
id¾:l;ajhka iuyrla w;a lr .;a kuq;a
- ta j dhs k a meyeÈ,s j u lemS fmfkk
id¾:l;ajh jkafka wdKavql%u jHjia:dfõ
19 jeks ixfYdaOkh iïu; lr .ekSuh úOdhl ckdêm;s wdKavq l%uh wfydais lsÍu
iy ue;sjrK l%uh ixfYdaOkh lsÍu jir
mq r du idlÉPdjg ,la j 2016 jif¾§o
idlÉPdjk ;ekg meñK we;' iudc
foaYmd,k mßKdóh ;;ajhla ;=< id¾j
wd¾Ól mßirfha úfYaIfhkau rdcH uQ,H
lafIa;%h mßydkshg ,lafjk njg m;aùfï
w÷re i,l=Kq ;snqK kuq;a wd¾Ólhg fhduq
jQfha uo ie,ls,a,ls'
,sys,a úkhlska hq;a uQ,H m%;sm;a;sh jeä
jYfhkau fufyh jQ foaYmd,k iïuq;Ska
i

jk z;r.ldÍ ckms%h;djd§Z Ndú;h hgf;a
Pkao ,nd .ekSfï jqjukdfjka ta jk úg;a
ÿ¾j, ;;ajhl mej;s Y%S ,xldfõ rdcH
uQ , Hh jvd;a miq n Eulg ,la ú h'
md¾,sfïka;= ue;sjrKh wdikakfha meje;a
jQ ckdêm;s j rKfha § ie,ls h hq ; =
m% u dKhla jk Y% S ,xldfõ rdcH
fiajlhkaf.a jegqma iy úY%Du jegqma úYd,
jYfhka jeä lsÍu;a mjq,a tallj,g ixl%du
iy iykdOdr f.ùï jeä lsÍu;a oel.;
yels úh'
w;sf¾l úhoï uQ,Hkh lsÍfï m%h;akfha
§ wdKavqjg wiSre wdrïNhlg uqyqK §ug
iso úh' 2015 ckjdß wka;¾jdr whjeh
f,aLkh fjkqfjkau m%ldYhg m;a l< nÿ
jeä lsÍfï mshjr md¾,sfïka;=fjka iïu;
jQ f ha ke;' Bg wu;rj wdKa v q j g §¾>
ld,Sk úfoaY Kh jYfhka whjeh mj;ajd
.ekSug ,enqKq iydh l%shd;aul fjñka
mj;sk há;, myiqlï jHdmD;sj, fõ.h
wvd,ùu fyda tajd k;r lsÍu ksid yels<K
s '
foaYSh iy ndysr j¾Okhka ie,ls,a,g .;a
úfoaYSh wdfhdaclfhda wdKavqfõ Kh iq/
l=ïj,ska bj;aùu ksid rdcH úhoï uQ,Hkh
flf¾ jvd;a mSvKhla úh'
Y%S ,xldfõ nÿ m%;sm;a;sfhka Èß .eka jQ
mSvKh blauKsku
a uQ,H iy úksuh wkqmd;
m%;sm;a;s lafIa;%j,go jHdma; úh' wdKavqfõ
foa Y S h Kh .ekS ï by< hEu fmd,S
wkqmd;j,g f;rmSula úh' flfia jqj;a
fmd,S wkqmd; flf¾ jQ n,mEu wd¾Ól
l%shdldß;ajfha mej;s ukao.dó iajNdjh
ksid fndfyda ÿrg iSud flßK' tfia jqj;a
mjq,a tallj, úhoï l< yels wdodhï
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m%udKh jeäùfuka mdßfNda.sl wdkhk"
úfYa I fhka fuda g ¾ r: wdkhkh iS > %
jeäùulg fya ; = ù fuka úfoa Y úks u h
msg;g .,d hEulg fya;= úh' wdKavqj nÿ
m%;sm;a;sh ,sys,a lr;au Y%S ,xld uy nexl=j
l,a fkdn,du 2015 wfm%a,a ui m%;sm;a;s
wkqmd; ñkqï m%ñ;sh ^Benchmark policy
rate& tall 50l mokulska lmd yeÍu
wdkhk yd ne÷Kq mdßfNda.sl úia:dmkhg
rel=<la úh' id¾j wd¾Ól my; jeàu my;
jefgñka mej;s Y%S ,xldj i;= úfoaY úksuh
ixÑ; fhdod .ekS f uka úfoa Y úks u h
wkqmd;h mj;ajd .ekSug .;a W;aidyfhka
;;ajh jvd;a ixlS¾K úh'

ui md¾,sfïka;=fõ l< m%ldYfhka bÕs
flßK' b;du;a fláfhka bka woyia lrk
,oafoa úYd, jYfhkau úfoia Kh u.ska
uQ,Hkh jk mdßfNda.sl;ajh fmruqKq lr
.;a j¾Ok wdlD;s h l is g fm!oa . ,s l
wdfhdack uq,a lr .;a wmkhkh flf¾
fhduq jQ .uka u.l mßKdóh fjkils'
bka lSmhla i|yka lrkafka kï Y%S ,xldfõ
wi;= g q o dhl wdohï bms o ùfï ;;a j h
fjkia ls Í fï m% u q L ;djhla f,i nÿ
m%;sm;a;sh ia:djr lsÍu i|yd mshjr" mdvq
,nk rdcH jHjidh iy mj;a j d .;
fkdyels úY%du jegqma l%uh ixfYdaOkh
lsÍug mokï jQ mshjrj,ska ±lafõ'

2015 ueo Nd.h jk úg f.dv kef.ñka
mej;s f.jqï fYaI w¾nQoh u. yeÍug yels
jQfha flá ld,Sk uQ,Hkh jev ms<f
s j<lsk's
bkaoSh ixÑ; nexl=j ^RBI& 2015 ud¾;= ui
weußldkq fvd,¾ oY ,laI 400 l jir
;= k l uq o ,a yq j udre lr .ekS f ï jev
igykla m%odkh lsÍfuka o" 2015 uehs ui
Y%S ,xldKavqj weußldkq fvd,¾ oY ,laI
650l rdcH ne÷ïlr ksl=;a lsÍfuka o" 2015
cq,s ui bkaoSh ixÑ; nexl=j iu. udi
yhla i|yd ;j;a weußldkq fvd,¾ ì,shk
1'1l uqo,a yqjudre jev igykla we;s lr
.kakd ,§'

fnfyúka wfmalI
a d l< m%;m
s ;a;s m%ldYfhka
miqj wdKavqfõ mYapd;a ue;sjrK whjeh
bÈßm;a flßK' flfia jqj;a 2016 whjeh
fhda c kd ixhq l a ; iy m% u q L ;d.; l<
uQ,Huh ia:djr kHdh m;%hla i|yd jQ
lsishï mshjr ia:dmkh lsÍug wfmdfydi;a
úh' ta fjkqjg bka bÈßm;a jQfha iuyr
wjia : dj, wdKa v q f õ wd¾Ól m% ; s m ;a ; s
m%ldYkhg fkd.e,fmk m%;sm;a;s iuQyhl
ir, tl;=jls' wjidkfha § tlsfklg
fkd.e,fmk m%;sm;a;s tl;=j È.ska È.g
is ÿ jQ ixfYda O kj,s k a jßka jr
fjkialïj,g ,laùu ùfuka Y%S ,xldfõ
Yla;su;a uQ,H m%;sm;a;shla ia:djr lsÍfï
ie,eiaula ke;s ;;ajhg m;aúh'

2015 wf.daia;= udifha oS m%udo ù meje;a jQ
uyd ue;sjrKfhka uOH ld,Sk foaYmd,k
kHdh m;%hla bÈßm;a lsÍfï § fYaIù mej;s
foa Y md,k ndOd bj;a flßK' 2015
ckjdßfha isg iq¿;r tlai;a cd;sl mlaI
wdKavqj ;=< foaYmd,k mlaI w;r mej;s
mq¿,a tl;=j tcdmfha nyq;rhla we;s cd;sl
tluq;= wdKavqjla ;=< úêu;a úh' Y%S ,dxlSh
Pkao odhlhka lsisu mlaIhlg meyeÈ,s
ch.%yKhla w;a lr fkdÿka kuq;a tcdmfha
ue;sjrK ch.%yKh ;ukaf.au wd¾Ól
kHdh m;%hla kshu fldg bÈßhg hEug
m%udKj;a wkque;shla f,i olakd ,§'
wdKa v q f õ wd¾Ól Ñka ; kh ms < s n |
fmr±laula w.ue;sjrhd 2015 fkdjeïn¾

2016 whjeh iu. bosßm;a lrk ,o 2015
iuia; nÿ wdodhï ysÕh o'foa'ksIamdokfhka
ishhg 6la fia lrk ,o .Kkh wkjYH
f,i n,dfmdfrd;a;= iy.; ;;ajhls' 2016
uq , oS u wjidk wdohï ys Õ h o'foa '
ksIamdÈ;fhka ishhg 7'4la ùfuka rfÜ nÿ
wdodhï ;;ajh jvd;a ÿ¾j, nj meyeÈ,s
úh' tu ysÕh 2014 yd ii|k úg ishhg
1'7l m%udKhlska jeä úuls' nÿ wdodhï
ysÕh mq¿,aùug jeä jYfhkau fya;= jQfha
j¾;k úhoï ishhg 1'5l m%udKhlska by<
hEuhs' Bg fya;= jQfha fkduiqrej jegqma
jeä lsÍu iy iykdOdr f.ùï jeä lsÍu
iy fmd,S msßjeh hs' rdcH wxYfha jegqma
ii
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jeä lsÍfuka mdßfNda.slhkag jeäfhka
úhoï lsÍug yels jQ w;r th jvd;a úhoï
lsÍug Èß .ekaùula úh'
fuu miqìfï Y%S ,xld uy nexl=fõ uQ,H
m%;sm;a;s ksfhda. nhdÿ .;shla fmkakqï
flf¾' Y%S ,xld uy nexl=j mshjr .kq
,enqfõ 2015 foieïn¾ ui jHjia:dms;
ixÑ; wkqmd;h (RR& ishg 1'5 lska jeä
lsÍfuka uQ,H ;;ajh iSud lsÍugh' ta
2015 j¾Ifha fojeks Nd.fha mq o a . ,s l
wxYfha m% n , Kh j¾Okhla ;s ì h§h'
WoaOukh by< hEu;a iu. Y%S ,xld uy
nexl=j 2016 j¾Ifha fmnrjdß ui m%;sm;a;s
wkqmd;h ^Policy rate& ia:dk 50lska by<
±ïfïh'
nÿ wdodhï w.dOfhka iy ÿ¾j, jk
iuia; id¾j wd¾Ól mßirhlska wd¾:slh
wdmiq .,jd .ekSfï ld¾hNdrh mejrefKa
fjk;a ms < s i rKla ke;s úg Kh ,nd
fokakdf.a N+ñldj bgq lrk wka;¾cd;sl
uq , H wruq o ,gh' 2015 iema ; eïn¾ ui
úksuh wkqmd;h ;shqKq f,i .e<mSug bv
§ B<Õ udifha weußldkq fvd,¾ ì,shk
1'5 l rdcH ne÷ïlr ksl=;a l< kuq;a 2016
ckjdß jk úg ks, ixÑ; m%udKh udi
4l wdkhkj,g ^we't'c'fvd,¾ ì,shk 6'3&
iEfyk uÜgula olajd my; jeáK' 2016
fmnrjdß ui *sÜÉ ^FITCH& wdh;kh úiska
o bka miq j 2016 ud¾;= iy cq k s ui
ms<sfj<ska iagEkav¾â iy mqj¾ iy uQä
wdh;k u.ska Y%S ,xldfõ Kh fY%aKs.;
ls Í ï my; ±óu ks i d kej; jrla
wka;¾cd;sl uQ,H fj<|fmd<g msúiSug
we;s wjia:d w÷re lrùh' tu ksid 2016
fmnrjdß ui wdKavqj Kh ,nd .ekSfï
jev ms<sfj<lg wka;¾cd;sl uQ,H wruqo,
fj; hEu isÿúh hq;=j ;snqK ;;ajhls'
wka;¾cd;sl uQ,H wruqo,;a iu. we;s lr
.;a tlÕ;djh jQfha jir ;=kl ld,hla
i|yd we't' c' fvd,¾ ì,shk 1'5l ^Y%S
,xldfõ fldagdfjka ishhg 185la& úia;S¾K
iii

wruqo,a myiqlu ^EEF& hgf;a Khla ,nd
.ekSuhs' úia;S¾K wruqo,a myiqlu mokïj
we;af;a lreKq yhla u;h' i& whjeh ysÕh
my; ±ñu ii& rdcH wdodhï jeä lsÍu iii &
rdcH uQ,H l<ukdlrKh ±ä lsÍu" iv&
rdcH jHjidh m% ; s i xia l rKh" v& nÿ
m%;sm;a;sfha ixfYdaOk iy vi& fj<|dug
iy wdfhdackhg jeä iydhla ±laùuhs'
fldkafoais mj;skafka l=vd wl=frks( nÿ
m% ; s m ;a ; s h ±ä ls Í u" idudkH Woa O uk
wkqmd;hla iy kuHYS,S úksuh wkqmd;
l%uhla mj;ajd .ekSuh'
meyeÈ,s j u fhda ð ; .e,mS ï j,s k a woyia
jka f ka wd¾Ól fmruq f Ka wka ; ¾
iïnkaO;djhlska hq;a m%Yak .Kkdjla
úi£uhs' Y%S ,xld wd¾Ólh zoaú;aj ysÕhkaZ
we;s lrjk uQ,sl wiu;=,s; ;;ajhlska
hqla;h' whjeh ysÕfhka woyia jkafka
Kh nr f.dv .eiSuh' j¾;k .sKqfï
ysÕfhka fmkakqï lrkafka wd¾Ólh úfoia
m%d.aOk .,d tau u; r|d mej;suh' flakaøSh
jYfhka wiu;=,s;fhka woyia jkafka( i&
cd;sl jeh cd;sl wdodhu blaujd hEu
iy ii& wf,ú l< yels NdKav iy fiajd
ksIamdokh m%udKj;a fkdùuhs' úfoaYslhka
ndysr j¾;k .sKqfï ysÕh uQ,Hkh lrk
;dla wd¾Ólhg mej;sh yelsh' tfy;a tjeks
.,d ta u 2015 § is ÿ jQ wdldrhg iS u d
jqjfyd;a fõokdldÍ .e,mSï isÿ l< hq;=
jkq we;'
j¾;k .sKqfï ysÕhla cd;sl úhoï lmd
yeÍfuka fyda wdodhï jeä lsÍfuka úi¢h
yelsh' wdodhï jeä lsÍu flá ld,skj
m% u dKj;a j is ÿ l< fkdyels jka f ka
o'foa'ksIamdÈ;fha j¾Okh idudkHfhka
úhoï jeä lrjk ksid;a" M,odhs;d jeä
ÈhqKq lsÍu M, ±Íug l,la .;jk ksid;ah'
úl,amhla jYfhka wdKavqj,g wf,ú l<
yels NdKav iy fiajd jeäfhka ksIamdokh
lsÍug iïm;a udre l< yelsh' ta i|yd
uq o ,a wjm% u dKh úh hq ; = h ' kdñl
wjm% u dKhùu muKla m% u dKj;a ke;'
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foaYSh msßjeh jeäùï md,kh lsÍug;a"
uq o ,a wjm% u dKh ;;H jYfhka is ÿ ùu
;yjqre lsÍug;a úhouo wvq l< hq;=h'
wdKa v q f õ j¾;k úhoï 2015 o'foa '
ksIamdÈ;fhka ishhg 15'2 isg 2016 § o'foa'
ksIm
a dÈ;fhka ishhg 13'9 olajd wvq flfrkq
we;' wdodhï me;a f ;ka mjd nÿ jeä
lsÍfuka b,a¨u iSud flfrkq we;' jeÜ
iy wdodhï nÿ l%u l%ufhka jeä lsÍug
kshñ; ksid th mjq,aj, úhoï l< yels
wdodhu flf¾ iy iud.ïj, ,dN flf¾
n,mEula jkq we;' uQ,H m%;sm;a;sh nÿ
wdodhï m%;sm;a;shg m%;sf;da,lhla ^Counterweight& jYfhka ls%hd lsÍug we;af;a
iSñ; wjldYhla muKs' we;af;kau úksuh
wkqmd;h wd¾Ól mokïj,g wkql+,jk
wdldrhg .e,mS u g 2016 wf.da i a ; = ui
m%;sm;a;s ia:dk mokï 50 lska ^50 basis
points) iS u d lrk ,§' wd¾Ólh uOH
ld,S k j o'foa ' ks I a m dÈ;fha is h hg 5l
idudkH j¾Okhla wfmalaId lrk ;;ajhla
hgf;a jydu ,nd fok nÿ fyda uQ , H
m%;sm;a;s W;af;ack i|yd mj;skafka iq¿
bvla fyda bvla ke;s nj mj;sk iuia;
id¾j wd¾Ól rduq f jka fmka k q ï ls Í u
mqÿuhla fkdfõ'
wka;¾cd;sl uQ,H wruqof,ka ±lafjk jev
igyka j,ska nÿ wdodhï lmd yeÍfuka
wd¾Ólh wvq u jYfhka flá ld,S k j
tl;ek m,ajkafkahehs fyda yelsf<kafka h ehs iy Kh nr wkjYH f,i W.%
lrjka f ka h ehs idudkHfhka flfrk
úfõpkh t,a, jkq we;' fhdað; id¾j
wd¾Ól rduqj hgf;a uQ,H m%;sm;a;sh ys,jq
lsÍula fkdjk w;r b,lal lr .;a my;a
WoaOuk mßirhla ksrdhdifhkau kdñl
o'foa ' ks I a m dÈ;fha j¾Okh wvq lrhs '
wfkla ish,a, iudkj mej;Sfuka Kh
o'foa' ksIamdÈ; wkqmd;h by< kxjhs'
iei|sh yels my< uOHu uÜgfï wdodhï
,nk lvbu isák rgj,a w;frka Y%S ,xldj
by< rdcH Kh wkq m d;hla - o'foa

ksIamdÈ;fhka ishhg 75 g wêl- iy my;a
rdcH wdodhï wkq m d;hla - o'foa '
ksIamdÈ;fhka ishhg 13l - mj;sk wiSre
;;a j hl is á k rgls ' by< rdcH Kh
wkqmd;h ;=< msßySug m;aùfï ,laIK
folla mj;S' wdKavqjg ;u úhofuka úYd,
fldgila Kh fiajd f.ùï i|yd fjka
lsÍug isÿ fõ' 2015 § th uq¿ jefhka 22]
la hehs .Kkh lr we;' wêl Kh
wd¾Ólhg o nrla ùfuka yÈis lïmkj,g
,laùfï wjodku jeäh' j¾Okh my;
jeàug mgka .kakd Kh lvbu yßhgu
±laùfï ksYÑ
a ; idlaIs fkdue;s jqjo tla;rd
wjia:djl fj<|fmd< iy wdfhdaclhka"
Kh f.dv .efikúg iy w¾nq o j,g
,laùfï wjodku jeä fj;au l,n,hg
m;a j ka f ka h hka k m% Y a k lrka f ka lS m
fokl= muKs'
Y%S ,xldfõ Kh m%udKh miq.sh jir lSmh
;=< ie,lsh hq;= m%udKhlska j¾Okh úh'
mYa p d;a hq o wd¾Ól WfoHda . h Kh
talrdYSùu wkd.; Okhg we;s ysñlula
fia f.!rjfhka n,k ;;ajhla o ;sìK'
tjeks Kh .eksfï wdYdjg fya;= jQfha
fvd,rh ÿ¾j, ;;a j hl mej;S u iy
f.da,Sh øjYS,;djfha iq,n;djhhs' mYapd;a
hqo ld,Sk o'foa'ksIamdÈ;fha kdñl by<
j¾Ok wkqmd;h ksid YS ,xldfõ Kh
wkqmd;h l<ukdlrKh l< yels uÜgul
mj;ajd .; yels úh' ta wkqj jvd;a jeo.;a
jkafka uq¿ Kh m%udKh fkdj wd¾Ólfha
m%udKhg idfmalaIl Kh m%udKhhs' kuq;a
Kh m%udKfha ixhq;sh Bg;a jvd jeo.;ah'
Y%S ,xldj iïnkaOfhka wdikak .eg¿j
mj;skafka Kh m%udKfha jHqyfha we;s jQ
Ys>% fjkaiaùïh( fmr fkdjq úre wdldrhg
wvq msßjehla iys; ndysr Kh .ekSïj,
isg by< msßjehla we;s foaYSh iy wkq.%dyS
fkdjk ndysr Kh .eksuh' bka meyeÈ,sju
uq¿ Kh m%udKfha msßjeh iy wjodku
hk fol? by< kxjd we;'
foaYSh Kh wjYH;d imqrd .ekSug wruqo,a
f;dard .ekSfï § wdKavqjg jvd;a jeä
iv
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kuH;djhla ,nd .; yelsh' tl wka;hl§
rglg ;u Kh m%udKh Woaoukhg yiq
l< yelsh' cd;Hka;r Kh ysñhka iu.
fuu úl,am jvd;a iSñ;h' uqo,a tallhl
jákdlu YS>%fhka laIh jk ;;ajhl§
Kh wdmiq f.ùfï ÿIalr;dj,g ;=vq Èh
yels uq o ,a tll fkd.e<mS f ï w;s f ¾l
wjodkï o ndysr Kh ;=< mj;S' j¾;k
.sKqï ysÕhla mj;sk iy úfoaY m%d.aOkh
yÈisfha bj;a lr .ekSfï § wdrlaIdjla
jYfhka úfoaY úksuh ixÑ; f.dvk.d
.eksug wfmdfydi;a jQ
Y%S ,xldj jeks
wd¾Ólhkays wjodkï jvd;a ixlS¾Kh'
úfoia Kh .ekSï u; úYajdih /|ùfuka
úksuh wkqmd;h l<ukdlrKh n,j;a
wjYH;djhla ùfuka uQ , H m% ; s m ;a ; s h
n,rys; lrjhs' ñ, .Kka mj;ajd .eksug
jvd fvd,¾j,s k a ,nd .;a Kh
l<ukdlrKh l< yels uÜgul mj;ajd
.eksug úksuh wkqmd; kshu lsÍug uQ,H
wêldÍka g is ÿ jkq we;' we;a f ;ka u
plS % h ;djhg ys ; lr ^Pro-cyclical& iy
wd¾Ól ixp,;djh wvq lrkq fjkq j g
W;aikak lsÍug ;=vq fok nÿ iy uQ,H
m%;sm;a;sj, m%;sM,hla jYfhka mdßfNda.sl
msì§ï iy f.jqï fYaI w¾nQoj,g Y%S ,xldfõ
wd¾Ólh ks;sm;d ,la úh'
fï wdldrhg nÿ m%;sm;a;sfha .eg¿ we;s
ùug fmruqKq lsmhlskau mSvKhla f.dv
kef.ñka mj;S' nÿ wdodhï ysÕh iy rdcH
Kh by< hEu iy uq o ,a ta l lfha
fkd.e<mS u jeäùu ks i d nÿ iy uQ , H
m%;sm;a;s m%;spdr iSud lrjhs' Y%S ,xldfõ
wd¾Ólh ixp,;djfhka jeä WoaOukh
iy$fyda wys ; lr úks u h wkqmd;
.;s l ;a j hg ;= v q fok id¾j wd¾Ól
m% ; s m ;a ; s ks h u ls Í fï § nÿ wdodhï
m%uqL;ajhg m;a lsÍfï W.=f,ka ñ§ug kï
nÿ uqo,a ia:djr lsÍu i|yd mshjr .ekSu
w;HjYHh'
wd¾Ól j¾Okh by< uÜgul mj;sk úg
úhoï lemSu iy nÿ jeä lsÍu l%shd;aul
v

lsÍu myiqh' hym;a ld,fha § w;sßla;
we;s lsÍu iy rdcH wdfhdack uQ,Hkhg
Kh ,nd .ekSfuka woyia jkafka jvd;a
ld¾hlaIu plS%h fkdjk ^Counter-cyclical& nÿ wdodhï m%;sm;a;shls' mYapd;a
hqo iufha j¾Okh msì§fï § mjd fuh
lsÍug rch wfmdfydi;a úh' Bg
yd;amiskau fjkiaj wdKavqj nÿ wvq lr
nÿ moku mq¿,a lsÍug lsis;a flf<a ke;'
tys m%;sM,hla jYfhka nÿ wdodhu tys
my<u uÜgu jQ o'foa' ksIamdÈ;fhka 10]la
2014 § jd¾;d flf<ah'
Y%S ,xldfõ wd¾Ólfha fjkialï l%shd;aul
ls Í ug fya ; = jka f ka wd¾Ól w¾nq o hla
muKlahehs isf;a' ±kg mj;sk ;;ajh u;
nÿ jeä ls Í u" úhoï lmd yeÍfï
úfõplhka fmkajk wdldrh fuka fkdj
u.yeÍu wmyiqh' Bg fjkiaj isÿúh yels
jkafka wdKavqj nÿ wdodhug jvd úhoï
lsÍfuka Kh jeä ùuh' túg Kh fmd,s
f.ùu i|yd jvd;a nÿ mekùug isÿ fõ'
b;du;a fyd| wfmalaIdj r|d mj;skafka Y%S
,xldfõ wd¾Ól j¾Ok ;;a;ajhg úhoï
lmd yeÍfï n,mEu ,sys,a lr .ekSug th
mkjkafka flfiao iy ta iu.u j¾Okhg
W;af;ackhla we;s lsÍug .kq ,nk wfkla
m%;sm;a;s fudkjdo hkak u;h'
uka o .dó j¾Okhla ;= < rdcH uQ , H
m%;sjHqy.; lsÍu i|yd j¾Okh iy fldgia
wdodhï fhdod .ekS u g nÿ iy úhoï
m% f õYfuka l% u dxlKh l< hq ; = f õ' Y% S
,xldj ixj¾Okh jk rgj,a fndfyduhl
fuka úúO ;,j, id¾:l;ajhla ,nk
iykdOdr" nÿ Èß.ekaùï iy m%odk fhdod
.kS' úfYaIs; nÿ m%;sm;a;s mshjr tl;=jla
id¾j wd¾Ól ia:dhs;djhg muKla fkdj
laIqø uÜgfï nÿ iy úhoï m%;sm;a;s yryd
fiajd kshqla;sh" wdfhdack iy M,odhs;djh
flf¾ n,mEï lrhs' ixfYdaOk tlsfklska
Yla;su;a jk úg iy W!kmQrK jHqyd;aul
ixfYdaOk yd ne£ mj;sk úg nÿ wdodhï
ia:dhslrKfha id¾:l;ajh jeä úh yelsh'
we;af;kau nÿ wdodhï wjldYhla we;s
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lsÍfuka tkï ixfYdaOkfhka wjdishla
úh yelshehs wfmalaId lrk wh i|yd jkaÈ
f.ùfï mshjr jYfhka l,a we;sju uqo,la
fjka lsÍfuka nÿ wdodhï ia:dhslrKhg
u. mEfokq we;'
Y%S ,xldfõ wd¾Ólh mßfNdack keUqrefjka
bj;a fldg wdfhdackh flf¾ fhduq lsÍu
i|yd M,odhs ; djh iy ;r.ldß;a j h
kxjd,Su iy wd¾Ól j¾Ok fõ.h Tijd
;eîu i|yd jQ jHqyd;aul m%;sixialrK
isÿ l< hq;=h' rdcH fiajd iemhSu jeä
Èhq K q ls Í u" Y% u fj<| fmd<
ld¾hla I u;djh k.d is g q ù u yd Y% u
n,ldfha l=i,;d wjldY msrùu i|yd Y%S
,xldfõ kshduk moaO;sh iïmQ¾Kfhkau
fjkia lsÍfï § wjOdkh fhduq úh hq;=
ixfYdaOk ud,djg we;=<;a úh hq;=h'
ta wkqj nÿ wdodhï m%;sm;a;sh Y%S ,xldfõ
id¾j wd¾Ól ±äNdjfha flakaøia:dkfhau
mj;sk w;r th wd¾Ólh ;j ÿrg;a wjq,g
m;a ù fï wjodku iukh ls Í fï iy
;sridr j¾Okh i|yd miqìu ieliSfï
flakaøSh wjOdkhhs' b;du;a ir,j nÿ
wdodhï m%h;ak Y%S ,xldfõ nÿ moku mq¿,a
lsÍug iy úlD;sùï wju lsÍug fhduqúh
hq ; = w;r úhoï ls Í fï m% ; s m ;a ; s jeh
;¾ldkql+, lsÍug iy ld¾hlaIu;djh
jeä ÈhqKq lsÍug b,lal lr .; hq;=h'
fuu jif¾ Y%S ,xldj( wd¾Ólfha ;;a;ajh
jd¾;dj wjOdkh fhduq lrkqfha rdcH
uQ,H l<ukdlrKfha ÿ¾j,;djh ksid Y%S
,xldfõ wd¾Ólh uq ¿ ,a f ,a u mj;s k
wdfhda c kh iy M,odhs ; djh j<la j k
wka;¾ iïnkaO;djfhka hq;a m%Yak /ila
flf¾h' ksoiqkla jYfhka l%h
s d;aul lsÍug
jvd;au myiq foaYmd,k jYfhka wvqfjkau
u;fNaohg ,la úh yels jkafka wdodhï
,nd .ekSfï läkï mshjrla f,i fj<|du
u; nÿ mekùuhs' we;af;kau Y%S ,xldfõ
wdkhk nÿ jHqyhka úlD;s lrkq muKla
fkdj m%;sm;a;s fkd.e<mSïj,g fhduq jk
w¾O ;Srenÿj, ;shqKq jeä ùula olakg

,eìK' Bg fjkiaj Y%S ,xldj úfoaYSh iDcq
wdfhdack ^FDI& wdl¾IKh lr .ekSug
ie,lsh hq;= nÿ ksoyia lsÍï ,nd ÿka w;r
th rfÜ nÿ moku iy nÿ wkql+,;djh
ÿ¾j, lsÍug fya;= ldrl úh' fuu wxY
fofla u l% s h dldß;a j h ÿ¾j, ;;a j fha
mej;sK' o'foa' ksIamdÈ;fha m%;sY;hla f,i
wmkhkh È.gu my; jefgñka 2015
jif¾ § 14] la ;rï my; uÜgulg
jeáK' 2016 m<uq udi my we;=<; wmkhk
wdodhï ;j;a 8]lska my; jeáK' tfukau
mYapd;a hqo ld,Sk m%fndaOhla mej;sh o Y%S
,xldjg .,d wd iDcq wdfhda c k
o'foa'ksIamdokfhka 1'5]ka Tíng .sfha ke;'
iDcq úfoaY wdfhdack 2015 § ishhg 30lska
my; jeáK' th 2016 jif¾ m<uq udi my
we;=<; ;j;a 50]lska my; jeáK'
nÿ wdodhï Èß .eka ù ï wdfhda c k iy
M,odhs;djh k.d isgqùfïoS jeo.;a h' 2015
oS 4'6] l idfmlaI jYfhka my;a ú/lshd
wkqmd;hla mej;sho" - th 2012 mej;s 4]l
wkqmd;fhka lemS fmfkk jeä ùuls - Y%S
,xldfõ Y%u fj<|fmd< ie,lsh hq;= W.;a
;reK ú/lshdjla fukau Y%u n,ldfha
ia;%S iyNd.S;ajh b;d my;a uÜgul mj;sk
nj;a ±lafõ' wdKavqfõ wd¾Ól m%;sm;a;s
m%ldYkfhka /lshd oY ,laIhla W;amdokh
lsÍfï iy lïlrejkaf.a Ôjk ;;ajh k.d
isgqùfï hym;a n,dfmdfrd;a;= i|yka jqjo
ksYaÑ; fhduqùï fyda th ls%hd;aul lsÍfï
läkï njla ms<sn| u.fmkaùula ke;' /
lshd oY ,laIhla W;amdokh lsÍug kï Y%S
,xldjg wd¾Ólj l% s h dldÍ fkdjk"
úfYa I fhka u ia ; % S k a iy ;reKhka u;
hemSug isÿjk w;r Tjqka Y%u n,ldhg
we;= < ;a lr .ekS u g iq ÿ iq Èß .eka ù ï
ieliSug isÿjkq we;'
Y%u n,ldfha ;reK iyNd.s;ajh jeä lsÍu
Y%ñlhkag ffki¾.sl jYfhkau jvd;a
f.da,shlrKhg ,la jQ f,dalh b,a,d isák
fjkia j k l= i ,;djhka ,nd fok
wOHdmkfha .=Kd;aulNdjh iy wod,;ajh
iu. ne£ mj;S' Y%S ,xldj fkdñ,fha fm<
vi
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fmd;a fnod §u" wirK <uhskag YsIH;aj
,nd §u" ks, we÷ï fkdñ,fha ,nd §u iy
m%jdyk myiqlï i|yd iykdOdr ,nd §u
hkdÈh we;=<;a fjk;a mshjr iu. rdcH
wxYfhka ,nd fok fmdÿ wOHdmkh iy
;D;Sh wOHdmkh u; jeäfhkau r|d mj;S'
flfia jqj;a rdcH wxYfhka wOHdmkhg
flfrk úhoï ;j;a jeä lsÍug kshñ;j
;sîu;a iu. wOHdmk wxYfha .=Kd;aul
Ndjh iy iudkd;au;djh ms<sn| .eg¨
úi£fï § úfYaIfhkau ;D;Sh wOHdmk
moaO;sfha mqoa.,sl wxYfha iyNd.S;ajh
Èß.ekaúh hq;=h'
fia j d
imhka k ka
jYfhka
yd
mdßfNda . s l hka jYfhka fm!oa . ,s l
iyNd.S ; a j h ±kgu;a fi!LH wxYfha
úYd, jYfhka ±lsh yelsh' ±kg o'foa'
ksIamdÈ;fhka ishhg 3 - 4 w;r jk fi!LH
úhoï iei¢h yels f.da,Sh idudkHhg
jvd wvqh' fuh rfÜ ckúoHd;aulj iy
f,v frda . ^Epidemiological transition&
mßKdóh ;;a;ajfha fõ.h ksid jeä úh
yelsh' fi!LH wdrlaIKh i|yd mjq,a tall
;uka úiskau lrk úhoï by< hk w;r
bka Tfrd;a;=§u iy iudk;ajh ms<sn|
.eg¨ u;= lrhs' ta wdldrhg fi!LH /
ljrK úhoï fjka lsÍfï ld¾hlaIu;djh
j¾Okh lsÍu iy úl,am uQ,H uQ,dY% fidhd
.ekSu rfÜ fi!LH ;;ajh jeä ÈhqKq lsÍfï
kHdh m;%fha by<skau we;'
Y% S ,xldfõ ck úoHd;a u l mßKduh
m%udKj;a iudc wdrlaIK moaO;s iy iudc
wdrlaIK cd, iemhSu we;=<;a nÿ wdodhï
m%;sm;a;s ixfYdaOk yd n,j;a ne£ï we;s
lrjhs' 2016 whjeh fhdackdj,ska olajk
,o wruq o ,la ke;s rdcH úY% d u jegq , a
fhdackd l%u ixfYdaOkh lsÍu ±ä úfrdaOh
yuqfõ w;yer ±ñug isÿ úh' Y%S ,xldj
iudc wdrlaIK cd, .Kkdjla ,nd foa'
±kg ls % h d;a u l oßø;d wvq ls Í fï jeg
igyka - uQ,sl jYfhkau iuDoaê$ Èú ke.=u
jev igyk - msßjeh ld¾hlaIu;djh iy
id¾:l;ajh" b,lal lsÍfï ÿ¾j,;d iy
vii

l%shd;aul lsÍfï ÿ¾j,;d ksid iel iys;h'
Y%S ,xldj cd;sl uÜgfï oßø;djh md,kh
lsÍfï § m%.;shla w;a lr .;a kuq;a ;eka
;ekaj, oßø;djh ie,lsh hq;= uÜgfuka
mej;Sfuka iy rg;=< wiudk;djh by<
hEfuka woyia jkafka bÈß jirj, tjeks
wiudk;d mshùug wjOdkh fhduq lsÍfï
wjYH;djhhs'
ck lKa v dhï w;r - úfYa I fhka u
wd¾Ólfha kd.ßl iy .%dóh wxY w;r mj;sk wiudk;d wvq lsÍug b,lal lr
.;a jev igyka " Y% S ,xldfõ k.r
ixj¾Okh fõ.j;a lsÍfï kj m%h ;ak
iu. ne£ isàu wjYHh' wdodhï by< h;au
kd.ßl Ôjk ffY,Skag we;s b,a¨u by<
hEu iy kd.ßl rdYslrKh i|yd we;s
wd¾Ól ;¾l" ie,iq ï lr we;s uyd
mßudKfha ixj¾Ok jev igykaj,g m%n,
fya;=jls' Y%S ,xldj ±kgu;a we't' c' fvd,¾
ì,shk 40l niakdysr m<d;a fu.dfmd,sia
jHdmD;shla Èh;a lr we;s w;r Bg wruqo,a
iemhSug ie,lsh hq;= uÜgul kj uQ,dY%
wjYH lrkq we;' fujeks há;, myiqlï
u; úYa j dih r|jk jHdmD;s j¾Okh
flfrys wdikak iy jvd;a jeä §¾> ld,Sk
n,mEï we;s l< yels w;r tajdfha uQ,Hkh
wxYh ld¾hlaIuj l<ukdlrKh fkdl<
fyd;a nÿ wdodhï iy mq¿,a id¾j wd¾Ól
mSvKhka we;s l< yelsh'
uyd mßudKfha kd.ßl ixj¾Ok uq,msreï
fyd¢ka l<ukdlrKh fkdl<fyd;a
tajdhska rfÜ iajdNdúl iïm;aj,g iy
mßirhg m%n, ksfIaOd;aul n,mEï we;s
úh yelsh' jerÈ f,i ie,iqï l< uyd
jHdmD;s j , wys ; lr fmdÿ m% ; s M ,hla
jkafka jdhq ¥IKh iy kd.ßl uqvqlal=h'
;sridr ixj¾Okh ms<sn|j kej;;a we;s
f.da , S h wjOdrKh ks i d mßir
l<ukdlrKh wd¾Ól m%;m
s ;a;f
s ha flakøa h
fõ' Y%S ,xldfõ mßir m%;sm;a;sfha mquqL
jkafka kshduk iy m%ñ;Ska u; mokï jQ
wK iy md,k úêl%uhs' flfia jqj;a tajdfha
iSñ; id¾:l;ajh" l%shd;aul lsÍfï wêl
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úhoï" wvq wd¾Ól ld¾hlaIu;djh" ksid
fj<|fmd< mokï úêl%u ^MBIs& ckms%h
fjñka mj;S ' wkq l + , fkdùug o~q j ï
lsÍfï isg uqo,a f.ùïj,g udreùu fyda
ysñlï whs;sjdislï moaO;sfha .e,mSï jeks
wd¾Ól úêl%u" Y%S ,xldj jeks rgj, mßirh
l<ukdlrKh lsÍfï nÿ wdodhï jYfhka
jvd;a id¾:l l%uhls'
ksoiqkla jYfhka jdß c,h i|yd .dia;=
wh lsÍula fkdue;sùu ysÕ NdKavhla jQ
c, iemhSu jeäfhka Ndú;d lsÍfï tl
fya;=jla f,i È.= l,l isgu y÷kd f.k
we;' flfia jqj;a jdß myiqlï ixj¾Okh
iy kv;a;=j wdKavqj u; mejfrk Ndr¥r
nÿ wdodhï nrls' ta wdldrhgu wdKavqj
fmdfydr jeks ks I a m dolhdg ,nd fok
fjk;a iykdOdr i|yd o ie,lsh hq;=
uq o ,la jeh lrhs ' fuu jev igyfka
id¾:l;a j hla fkdue;s l u fndfyda ú g
úfõpkhg ,la fõ' iyk uqo,g ,nd fok
fmdfydr úlsKSu" iy fi!LHhg wod,
fjk;a .eg¨ j,g fya ; = j k fmdfydr
Ndú;h jeäùu tys we;s iuyr miqnEï h'
wdydr i|yd Y%S ,xldfõ b,a¨u jeäùu
iy f.dùkaf.a wdodhï m%udKj;a fkdùu
wdydr iqrlaIs;;djhla we;s lsÍug iy
oßø;djh wvq lsÍug .kakd W;aidyhg
iydh jkafka ke;' fï wkqj Y%S ,xldj
lDIsld¾ñl wxYhg uQ,Huh jYfhka mj;sk
iïm;a jvd;a ld¾hlaIuj fhoùu i|yd
±kg ,nd § we;s wd¾Ól Èß.ekaùï kej;;a
úuid ne,sh hq;=h'
ta wkqj Y%S ,xldjg wjYH lrk nÿ wdodhï
ixfYdaOk hkq mQ¾j fldkafoaishla jqj;a
id¾j wd¾Ól ia:dhs;djh w;a lr .ekSu
muKla fkdfõ' ixfYda O k id¾j
;;a;ajfhka Tíng laIqø uÜgu olajd
hhs' iajhxlS%hj Yla;su;a jkafka kï tajd
jvd;a id¾:lh' tjeks mq¿,a nÿ wdodhï
ixfYdaOk kHdh m;%hla fj<|du" lïlre
iy ksIamdok fj<| fmd< ksoyia lsÍu
jeks W!KmQrl ixfYdaOk i|yd uQ,Huh
iydhla ,nd §fuka myiqlrKh fõ' Y%S

,xldjg wka ; ¾cd;s l uQ , H wruq o f,ka
,efnk Kh myiqj" fjk;a nyq md¾Yaùh
iy oaú md¾Yaùh wdh;kj,ska ixfYdaOk
m%h;akhg iydhùug ,efnk w;sf¾l we'
t' c' fvd,¾ oY ,laI 650 lska W;afm%arKh
jkq we;ehs wfmalaId flf¾'
wdKavqjg we;s n,j;a ndOlhla jkafka
id¾:l ixfYda O k uq , ms r eula i|yd
foaYmd,k iy iudc tlÕ;djh iy;sl
ls Í uhs ' wka ; ¾cd;s l uQ , H wruq o f,a
tlÕ;djh imsÍug m%drïNhla jYfhka
f.fkk ,o jeÜ nÿ jeä ls Í ug
fj<÷ka f .ka u;= jQ mq ¿ ,a úfrda O fhka
wdKavqjg isÿ lsÍug we;s wiSre f;dard
.ekSï ms<n
s | h:d¾:h ±ksK' mdßfNda.l
s fhda
o ±ä wd¾Ól ;;ajhka hgf;a ñ, by<
hEfuka wiykhg m;a jQ y ' wdKa v q j
id¾:lj ika k s f õokh ls Í u we;= < ;a j
ixfYda O k i|yd uyck iydh f.dv
ke.Sug .;a W;aidyhka m%udKj;a jQfha
ke;'
wdKa v q f õ m% ; s m ;a ; s lrKï .eiS ï
m% f hda c kj;a jQ f ha ke;' whjeh
fhdackdj,ska bÈßm;a lrk ,o nÿ fhdackd
fndfyduhla ixfYda O kh ls Í ug fyda
l%shd;aul lsÍug fkdyels úh' nÿ wdodhï
fhdackd mekùfï WÑ; jHjia:duh l%shd
mámdá ksis f,i l<ukdlrKh jQfha ke;'
2016 uehs ui jeÜ nÿj,g y÷kajd ÿka
ixfYdaOk úmlaIh úiska wêlrKh bÈßfha
id¾:lj wNsfhda. lsÍu ksid udi follg
miq j yÈis f ha bj;a lr .eks K ' tjeks
m% ; s m ;a ; s u h jerÈ ms h jrj,s k a iy
jHdl+,;djfhka ixfYdaOkj,g úreoaOjkakka Yla;su;a lrjk w;r wdKavqj
hgm;a lsÍu myiq lrjhs'
ffoksl mdßfNda.sl NdKavj, ñ, kshu
lsÍu jeks wd¾Ólhg flfrk laIqø wd¾Ól
ueÈy;aùï o mj;S' iud.ï ,dN u; jrlg
muKla mkjk noao jeks iud.ï ,dN u;
mkjk nÿ" m%d.aOk bmehSï noao kej;
y÷kajd§ug we;s yelshdj iy m%;sm;a;s
viii
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w;srKfha fmdÿ jd;djrKfhka mqoa.,sl
wxYh ;uka uq,d flf<a hehs is;kq we;'
fndfyda o¾Yl wkqj jHdmdßl úYajdih o
fldgia fj<|fmd< l%shdldß;ajh fuka
ÿ¾j,h'
wd¾Ól .uka u. ms < s n | mj;s k
wmeyeÈ,s;djh iuyrúg" cd;sl tluq;=
wdKavq yjq,l mj;sk kqyqre nj ksid mgka
.ekafï ld, iSudjl mqÿuhla fkdfõ' Y%S
,xldfõ foaYmd,k ne£ïj, mj;sk jyd
fjkiajk iajNdjh ksid th rfÜ m%Odk
foa Y md,k mla I fol jk tcdmh iy
YS','ks'm' w;r fkd.e,fmk ikaOdkhls'
tuksid th iNd. jev ms<sfj<g fmdÿ
m%;sm;a;s isrùïj,g jvd;a ,laúh yelsh'
kuq;a Y%S ,xldjg ysrj we;s wd¾Ól m%;sm;a;s
W;a f ;da , k bj;a ls Í ug we;a f ;a flá
ld,hls' wka;¾cd;sl rdcH ne÷ïlr ksl=;=
ksrdlrKh lsÍu 2019 isg wdrïNjkq we;'
we;af;kau 2019 - 2022 ld, mßÉfþoh
we;=<; Y%S ,xldj wka;¾cd;sl rdcH Kh
ne÷ïlr we' t' c' fvd,¾ ì,shk 5la wdmiq
f.úh hq;=h' wka;¾jdr ld,h we;=<; Y%S
,xldjg úfoaY Khg iß,k m%udKhg
úfoaY úksuh bmehSï fkdue;s jqjfyd;a
wka;¾cd;sl rdcH Kh ne÷ïlr ld,h
§¾> lr .eksug isÿ jkq we;' wjodkï
jdßl jeä lsÍu je<elaùugkï wdKavqjg
úYd, Kh we.hqï wdh;k ;=fka ^Rating
Agencies& iy wka;¾cd;sl Kh ,nd fok
wdh;kj, úYajdih mj;ajd .; hq;=h'
wdikakfhau mj;sk ld¾hNdrh jkafka

ix

wka;¾cd;sl uQ,H wruqof,a jev ms<sfj<
hgf;a wdrïN jQ nÿ wdodhï ia:dhslrK
ls%hdj,sh wkq.ukh lrk njg úYajdih
we;s lrùuhs' wka;¾cd;sl uQ,H wruqof,a
jev ms < s f j< Y% S ,xldfõ is h ¨ wd¾Ól
jHdêj,g Èj Tiqjla fkdjk w;r th
úYajdih m%;sia:dmkh lsÍfï mshjr iy
m% ; s , dN W;a f ;a c kh we;s ls Í fï
W;a f ;da , khla úh yels h ' nÿ wdodhï
md,kfha ,laIK m%;sia:dmkh l< miq
wd¾Ól j¾Ok ;;ajh flf¾ tjeks úhoï
lmd yeÍulska flfrk n,mEu uQ,H ,sys,a
lsÍulska wdmiq yerúh yelsh' Y%S ,xldj
±kgu;a j¾Okh m%j¾Okh lsÍu i|yd
uOH ld,S k W!KmQ r l iúia ; rd;a u l
jHqyd;aul ixfYdaOkhla ilia lsÍug m%udo
jQ j d jeäh' fuh o wd¾Ól m% ; s m ;a ; s
fmruqfKa meyeÈ,s u.fmkaùï kshu lsÍfï
m%uqL;djhls'
tluq;= wdKavqj fuu md¾,sfïka;=fõ ks,
ld,h wjika jk f;la ;j;a jir ;=kla
mj;sk njg l< m%ldYh;a iu. kej;;a
ue;sjrKhlg hEug fmr ixfYdaOkj,
m%;s,dN w;aú£ug ld,hla mj;s' wd¾Ólh
fufyhùug m%n, yia;hla mj;sk nj;a
ish¨u Y%S ,dxlslhka i|yd jvd;a fyd|
wd¾Ól wkd.;hla w;alr Èh yels nj;a
ms<sn| úYajdihla we;s lsÍfï § wdKavqfõ
foa Y md,k ;S l a I KNdjh;a idud¾:Hh;a
mßj¾;kSh ld, mßÉfþofha § mÍlaIKhg
,la lrkq we;'
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1. nfhs;if Nehf;F
Nju;jy; murpayhdJ gpujhd ,lj;jpid
tfpf;fpd;w r%fj;jpy; r%f nghUshjhu
gupzhk tUlnkhd;iw epidT gLj;jp 2015
Mk; Mz;by; ,yq;ifapy; nghUshjhuk;
E}w;Wf;F 4.8 rjtPjkstpy; ruhrup mstpdhy;
tsu; r ; r pnahd; i w mwpf; i fapl; L s; s J.
KiwNa 2015 Mk; Mz;L rdtup kw;Wk;
Mf];l; khjq;fspy; eilngw;w rdhjpgjp
kw;Wk; ghuhSkd;wj; Nju;jy;fspd; NghJ
Nju;jy; Nghl;bapy; Kd;dzp tfpjj
; y; kPzL
; k;
cUntLj;Js;sJ. ,e;jj; Nju;jy;fspd; gpdd
; u;
rdhjpgjp ikj;jpupghy rpupNrd mtu;fspd;
jiyikAld; $ba ,yq;if Rje;jpuf;
fl;rpapd; xU gFjpapdUk; gpujk mikr;ru;
uzpy; tpff
; pukrpqf
; mtu;fspd; jiyikAld;
$ba If; f pa Njrpaf; fl; r p vd; g d
xUq; f pize; J munrhd; i w cUthfF
; tjw;fhf Kz;zdpnahd;whf Nru;eJ
; s;sd.

mwpFwpfs; fhzg;gl;l NghJk; nghUshjhuk;
njhlu; g hf nrYj; j g; g l; l J Fiwthd
mtjhdkhFk;.

2015
Mk;
Mz;by;
nfhs;if
cUthf;Fdu;fspd; ftdk; ePz;lfhykhf
nrYj;jg;gl;lJ ,yq;ifapy; epWtd epUthf
fl; l ikg; i g kWrP u ikg; G r; nra; j y;
njhlu;ghfthFk;. fUjj;jF ntw;wpfs; gy
milag;ngw;w NghJk;> mjd; %yk; njspthf
njupfpdw
; ntw;wpahf ,Ug;gJ murpayikg;gpd;
19 MtJ jpUj; j j; i j epiwNtw; w pf;
nfhz;likahFk;. epiwNtw;W mjpfhuk;
nfhz; l murpayikg; G Kiwikapid
,y;yhnjhopjj
; y; kw;Wk; Nju;jy; Kiwapid
jpUj;Jjy; Nghd;w tplaq;fs; tUlk; G+uhfTk;
fye; J iuahlYf; F cl; g l; L 2016 Mk;
Mz; b Yk; fye; J iuahLk; fsj; J f; F
te; J s; s J. r%f murpay; tsu; r ; r p
epiyikapd; fPo; KO nkhj;j nghUshjhu
#oypy; tpNrlkhf mur epjpj; JiwahdJ
mopTf; F cl; g l; L tUfpd; w ,Ushd

Nkyjpf nrytPdq;fSf;F epjpal
P l
; k; nra;Ak;
Kaw;rpapy; murhdJ kpf Nkhrkhd Muk;g
Kd; n dLg; G f; F Kfq; n fhLf; f Ntz; b
Vw;gl;lJ. 2015 Mk; Mz;L rdtup khjj;jpy;
,ilf;fhy tuT nryTj;jpl;lk; njhlu;ghf
ntspaplg;gl;l tup mjpfupg;G Kd;ndLg;G
ghuhSkd;wj;jpdhy; epiwNtw;wg;gltpy;iy.
mjw;Fg; Gwk;ghf murhdJ ePz;l fhy
ntspehl; L fld; mbg; g ilapy; tuT
nryTj;jpll
; j;ij Ngzpr; nry;tjw;F fpilj;j
xj;Jiog;G kw;Wk; eilKiwg;gLj;jg;gl;L
te;j cl;fl;likg;G nraw;jpll
; q;fspd; Ntfk;
ke;jkiljy; my;yJ mit KOikahf
epWj;jg;gl;likapd; fhuzkhf Vw;gl;lJ.
cs;ehl;L kw;Wk; ntspehl;L tsu;r;rpfis
ftdj;jpw; nfhz;l ntspehl;L KjyPll
; hsu;fs;
murhq;fj;jpd; fld; fhg;gpypUe;J
eP q ; f paikapdhy; mur nrytP d q; f s;

,Wf; f kw; w xOf; f j; J ld; $ba epjpf;
nfhs;ifapid mjpfkhf nraw;gLj;jpa
murpay; cld; g hlhd Nghl; b j; j d; i k>
gpugy;aj;jd;ik Nghd;w fhuzpfspd; fPo;
thf;Ffspidg; ngw;Wf; nfhs;Sk; Nehf;fj;jpy;
mg; n ghOJ kpf Nkhrkhd epiyapy;
fhzg;gl;l ,yq;ifapd; mur epjp epiyik
kpfTk; Mjhs ghjhsj;jpw;F js;sg;gl;lJ.
ghuhSkd;wj; Nju;jy; mz;kpf;Fk; NghJ
rk;gsk; kw;Wk; Xa;T+jpar; rk;gsk; ghupa
mstpy; mjpfupf;fg;gl;likapdhy; FLk;g
myFfSf;F xUq;fpize;j kw;Wk; epthuzk;
nrYj;jy;fs; mjpfupf;fg;gl;likfisAk;
fhzf; $bajhf ,Ue;jJ.

i
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njhlu;ghd epjpaPl;lk; njhlu;ghf mjpfkhd
mOj;jk; Vw;gLj;jpaJ.
,yq;ifapy; tupf; nfhs;ifapypUe;J Cf;fk;
mile;j mOj;jkhdJ tpiuthf epjp kw;Wk;
nryhthzpr; rjtPj nfhs;iffSf;F guty;
mile;jJ. murhq;fj;jpd; cs;ehl;L fld;
ngwy; mjpfupj; j ik tupr; rjtP j j; j py;
mirtpid Vw;gLj;jpaJ. vdpDk; tupr;
rjtPjk; njhlu;ghd mOj;jkhdJ nghUshjhu
nraw;ghl;by; fhzg;gl;l ke;jkhd jd;ikapd;
fhuzkhf Ntfkhf kl;Lg;gLj;jg;gl;lJ.
vdpDk;> FLk;g myFfspd; nryT nra;af;
$ba tUkhd msT mjpfupj;jikapdhy;
Efu;T ,wf;Fkjp> tpNrlkhf Nkhl;lhu; thfd
,wf;FkjpahdJ Jupjkhf mjpfupg;gjw;F
fhuzkhf mike;jikapdhy; ntspehl;L
nryhthzp ntspr; nry;tjw;F fhuzpahf
mike;jJ. murhdJ tupf; nfhs;ifapid
,yFgLj;jpaikahdJ ,yq;if kj;jpa
tq;fpahdJ fhyk; jho;j;jhJ 2015 Vg;guy;
khjkstpy; nfhs;ifr; rjtPj mstPl;L
rjtPjk; (Benchmark policy rate) 50 myfpid
mbg; g ilahff; nfhz; L gjptspj; j ik
,wf;Fkjp kw;Wk; mjDld; ,ize;j Efu;T
];juP kiltjw;F cjtpahf mike;jJ. KO
nkhj;j nghUshjhukhdJ tPo;r;rpaile;J
fhzg;gl;l epiyapy; ,yq;ifapd; ntspehl;L
nryhthzp xJf; f j; j pid gad; g Lj; j p
ntspehl;L nryhthzp rjtPjj;ij Ngzpf;
nfhs;tjw;F Nkw;nfhz;l Ka;wrpapdhy;
epiyikahdJ NkYk; rpf;fy; mile;jjJ.
2015 Mk; Mz;L eLg;gFjpahFk; NghJ
mjpfupj; j te; j nfhLg; g dT epYit
gpur; r pidapid jtpu; j ; J f; nfhs; t jw; F
,aYik fpilj;jJ FWq;fhy epjpaPl;l
epfo;r;rpj;jpl;lj;jpd; ClhfththFk;. ,e;jpa
xjf;F tq;fp 2015 khu;r; khjk; mNkupf;f
nlhsu; 400 kpy;ypad;fs; %d;W tUl epjpf;
nfhLf;fy; thq;fy; nra;Ak; epfo;rr
; pjj
; pll
; j;ij
ed;nfhilaspg;Gr; nra;jikAk;> 2015 Nk
khjk; ,yq;if murhq;fk; mNkupff
; nlhsu;
650 kpy;ypad;fs; msthd mur jpiwNrup
Kwpfis ntspaPL nra;jikapdhYk;> 2015
A+iy khjk; ,e;jpa xJf;F tq;fpAld; MW
ii

khj fhy NkYk; mNkupf;f nlhsu; 1.1
gpy; y pad; epjp nfhLf; f y; thq; f y;
epfo;r;rpj;jpl;lnkhd;iw Vw;gLj;jpf;
nfhz;likapdhYk; MFk;.
2015 Mf];l; khjj;jpy; eilngw;w nghJj;
Nju;jypypy; eLj;ju fhy murpay;
epfo;r;rpj;jpl;lnkhd;iwr; rku;gpf;Fk; NghJ
mUfyile;J fhzg;gl;l murpay; jilfs;
ePf;fg;gl;ld. 2015 rdtup khjk; Kjy;
rpWghz;ik If;fpa Njrpa fl;rp Ml;rpapy;
xOq; F Kiwg; g Lj; j g; g l; l J. ,yq; i f
thf;fhsu;fs; ve;jnthU flrpfF
; k; njspthd
ntw;wpia toq;fhjJld; mj;NjhL I.Nj.f.apd;
Nju;jy; ntw;wpahdJ jkJ nghUshjhu
epfo; r ; r pj; j pl; l j; j pl; l j; i j jP u ; k hdpj; J
Kd;ndLj;Jr; nry;tjw;F Nghjpasthd
mq;fpfhuj;ij toq;fpajhf fUjg;gl;lJ.
murpd; nghUshjhu rpe; j id gw; w p
Kd;Ndhl;lnkhd;iw gpujk mikr;ru; 2015
etk;gu; khjk; ghuhSkd;wj;jpy; Mw;wpa
ciuapypUe;J ntspgg
; l;lJ. kpfr; RUf;fkhf
mjd; nghUs; gLtJ gue; j mstpy;
ntspehl; L fld; Clhf epjpaP l ; l k;
nra; a g; g Lk; Efu; N thu; Njitfis
Kd; d piyg; g Lj; j p tsu; r ; r p Ntiyr;
rl;lfnkhd;wpypUe;J jdpahu; KjyPl;il
mbg;gilahff; nfhz;l Vw;Wkjp njhlu;ghd
ftdk; nrYj;jg;gl;l gazj;jpd; gupzhk
khw;wkhFk;. mtw;wpy; rpy Fwpg;gpLtjhtJ
,yq; i fapy; jpUg; j pfukw; w tUkhdk;
ciof;Fk; jd;ikapid khw;wp Kd;Dupik
tplakhf
tupf;
nfhs;ifia
epue;jujg;gLj;Jtjw;F eltbf;if> el;lk;
milAk; mur njhopy;Kaw;rpfs; kw;Wk;
elhj;jpr; nry;y Kbahj Xa;T+jpa Kiwapid
jpUj; J tjw; F mbg; g ilahff; nfhz; l
Kd;ndLg;Gf;fspypUe;J njupatUfpdw
; d.
ntFthf vjpug
; hu;jj
; nfhs;if gpuflzj;jpd;
gpd;du; murpd; Nju;jypd; gpd;duhd tuT
nryTj;jpll
; k; njhlu;ghfthFk;. vdpDk;> 2016
tuT nryTj;jpl;l Kd;nkhopTfs; jpuz;l
kw;Wk; Kd;Dupikg;gLj;jg;gl;l epjp uPjpahd
epiyahd epfo;rr
; pjj
; pll
; k; njhlu;ghd VNjDk;
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gbKiwapid cUthf;Ftjw;F ,ayhJ
NghdJ. mjw;Fg; gjpyhf rku;gg
; pff
; g;gl;l rpy
re;ju;g;gq;fspy; murhq;fj;jpd; nghUshjhu
nfhs; i fg; gpuflzj; j pw; F nghUe; j hj
nghs;iffs; gytw;wpd; xU xd;W Nru;gg
; hFk;.
,Wjpahf xUtUf;nfhUtu; nghUe;jhj
nfhs;iffs; njhlu;rr
; pahf Nkw;nfhs;sg;gl;l
jpUj;jq;fspdhy; mbf;fb khw;wq;fSf;F
cl;gl;likapdhy; ,yq;ifapd; tYthd
epjpf; nfhs; i fapid epue; j ug; g Lj; j pf;
nfhs;Sk; jpl;lnkhd;W ,y;iy vd;w epiy
fhzg;gl;lJ.
2016 tuT nryTj;jpll
; j;Jld; rku;gg
; pff
; g;gl;l
2015 Mz; b d; nkhj; j tup tUkhd
gw; w hf; F iwahdJ nkh.Nj.cw; g j; j papd;
E}w; W f; F 6 rjtpjkhf fzf; f plg; g l; l
fzpg; g P l hdJ Njitaw; w vjpu; g hu; g ; G
itf;fg;gl;l epiyikahFk;. 2016 Mk;
Mz; b d; Muk; g j; j py; ,Wjp tUkhdg;
gw;whf;Fiw nkh.Nj.cw;gj;jpapd; E}w;Wf;F
7.4 rjtPjkhf Mfpaikapdhy; ehl;bd; tup
tUkhd epiyikahdJ kpfTk; Nkhrkhd
epiyapid mile;Js;sik njspthfpdw
; J.
me;jg; gw;whf;Fiw 2014 Mk; Mz;Lld;
xg;gL
P nra;Ak; NghJ E}w;Wf;F 1.7 rjtPjj;jhy;
mjpfupg;nghd;whFk;. tup tUkhd
gw;whf;FiwahdJ gutyiltjw;F ntFthf
fhuzkhf mike;jJ eilKiw nrytPdk;
E}w; W f; F 1.5 rjtP j j; j hy; cau; t ile;jikahFk;. mjw;fhd fhuzk; rhj;jpakw;w
tifapy; rk;gs mjpfupg;G kw;Wk; epthuzk;
toq; f y; mjpfupj; j ik kw; W k; tl; b r;
nrytPdKk; MFk;. mur Jiwapd; rk;gsk;
mjpfupf;fg;gl;likapdhy; Efu;Nthu;fSf;F
mjpfkhf nryT nra;tjw;F ,aYik
fpilj;jJld; mJ kpfTk; nryT nra;tjw;F
Cf; f g; g Lj; J tjw; F Cf; f g; g Lj; j yhf
mike;jJ.
,e;jg; gpdd
; zpapy; ,yq;if kj;jpa tq;fpapd;
epjpf; nfhs;iffs; fl;lisahdJ mjPj
tYtpid fhl;Lfpdw
; J. ,yq;if kj;jpa tq;fp
eltbf;if vLj;jJ 2015 jprk;gu; khjk; epajpr;
rl;l xJf;F (SRR)
tPjk; E}w;Wf;F 1.5
rjtPjj;jhy; mjpfupg;gjd; %yk; epiyi-

kapid kl;Lg;gLj;jpf; nfhs;tjw;fhfthFk;.
mJ 2015 Mk; Mz;by; ,uz;lhtJ gFjpapy;
jdpahu; gpuptpd; gpugy; a khd fld;
Kd;Ndw;wnkhd;W ,Uf;Fk; NtisapyhFk;.
gztPff
; khdJ cau;tile;jijj; njhlu;eJ
;
,yq;if kj;jpa tq;fpapd; 2016 Mk; Mz;L
ngg;utup khjk; nfhs;iffs; rjtPjj;ij
(Policy rate) 50 ,lq;fspdhy; cau;tilar;
nra;tjhFk;.
tup tUkhdkhdJ Mgj;jhd kw;Wk; kpf
eypthdjhf nkhj;j nghUshjhu #oypy;
nghUshjhuj;jpypUe;J kPl;Lf; nfhs;Sk;
gzpahdJ toq; f g; g l; l J NtW khw; W
topnahd;W ,y;yhj NghJ fld; ngw;Wj;
jUfpd;wtupd; ghj;jpuj;ij epiwNtw;Wfpd;w
ru;tNjr epjpaj;jpw;fhFk;. 2015 Mk; Mz;L
nrg;njk;gu; khjk; ntspehl;Lr; nryhthzpr;
rjtPjkhdJ KOikahf rPu; nra;tjw;F
tha; g ; G toq; f g; g l; L mLj; j khjj; j py;
mNkupf;f nlhsu; 1.5 gpy;ypad;fs; mur
jpiwNrup Kwpfs; ntspaL
P nra;ag;gl;l NghJk;
2016 rdtup MFk; NghJ cj;jpNahfG+u;t
xJf;F msthdJ 4 khj ,wf;Fkjpf;F
(I.m.nlh. 6.3 gpy;ypad;fs;) ghupa mstpy;
tPor
; r
; paile;jJ. 2016 ngg;GUtup khjk; gpl;r;
epWtdj;jpdhYk; mjd; gpd;du; 2016 khu;r;
kw;Wk; A+d; khjk; KiwNa ];Nld;lhl; kw;Wk;
Gtu; r`Kl; epWtdj;jpdhy; ,yq;ifapy;
fld; jug;gLj;jiy tPo;r;rpAwr;
nra;jikapdhy; kPzL
; k; xU Kiw ru;tNjr
epjpr; re;ijapy; Eiotjw;fhd re;ju;g;gk;
,Usile; j J. ,jd; fhuzkhf 2016
ngg; G Utup khjk; muR fld; ngWk;
epfo;rr
; pjj
; pll
; j;jpwF
; ru;tNjr epjp epWtdj;jpwF
;
nry;y Ntz;ba epiy Vw;gl;lJ.
ru; t Njr epjp epWtdj; J ld; ,ize; J
Vw;gLj;jpf; nfhz;l cld;ghlhdJ %d;W
tUl fhyj;jpw;F I.m.nlh. 1.5 gpy;ypad;fs;
(,yq;ifapd; Nfhl;lhtpypUe;J E}w;Wf;F 185
rjtPjk;) tpupTgLj;jg;gl;l trjpfspd; fPo;
flndhd;iwg; (EEF) ngw;Wf; nfhs;tjhFk;.
tp];jupg;G epjpa trjpia mbg;gilahff;
nfhz;ljhf ,Ug;gJ MW tplaq;fspd;
gbahFk;. i. tuT nryTjpl;l
iii
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gw;whf;Fiwapid Fiwj;jy;> ii. mur
tUkhdj;ij mjpfupjj
; y;> iii. mur epjp
Kfhikapid tYg;gLj;jy;> iv. mur
njhopyK
; aw;rpfis kWrPuikj;jy;> v. tupf;
nfhs;if jpUj;jk; kw;Wk; vi. tpahghuj;jpwF
;
kw; W k; KjyP l ; L f; F mjpf xj; J iog; G
toq; F jy; vd; g dthFk; . epge; j idfs;
fhzg;gLtJ rpwpa vOj;Jf;fspyhFk;: tupf;
nfhs;ifapid ,Wf;Fjy;> ruhrup gztPff
;
rjtPjnkhd;W kw;Wk; ek;gfj;jF nryhthzp
khw; W tP j nkhd; i wg; Ngzpr; nry; y y;
vd;gdthFk;.
njspthf cj; N jr rP u hf; f q; f spdhy;
fUjg;gLtJ nghUshjh Xl;lj;jpy; ,il
njhlu;GfSld; $ba gpur;rpidfs; gytw;iw
jPu;j;Jf; nfhs;tjhFk;. ,yq;ifg;
nghUshjhuk;> ,ul;ilg; gw;whf;Fiwfs;>
Vw;gLj;Jfpd;w Muk;g rkepiyaw;w jd;ik
epiyik vd;gtw;iw cs;slf;Fk;. tuT
nryTj;jpl;l gw;whf;FiwapypUe;J
fUjg;gLtjhtJ fld; Rikapid
jpul; L tjhFk; . eilKiwf; fzf; f pd;
gw;whf;Fiwfs;
fhl;LtjhtJ
nghUshjhuj; j py; ntspehl; L %yjdk;
cl;gha;rr
; ypd; gb jq;fpapUg;gjhFk;. Nfe;jpu
Kf;fpaj;Jt uPjpahf rkepiyaw;w jd;ikapd;
Clhf fUjg;gLtJ: i, Njrpa nrytPdk;
Njrpa tUkhdj;ij tpQr
; pr; nry;yy; ii,
tpw;gid nra;af; $ba nghUl;fs; kw;Wk;
Nrit cw;gj;jpfs; Nghjpastpd;ikahFk;.
ntspehl; l tu; f s; ntspaf eilKiwf;
fzf;fpd; gw;whf;Fiw njhlu;ghf epjpaPll
; k;
nra;Ak; tiu nghUshjhuj;jpw;F Ngzpr;
nry; y KbAk; . vdpDk; mt; t hwhd
cs;tUiffs; 2015 Mk; Mz;by; eilngw;w
gpufhuk; kl;Lg;gLj;jg;gLkhapd; ftiyjUk;
rPuhf;fq;fis Nkw;nfhs;s Ntz;b Vw;gLk;.
eilKiwf; fzf;fpd; gw;whf; FiwahdJ
Njrpa nrytPdj;ij gjptspg;gjd; %yk;
my;yJ tUkhdj;ij mjpfupg;gjd; %yk;
jPu;j;Jf; nfhs;s KbAk;.
tUkhdj;ij
mjpfupj;Jf; nfhs;tjw;F FWq;fhyj;jpy;
Nghjpastpy; Nkw;nfhs;s Kbahky; NghtJ
nkh.Nj.cw;gj;jpapy; tsu;rr
; pahdJ ruhrupahf
iv

nrytP d j; i j mjpfupf; f pd; w ikahYk; >
tpidj;jpwd; Nkk;gLj;jy; gad;fis ngw;Wf;
nfhs;tjw;F fhyk; vLg;gjdhYk; MFk;.
khw; W topahf murhq; f q; f Sf; F re; i jg;gLj;jf; $ba nghUl;fs; kw;Wk; Nritfis
mjpf mstpy; cw;gj;jp nra;tjw;F tsq;fis
khw;wpf; nfhs;s KbAk;. mJ njhlu;ghf
gzj;jpd; ngWkjpf; Fiwg;G nra;jy; Ntz;Lk;.
ngaustpyhd gzg; ngWkjpf; Fiwg;Gr;
nra; j y; NghJkhdjd; W . cs; e hl; L r;
nrytPdk;
mjpfupf;fpd;ikapid
fl; L g; g Lj; J tjw; F k; > gzg; ngWkjp
Fiwg;ghdJ cz;ikahf
Vw;gLtij
cWjpgg
; Lj;jpf; nfhs;tjw;Fk; nrytPdq;fis
Fiwj;Jf; nfhs;Sjy; Ntz;Lk;.
murpd; eilKiwr; nrytPdk; 2015 ,y;
nkh.Nj. cw; g j; j papd; E}w; W f; F 15.2
rjtPjj;jpypUe;J 2016 Mk; Mz;by; nkh.Nj.
cw;gj;jpapd; E}w;Wf;F 13.9 rjtPjk; tiu
Fiwf;fg;gl;Ls;sJ. tUkhdg; gf;fj;jpYk; $l
tup mjpfupf; f g; g l; l ikapdhy; Nfs; t p
tiuaiw nra;ag;gl;Ls;sJ. ntl; kw;Wk;
tUkhd tup Kiw Kiwahf mjpfupg;Gr;
nra;tjw;F cj;Njrpf;fg;gl;l NghJ mJ
FLk;gq;fspy; nryT nra;af; $ba tUkhdk;
njhlu;ghf kw;Wk; fk;gdpfspd; ,yhgk;
njhlu;ghf jhf;fnkhd;whFk;. epjpf; nfhs;if
tup tUkhdk; nfhs;iff;F vjpu;jhf;fkhf
(Counterweight) nraw;gLtjw;F cs;sJ
kl;Lg;gLj;jg;gl;l mtfhrk; khj;jpukhFk;.
cz;ikahf nryhthzpr; rjtPjk;
nghUshjhu mbg;gilfSf;F ,zq;fpr;
nry;fpd;w tpjj;jpy; rPu; nra;tjw;F 2016
Mf];l; khjk; nfhs;iffs; 50 ,lq;fs;
mbg;gil ^50 basis points& Gs;spapy;
kl;Lg;gLj;jg;gl;Ls;sJ. nghUshjhukhdJ
eLj;ju fhy nkh.Nj. cw;gj;jpapy; E}w;Wf;F
5 rjtPj ruhrup tsu;r;rpnahd;W njhlu;ghf
vjpu; g hu; f ; f g; L fpd; w epiyikapd; fP o ;
cldbahf toq;fg;gLfpd;w tup kw;Wk; epjp
nfhs;iffs; Cf;fk; njhlu;ghf fhzg;gLtJ
rpwpjsT ,lk; my;yJ ,lkpy;iy vd;gij
jw;nghOija nkhj;j nghUshjhu Ntiyr;
rl;lfj;jpd; %yk; fhl;LtJ GJikad;W.
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ru; t Njr epjpaj; j pdhy; topfhl; L fpd; w
epfo;rr
; pj;jpl;lq;fspypUe;J tup tUkhdj;ij
Fiwg;gjd; %yk; nghUshjhuj;ij Fiwe;j
msT FWfpa fhyj;jpy; xNu ,lj;jpy; Njf;fp
itj;jy; my;yJ ke;jikar; nra;jy; kw;Wk;
fld; Rikapid Njitaw; w tpjj; j py;
jPtpuuklar; nra;jy; njhlu;ghf nghJthf
Nkw;nfhs;sg;gLfpd;w tpku;rdq;fs;
Kd;itf;fg;gLfpd;wd. cj;Njr nkhj;j
nghUshjhu Ntiyr;rl;lfj;jpd; fPo; epjpf;
nfhs;ifia <L nra;a KbahjJld; ,yf;F
itf;fg;gl;l Fiwe;j gztPff
; #onyhd;iw
vNjl;irahf ngaustpy; nkh.Nj. cw;gj;jpapy;
tsu;r;rpia Fiwf;fpd;wJ. Vida rfy
tplaq;fSk; rkkhf fhzg;gLtJld; fld;
nkh.Nj. cw;gj;jpr; rjtPjkhdJ
mjpfupff
; pdw
; J.
xg;gPL nra;af; $ba fPo; eLj;ju kl;lj;jpy;
tUkhdk; ngWfpd;w vy;iyapy; ,Uf;fpd;w
ehLfspy; ,yq;if cau; mur fld; rjtPjk;
- nkh.Nj. cw; g j; j papy; E}w; W f; F 75
rjtPjj;jpwF
; - kw;Wk; fPo; epiy mur tUkhd
rjtPjk; - nkh.Nj. cw;gj;jpapy; E}w;Wf;F 13
rjtPjk; - fhzg;gLfpd;w kpf Nkhrkhd
epiyapy; ,Uf;fpd;w ehnlhd;whFk;. cau;
mur fld; rjtPjj;jpy; mUfy; milAk;
gz;Gfs; ,uz;L fhzg;gLfpd;wd. murpw;F
jkJ nrytpy; ghupa gFjpahdJ fld;
Nritfs; nfhLg;gdT njhlu;ghf
xJf;Ftjw;F Vw;gLfpdw
; J. 2015 Mk; Mz;by;
mJ
nkhj;jkhf
22
rjtPjkhf
fzf; f plg; g l; L s; s J. mjpf fldhdJ
nghUshjhuj;jpwF
; Rikahf ,Ug;gjdhy; jpBu;
mOj;jj;jpw;F cs;shFk; Mgj;Jk;
mjpfkhFk;. tsu;r;rp tPo;r;rpailtjw;F
njhlq;fg;gl;l fld; vy;iy gw;wp rupahf
fhl;Lk; cz;ikahd rhl;rpfs; ,y;yhjJld;
rpy re;ju;gg
; q;fspy; re;ij kw;Wk; KjyPLfs;>
fld; mjpfupf;fpd;w NghJ kw;Wk;
gpur;rpidfSf;F cs;shFk; Mgj;J mjpfkhf
Fog;gjw;jpwF
; cs;shfpdw
; J Vd; vd;w Nfs;tp
Nfl;g;gJ xU rpyu; khj;jpukhFk;.
,yq; i fapd; fld; msthdJ fle; j
tUlq;fs; rpytw;wpy; fUjj;jF mstpdhy;

mjpfupj;Js;sJ. Aj;jj;jpd; gpd;duhd fld;
xd;W
jpus;fpd;wik
vjpu;fhy
nrhj;Jf;fSf;fhd cupik vd nfsutj;Jld;
ghu; f ; F k; epiyikAk; fhzg; g l; l J.
mt;thwhd fld; ngWk; Mirf;F fhuzkhf
,Ug; g J nlhsu; Nkhrkhd epiyapy;
fhzg; g l; l ikahFk; mj; N jhL G+Nfhs
jputj;jd;ikapy; eypthd jd;ikahFk;.
Aj;jj;jpd; gpd;duhd fhyj;jpy; nkh.Nj.
cw; g j; j papd; ngausT cau; tsu; r ; r p
rjtPjnkhd;wpd; fhuzkhf ,yq;ifapy
; ; fld;
rjtPjkhdJ Kfhik nra;af; $ba kl;lj;jpy;
Ngzpf; nfhs;s Kbe;Js;sJ. mjd; gpufhuk;
kpfTk; Kf;fpakhdJ ahnjdpy; nkhj;jf; fld;
msT md;W nghUshjhuj;jpd; mstpw;F
xg;gPl;L uPjpahf fld; msthFk;. vdpDk;
fld; mstpd; cs;slf;fkhdJ mijtplTk;
ghu;f;f Kf;fpakhFk;. ,yq;if njhlu;gpy;
mz;kpa gpur;rpid fhzg;gLtJ fld; mstpd;
fl;likg;gpy; Vw;gl;Ls;s Jupjkhd
khw;wkhFk;. Kd;du; ,y;yhj tpjj;jpy;
Fiwe;j fpuaj;Jld; $ba ntspaf fld;
ngWiffs; Kjy; cau; fpuaj;Jld; $ba
cs; e hl; L kw; W k; mDruizapy; y hj
ntspaf fld; ngWifahFk;. ,jpy; njspthf
nkhj; j fld; mstpy; fpuak; kw; W k;
Mgj;Jj;jd;ik vd;gd cau;tile;Js;sd.
cs;ehl;Lf; fld; Njitapid epiwT nra;J
nfhs;tjw;F epjpaq;fisj; njupT nra;J
nfhs;Sk; NghJ murhq;fj;jpwF
; kpf mjpfkhf
ek;gfj;jd;ikapid ngw;Wf; nfhs;s KbAk;.
xU Gwj;jpy; ehnlhd;Wf;F jkJ fld;
mstpid gztPff
; j;jpwF
; cl;gLj;j KbAk;.
ru;tNjr fld; toq;Fdu;fSld; ,e;j khw;W
top kpf kl; L g; g Lj; j g; g l; l jhFk; . gz
mynfhd;wpd; ngWkjp Jupjkhf mUfy;
milAk; epiyikapd; NghJ flid kPsr;
nrYj;Jk; fbdq;fSf;F Jiz Nghff; $ba
gz myF nghUj;jkw;w Nkyjpf mtjhdk;
ntspaf fldpy; fhzg;gLfpdw
; J. eilKiwf;
fzf;fpy; gw;whf;Fiw fhzg;gLfpdw
; kw;Wk;
ntspehl;L %yjdj;ij Jupjkhf ePf;fpf;
nfhs;Sk; NghJ ghJfhg;nghd;whf ntspehl;L
nryhthzp xJf;fj;ij fl;bnaOg;Gtjw;F
,ayhJNghd
,yq;if
Nghd;w
v
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nghUshjhuq;fspy; Mgj;Jj; jd;ik kpf
rpf;fy; tha;ej
; jhFk;.
ntspehl; L f; fld; ngWifapd; gb
ek;gpf;ifia Ngzpf; nfhs;tjd; %yk;
nryhthzpr; rjtPjk; KfhikahdJ kpf
mj;jpatrpakhf ,Ug;gJld; epjpf;
nfhs; i fapid tYtpof; f r; nra; A k; .
tpiyfspidg; Ngzpr; nry;tjpYk; ghu;f;f
nlhsu;fspdhy; ngw;Wf; nfhz;l fld;fis
Kfhik nra; A k; kl; l j; j py; Ngzpf;
nfhs; t jw; F nryhthzpr; rjtP j j; i j
epr; r apj; J f; nfhs; t jw; F epjp mjpfhu
rigapw; F ,f; f l; l hd epiy Vw; g Lk; .
cz;ikahf Row;rp Kiwf;F tpUg;gkhd
kw;Wk; nghUshjhu jsk;giy Fiwg;gjw;Fg;
gjpyhf mjpfug;gjw;F VJthfpdw
; tup kw;Wk;
epjpf; nfhs; i ffspd; ngWNgnwhd; w hf
Efu;Nthu; cUthjy; kw;Wk; nfhLg;gdT
epYit gpzf; F fSf; F ,yq; i fapd;
nghUshjhuk; cl;gLfpdw
; J.
,t;thwhf tupf; nfhs;ifapy; gpur;rpidfs;
Vw; g Ltjw; F jpirfs; gytw; w pypUe; J k;
mOj;jq;fs; mjpfupj;J tUfpd;wJ. tup
tUkhd gw;whf;Fiw kw;Wk; mur fld;
cau;tile;J nry;yy; kw;Wk; epjp myfpd;
nghUj;jkpd;ik fhuzkhf tup kw;Wk; epjpf;
nfhs;if gpur;rhuk; kl;Lg;gLj;Jfpd;wJ.
,yq; i fapy; nghUshjhu jsk; g y; f s;
mjpfkhd gztPf;fk; kw;Wk; my;yJ kpf
Nkhrkhd nryhthzp rjtPj epiyikf;F
Cf;fk; toq;Ffpd;w nkhj;j nghUshjhu
nfhs;iffis jPu;khdpf;Fk; NghJ tup
tUkhdk; Kjy; d piyf; F cs; s hf; F k;
nghwpapypUe;J tpLgl Ntz;Lkhapd; tupj;
njhifapid epiyg;gLj;JtJ njhlu;ghf
eltbf;if vLf;f Ntz;baJ kpf
Kf;fpakhFk;.
nghUshjhu tsu;rr
; pahdJ cau; kl;lj;jpy;
fhzg;gLk; NghJ nrytPdq;fisf; Fiwj;jy;
kw; W k; tupapid mjpfupj; j y; Nghd; w
nraw;ghLfis Nkw;nfhs;sy; ,yFthFk;.
rpwe;j fhyj;jpy; Nkyjpf njhifapid
cUthf; F jy; kw; W k; mur KjyP l ; L
vi

epjpaspgG
; f;F fld; ngw;Wf; nfhs;tjd; %yk;
fUjg;gLtjhtJ kpfTk; tpidj;jpwdhd
Row;rpaw;w (Counter-cyclical) tup tUkhdf;
nfhs; i fahFk; . Aj; j j; j pd; gpd; d uhd
fhyfl;lj;jpy; tsu;rr
; pia cUthf;Fk; NghJ
$l ,tw;iwr; nra;tjw;F murpdhy; ,ayhJ
NghdJ. ,jw;F KOikahf khw;wkhd
tpjj;jpy; murhq;fkhdJ tupapidf; Fiwj;J
tupf; fl;likg;ig tp]j
; upgG
; r; nra;tjw;F xU
NghJk; Nkw; n fhs; s tpy; i y. mjd;
ngWNgnwhd;whf tup tUkhdk; mjd; fpo;
epiy kl;lkhf ,Ug;gJ nkh.Nj. cw;gj;jpapd;
10 rjtPjk; 2014 ,y; mwpfi
; faplg;gl;Ls;sJ.
,yq;ifapd; nghUshjhuj;jpy; khw;wq;fis
mKy;gLj;jJtjw;F fhuzkhf ,Ue;jJ
nghUshjhu neUf;fb khj;jpukhFk; vd
epidf; f pd; w du; . jw; n ghOJ epyTfpd; w
epiyikapd; gpufhuk; tupapid mjpfupjj
; y;>
nrytPdq;fis
Fiwj;JtpLk;
tpku;rdq;fisf; fhl;Lfpdw
; tpjkhf my;yhJ
tplL
; tpLjy; fbdkhFk;. ,jw;F tpjj
; pahrkhf
epfof; $bajhf ,Ug;gJ murhq;fkhdJ tup
tUkhdj;jpYk; ghu;ff
; nryT nra;tjd; %yk;
fld; mjpfupff
; pdw
; ikahFk;. mg;NghJ fld;
tl;biar; nrYj;JtJ njhlu;ghf kpfTk;
mjpfkhf tupapid tpjpg;gjw;F Vw;gl;lJ.
kpfTk; rpwe;j vjpug
; hu;gG
; jq;fpapUg;gJ vt;thW
kw;Wk; mj;NjhL tsu;rr
; pf;F Cf;fnkhd;iw
Vw;gLj;jpf; nfhs;tjw;F vLf;fg;gLfpd;w
Vida nfhs;iffs; vd;d vd;w fUj;jhFk;.
ke;jkhd tsu;r;rpapy; mur epjpapid kPs;
fl;likg;Gr; nra;jy; njhlu;ghd tsu;r;rp
kw; W k; gq; f pyhgq; f is gad; g Lj; j pf;
nfhs;tjw;F tup kw;Wk; nrytPd
gpuNtrq; f is Kiwahf gad; g Lj; j
Ntz;bAs;sJ. ,yq;if mgptpUj;jpaile;J
tUk; ehLfs; gytw; w pidg; Nghd; W
gyjug; g l; l Jiwfspy; ntw; w pfis
milfpd;wNjhL epthuzq;fs;> tup
Cf;fg;gLj;jy; Nghd;wtw;iw gpujhdkhf
<LgLj;jpf; nfhs;fpd;wd. tpNrlkhd tupf;
nfhs; i f Kd; n dLg; G f; f spd; xd; W
Nru; g ; g hdJ KO nkhj; j nghUshjhu
epiyj;jjd;ikf;F kl;Lkd;wp Ez; ghf
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kl;lj;jpy; tup kw;Wk; nrytPdf; nfhs;iffs;
Clhf Ntiytha; g ; G > KjyP L kw; W k;
tpidj; j pwd; Nghd; w Jiwfs; rhu; g hf
nry;thf;Fr; nrYj;Jfpd;wd. jpUj;jq;fs;
xd;Wld; xd;W tYtilAk; NghJ kw;Wk;
Fiwthd fl;likg;G uPjpahd jpUj;jq;fs;
kw;Wk; ,ize;J fhzg;gLfpd;w NghJ tup
tUkhd epiygLj;jypd; ntw;wpia mjpfupjJ
; f;
nfhs;s KbAk;. cz;ikahf tup tUkhd
re;ju;g;gnkhd;iw Vw;gLj;jpf; nfhs;tjd;
Clhf mjhtJ jpUj; j q; f spypUe; J
jPiknahd;W
Vw;glyhk;;
vd
vjpu;ghu;f;fpd;wtu;fs; njhlu;ghf el;laPL
toq;Fk; eltbf;ifnahd;W vd;w tifapy;
Kd; $l;bNa epjpapid xJf;fpf; nfhs;tjd;
%yk; tup tUkhd epiyj;jjd;ikf;F top
gpwe;Js;sJ.
,yq;ifapy; nghUshjhukhdJ Efu;tpypUe;J
tpyfp KjyPL njhlu;ghf <LgLj;Jtjw;F
tpidj;jpwd; kw;Wk; Nghl;bj;jd;ikapid
fl;bnaOg;Gjy; kw;Wk; nghUshjhu tsu;rr
; p
Ntfj; j pid mjpfupj; J f; nfhs; t jw; F
fl; l ikg; G uP j pahd kWrP u ikg; G f; f is
Nkw;nfhs;Sjy; Ntz;Lk;. mur Nritfspd;
toq;fypid Kd;Ndw;Wjy;. fyg;G tpahghur;
re;ij tpidj;jpwid fl;bnaOg;Gjy; kw;Wk;
Copag; gilapd; jpwd;fs; ,ilntspapid
epug;Gjy; njhlu;ghf ,yq;ifapy; xOq;F
Kiwg;gLj;jy; fl;likg;gpid KOikahf
khWgLj;Jk; NghJ ftdk; nrYj;jg;gl
Ntz;ba
jpUj;;jq;fs;
mlq;fpa
Nfhitnahd;W njhlu;ghf gpuNtrpj;jy;;
Ntz;Lk;.
mjd; gpufhuk; tup tUkhd nfhs;ifahdJ
,yq;ifapy; KO nkhj;j nghUshjhu
]; j puj; j d; i kapd; kj; j pa epiyakhf
fhzg; g LtJld; mJ nghUshjhuj; i j
NkYk; rpf;fYf;Fs; khl;btpLk; Mgj;jpid
jzpf;Fk; kw;Wk; epiyahd mgptpUj;jp
njhlu;ghf gpd;dzpia jahu; nra;Ak; kpf
Kf;fpakhd mtjhdpgg
; hFk;. kpf vspikahf
tup tUkhd Kaw;rpfs; ,yq;ifapy; tup
mbg;gilia tp]j
; puzg;gLj;jpf; nfhs;tjw;F
khw;wk; miljy;fis Fiwj;Jf; nfhs;tjw;F

mtjhdk; nrYj;j Ntz;baJld; nryT
nra; A k; nfhs; i ffis ju; f ; uP j pahf
mikj;Jf; nfhs;tjw;Fk; kw;Wk;
tpidj;jpwid mjpfupj;Jf; nfhs;tjw;Fk;
ftdk; nrYj;jg;gLjy; Ntz;Lk;.
,e;j Mz;by; ,yq;ifahdJ: nghUshjhu
epiyik mwpf;ifahdJ ftdk;
nrYj;jpapUg;gJ mur epjp Kfhikapd;
FiwghLfspd; fhuzkhf ,yq;ifapy;
nghUshjhuk; KOtjpYk; fhzg;gLfpd;w
KjyPL kw;Wk; tpidj;jpwid jLf;fpd;w
,ilj; njhlu;GfSld; $ba gy gpur;rpidfs;
njhlu;ghfthFk;.
cjhuzkhf
mKy;gLj;Jtjw;F kpfTk; ,yFthd murpay;
uPjpahf Fiwthf fUj;J NtWghLfSf;F
cl;glf; $baJk; tUkhdk; ngw;Wf;nfhs;Sk;
Jupj eltbf;ifahf tpahghuq;fs; kPJ tup
tpjpj;jYkhFk;. cz;ikahf ,yq;ifapy;
,wf; F kjp tup fl; l ikg; G khw; w g; g Lj; j g; g l; L s; s J kl; L kd; w p nfhs; i ffs;
nghUj;jg;ghbd;ik njhlu;ghf mtjhdk;
nrYj;jg;gLfpdw
; ,ilf;fhy tup fl;likg;gpy;
Jupj mjpfupg;nghd;iwf; fhzf; $bajhf
cs; s J. mjw; F khw; w khf ,yq; i f
ntspehl;L Neub KjyPli
; l ftu;ej
; pOj;Jf;
nfhs;tjw;F fUjj;jF tup tpLtpg;Gf;fis
toq;fpAs;sJld; mJ ehl;bd; tupf; fl;likg;G
kw; W k; tup ed; i kfspid eyptilar;
nra;tjw;F fhuz fhupaq;fshf cs;sd.
,e;jg; gpupTfs; ,uz;bYk; nraw;ghlhdJ
Nkhrkhd epiyapy; fhzg;gLfpdw
; J. nkh.Nj.
cw;gj;jpapd; rjtPjnkhd;whf ,wf;FkjpahdJ
njhlu;r;rpahf tPo;r;rpaile;J 2015 Mk;
Mz;by; 14 rjtPjk; tiu tPor
; r
; p epiyf;Fr;
nrd;Ws;sJ. 2016 Mk; Mz;bd; Kjy; Ie;J
khjq;fs; cs;slq;fyhf Vw;Wkjp tUkhdk;
,d;Dk; 8 rjtPjkhf tPo;r;rpaile;Js;sJ.
mNj Nghd; W Aj; j j; j pd; gpd; d uhd
tsu; r ; r pnahd; W fhzg; g l; l NghJk;
,yq;iff;F cs; tUfpdw
; Neub KjyPLfs;
nkh.Nj. cw;gj;jpapd; 1.5 rjtPj
vy;iyapypUe;J ntspr; nry;ytpyi
; y. Neub
ntspehl;L KjyPLfs; 2015 Mk; Mz;by;
E}w;Wf;F 30 rjtPjj;jhy; tPor
; r
; paile;Js;sJ.
vii
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,J 2016 Mk; Mz; b d; Kjy; MW
khjfhyj;jpd; NghJ NkYk; 50 rjtPjj;jhy;
tPor
; r
; paile;Js;sJ.
tup tUkhdj;ij Cf;fg;gLj;Jk; KjyPLfs;
kw;Wk; tpidj;;jpwid fl;bnaOg;Gjy; kpf
Kf; f pakhFk; . 2015 Mk; Mz; b y; 4.6
rjtPjkhd xg;gl
P L
; uPjpapy; Fiwe;j mstpy;
,Ue; j Ntiyapd; i k rjtpjnkhd; W
fhzg;gl;l NghJk;> mJ 2012 Mk; Mz;by;
fhzg; g l; l 4 rjtP j j; j py; njspthd
mjpfupg;nghd;whFk;. ,yq;ifapy; Copar;
re;ij fUjj;jF fw;w ,isQu; Ntiyapdi
; k
kw;Wk; Copag; gilapy; ngz;fs;
gq;fspg;ghdJ kpf fPo; epiyap;y;;
fhzg;gLfpdw
; J. murhq;fj;jpd; nghUshjhu
nfhs;if gpuflzj;jpy; gj;J ,yl;rk; njhopy;
tha; g ; G f; f is cUthf; F jy; kw; W k;
njhopyhsu;fspd; tho;thjhu epiyikapid
fl; b naOg; G k; rpwe; j vjpu; g hu; g ; G f; f s;
Fwpgg
; plg;gl;l NghJk; cupa Kd;ndLg;Gf;fs;
my;yJ mtw;iw mKy;gLj;Jk; Jupjjd;ik
njhlu;ghd topfhl;ly;fs; ,y;iy. gj;J
,yl;rk; njhopy; tha;gG
; f;fis cUthf;fpf;
nfhs; s
Ntz; L khapd; ,yq; i ff; F
nghUshjhu uPjpaw;w> tpNrlkhf ngz; kw;Wk;
,isQu;fspy; jq;fpapUg;gjw;F Vw;gLtJld;
mtu;fs; Copag; gilf;F cs;sthq;fpf;
nfhs;tjw;F nghUj;jkhd Cf;fg;gLj;jy;fis
jahu; nra;tjw;F Vw;gl;Ls;sJ.
Copag; gilapy; ,isQu; gq;fspg;ig
mjpfupj;jy; Copau;fSf;F cz;ikahf
ntFthf G+Nfhs kag;gLj;jYf;F cl;gl;l
cyfk; vjpug
; hu;ff
; pdw
; khw;wile;J tUfpdw
;
jpwd;fis toq;Ffpd;w fy;tpapd; gz;Grhu;
jd; i k kw; W k; njhlu; G j; jd; i kAld;
,ize; J fhzg; g Lfpd; w J. ,yq; i f
,ytrkhf mg; g pahrf; nfhg; g pfis
gfpue
; j
; spjj
; y;> Viog; gpsi
; sfSf;F Gyikg;
guprpy; f is toq; F jy; > rP U ilfis
,ytrkhf toq;Fjy; kw;Wk; Nghf;Ftuj;J
trjpfs; njhlu; g hf ed; n fhilfis
toq; F jy; Nghd; w Kd; n dLg; G f; f s;
cs;slq;fyhf NtW Kd;ndLg;Gf;fSld;
mur JiwapypUe;J toq;fg;gLfpdw
; nghJf;
viii

fy;tp kw;Wk; %d;whk; epiyf; fy;tpapy; mjpf
mstpy; jq; f pAs; s J. vdpDk; mur
Jiwapdhy; fy;tpff
; hf Nkw;nfhs;sg;gLfpdw
;
nrytPdj;ij NkYk; mjpfupjJ
; f; nfhs;tjw;F
cj;Njrpf;fg;-gl;Ls;sNjhL fy;tpj; Jiwapy;
gz;Grhu; jd;ik kw;Wk; rkepiyj;jd;ik
gw;wpa gpur;rpidfis jPuf
; F
; k; NghJ tpNrlkhf
%d;whk; epiyf; fy;tpf; fl;likg;gpy; jdpahu;
gpuptpd; gq;fspgi
; g Cf;fg;gLj;jy; Ntz;Lk;.
Nrit toq;Fdu;fs; vd;w tifapy; kw;Wk;
Efu;Nthu;fs; vd;w tifapYk; jdpahu;
gq;fspgg
; hdJ jw;nghOJ Rfhjhuj; Jiwapy;
ghupa mstpy; fhzf; $bajhf cs;sJ.
jw;nghOJ nkh.Nj. cw;gj;jpapy; E}w;Wf;F
3- 4 f; F ,ilg; g l; l jhd Rfhjhur;
nrytPdj;Jld; xg;gL
P nra;af; $ba G+Nfhs
ruhrupapYk; ghu;ff
; FiwthFk;. ,J ehl;bd;
Fbrd tpQ;Qhd uPjpahfTk; Neha;fspd;
tsu;r;rp (Epidemiological transition) epiyikfspd; mjpfupg; G f;
fhuzkhf mjpfupf;f KbAk;. Rfhjhug;
ghJfhg;G njhlu;ghf FLk;g myFfs; jhq;fs;
Nkw;nfhs;Sk;
nrytpd;
msT
mjpfupj;Js;sJld; mjw;F <LnfhLj;jy;
kw;Wk; rkepiyj;jd;ik gw;wpa gpur;rpidfis
Vw; g Lj; J fpd; w J. mt; t pjj; j py; Rfhjhu
ghJfhg;G nrytPdq;fis xJf;fPL nra;Ak;
tpidj;jpwid mjpfupjj
; y; kw;Wk; khw;W epjp
%yq;fis Njbf; nfhs;tjw;F ehl;bd;
Rfhjhu epiyikapid mgptpUj;jp nra;Ak;
epfo;rr
; pjj
; pll
; j;jpy; Kd;Dupikahf cs;sd.
,yq;ifapy; Fbrd tpQ;Qhd uPjpahd
tsu; r ; r pahdJ Nghjpasthd r%fg;
ghJfhg;Gf; fl;likg;Gf;fs; kw;Wk; r%f
ghJfhg;G tiyaikg;Gf;fis toq;Fjy;
cs;slq;fyhf tup tUkhdf; nfhs;iffspd;
jpUj; j k; kw; W k; mj; N jhL ,Wf; f khf
gpizj;Js;sJ. 2016 tuT nryTj;jpl;l
Kd;nkhopTfspy; Fwpgg
; plg;gl;l epjpankhd;W
,y;yhj mur Xa;T+jpar; rk;gs jpl;lj;jpid
jpUj;jk; nra;jy; fLikahd vjpu;g;Gf;F
kj;jpapy; iftpl;L tpLtjw;F Vw;gl;lJ.
,yq;if r%f ghJfhg;G tiyaikg;Gf;fis
toq;Ffpd;wJ. jw;nghOJ mKy;gLj;j-
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g;gLfpdw
; tWik epiyapid Fiwg;gjw;fhd
epfo;rr
; pjj
; pll
; q;fs; - Kd;Ndhbahf tpNrlkhf
rKu;jj
; p / jptp neFk epfo;rr
; pjj
; pll
; k; - fpua
tpidj;jpwd; jd;ik kw;Wk; ntw;wpj;jd;ik>
,yf; F itf; F k; FiwghLfs; kw; W k;
mKy; g Lj; J k; FiwghLfs; fhuzkhf
re;NjfkhdjhFk;. ,yq;if Njrpa kl;lj;jpy;
tWik epiyapid fl;Lg;gLj;Jk; NghJ
Kd;Ndw;wnkhd;iw mile;Js;s NghJk; rpw;
rpy ,lq;fspy; tWik epiyikahdJ
Fwpg;gplj;jf;f mstpy; fhzg;gLjy; kw;Wk;
ehl;by; rkepiyaw;w jd;ik cau;tilfpdw
; ikapdhy; fUjg;gLtjhtJ vjpu; tUk;
tUlq; f spy; mt; t hwhd rkepiyaw; w
jd;ikfis jPuj
; J
; f; nfhs;tjw;F mtjhdk;
nrYj;jg;gl Ntz;bJ NjitahFk;.
,df; FOf;fSf;fpilapy; - tpNrlkhf
nghUshjhuj; j py; efu kw; W k; fpuhkpa
gpupTfSf; f pilapy; - fhzg; g Lfpd; w
rkepiyaw; w jd; i kapid Fiwj; J f;
nfhs;tjw;F ,yf;F itf;fg;gl;l
epfo; r ; r pj; j pl; l q; f s; > ,yq; i fapy; efu
mgptpUj;jpia Jupjg;gLj;Jk; Gjpa
Kaw; r pfSld; ,ize; j pUj; j y; kpf
Kf; f pakhFk; . tUkhdk; cau; t ile; J
nry;tJld; efu tho;f;if ghzpf;F cs;s
Nfs;tp cau;tiljy; kw;Wk; efu kakhf;fy;
njhlu;ghf cs;s nghUshjhu tpthjq;fs;>
jpll
; kplg;gl;Ls;s ghupa msthd mgptpUj;jp
epfo; r ; r pj; j pl; l q; f Sf; F gpugy; a khd
fhuzq; f shFk; . ,yq; i f jw; n ghOJ
I.m.nlh. 40 gpy;ypad; njhifapy; Nky;
khfhz nkfh nghyP]; nraw;jpl;lnkhd;iw
Kd;ndLj;Js;sJld; mjw;F epjpaspg;Gr;
nra;tjw;F fUjj;jF kl;lj;jpy; Gjpa epjp
%yq;fs; Njitahf cs;sJ. ,t;thwhd
cl;fl;likg;G trjpfspd; gb ek;gpf;ifia
jf;fitj;Jf;
nfhs;sf;
$ba
nraw;jpll
; q;fspd; tsu;rr
; p njhlu;ghf mz;kpjj
;
kw; W k; kpfTk; mjpfkhd eP z ; l fhy
jhf;fj;ij Vw;gLj;jf; $baJld; mtw;wpdhy;
epjpg; gpupT tpij;jpwdhf Kfhik
nra;ag;glhtpll
; hy; tup tUkhdk; kw;Wk; gue;j
nkhj;j nghUshjhu mOj;jnkhd;W Vw;gl
KbAk;.

ghupa mstpy; efu mgptpUj; j pf; f hd
Kd;ndLg;Gf;fs; rpwe;j Kiwapy; Kfhik
nra;ag;glhtpl;lhy; mjd; Clhf ehl;bd;
,aw;if tsq;fSf;Fk; kw;Wk; Rw;whlYf;Fk;
ghjfkhd jhf;fq;fs; Vw;gl KbAk;. gpioahf
jpl; l kplg; g l; l ghupa nraw; j pl; l q; f spy;
ghjfkhd nghJthd ngWNgwhf ,Ug;gJ
tha; T khriljy; kw; W k; efu Nrupg;
gpuNjrq;fshFk;. epiyahd mgptpUj;jp
njhlu;ghf kPz;Lk; Vw;gl;Ls;s G+Nfhs
mtjhdj;jpd; fhuzkhf Rw;whly; Kfhik
nghUshjhu nfhs;ifapy; kpf Kf;fpakhd
,lj;jpid tfpff
; pdw
; J. ,yq;ifapd; Rw;whly;
nfhs;ifapd; Kd;Ndhbahf ,Ug;gJ xOq;F
Kiwg;gLj;jy; kw;Wk; juq;fspd; mbg;gilapy;
mike;j fl;lis kw;Wk; epUthf xOq;F
tpjpfshFk;. vdpDk; mtw;wpd; tiuaiwahd
ntw;wpj;jd;ik> mKy;gLj;Jtjw;fhd mjpf
nrytPdk;> Fiwe;j nghUshjhu
tpidj;jpwd;fs; fhuzkhf re;ijapid
mbg; g ilahff; nfhz; l Kiwikfs;
(MBIs) gpugy;ak; mile;J tUfpd;wd.
ed; i k ,y; y hjpUg; g jw; F jz; l iz
toq;FtjpypUe;J
nfhLg;gdT
nrYj;jy;fSf;F khw;wkiljy; my;yJ
cupj;Jupik fl;likg;gpd; nghUj;jk; Nghd;w
nghUshjhu Kiwikfs;> ,yq;if Nghd;w
ehLfspy; Rw;whly; Kfhik nra;tjpy; tup
tUkhdk; vd;w tifapy; rpwe;j KiwahFk;.
cjhuzkhf ePug
; g
; hrdk; njhlu;ghf fl;lzk;
mwtplg;ghlhJ gw;whf;Fiw rpf;fd ePu;
toq;fy; mjpfkhf gad;gLj;jg;gLk; xU
fhuzpahf eP z ; l fhyk; Kjy; ,dk;
fhzg;gl;Ls;sJ. vdpDk;> ePug
; g
; hrd trjpfs;
mgptpUj; j p kw; W k; guhkupg; G murpd;
mbg;gilapy; rhl;lg;gLfpdw
; ghupa msthd
tup tUkhd RikahFk;. me;j tpjj;jpy;
murhdJ tskhf;fp Nghd;w cw;gj;jpfSf;F
toq;Ffpdw NtW ed;nfhilfs;
njhlu;ghfTk; fUjj;jF njhifapid nryT
nra;fpd;wJ. ,e;j epfo;r;rpj;jpl;lq;fspy;
ntw;wpapd;ikahy; mNdfkhf tpku;rdj;Jf;
cs;shfpd;wd. Fiwe;j tpiyapy;
toq; f g; g Lfpd; w cu tpw; g id> kw; W k;
Rfhjhuj;Jld; $ba Vida gpur;rpidfSf;F
ix

STATE OF THE ECONOMY 2016

fhuzkhf ,Uf; f pd; w cug; ghtid
mjpfupj;jy;
mjpy;
cs;s
rpy
gpd; d ilTfshFk; . czT njhlu; g hf
,yq;ifapy; Nfs;tp mjpfupj;jy; kw;Wk;
tptrhapfspd; tUkhdk; Nghjpasthf ,d;ik
czTg; ghJfhg;gpid Vw;gLj;jpf;
nfhs;tjw;Fk; tWik epiyapid Fiwj;Jf;
nfhs; t jw; F k; vLf; f pd; w Kaw; r pf; F
xj;Jiog;G toq;fg;gLtjpy;iy. ,jd; gb
,yq;if tptrhaj; Jiwf;F epjp uPjpahf
fhzg;gLfpd;w tsq;fs; kpfTk;
tpidj;jpwdhf <LgLj;JtJ njhlu;ghf
jw;nghOJ toq;fg;gl;Ls;s nghUshjhu
Cf;fg;gLj;jy;fs; gw;wp kPz;Lk; ftdk;
nrYj;jg;gLjy; Ntz;Lk;.
mjd; gpufhuk; ,yq;iff;F Njitahd tup
tUkhd jpUj;jk; vd;gJ Muk;g epge;jidahf
,Ue;j NghJk; nkhj;j nghUshjhu epiyj;j
epiyikapid mile; J nfhs; S jy;
khj;jpukd;W. jpUj;jq;fs; nkhj;j
epiyikapypUe;J ntspapy; Ez; kl;lk; tiu
nrd;Ws;sJ. Rakhf tYtila
Ntz;Lkhapd; mit rpwe;j ntw;wpahFk;>
mJ Nghd;w gue;j tup tUkhd jpUj;j
epfo;rr
; pjj
; pll
; k; tpahghuk;> njhopyhsu; kw;Wk;
cw;gj;jp re;ijapid tpLtpj;jy; Nghd;w
FiwghLfspd; jpUj;jk; njhlu;ghf epjp uPjpahd
xj;Jiog;ig toq;FtJld; ,yF
gLj;jg;gl;Ls;sJ. ,yq;iff;F ru;tNjr
epjpaj;jpypUe;J fpilf;fpd;w fld; trjpfs;>
NtW gy; gFjp kw;Wk; ,U gf;f
epWtdq;fspdhy; jpUj;j Kaw;rpfSf;F
xj;Jiog;G toq;Ftjw;F fpilf;fpdw
; Nkyjpf
I.m.nlh. 650 kpy;ypad;fs;; gw;whf;Fiwahf
,Uf;Fk; vd vjpu;ghu;ff
; g;Lfpd;wJ.
muRf;F ,Uf;fpd;w kpf ghupa jilahf
,Ug;gJ ntw;wpfukhd jpUj;j Kd;ndLg;G
njhlu;ghf murpay; kw;Wk; r%f
xUikg;ghl;il cWjpgg
; Lj;jpf; nfhs;tjhFk;.
ru;tNjr epjpaj;jpd; cld;ghl;il G+uzg;gLj;jpf;
nfhs;tjw;F Kd;Ndhbahf nfhz;Ltug;gl;Ls;s tl; tupapid mjpfupg;gjw;F
tpahghupfsplkpUe;J
vOe;Js;s
vjpu;g;Gf;fspdhy;
muR
nra;a
x

Kd;ndLf;fTs;s kpf fbdkhd njupTfs;
njhlu;ghd ajhu;jj
; q;fisf; fhzf; $bajhf
cs;sJ. Efu;Nthu;fSk; kpf fLikahd
nghUshjhu epiyikapd; fPo; tpiyfs;
mjpfupf;fpd;wikapdhy; my;yYf;F
cl; g l; L s; s du; . muR ntw; w pfukhf
njhlu; g hly; nra; j y; cs; s lq; f yhf
jpUj; j q; f s; njhlu; g hf nghJ kf; f s;
xj;Jiog;igf; fl;bnaOg;Gtjw;F
Nkw;nfhs;sg;gl;l Kaw;rpfs; NghJkhdjhf
,y;iy.
murpd; nfhs; i f khw; w q; f s; ed; i k
mspf;ftpy;iy. tuT nryTj;jpl;l
Kd;nkhopTfspypUe;J rku;gg
; pf;fg;gl;l tupj;
jpl;lq;fs; gytw;iw jpUj;jk; nra;tjw;F
my;yJ mKy;gLj;Jtjw;F ,ayhJ Nghapd.
tup tUkhd jpl;lq;fis tpjpg;gjw;fhd
nghUj;jkhd rl;l uPjpahd elgbKiwfs;
cupa Kiwapy; Kfhik nra;ag;gltpy;iy.
2016 Nk khjk; tl; tup njhlu;ghf mwpKfk;
nra;ag;gl;l jpUj;jq;fs; vjpu;fl;rpahy; ePjp
kd;wj;jpd; Kd;dpiyapy; ntw;wpfukhf rthy;
tplg;gl;likapdhy; ,uz;L khjq;fspd; gpdd
; u;
jpBnud ePf;fk; nra;ag;gl;lJ. ,J Nghd;w
nfhs;if uPjpahd gpioahd Kd;ndLg;Gf;fspdhy; kw;Wk; rpf;fy; jd;ikapdhy;
jpUj;jq;fSf;F vjpu;g;Gj; njuptpg;gtu;fis
tYg;gLj;JtJld; murpid tPo;r;rpailr;
nra;tjw;F ,t;thwhd epfo;Tfs; ,yF
gLj;jpd.
ehshe;j Efu;Tg; nghUl;fspd; tpiyfis
jPu;khdpj;jy; Nghd;w nghUshjhuj;jpw;F
Nkw;nfhs;sg;gLfpd;w Ez;ghf nghUshjhu
rkurq;fSfk; fhzg;gLfpd;wd. fk;gdpapd;
,yhgj; j pd; gb xU Kiw khj; j puk;
tpjpf;fg;gLfpd;w tup Nghd;w fk;gdpapd;
tUkhdj;jpd; kPJ tpjpff
; g;gLfpdw
; tup> %yjd
ciog;G tup Nghd;wd kPz;Lk; mwpKfk;
nra;tjw;F cs;s ,aYik kw;Wk; nfhs;if
jPu;khdj;jpy; nghJthd epiyikapdhy;
jdpahu; Jiw jk;ik Vkhw;w KbAk; vd
epidf;fpd;wJ. mNdfkhd Fwpfhl;bfspd;
gpufhuk; tpahghuj;jpy; ek;gpfi
; f gq;Fr; re;ij
nraw;ghLk; NkhrkhFk;.
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nghUshjhu Nghf;F njhlu;ghf epyTfpd;w
njsptw;w jd;ik rpy Ntisfspy;> Njrpa
xw;Wik murhq;fj;jpd; $l;L Ml;r;rpapy;
fhzg;glf; $ba gof;fkw;w jd;ikapd;
fhuzkhf Muk;gpf;fg;l;l fhy vy;iyapy;
GJikg;glf; $banjhd;wd;W. ,yq;ifapd;
murpay; flg; g hLfspy; fhzg; g Lfpd; w
cldbahf khw;wk; milfpd;w jd;ikapd;
fhuzkhf mJ ehl;bd; murpay; fl;rpfs;
,uz;lhd ,.R.f kw;Wk; I.Nj.f.
vd;gtw;Wf;filNaahd nghUe;jjh
Kd; d zpahFk; . mjd; fhuzkhf mJ
xj;Jiog;G Ntiyj;jpl;lj;jpw;F nghJthd
nfhs; i f jilfSf; F $ba tha; g ; G
fhzg;gLfpdw
; J.
vdpDk; ,yq; i fapy; jilahf cs; s
nghUshjhu nfhs;if Nghf;fpid ePf;fpf;
nfhs;tjw;F Ntz;baJ FWq;fhyj;jpyhFk;.
ru;tNjr mur Kwpfis kPl;Lf; nfhs;sy;
2019 k; Mz;L Kjy; Muk;gpf;fg;gLk;.
cz;ikahf 2019 - 2022 fhy vy;iyapDs;
,yq;if ru;tNjr mur fld; gpiz I.m.nlh.
5 gpy;ypad;fs; tiu kPsr; nrYj;Jjy;
Ntz; L k; . ,ilf; f hyk; cs; s lq; f yhf
,yq;iff;F ntspehl;L flDf;F xg;ghf
mstpy; ntspehl;L nryhthzpia cioj;Jf;
nfhs;s KbahJ Nghdhy; ru;tNjr mur
fld; gpizfspd; fhyj; i j eP b j; J f;
nfhs;tjw;Fk; Vw;gLk;. ,lu; jtizfis
mjpfupjJ
; f; nfhs;tjid jtpuj
; J
; f; nfhs;s
Ntz;Lkhapd; murpwF
; ghupa fld; kjpgg
; l
P L
;
epWtdq;fs; %d;W kw;Wk; ru;tNjr fld;
toq;Ffpd;w epWtdq;fspd; ek;gpf;ifia
Ngzpf; nfhs;Sjy; Ntz;Lk;.
mz;ikapy; epyTfpd;w gzpahf ,Ug;gJ
ru;tNjr epjpaj;jpd; epfo;rr
; pjj
; pll
; q;fspd; fPo;
Muk;gpf;fg;gl;l tUkhdj;ij epiyepWj;jpf;

nfhs;Sk; nra;wghl;il Nkw;nfhs;tjhf
ek;gpf;ifia Vw;gLj;JtjhFk;. ru;tNjr
epjpaj;jpd; epfo;r;rpj;jpl;lq;fs; ,yq;ifapy;
rfy nghUshjhu rpff
; y;fs; jiy J}f;Ftjw;F
KbahjJld; mJ ek;gpf;ifia cWjpg;gLj; j pf; nfhs; S k; gbKiwfs; kw; W k;
ngWNgWfis Cf;fg;gLj;jp cUthf;fpf;
nfhs;tjw;F KbAk;. tup tUkhd epUthfg;
gz;Gfis kPs epiyepWj;jpf; nfhz;ljd;
gpd; d u; nghUshjhu tsu; r ; r p epiyik
njhlu;ghf ,J Nghd;w nrytPdq;fis
Fiwj;Jf; nfhs;tjd; %yk; Nkw;nfhs;fpdw
;
jhf;fq;fs; epjp uPjpahd ,yFgLj;jy;fs; kPs
jpUj;jpf; nfhs;s KbAk;. ,yq;if jw;nghOJ
tsu;rpapid mgptpUj;jpahf khw;wpfn
; fhs;tJ
njhlu;ghf eLj;ju fhy Fiwepug;G njhlu;ghf
KOikahd fl;likg;Gj; jpUj;jnkhd;iw
jahu; nra;tjw;F fhyjhkk; mjpfkhFk;. ,J
nghUshjhu nfhs;iffs; Kd;dpiyapy;
njspthd topfhl; l y; f is jP u ; f ; f khf
mikj;Jf; nfhs;sy; Kd;Dupik tplakhFk;.
xd;wpize;j murpd; ,e;j ghuhSkd;wj;jpd;
cj;jpNahfG+u;t fhyk; epiwtiltjw;F
,d;Dk; %d;W tUlq;fs; fhzg;gLfpd;wJ
vd;w
$w;Wf;F
Vw;g
kWgbAk;
Nju; j nyhd; W f; F nry; t jw; F Kd; d u;
jpUj; j q; f spd; gad; f is mDgtpj; J f;
nfhs;tjw;fhd fhyk; fhzg;gLfpd;wJ.
nghUshjhu nraw;hgl;Lf;F gpugy;akhd
cWJizahf fhzg;gLfpdw
; rfy ,yq;if
kf;fs; njhlu;ghf kpfTk; rpwe;j nghUshjhu
vjpu;fhyj;ij Vw;gLj;jpf; nfhs;s KbAk;
vd; W k; mJ njhlu; g hd ek; g pf; i fia
Vw;gLj;jpf; nfhs;tjpy; murhq;fj;jpd; murpay;
rhzf;fpaj;jd;ikia ntw;wpahf khw;wpf;
nfhs; s g; g l; l fhy vy; i y Ma; T f; F
cl;gLj;jg;gl;Ls;sJ
.

xi
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2. Macroeconomic Performance
2.1 Introduction

S

ri Lanka's macroeconomic environment

curtailments on expenditure increases - in an

weakened considerably in 2015, marked

environment of modest economic growth will

by

finance

call for strong political acumen to deal with any

indicators and a currency continually under

deteriorating

public

public disaffection on the economic front. Sri

pressure. The fiscal deficit widened to 7.4 per

Lanka's underlying economic fundamentals

cent of GDP in 2015 from 5.7 per cent in the

suggest that a period of painful adjustment lies

previous year, while the rupee depreciated by

ahead in the near term; the onus is on the

10 per cent by year end compared to a near

government

stable rate in 2014. A decade of a near

macroeconomic reforms are implemented early

continuous decline in the country's debt

and decisively so that the policy space is

indicators was reversed in 2015 with the public

created for growth enhancing structural reforms

debt to GDP ratio climbing to 76 per cent from

to follow.

to

ensure

that

70.7 per cent in 2014.
In the absence of credible policy initiatives to
address the above noted weakening of the
country's macroeconomic fundamentals,
external rating agencies not surprisingly saw
fit to downgrade Sri Lanka's sovereign rating in
early 2016. The task of pulling Sri Lanka out of
this muddle has clearly fallen to the 'lender of
last resort' - the IMF with its technocratic tradition
of exerting external discipline on fiscal,
monetary

and

exchange

rate

policy

management.
Of necessity, the focus of the IMFs programme
with Sri Lanka is on public finance management;
that too, less on controlling expenditure and
more on raising revenues. Reforming the tax
code and improving tax administration, it is
hoped, will lead to lower deficits as soon as
growth and tax revenues revive. A period of
fiscal austerity - an increased tax burden and
12

Sri Lanka's
underlying
economic
fundamentals
suggest that
a period of
painful
adjustment
lies ahead
in the
near term.

prudent
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Figure 2.1
Quarterly GDP Growth

Agriculture
Services

Industry
GDP

Source: DCS and CBSL, Annual Report, various years.

2.2 Growth Dynamics

growth, raising its share of GDP marginally to

The revised GDP estimates (2010 base year)

estimates, agriculture sector growth dropped

compiled by the DCS strongly suggest that Sri

sharply to -2.5 per cent, with slower growth

Lanka's growth outlook is moderating to around

resulting from adverse weather conditions.

5.0-5.5 per cent in the near term. The new series

Aside from tea and rubber production, rice and

displays considerable volatility in growth on a

fishing

quarterly basis across all three sectors of

contractions.

7.9 per cent. According to first half 2016

sectors

experienced

notable

agriculture, services and industry (Figure 2.1).
Frequent revisions to announced quar terly

By contrast, the industrial sector which accounts

estimates suggest that the new methodology is

for 26 per cent of GDP saw a decline in overall

still in the process of being fine-tuned.1

growth from 3.5 per cent in 2014 to 3 per cent in
2015. This was largely on account of a sharp

A sector-wise breakdown shows agriculture

slowdown in growth in construction, textiles and

sector growth to have performed reasonably

apparel, and mining and quarrying – three of

well in 2015, despite poor performance in key

the largest contributors to industrial share of

export products such as tea and rubber (Table

GDP. Only the food, beverages and tobacco

2.1). Indeed, with an overall growth of 5.5 per

sub-sector performed strongly in 2015 (Table

cent, agriculture fared better than overall GDP

2.2).

1

For instance, 2015 first quarter estimates released in July 2015 (6 per cent) was subsequently revised in September (4.4 per
cent), December (4.9 per cent) and June 2016 (4.4 per cent). 2015 second quarter estimates released in September (6.7 per
cent) was revised in December (6 per cent) and June 2016 (7 per cent).

13
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Table 2.1
Agriculture Sector Growth (% of GDP)
Share (%)
2015

Annual Growth (%)
2014
2015

First Half Growth (%)
2015
2016

Agriculture

7.9

4.9

5.5

8.1

-2.5

Rice

0.9

-7.0

23.3

51.0

-10.5

Vegetables

0.8

2.1

24.9

31.1

5.0

Fruits

0.6

9.4

16.5

28.1

-0.4

Oleaginous fruits

0.8

20.1

5.1

4.6

5.3

Tea

0.8

-1.1

-2.6

0.0

-11.9

Spices

0.7

13.1

1.3

-1.8

-4.3

Rubber

0.3

-24.5

-10.2

-17.4

-5.0

Forestry

0.6

10.2

1.9

11.1

-4.0

Fishing

1.4

3.7

-2.7

0.0

-6.5

Source: DCS and CBSL, Annual Report, various years.

Overall, industrial sector growth at 3 per cent in

The largest contributor to growth, the services

2015 remained well below GDP growth. First

sector that accounts for 56.6 per cent of GDP

half 2016 GDP estimates suggest a recovery in

did reasonably well to grow steadily at 5.3 per

the industry sector with a growth rate of 5.2 per

cent in 2015 (Table 2.3). Services sector growth

cent, with a strong recovery in the construction

was helped by strong growth in financial

sector. However, Sri Lanka's apparel sector -

services. Other sectors such as wholesale and

as well as the food and beverage sector -

retail trade and transportation also fared

continues to perform poorly, registering a

reasonably well. Financial services continued

growth rate of only 1.6 per cent and 0.8 per

to be the driver of the services sector growth

cent, respectively.

even in the first half of 2016.

Table 2.2
Industry Sector Growth (% of GDP)
Share (%)

Industry

2015

2014

2015

First Half
Growth (%)
2015
2016

26.2

3.5

3.0

2.5

5.2

Construction

6.8

6.6

-0.9

-2.8

8.5

Textile, apparel & leather

3.2

4.6

5.6

1.5

1.6

Food, beverages & tobacco

6.3

1.3

0.0

9.3

0.8

Mining & quarrying

2.3

2.2

-0.7

-3.9

1.5

Source: DCS and CBSL, Annual Report, various years.
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Table 2.3
Services Sector Growth (% of GDP)
Share (%)
2015
Services

Annual Growth (%)
2014
2015

56.6

5.2

First Half Growth (%)
2015
2016

5.3

6.2

4.9

Wholesale & retail trade

10.9

4.5

4.7

1.7

4.5

Transportation

10.8

3.6

5.5

11.4

2.1

Food & beverage
service activities

1.5

4.0

-1.3

1.9

3.7

Financial service
activities

5.7

10.3

15.8

15.6

15.1

Real estate activities

5.6

6.5

9.6

13.3

1.8

Professional services

1.8

2.8

-7.1

-5.2

-5.4

Public administration
& defence

5.0

5.2

6.9

7.5

5.2

Education

1.8

10.3

-7.5

-9.7

8.1

Health activities

1.8

1.0

5.5

9.3

5.2

10.3

4.6

2.9

3.0

4.4

Other personal services

Source: DCS and CBSL, Annual Report, various years.

The newly computed national accounts appear

is to be expected in view of generous salary

to suggest that Sri Lanka’s growth has been

increments granted to public sector employees

heavily dependent on private consumption

in 2015 following election pledges that fed into

(Figure 2.2). Indeed, the contribution of private

an import expenditure related consumption

consumption to growth increased sharply to 4.1

boom.

per cent in 2015 from 3.4 per cent in 2014. This

Figure 2.2
Growth Decomposition

Govt. consumption
Net exports

%

Private consumption
Gross fixed investment
GDP

Source: DCS and CBSL, Annual Report, various years.
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Sri
Lanka's
growth
has been
heavily
dependent
on private
consumption.

Table 2.4
Consumption, Savings and Investment

political transition as that of 2015, but other
contributory factors were also at play. The most

% of GDP

2013

2014

2015

important of these was a general weakening of

Private
consumption

67.6

67.7

68.6

Sri Lanka's public finance management that

Domestic savings

24.6

24.0

22.6

policy arena. This, coupled with a seeming lack

Total investment

33.2

32.0

30.1

of policy decisiveness no doubt had a

spilled over into the broader macroeconomic

Source: DCS and CBSL, Annual Report, various years.

dampening effect on investor sentiment despite
the rhetoric on a more liberal economic policy

What is of concern is the decline in the
investment share of GDP in 2015 (Table 2.4).
Whilst a breakdown of the private and public
sector shares for 2015 are not available, fiscal
data suggest that public investment increased

approach.

2.3 Fiscal Policy Developments

to 5.4 per cent of GDP in 2015 from 4.7 per cent

Sri Lanka's key fiscal indicators took a turn for

in 2014; it would appear then that the decline in

the worse in 2015. Amidst much confusion on

overall investment is largely on account of weak

the actual fiscal estimates, the numbers suggest

private investor sentiment. This is clearly not

a significant weakening with the overall deficit

helpful in the context of the government's overall

ending at 7.4 per cent of GDP in 2015 from 5.7

policy objectives of shifting to a private

per cent in 2014, with the public debt to GDP

investment and export led growth process.

ratio climbing to 76 per cent from 70.7 per cent

Clearly, private sector investment appetite can

in the previous year (Table 2.5).

be expected to slow down during a major

16
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Table 2.5
Fiscal Indicators
% of GDP

2013

2014

2015

Total revenue

13.3

11.5

13.1

Tax revenue

11.6

10.1

12.1

19.2

17.2

20.5

13.9

12.7

15.2

Overall balance

-5.9

-5.7

-7.4

Public debt

70.8

70.7

76.0

Total expenditure
Current

Source: DCS and CBSL, Annual Report, various years.

The sharp increase in the overall deficit arose
from higher expenditures – a rise of 3.3 per
cent of GDP, with current spending alone rising
by 2.5 per cent of GDP. The overall deficit would
have been much larger if not for higher revenue

salaries and pension payments. The increase

collections in 2015, particularly an increase in

in wages and emoluments – adding Rs. 160

tax revenues of 2 per cent of GDP due largely

billion in payments – was the most notable

to “one-off” taxes imposed in 2015 .

contributor to higher government current
expenditures in 2015 (Figure 2.3). In addition,

Sri Lanka’s fiscal woes of 2015 thus lie squarely

transfers to households such as pension and

with political economy imperatives of electoral

Samurdhi payments also rose noticeably in

related populist spending sprees. The interim

2015.

budget presented in January 2015 delivered
on electoral pledges to raise public sector

The interim budget introduced 'one-off' revenue
proposals to finance the increase in
expenditures; the super-gains tax on corporate

Figure 2.3
Current Expenditures

entities - applied retrospectively on profits
earned in 2013/14 - could only be passed in
Parliament in the aftermath of Parliamentary

Pensions

elections in August 2015, imposing significant
revenue constraints on the government in the

2015
2014

Samurdhi

interim. Other revenue proposals such as the
imposition of a 'mansion' tax on the value of a

Interest payments

building quietly faded from being implemented.

Salaries & wages

As a result of the one-off interim revenue
measures, as well as higher revenues from
0

2

4
% of GDP

6

taxes on imports, Sri Lanka's tax-to-GDP ratio
reversed in 2015 to 12.1 per cent from a

Source: DCS and CBSL, Annual Report, various years.

progressive decline to 10.1 per cent of GDP in
2014 (Figure 2.4). Revenues collected from
17
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Figure 2.4
Tax Revenues

income taxes saw an increase primarily as a
result of the 'super gains' tax that netted Rs. 50

VAT
Import duties

% of GDP

Income taxes
Excise
Other

2014

2015

Figure 2.5
Deficit Financing
Foreign
Domestic bank
Domestic non-bank

% of GDP

Sri Lanka’s
fiscal woes
of 2015 lie
squarely
with
political
economy
imperatives
of electoral
related
populist
spending
sprees.

2014

2015

Source: DCS and CBSL, Annual Report, various years.

billion to government coffers. In addition, excise
duty collection was also helped by a surge in
vehicle imports subsequent to easing of taxes

government resorted to heavy domestic bank

on smaller vehicles, salary increases to the

borrowing to bridge the deficit financing gap

public sector and a low interest rate

(Figure 2.5). In turn, this raised the government's

environment. It is clear, therefore, that the

recurrent expenditures on interest payments as

reversal in Sri Lanka's tax-to-GDP ratio in 2015

seen in Figure 2.3.

was a transient occurrence, calling for focused
attention on a substantive revenue reform
agenda for medium term fiscal consolidation.

Amidst a weakening fiscal outlook, the
government prepared to present its first full
budget in November 2015. The Prime Minister's

With an expenditure overrun of 2.5 per cent of
GDP from approved estimates for 2015, and a
revenue shortfall 0.5 per cent of GDP, the
18

Economic Policy Statement delivered in early
November attempted to set out the broad
parameters not only on the overall economic
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policy direction, but critically on fiscal policy as

8 per cent and 12.5 per cent, including

well. The most significant was the stated policy

reductions to taxable gross revenue thresholds

to minimize regressive taxation - i.e., to shift the

- to a single rate of 15 per cent from the existing

ratio of indirect and direct taxes to 60:40 from

11 per cent, dropping plans to raise the NBT to

the prevailing 80:20 ratio - broaden the tax

4 per cent from the existing rate of 2 per cent,

base, eliminate tax holidays and exemptions,

etc. Additionally, the VAT was also extended to

etc. However, the Budget for 2016 presented

the retail and wholesale sector.3

later in the month appeared to go against some
of these broad principles; for example, there

Thus, the overall impression of public finance

was to be a further lowering of income tax rates

management has been overwhelmingly one of

to a single standard rate and raising taxable

policy confusion and uncertainty. Weak public

thresholds, whilst raising direct taxes such as

finance management also spilled over into the

the Nation Building Tax (NBT) and the Value

conduct of monetary policy, setting in motion

Added Tax (VAT).

an emerging BOP crisis on the external front.

The 2016 Budget ran into controversy almost
immediately, with both expenditure and revenue
proposals subject to appeals and revisions on
a continuous basis. In addition, fiscal estimates
presented to Parliament underwent substantial
revisions; at the time of presenting the 2016
Budget, the forecast overall fiscal deficit for 2015
was put forward as 6 per cent of GDP, whereas
the final deficit turned out to be 7.4 per cent of
GDP.

2

Thus, lack of clarity and confusion

dogged the budgetary process in an
unprecedented fashion.
With the government making a formal approach
to the IMF for a loan programme in early 2016,
rewor king and revising the Budget 2016
proposals and estimates was thus of highest
pr ior ity. Significant changes to revenue
proposals were made as a precondition for a
credible fiscal consolidation plan to place
before the IMF. These included amending the

The overall
impression
of public
finance
management
has been
overwhelmingly one
of policy
confusion
and
uncertainty.

initial proposal on a 3-tier VAT - at zero per cent,

2

The MF’s Staff Report for the 2016 Article IV Consultation issued in June 2016 places the overall fiscal balance for 2015 at
-6.9 per cent of GDP.

3

The VAT increase that came into effect in May 2016 was challenged once again in the courts on grounds of non-compliance
with approval procedures (i.e., obtaining the required Parliamentary approval) and was temporarily suspended in July 2016.
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2.4 Monetary and
Exchange Rate Policy
Developments

Facilit y (SLF) previousl y known as the

With delays in passing certain revenue Bills,

The attempt to ease monetary policy was ill

heavy dependence on domestic borrowing to

advised in the face of growing depreciating

meet government expenditures in 2015 saw

pressure on the exchange rate. Indeed, the

domestic credit to the government spiking

signs were of rising credit uptake by the private

shar ply in the first quar ter of 2015, and

sector to finance consumer import goods,

continuing to expand until mid-year (Figure 2.6).

especially on motor vehicles. As previously

As a result, interest rates began to nudge

noted, lower import duties on motor vehicles

upwards as total outstanding market liquidity

and generous salary increments to a sizeable

was squeezed sharply. The CBSL responded

public sector cadre was bound to fuel a surge

by lowering policy rates - the Standing Deposit

in consumer spending. The Sri Lankan

Repurchase (Repo) and the Standing Lending
Facility (SLF) previously known as the Reverse
Repurchase - by 50 basis points in April 2015.

Figure 2.6
Credit Growth, Market Liquidity and Interest Rates

Rs. bn.

Private
Govt.

2016

2015

%

Rs. bn.

Outstanding liquidity
AWPR
Policy rate

2015

Source: CBSL, “Monthly Economic Indicators”, various issues.
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economy had last experienced a similar

million Sovereign bond in May 2015 (Figure

consumption driven bubble in 2011-12 that led

2.7). In July 2015, a further 6-month US$ 1.1

to a sharp devaluation of the currency in

billion swap facility was arranged with the RBI.4

February 2012.

However, as Sri Lanka's official reserves dipped
to 4 months of imports (US$ 6.5 billion) in August

Instead of tightening monetary policy, the CBSL

2015, it was clear that the exchange rate was

began to intervene heavily to prop up the rupee

on an untenable path. The currency was finally

in the midst of a slowdown in government

allowed to 'float' in September 2015; it saw an

foreign loan inflows as well as outflows of

immediate devaluation of over 5 per cent before

foreign funds from the Treasury bills and bonds

continuing to depreciate further. Despite the

market. In March 2015, the CBSL negotiated a

market volatility, Sri Lanka successfully raised

3-year US$ 400 million currency swap

US$ 1.5 billion through a second 10-year

arrangement with the Reserve Bank of India

Sovereign bond issue in October 2015, priced

(RBI). From April 2015, the CBSL began to inject

reasonably with a coupon of 6.85 per cent, albeit

dollars into the market, accelerating such

higher than the previous 10-year bond coupon

injections after the issuance of a US$ 650

of 5.875 per cent issued in July 2012.

Purchases
Sell
ER
US$ mn.

Rs./US$

Figure 2.7
Forex Market Intervention and Exchange Rate Movement

2016

2015

US$ bn.

Rs./US$

Reserves
ER

2015

2016

Source: CBSL, “Monthly Economic Indicators”, various issues.

4.

This is in addition to the RBI’s existing Framework on Currency Swap Arrangement for SAARC countries.
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The build-up of rupee liquidity in the market

dropping once again to 4 months of imports in

saw a sharp rise in credit growth to the private

March 2016. In the same month, the CBSL

sector in the latter half of 2015 (see Figure 2.6).

negotiated a 3-month US$ 700 million swap

Despite signs that inflation was beginning to

arrangement with the RBI, ahead of finalizing

edge up in the third quarter of 2015 as evident

an Extended Fund Facility (EFF) loan with the

from Figure 2.8, the CBSL continued to hold

IMF.

policy rates steady, opting instead to raise the
Statutory Reserve Ratio (SRR) applicable on

Sri Lanka had no realistic alternative to an IMF

all rupee deposit liabilities of commercial banks

deal for both budgetary and balance of

by 1.50 percentage points to 7.50 per cent only

payments (BOP) support. In February 2016,

in December 2015 (effective 1 January 2016).

Fitch Ratings was the first to downgrade Sri

Whilst this move helped to absorb excess

Lanka's sovereign rating from BB- to B+ with a

liquidity in the market, it also has a downside.

negative outlook on Issuer Default Ratings

The SRR works through quantity rather than

(IDRs); this was followed by a sovereign

price and can be effective if there is no

downgrade from stable to negative issued by

significant variation in levels of liquidity between

Standard & Poor's (S&P) in March 2016. Both

institutions - i.e., forcing credit rationing in those

rating agencies cited worsening external and

institutions operating at the margins.

fiscal indicators and challenges in effectively
addressing the imbalances owing to a

In February 2016, the CBSL raised policy rates

'fragmented political landscape'. Moody's, the

by 50 basis points as the year-on-year inflation

last of the big three global rating agencies

rate started to climb sharply (see Figure 2.6). At

followed suit in June 2016, downgrading Sri

the same time, the exchange rate continued to

Lanka's rating from stable to negative, despite

be under pressure with official reserves

the signing of a US$ 1.5 billion 3-year EFF
earlier in the month.

Figure 2.8
Inflation Rates

Annual average

%

YOY

2015

Source: CBSL, “Monthly Economic Indicators”, various issues.
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Table 2.6
Fiscal Adjustments under the IMF (% of GDP)
2015

2016

2017

2018

Total revenue

13.0

12.9

14.0

15.2

Tax revenue

12.1

11.8

12.9

14.1

19.9

18.4

18.8

19.3

15.2

13.9

13.9

13.9

-6.9

-5.4

-4.7

-4.0

4.3

2.3

3.0

1.3

76.0

77.2

75.5

73.1

35.0

36.2

35.7

35.8

Total expenditure
Current
Overall balance
Domestic financing
Public debt
Foreign currency

Source: IMF, Staff Report for the 2016 Article IV Consultation.

stringent controls on expenditures and higher

2.5 Regaining Macroeconomic Stability
under the IMF's EFF

revenue generation measures. Increases to the

Sri Lanka's IMF programme rests on six key

Parliament. The extension of VAT to retail and

pillars: lower budget deficits, monetary policy

wholesale trade (with a reduced threshold) that

reform, higher government revenues, state

brought many small businesses into the tax net

enterprise reform, strong public financial

generated growing opposition, calling into

management, and supporting higher trade and

question the ability to sustain VAT increases

investment. Fiscal consolidation clearly lies at

over the medium term. Nonetheless, with the

the heart of the macroeconomic adjustment

release of the first IMF tranche in June 2016,

programme (Table 2.6).

Sri Lanka's fiscal position in the first half of the

Sri Lanka is expected to reduce the overall
fiscal deficit to 5.4 per cent of GDP through

VAT rate - from 11 to 15 per cent - was
implemented

in

May

2016

but

was

subsequently suspended by the Supreme Court
in Jul y 2016, pending approval by the

year has shown a significant improvement over
the corresponding period in 2015 (Figure 2.9).

Figure 2.9
Fiscal Outcome: First Half 2016
2015

Rs. bn.

2016

Revenue

Current exp.

Overall deficit

Source: Ministry of Finance.
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In July 2016, the government leveraged its IMF

important. The contraction in earnings of the

agreement to issue a dual-tranche US$ 1.5

two main foreign exchange earners - export

billion Sovereign bond. In addition, budgetary

earnings by 5.6 per cent and remittance inflows

support of US$ 650 million is expected from

by 0.5 per cent in 2015 - is of concern (Table

other sources such as the World Bank as well

2.7). Export earnings have continued to post

as the ADB. Thus, Sri Lanka's fiscal

negative growth in 2016.

consolidation efforts in 2016 is expected to be
on a sounder footing, opening up policy space

On the capital account, a net outflow of foreign

for more prudent monetary and exchange rate

investors from the Treasury bills and bonds

policy initiatives.

market in 2015 is continuing into 2016. In
addition, Sri Lanka has done poorly in attracting

Indeed, the IMF has set out the basic principles

FDI, despite the emergence of a government

towards this end, introducing a soft inflation

viewed as more 'business-friendly' and focused

targeting framework and placing emphasis on

on

moving towards a flexible exchange rate

involvement in the economy. Total FDI inflows

regime. Monetary policy excesses and

fell by over 30 per cent in 2015 and have

misaligned exchange rates have combined in

continued to record even a sharper decline of

the recent past to produce import-driven

over 50 per cent in the first half of 2016.

consumption

bubbles

that

have

encouraging

more

private

sector

then

necessitated sharp adjustments. The intention

As per the medium-term macroeconomic

is clearly to allow an independent monetary

framework outlined in the IMF agreement, there

policy to operate - i.e., to set interest rates -

is limited room for CBSL policy intervention to

rather than 'target' the exchange rate.

support the currency as practised in the past.
Thus, the fragile nature of the country's external

Under these circumstances, the health of Sri

accounts position needs to be reversed. In fact,

Lanka's external sector performance is

it is not only the immediate macroeconomic

Table 2.7
External Sector Developments (US$ mn.)
January-December
2014

2015

January-June
2015

2016

Current account
Exports

1,1130

10,504

5,424

5,108

Imports

1,9416

18,934

9,547

9,321

Trade balance

-8,286

-8,429

-4,122

-4,213

Tourism

2,431

2,980

1,375

1,598

Remittances

7,017

6,980

3,433

3,613

Capital account
Treasury bills & bonds

1,775

1,210

547

601

Sovereign bonds

1,500

2,150

650

-

Long term loans

1,438

1,267

531

790

894

681

346

165

FDI

Source: CBSL, "External Sector Performance", various issues.
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adjustment that is at stake, but also the medium
term growth outlook for the country.

Total FDI
inflows fell
by over 30
per cent
in 2015
and have
continued
to record
even a
sharper
decline of
over 50 per
cent in the
first half
of 2016.

As per the IMF medium term economic
framework, Sri Lanka is expected to see
moderate GDP growth in the range of 5 per
cent (Table 2.8). The anticipated fiscal policy
adjustments under the IMF programme - i.e., a
higher tax burden on firms and households will cause disposable income to shrink as
evident from forecasts of declining domestic
savings to GDP ratios and stagnant private
investment to GDP ratios. GDP growth is
expected to be driven by an export-push, with a
competitive exchange rate policy in place.
With domestic savings and investment expected
to remain somewhat lacklustre, Sri Lanka will
be looking to FDI to fill its savings-investment
gap, as well as bring in additional spillover
benefits for export expansion. The alternative
to attracting greater volumes of FDI is continued
reliance on external borrowing, as was the case
in 2015, but this holds significant risks in terms
of debt sustainability and exposure to domestic
and external economic shocks.

Table 2.8
Medium-term Adjustment: Growth, Savings and Investment (% of GDP)
2015

2016

2017

2018

Real GDP growth

4.8

5.0

5.0

Inflation

0.9

4.1

5.3

5.1

National savings

25.9

26.9

26.0

26.2

Private savings

5.0

28.0

27.8

25.9

24.8

National investment

28.4

28.3

28.8

29.3

Private investment

21.9

21.9

21.9

21.9

Export value growth

-5.6

-0.5

4.6

8.2

Source: IMF, Staff Report for the 2016 Article IV Consultation.
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Sri Lanka's public debt-to-GDP ratio at 76 per

concessional and commercial borrowing in total

cent is already high by comparable thresholds

external debt has crept up steadily to stand at

for emerging economies, and its gradual

over 50 per cent of the outstanding external debt

reduction is part and parcel of the IMF fiscal

stock (Figure 2.10). This increases the country's

adjustment framework. While the increase in

external debt servicing obligations as these

the overall public debt ratio in 2015 has been

funds are raised on much more costlier terms

primarily in less riskier domestic debt, Sri

than long-term concessional financing. In 2015,

Lanka's changing external debt profile of recent

Sri Lanka's external debt service ratio climbed

years has been a cause of concern and subject

to an all-time high of 27.7 per cent from the

to more scrutiny. Since 2006, the share of non-

previous high of 26.8 per cent in 2013.

Figure 2.10
External Debt Dynamics
Concessional loans
Non-concessional loans

US$ mn.

% of exports of g&s

Debt service ratio

Post-2015

US$ mn.

US$ mn.

Pre-2015

Source: CBSL, “Monthly Economic Indicators”, various issues.
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As shown in Figure 2.10, Sri Lanka's Sovereign

purposes. However, it has sent mixed signals

bond settlements become heavy post-2019 as

on tax revisions that were implemented to reach

the country continues to tap international capital

revenue targets; for instance, various opinions

markets. In the event that earned foreign

are expressed from within the government with

currency resources are insufficient to settle the

regard to the VAT increase and extension of

payments, Sri Lanka will be looking to rollover

VAT to areas such as wholesale and retail trade,

such payments. The quality of the country's

health, etc. Any signs of indecisiveness will call

macroeconomic environment and its growth

into question the commitment towards

outlook therefore has to improve steadily in the

implementation of reforms, and thus the status

intervening years to retain investor confidence.

of Sri Lanka's loan agreement with the IMF. In
the absence of any other medium term

2.6 Conclusion

economic policy framework, the IMF agreement

The months of backtracking and confusion with

macroeconomic front. It is not merely the funding

regard to fiscal policy, particularly on taxation

that is at stake, but the more important

issues, has taken a heavy toll on the credibility

considerations - of policy consistency and

of government economic policy. To compound

ability to deliver - by which the government's

matters, Sri Lanka seems to have learnt few

handling of the economy will be judged.

at least sets out the broad parameters on the

lessons in adopting an accommodative
monetary policy stance to fiscal excesses. It is
not surprising that the country saw its sovereign
rating being re-assessed in the wake of
significant weakening of both fiscal and
external sector indicators. In this context, Sri
Lanka's second upward policy rate adjustment
of 50 basis points in July 2016 is a welcome
signal of independent monetary policy setting
in the face of continued upward pressure on
inflation.
The decision to approach the IMF for an EFF
loan was a foregone conclusion. In the final
analysis, the loan amount of US$ 1.5 billion,
spread over three years, is relatively small to
fully meet budgetary and external debt
repayment needs. What it does provide is a
useful signalling measure that the government
is committed to a fiscal consolidation effort as a
foundation for medium term macroeconomic
stability. The government made a useful start,
leveraging the IMF programme to raise needed
foreign capital by way of a Sovereign bond for

Sri Lanka's
Sovereign
bond
settlements
become
heavy
post-2019 as
the country
continues
to tap
international
capital
markets.

immediate BOP and budgetary support
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3. International Environment
3.1 Introduction

A

first reading of the global economic

outlook points towards uncertainty and
pessimism dominating the current

economic and business environment. On the
plus side, discussions have moved away from
the likelihood or otherwise of a possible
collapse of a nation, like in the instance of
Greece in 2015. Though still on the front line, a
crisis was averted in Greece with significant
bail out programmes. However, the global
economy does have more pertinent issues to
contend with, including Britain's exit from the
EU (Brexit), considerable market turbulence in
exchange and stock markets, and falling oil and
commodity prices. China's rebalancing and slow
growth, though not a surprise, seems to be
having considerable spillover effects on the rest
of the world, adding further downside pressure
on commodity and oil prices, and affecting stock
markets across Asia, Europe and the US. Being
the second largest economy and the second
largest importer of goods and services globally,
the spillover effects of China's economic
restructuring seem inevitable.
Growth expectations for 2016 have fallen
consistently across the board for both advanced
and emerging markets, and more so for
European economies following Brexit. 1 US

Growth
expectations
for 2016
have fallen
consistently
across the
board for
both
advanced
and
emerging
markets,
more so for
European
economies
following
Brexit.

economic growth, however, is expected to be
resilient; against the background of a recovery,

1

Based on IMF (2016), “World Economic Outlook”, International Monetary Fund, Washington, D.C.
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there has been a gradual tightening of its

by healthy earnings from tourism and

monetary policy. The EU, which was initially

remittances, although the latter is expected to

expected to perform better in 2016, now faces

show stagnant growth. However, the uncertainty

deepened uncertainty with the ramifications of

following Brexit is likely to impact Sri Lanka's

Brexit still unfolding. Fur thermore, acts of

exports and tourism negatively in the short to

terrorism and the flow of refugees to the region

medium term. Furthermore, Sri Lanka will find it

are creating major economic challenges and

harder to attract capital inflows in the face of a

2

Japan, on

downgraded sovereign rating, even as foreign

the other hand, continues to suffer from

investors review the elevated risks of emerging

stagnant growth and low inflation; both Japan

market economies. Nonetheless, conditional

and the EU are likely to continue pursuing an

financial support from the IMF will allow Sri

accommodative monetary policy stance.

Lanka some room to manage external sector

testing the EU's political system.

risks while addressing broader near-term
Among emerging and developing economies,

economic challenges.

India will continue to grow the fastest in the
world and according to some forecasts will
continue to outdo China till 2024.3 There are
even some suggestions that India which is
currently the eighth largest economy in the

3.2 Prospects for the
Global Economy

than 15 years.4 On the other hand, countries

3.2.1 Advanced Economies:
Adjusting to Lower Growth

like Brazil and Russia continue to have a bleak

The global economy is projected to grow at 3.1

outlook fuelled by political tensions.

per cent in 2016, at the same rate as 2015 but

world is set to become the third largest in less

lower than the average growth of 3.3 per cent
Similar to 2015, the global environment is

over the past 5 year period (Table 3.1). Growth

expected to pose continuing challenges to Sri

rates are much lower than the pre-financial

Lanka, primarily via uncertainty in export and

crisis levels; against a background of high

capital markets. Lower commodity prices will

volatility and uncertainty, the outlook is not

help to curtail import expenditures - and overall

expected to change significantly in the next

inflationary pressures in the economy - but the

couple of years. Emerging and developing

slide in commodity prices has a downside

countries continue to slow down, while

impact on key exports such as tea and rubber.

advanced countries are recovering, albeit at a

On the export front, a modest recovery in the

slow pace.

US, lift of the ban on Sri Lanka's fish exports to
the EU, and possible reinstatement of EU GSP-

Among the advanced economies, the US is

plus offer a glimmer of hope. Overall, the trade

expected to show steady growth with

balance is also expected to improve, supported

unemployment levels at natural rate and no

2

Ibid – January 2016.

3

The Wall Street Journal (2016), “India Will Be Fastest-Growing Economy for Coming Decade, Harvard Researchers Predict”,
available at http://blogs.wsj.com/indiarealtime/2016/01/01/india-will-be-fastest-growing-economy-for-coming-decade-harvardresearchers-predict/.

4

Bloomberg (2016), “These Will Be the World’s 20 Largest Economies in 2030:Take A Peek at the New World that Awaits Us”,
available at www.bloomberg.com/news/articles/2015-04-10/the-world-s-20-largest-economies-in-2030.
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threats of high inflation or deflation. The US is

stimulate the economy since the financial crisis

projected to grow at 2.2 per cent in 2016 and

of 2008. As anticipated, it has affected emerging

2.5 per cent 2017, compared to a growth rate of

market economies in terms of capital outflows

2.4 per cent in the past t wo years. The

and exchange rate movements.

unemployment rate which was 5 per cent in
2015 - lower than the Fed's target of 6.7 per

Private consumption levels of the three major

cent - is expected to fall further to 4.7 per cent in

economies EU, US and Japan are not expected

2016 (Figure 3.1). However, the growth in jobs

to rise significantly; in fact consumption

has been mostly in low paying food and retail

expenditure in the EU and US are expected to

industries, with the real unemployment rate

fall while consumption levels in Japan, which

estimated at a high 10.1 per cent.5 As a result,

is currently below zero, are expected to rise

the growth in household income has been weak.

gradually. However, unemployment rates in all

Another significant development in the US

three economies are expected to improve

economy was the rate hike in December 2015,

during the period 2016-2017.

after seven years of near-zero interest rates to

Table 3.1
Overview of World Output (% change)
2010

2012

2013

2014

World Output

5.1

3.5

3.0

3.4

3.1

3.1

3.4

Advanced Economies

3.1

1.2

1.2

1.9

1.9

1.8

1.8

US

2.5

2.2

1.5

2.4

2.4

2.2

2.5

Euro Area

2.1

-0.9

-0.3

0.9

1.7

1.6

1.4

Germany

3.6

0.9

0.5

1.6

1.5

1.6

1.2

France

1.4

0.0

0.3

0.6

1.3

1.5

1.2

Japan

4.7

1.7

1.4

0.0

0.5

0.3

0.1

United Kingdom

1.4

0.3

1.8

3.1

2.2

1.7

1.3

Canada

3.2

1.7

2.0

2.5

1.1

1.4

2.1

Emerging & Developing Economies

7.3

5.0

4.7

4.6

4.0

4.1

4.6

China

10.3

7.7

7.7

7.3

6.9

6.6

6.2

India

10.1

4.7

4.4

7.2

7.6

7.4

7.4

4.0

3.4

1.3

0.7

-3.7

-1.2

1.0

Russia

2015 2016

2017

Notes: 2016 and 2017 values are projections.
Source: IMF, “World Economic Outlook”, 2016 (July).

5

US Bureau of Labour Statistics (2016), “Local Area Unemployment Statistics”, available at http://www.bls.gov/lau/stalt16q1.htm.
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Figure 3.1
Forecasted Unemployment Rates in EU, US and Japan

% change

EU
USA
Japan

Source: European Commission (2016), “European Economic Forecast: Spring 2016”, EU.

Figure 3.2
Private Consumption Expenditure - EU, US and Japan

% change

EU
USA
Japan

Source: European Commission (2016), “European Economic Forecast: Spring 2016”, EU.

Britain and the EU are faced with uncertainty

implications for not only to the UK, but also its

with Britain becoming the first country to vote to

many trading partners, including the rest of

leave the EU, following a tense referendum on

Europe. Much depends on when Article 50 - the

23 June 2016. The final result saw the 'Leave'

rules for exit - is triggered, after which the UK

campaign win by a small majority (52 per cent

will have two years to negotiate its exit. There

to 48 per cent), resulting in political and

are suggestions that Ar ticle 50 will not be

6

invoked till 2017, allowing the UK and other

The outcome of the referendum took the money

nations a transition period till 2019 (the earliest),

and financial market by surprise; the value of

while

the pound fell dramatically against the dollar

negotiations would take much longer.

and share prices plummeted. Although markets

Subsequent to Brexit, UK's growth forecasts for

seem to have settled, much uncertainty remains

2016 were revised down from 1.9 per cent to 1.7

over what form the break up will take and the

per cent in 2016 and from 2.2 per cent to 1.3 per

economic turmoil in the immediate aftermath.

6

other

predictions

suggest

the

Prime Minister David Cameron resigned from office while Theresa May, a fellow ‘Remain’ campaigner, took the reins vowing
to make the transition as smooth as possible.
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cent for 2017 by the IMF. Forecasts for EU were

economies in the world have been significant,

reduced by 0.1 percentage points. However,

both in terms of demand for imports and impacts

growth prospects for emerging and developing

on commodity prices. In 2014, China accounted

economies remain largely unchanged following

for over 12 per cent of global merchandise

Brexit.

expor ts and around 10 per cent of global
imports; over 20 per cent of the slowdown in

The performance of the Japanese economy is

import growth of developing economies and

seen to be paradoxical by some analysts, with

economies in transition during 2014-15 is

a high per capita income and low unemployment

apportioned to the China factor.8 Although the

rate (3.3 per cent compared to 5 per cent in US

transition was not a surprise, markets appear

and 10 per cent in the Euro Zone) on the one

uncertain of the magnitude of the effects; this

hand, and deflation, high government debt (230
per cent of GDP) and a rising fiscal deficit (7
per cent) on the other. 7 It has made a moderate
recovery supported by fiscal stimulus, low oil
prices and rising incomes, but against the
backdrop of a sharp decline in private
consumption, it is expected to grow by just 0.5
per cent in 2016; consumption fell year-on-year
for the second consecutive year in 2015 by 1.2
per cent. Despite the Bank of Japan announcing
a move towards negative interest rates in early
2016 with the aim of spurring investment and
keeping the yen low, these were not realized
with the economy still faced with low inflation
and weak growth.

3.2.2 Emerging Economies:
Navigating the Challenging Global
Backdrop
The Chinese economy is expected to grow at
6.6 per cent in 2016 and 6.2 per cent in 2017.
The Chinese economy is undergoing a triple
transition, moving from industry to services,
shifting focus from exports to the domestic
market and from investments to consumption.

China's
transition
has translated into
lower oil
and
commodity
prices with
spillover
effects felt
by both
developed
and
developing
economies.

The spillover effects of the transition to other

7

Feldstein, M. (2016) “Japan’s Economic Quandry”, available at https://www.project-syndicate.org/commentary/japan-budgetcuts-deflation-risk-by-martin-feldstein-2016-04.

8

UN (2016), “World Economic Situation and Prospects 2016”, United Nations, New York.
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had contributed to volatility and uncertainty in

However, the weak outlook for Middle Eastern

world financial markets as well.

countries is of concern, given the region's
importance to Sri Lanka as a destination for

India and the rest of emerging Asia is generally

exports like tea and a key source of remittances.

expected to grow robustl y, despite some
countries being buffeted by China's economic
rebalancing. With growth of 7.4 per cent, India
is expected to be the fastest growing economy
in 2016 as well as in 2017.
The outlook for Middle Eastern countries is not
encouraging given low oil prices and
deepening conflicts in the region. The region
as a whole is expected to grow by 3.1 per cent
in 2016 backed by increased oil productions in
Iraq and lifting of sanctions on Iran. The IMF
estimates oil exporting nations in the Middle
East to have lost US$ 390 billion due to lower
oil prices in 2015.9 While some countries in the
region have responded by enforcing capital
spending cuts (i.e., UAE, Saudi Arabia), others

3.3 World Trade Flows
and Commodity Prices
3.3.1 W
eaker W
orld TTrade
rade
Weaker
World
Growth11
World trade performance has been sluggish in
recent years both in terms of value and volumes
of trade. Despite positive volumes of trade, the
value of trade has fallen, pulled down by shifting
exchange rates and falling commodity prices.12
World trade grew by only 2.1 per cent on
average (in terms of value) over the past five
years (2011-15), compared to 9.1 per cent in
the period before that (2006-10). In fact, 2015

have focused on finding new sources of
revenue (i.e., Oman, Bahrain and
Iran).10 Losses from lower oil prices
are expected to increase to over
US$ 500 billion in 2016, translating
into budget deficits and slower
economic growth, particularly in
countries that are highly dependent
on oil exports such as Saudi Arabia.
For Sri Lanka, India's strong growth
can be expected to have positive
spillover effects in terms of higher
investment as well as stronger trade
ties between the two countries.

9

IMF (2016), "Regional Economic Outlook Update: Middle East and Central Asia (April 2016)", International Monetary Fund,
Washington, D.C.

10

Ibid.

11

The focus in this section is on merchandise trade and as such, the figures refer to trade in goods only.

12

WTO (2016), “Trade Statistics and Outlook (April 2016)”, World Trade Organization, Geneva.
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Figure 3.3
Comparison of Growth in World Output and Trade in Goods

World output

Growth rate %

World trade in goods (volume)

Note:

Values for 2016 and 2017 are projections.

Source: IMF, “World Economic Outlook”, 2016 (April).

recorded a negative growth of 13.7 per cent,

Unlike in the recent years where weak import

the lowest recorded since the financial crisis of

demand stemmed from developed economies,

2008 (Figure 3.4). In volume terms too, world

in 2015 the downturn is traced back to emerging

trade has been stagnant, indicating a slowdown

economies; emerging Asia accounted for 94 per

in demand. Growth remained at 2.8 per cent in

cent of the decline in the slowdown of world

2014 and 2015 and is expected to grow at the

import volumes.15 Among the top importing and

same rate in 2016 as well. A comparison with

exporting countries, the largest reductions in

world GDP shows that world trade has grown

demand for imports were reported from Japan

at a lower rate than world GDP from 2012

and China in 2015, while Germany, US and

onwards (see Figure 3.3). This is a turnaround

Netherlands experienced the largest slowdown

from the pre-crisis levels of trade which grew

in exports (Table 3.2). Among others, notable

on average twice as fast as wor ld GDP. 13

countries whose exports have been hit are

Analysts attribute the current slowdown in trade

Saudi Arabia (39 per cent), Kuwait (-41 per

to both cyclical and structural factors: the

cent) and Qatar (-45 per cent) in the Middle

Eurozone crisis and the slowdown of the

East and Russia (-33 per cent) where export

Chinese economy which has affected

earnings have been severely affected by

consumption and commodity prices are some

plummeting oil prices.

of the cyclical factors; structural factors include
China's lower dependency on imported inputs

In terms of product category, over a half of the

for its exports and developments in the US'

decline in trade values in 2015 can be attributed

shale market which has reduced oil imports into

to declines in fuel and mining products. 16

14

the country.

13

Stratford, K. (2015), “Why has World Trade been So Weak in Recent Years?”, available at, https://bankunderground.co.uk/
2015/10/28/why-has-world-trade-been-so-weak-in-recent-years/.

14

The Economist (2015), “What Slowing Trade Growth Means for the World Economy”, available at, www.economist.com/blogs/
economist-explains/2015/09/economist-explains-10.

15

Constantinescu, C., et. al., (2016), “Global Trade Watch: Trade Developments in 2015”, World Bank, Washington, D.C.

16

WTO (2016), “Trade Statistics and Outlook (April 2016)”, World Trade Organization, Geneva.
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Nevertheless, there has been a significant

cent and 2.8 per cent, respectively) and 2017

slowdown of trade in manufacturing and

(3.8 per cent and 3.3 per cent), with Asia taking

agricultural

well. Among

the lead. However, a considerable divergence

manufacturing products, office and telecom

in terms of imports is expected. Demand for

equipment, chemicals and other machinery

imports by developed countries is expected to

(including investment goods and durables other

grow by 3.3 per cent compared to that of

than automobiles) have shown notable

developing and emerging economies which is

declines.

estimated to grow by only 1.8 per cent in 2016;

products

as

a trend that can be observed from 2014 which
The outlook for 2016 and 2017 predicts exports

is a sharp reversal of what was observed during

of both developed and developing nations to

2012-2013.

grow at around the same rate in 2016 (2.9 per

Figure 3.4
World Trade and Growth in World Trade (in Value)
Growth in trade

%

US$ bn.

Total trade

Source: Compiled using Trade Map Data, 2016.

Figure 3.5
Contributions to Year-on-Year Growth in World Merchandise Trade by
Product
nes
Fuels and mining products
Total merchandize

Manufactures
Agricultural products

Source: WTO (2016), 'Press Release: Trade Growth to Remain Subdued in 2016 as Uncertainties Weigh on Global
Demand', available at https://www.wto.org/english/news_e/pres16_e/pr768_e.htm.
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Table 3.2
Contributions to World Trade (in Value) by Top Exporting and Importing
Countries, 2015
Largest
Exporters

Exports
% Contribution
Growth
Largest
to Total Exports 2014-2015 Importers

Imports
% Contribution Growth
to Total Imports 2014-2015

China

12.5

-3

USA

14.0

-4

USA

8.3

-7

China

10.2

-14

Germany

7.3

-11

Germany

6.4

-13

Japan

3.4

-9

United Kingdom

3.8

-9

Netherlands

3.1

-16

Japan

3.8

-23

Source: Compiled using Trade Map Data, 2016.

3.3.2 Adjusting to Lower
Commodity and Oil Prices

tensions in Libya) which according to analysts

Commodity prices have continued to fall during

up to US$ 50/barrel by the end of the decade.

are a sign of recovery. However, the futures
market anticipates oil prices to increase only

2015-16 with prices generally lower in the first
quarter of 2016 compared to a year back (Figure

World rubber prices and world tea prices -

3.6). Oil prices in particular have been

which have important implications for Sri Lanka

persistently low, falling below predicted levels

- have continued to fall steadily in recent years

to US$ 32.7 a barrel in the first quarter of 2016.

(Figure 3.7). Compared to prices in 2013,

This is about a 65 per cent (or US$ 70) drop in

current rubber prices are lower by over US$ 1.

prices compared to June 2014. 17

While oil

The slump in rubber prices is likely to continue

prices were pushed down mainly owing to

with manufacturing in both China and US

excess supply, analysts predict a tightening of

slowing down; leading producers of rubber,

supply over 2016 will boost prices. However,

such as Thailand has been severely hit with the

lifting of Iran's sanctions may increase OPEC's

government stepping in to purchase rubber in

crude oil production while a stronger dollar is

order to assist struggling producers.

also pushing down prices. Further, with oil being
priced in dollars, higher interest rates in the US

Tea prices, though lower compared to the levels

are pushing the value of the dollar up, making

in 2012 (the year till which prices consistently

oil a less attractive investment. Nevertheless,

rose), have not seen as steep a drop in price as

compared to a year back, oil prices are now

rubber. The FAO (2015) attributes weaker tea

more responsive to supply disruptions (i.e.,

prices to CTC auction prices, which it warns if

wildfire in Canada in May and escalating

not corrected, would continue to contribute to

17

36

Obstfeld, M., et.. al. (2016), “Oil Prices and the Global Economy: It’s Complicated”, available at https://blog-imfdirect.imf.org/
2016/03/24/oil-prices-and-the-global-economy-its-complicated/.
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Figure 3.6
Trends in Oil, Gold and Gas Prices

US$

US$

Gold ($/toz)
Crude oil, avg ($/bbl)
Natural gas, US ($/mmbtu)

Source: Compiled using World Bank (2016), Commodities Price Data (The Pink Sheet) – May 2016.

Figure 3.7
Trends in Selected Commodity Prices

$/kg.

Tea
Rubber (RSS3)
Rubber (TSR20)

Source: Compiled using World Bank (2016), Commodities Price Data (The Pink Sheet) – May 2016.

the downward trend. Sri Lanka is predominantly
an orthodox tea producer and prices of orthodox
tea is predicted to be higher; developments in
export markets like Russia and the Middle East
can dampen the sentiments though. Lower tea
prices (overall) are a result of relatively high
supplies whereas consumption has been
increasing with growth in demand for green and
specialist tea segments.18 Projections suggest
demand and supply of black tea to be at
equilibrium in 2023, selling at a nominal price
of US$ 2.81 per kilo.

18

3.4 Access to International Capital
3.4.1
3.4.1TTrends in International
Capital Flows
In 2015, the anticipated rate hike in the US
prompted foreign investors to reduce their
emerging market exposures in favour of
developed economies. This propelled a strong
growth in flows into the EU as well as the US
where FDI quadrupled to US$ 384 billion (albeit

FAO (2015), "World Tea Production and Trade: Current and Future Development", Food and Agriculture Organization, Rome.

37

STATE OF THE ECONOMY 2016

Figure 3.8
FDI Inflows: Global by Group of Economies 1995 - 2015
US$ bn.

Developed economies
Transition economies
Developing economies

Source: UNCTADstat and Global Investment Trends Monitor 2016.

Figure 3.9
FDI Inflows: Percentage Inflows by Group of Economies 1995 - 2015
Developed economies
Developing economies
Transition economies

Source: UNCTADstat and Global Investment Trends Monitor 2016.

from a historically low level in 2014). Overall,

region in the world, accounting for one-third of

the pattern of FDI shifted back in favour of

global FDI flows. In total, FDI flows to Developing

developed countries which now account for 55

Asia surpassed half a trillion US dollars, rising

per cent of global FDI flows compared with 2014

by 15 per cent to US$ 550 billion, a new high.

where 56 per cent of global inflows were to

Hong Kong (China) and mainland China saw

developing economies.

19

increases in FDI flows to US$ 163 billion and
US$ 136 billion, respectively. FDI flows to India

Nevertheless, in absolute terms, FDI to

nearly doubled, reaching an estimated US$ 59

developing countries reached a new high of

billion. The losers were Africa and Latin America

US$ 741 billion, 5 per cent higher than that

and the Caribbean with flows faltering, reflecting

recorded in 2014. Of the developing economies,

the plummeting prices of their principal

Developing Asia remained the largest recipient

commodity exports.

19

UNCTAD (2016), “Global Investment Monitor No.22”, January 2016.
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Table 3.3
FDI Inflows, by Major Regions
2014

2015a

1,245

1,699

36.5

493

936

89.9

254

426

67.6

North America

146

429

193.5

Developing Economies

703

741

5.3

World
Developed Economies
European Union

Africa

Growth Rate (%)

55

38

-31.4

Latin America and the Caribbean

170

151

-11.2

Developing Asia

475

548

15.5

49

22

-54.1

Transition Economies
Source: UNCTAD, “Global Investment Trends Monitor 2016”.

Although FDI into Developing Asia has

investments in shares and bonds as opposed

remained robust, international portfolio

to longer-term capital investments and tend to

investment inflows were much weaker across

be more responsive to shifts in sentiment.

the year (Table 3.4). These flows look at

Table 3.4
Portfolio Inflows, Selected Countries, 2008 - 2015
US$ mn.
Bangladesh

2008

2009

2010

2011

2012

2013

2014

2015

92

127

19

(32)

169

431

875

386

China

9,654

29,613

31,681

13,391

54,170

58,244

93,244

6,739

India

(15,030)

17,931

37,986

2,711

30,110

7,027

38,008

19,386 a

3,059

10,480

15,713

4,996

14,673

12,145

23,556

17,705 a

Malaysia

(21,083)

6,048

22,270

14,778

27,635

9,381

(3,194)

(4,961)

Pakistan

(243)

(582)

(114)

(37)

174

77

3,785

935

Singapore

(14,644)

1,183

8,005

(6,336)

5,120

(2,290)

3,180

(6,874)

Sri Lanka

(488)

(382)

(1,049)

828

2,116

2,068

2,065

689

Thailand

(8,559)

10,255

7,810

3,887

10,319

(1,474)

(4,704)

(12,733)

Vietnam

(578)

128

2,383

1,064

1,263

1,386

93

(65)

US

523,684

357,352

820,434

311,626

747,014

511,984

701,861

250,937

Total ex. US

(47,819)

74,802

124,705

35,250

145,750

86,997

156,909

21,207

Indonesia

Notes:

a: Estimates.

Source: IMF, “Balance of Payments and International Investment Statistics”.
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Of the countries sampled, Malaysia, Singapore,
Thailand and Vietnam all have net negative
inflows in 2015. On an aggregate level, total
inflows declined by 85 per cent year-on-year.
Similar lows were last seen in 2011 as the Euro
Zone crisis unfolded and many developed
economies

experienced

a

double-dip

recession.
Overall capital market performance across
Asian economies reflected these negative
trends. Vietnam was the only market in the
Southeast Asian region to post gains in 2015 of

Risk scores range from 0-100.
The higher the score, the less
risk a country poses.

Figure 3.10
Stock Market Performance Southeast Asian Economies
Index = 100

Jakarta Composite Index (∧JKSE)
Singapore Straits Times Index (STI)
Vietnam Ho Chi Minh Stock Index

FTSE Bursa Malaysia KLCI Index
Bangkok FTSE SET Index

Source: Bloomberg.

Figure 3.11
Stock Market Performance East Asia
Index = 100

Hong Kong Hang Seng Index (HSI)
S&P 500
Shanghai Composite Index

Source: Bloomberg.
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4 per cent (Figure 3.10). Other Southeast Asian

growth. Vietnam was somewhat shielded from

stock markets performed poorly, with Thailand

this due to resilient growth despite the regional

and Indonesia - the joint worst performers -

slowdown.20 Estimates suggest that investors

losing -14 per cent over the year. Singapore

pulled US$ 6.7 billion from Thai, Indonesian

also lost ground down -12 per cent, whilst

and Philippine equity markets over 2015. 21

Malaysia was the least badly hit at -5 per cent.

More recently in 2016, Southeast Asian markets

The Southeast Asian economies suffered due

have recovered somewhat with Malaysia the

to combined concerns over the effect of the US

only market to continue a modest negative

rate-hiking cycle on capital flows, and the impact

performance of -2 per cent.

of the slowing Chinese economy on the region's

Figure 3.12
Stock Market Performance South Asia
Index = 100

India CNX NIFTY
Karachi Stock Exchange KSE100 Index
Colombo Stock Exchange All Share Index

Source: Bloomberg.

Figure 3.13
Bond Yields
Bond Yield (%)

US 10Y
Vietnam 10Y
Sri Lanka 10Y

India 10Y
Indonesia 10Y

Source: Bloomberg.

20

Bloomberg (2015), “Vietnam Stocks Are Giving Asia’s Best Returns”, http://www.bloomberg.com/news/articles/2015-09-28/
china-no-bar-to-vietnam-bulls-backing-asia-s-best-stock-returns.

21

Straits Times (2015), “Singapore Stocks Headed for 15 per cent Tumble in 2015”, http://www.straitstimes.com/business/
companies-markets/singapore-stocks-headed-for-15-tumble-in-2015.
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The Chinese market experienced large gains

India has gained +3 per cent since the

and losses over 2015, triggered by a number of

beginning of 2015 compared to Sri Lanka's

key events (Figure 3.11). A rate cut in early 2015

underperformance of -13 per cent. Pakistan

saw the equity market rally strongly until June,

outperformed its peers, gaining +21 per cent

rising 1.5 times over the previous year. However,

over the period.

the narrative of China's weakness in the real
economy began to gain traction in the second

Data from the Institute of International Finance

half of the year and the change in sentiment

(IIF) on cross border non-resident portfolio flows

saw a 40 per cent drop in the stock market,

showed similar capital outflow patterns from

22

Despite the

emerging market economies. According to the

turmoil, the Shanghai Composite was up 12

IIF, net inflows flows turned negative in July 2015

per cent over the year. In 2016, momentum has

and continued for the remainder of the year.

again turned negative with a -16 per cent fall in

However, while outflows from equities have

the first quarter of 2016. This was driven by

continued into 2016, the trends in the bond

currency concerns, poor communication from

market reversed with flows to debt instruments

policy makers and fresh signs of slowing

recording positive flows for the three months to

economic growth. During the first week of 2016,

January 2016.25

reaching a low in August 2015.

the People's Bank of China allowed the biggest
fall in the Yuan in five months, twice triggering a

Bond yields capture the capital movements in

23

circuit breaker that saw markets close early.

and out of fixed income investments for a given

The Hang Seng Index (Hong Kong) lost -8 per

market and maturity; as investors increase their

cent over 2015 and 2016 with a consistent

investments in a particular bond, prices

downward trend over the period. Much of this

increase and yields (which move inversely) fall.

was a contagion effect from the struggling

The yield on a debt instrument incorporates five

Chinese markets.24 By contrast, the US S&P

broad compensation concepts. The first two are

500 was up +6 per cent over the period.

the real risk-free rate and expected inflation.
Combined, these two rates give the risk-free

In South Asia, India and Sri Lanka both suffered

return which is often proxied in the real world

losses in 2015 of -6 per cent and -7 per cent,

by US Treasur y bonds. Bond yields also

respectively (Figure 3.12). However, whilst

incorporate

India has remained comparatively stable in

compensates investors for the risk that the

2016, Sri Lanka has continued to underperform.

issuer may default. The yield also incorporates

The outcome of these divergent trends is that

a liquidity premium, which factors in how

a

default

premium

that

22

Financial Times (2015), “China Stock Market Outperforms S&P Despite Wild Swings”, http://www.ft.com/cms/s/0/7cb450cea000-11e5-85ae-8fa46274f224.html#axzz48zCm8X3P.

23

CNBC (2016), “China Stocks Saw Worst Jan Since 2008”, http://www.cnbc.com/2016/02/01/china-stocks-post-worst-monthlyperformance-since-2008.html.

24

Bloomberg (2015), “Asian Stocks Fall as Equities in Hong Kong, Seoul Join Selloff” http://www.bloomberg.com/news/articles/
2016-02-11/asian-stocks-fall-as-equities-in-hong-kong-seoul-join-selloff.

25

Reuters (2016), “Emerging Markets Set for $448 billion Outflows This Year –IIF”, http://www.reuters.com/article/emergingmarkets-flows-idUSL9N0WZ025 and Financial Times (2016), “Emerging market portfolio flows hit 21-month high”, https://
next.ft.com/content/cceb110e-f596-11e5-96db-fc683b5e52db.
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tradable the bond is and, therefore, how easy it

Overall, in 2016, capital markets in most

is to monetize the asset. For less frequently

emerging economies are exhibiting signs of

traded issues, the holder is compensated by a

resilience after their losses in 2015. Singapore,

higher interest rate. Finally, a maturity premium

Indonesia and Thailand have begun to reverse

must also be added, as longer-tenured bonds
(Rs.are
mn.)
more sensitive to interest rate fluctuations

2015 equity mar ket declines whilst the
remaining economies (excluding China and Sri

and therefore carry more risk.

Lanka) have seen a slowdown in persistent
Value
Capital
on with
Treasury
declines. Bond
yields give a clearer
picture

Positive inflows into Treasur y bonds are

all countries (excluding Sri Lanka) recording a

reflected in the downward movement in bond

decline in bond yields since the start of 2015.

yields in the latter part of 2015 (Figure 3.13).
Across the year, bond yields rose in most Asian

Sri Lanka's higher bond yields are an indication

economies, peaking in the second half of the

of a higher cost of capital compared to peers.

year and then moving in a downward trend that

As cost of capital rises, the number of viable

has continued into the start of 2016. Sri Lanka

projects in a given selection reduces. This is

is the clear exception to this trend. Domestic

because creating value requires investing in

worr ies, exacerbated by limited liquidity,

capital projects that generate a return greater

caused exaggerated upward movements in

than the project's cost of capital. When

yields, increasing by 431 basis points since the

comparing developed and developing nations,

first week of 2015. There was some short-term

a good proxy is an estimate of the country risk

relief at the end of April 2016, following the

premium. An approximate estimate is the spread

announcement of a possible US$ 1.5 billion loan

between a US government bond yield and that

from the IMF. However, yields have since

of the respective country (Figure 3.14).

returned to their previous levels.

Figure 3.14
Sovereign Yield Spread (vs US Govt. Bonds)
Bond Yield (%)
India
Vietnam
Indonesia
Sri Lanka

Source: Bloomberg.
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Table 3.5
Bloomberg User-Based Country Risk
Scores

Comparisons
show Sri
Lanka to
be faced
with higher
bond yields,
indicating
a higher
cost of
capital
compared
to regional
peers
and also
higher risk.

Country

Bloomberg
Country Risk Score

Singapore

93.8

United States

86.9

Thailand

76.6

Malaysia

73.6

India

45.8

Vietnam

44.7

Indonesia

40.7

Sri Lanka

20.0

Pakistan

17.3

Source: Bloomberg.

Of a mix of countries examined, Sri Lanka has
a risk score of 20, the second highest risk score
in the group. Of the model determinants, Sri
Lanka scores particularly poorly on EIU
banking risk and external balance and foreign
exposure risk.
Prompted by a number of these external
balance factors, Fitch downgraded Sri Lanka's
credit rating in March 2016. The new rating of
B+ puts Sri Lanka below Vietnam for the first

Again, Sri Lanka is an outlier in terms of

time (Table 3.6).

sovereign yield spread. Whilst other spreads
have remained flat or even narrowed, Sri

Many Asian countries are currently looking to

Lankan bond yields have diverged indicating a

international capital markets for additional

sizeable increase in the cost of capital.

funding, including countries such as Indonesia
and Vietnam. Whilst both of these countries also

This conclusion is corroborated by Bloomberg's

have high levels of public debt, their current

Country-Risk Score Index (see Table 3.5). The

domestic yields are at 7.8 per cent and 7 per

user-based risk score ranges from 0-100. A high

cent, respectively, considerably lower (5 per

score denotes a lower level of perceived risk.

cent) than Sri Lanka's domestic bond yield.
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Table 3.6
Fitch Ratings Changes
2010

2011

2012

2013

2014

2015

2016

US

AAA

AAA

AAA

AAA

AAA

AAA

AAA

India

BBB-

BBB-

BBB-

BBB-

BBB-

BBB-

BBB-

Vietnam

B+

B+

B+

B+

BB-

Pakistan
Bangladesh

BB-

BB-

B

B

BB-

BB-

BB-

Indonesia

BB+

BBB-

BBB-

BBB-

BBB-

BBB-

BBB-

Malaysia

A-

A-

A-

A-

A-

A-

A-

Singapore

AAA

AAA

AAA

AAA

AAA

AAA

AAA

Sri Lanka

B+

BB-

BB-

BB-

BB-

BB-

B+

Thailand

BBB

BBB

BBB

BBB+

BBB+

BBB+

BBB+

Source: Bloomberg.

3.5 Implications of
External Environment
Developments on Sri
Lanka
3.5.1 Overview of Sri Lanka's
Performance in Merchandise
Trade

declined by 5.6 per cent in 2015 to US$ 10.5
billion. The decline comes from all three major
categories of exports, agriculture (-11.2 per
cent), industrial exports (-3.5 per cent) and
mineral exports (-52.3 per cent). The industrial
sector continues to increase its contribution to
exports, accounting for 76 per cent of total
exports; the share of agriculture in total exports
declined to 23.6 per cent in 2015 compared to
25.1 per cent in 2014, owing largely to falling
commodity prices. Among agriculture exports

Sri Lanka's external sector performance in 2015

in 2015, spices managed to record a marked

is largely reflective of the world economic and

increase in exports, growing by 43 per cent. Sri

trade performance, including that of falling

Lanka continues to be largely dependent on

commodity prices. Export earnings which grew

textile and garments, which accounted for 46

by 7.1 per cent reaching US$ 11 billion in 2014,

per cent of the country's total exports and 60
per cent of industrial exports.

Figure 3.15
Sri Lanka's Trade Performance

% of GDP

US$ mn.

Exports
Imports
Trade balance
Trade balance (% of GDP)

Source: CBSL, Annual Report, various years.
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Figure 3.16
Sri Lanka's Main Exports as a % of
Total Exports

in the latter part of 2015. Sri Lanka's expenditure
on fuel imports which accounted for 24 per cent
of the country's total import bill in 2014 fell to

Gems,
diamonds &
jewellery
3%

Coconut
3%

and changes to loan-to-value ratio for leasing

14.3 per cent in 2015. This is a reduction of US$
1,898 million or a 41.3 per cent decline year-

Spices
4%

on-year. Notable

increases

in

impor t

expenditure were that of vehicles, which

Rubber
products
7%

Textiles &
garments
46%

Tea
13%

increased by over 50 per cent due to the
reduction of import tariffs on selected motor
vehicles in January 2015 and the depreciation

Other
24%

of the Japanese yen (Table 3.7). Given the
outlook on global prices of fuel and commodity
prices, expenditure on fuel as well as food and

Source: CBSL, Annual Report, various years.

beverage items cannot be expected to rise
sharply. Furthermore, the depreciation of the

There was a decrease in Sri Lanka's import

rupee, which results in imports being more

expenditure in 2015 largely due to low oil prices

expensive, can be expected to curtail imports

and restrictions on vehicle imports via taxes

in 2016.

Table 3.7
Sri Lanka's Main Imports, 2015
Category

Value US$ mn. Value US$ mn.
(2014)
(2015)

Share in
Total Imports
(2015)

Y-o-Y Change
%
(2014-2015)

Consumer Goods

3,852.5

4,713.5

24.9

22.3

Food and beverages

1.633.7

1,627.8

8.6

-0.4

Non-food consumer goods

2,218.8

3,085.7

16.3

39.1

Vehicles

896.7

1.359.6

7.2

51.6

Medical & pharmaceuticals

380.5

459.8

2.4

20.8

Clothing & accessories

282.7

390.1

2.1

38.0

11,397.7

9,638.2

50.9

-15.4

Fuel

4,597.3

2,699.6

14.3

-14.3

Textiles and textile articles

2,327.6

2,296.2

12.1

-1.3

808.2

870.3

4.6

7.7

Investment goods

4,152.2

4,567.0

24.1

10.0

Machinery & equipment

2,131.0

2,278.1

12.0

6.9

Building materials

1,308.9

1,352.0

7.1

3.3

707.3

930.9

4.9

31.6

Intermediate goods

Chemical products

Transport equipment
Note:

This table comprises only main import products.

Source: Compiled using CBSL (2016), Annual Report 2015.
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The following section looks at the performance

However, the garment industry is likely to feel

of the garment industry, and the tea and rubber

the impacts of a weakened pound and the

industries in more detail.

prevailing uncertainty in the EU. Nevertheless,
Sri Lanka is fairly confident of regaining GSP-

3.5.2 Garment, TTea
ea and Rubber
Industries

plus concessions to the EU, particularly in the

Exporting US$ 4.8 billion and accounting for

negative effects of Britain's exit from the EU.

aftermath of the lifting of the EU fisheries ban
and this is likely to cushion to an extent the

46 per cent of Sri Lanka's total exports in 2015,
the apparel industry is Sri Lanka's second

Earnings from tea exports in 2015 were US$

largest foreign exchange earner. 2015 saw a

1.3 billion and remain the country's fourth

2.2 per cent decline in textile and garment

largest export earner. However, shifting from a

export earnings. Though garment exports to US

period of steady increase in exports over 2011-

and other non-traditional markets grew, exports

14, Sri Lanka saw a decline in both its volume

to the EU dropped by 12.5 per cent in 2015

and prices of tea exports in 2015 - expor t

(Figure 3.17). In the EU, notable declines were

volumes declined by 6 per cent and prices by

noted in expor ts to UK, France and Italy.

12 per cent compared to 2014 (Figure 3.18).

Consequently, US surpassed EU as the largest

Earnings continued to contract by 9.5 per cent

market for garment exports for the first time after

in the first six months of 2016. The fall in tea

2007, accounting for 46.3 per cent of total

exports is underpinned by the fall in demand in

garment exports in 2015.

traditional orthodox tea markets in the Russian
Federation, EU and the Middle East (Table 3.8).

The first six months of 2016 saw a recovery of

Political issues between Russia and Ukraine,

garment exports, growing at 4.5 per cent.

low oil prices facing the Middle East followed
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Figure 3.17
Garment Exports 2011-2015

EU
USA
US$ mn.

Other countries
Total garment exports

Source: CBSL, Annual Report 2015.

by currency depreciations brought down tea

stability,26 and with trends of rising demand for

prices at the Colombo auctions. With the top 10

green and specialist tea segments globally,27 it

importers of Sri Lankan tea, with the exception

is imperative that Sri Lanka diversifies its

of Japan relying on oil and gas for economic

presence in other segments of the market in

Figure 3.19
Rubber Export Volumes and Prices

Figure 3.18
Tea Export Volumes and Prices

Mn. kg

FOB/Kg (US$)

Mn. kg

Source: CBSL, Annual Report 2015.

FOB/Kg (US$)

Quantity (Mn. kg)
Price - FOB/Kg. (US$)

Quantity (Mn. kg)
Price - FOB/Kg. (US$)

Source: CBSL, Annual Report 2015.

26

Forbes and Walker Tea Brokers (2016), ‘Tea Industry’s Performance in 2015 and Prospects for 2016’, Daily FT, http://www.ft.lk/
article/516083/Tea-industry-s-performance-in-2015-and-prospects-for-2016

27

FAO (2015), ‘World Tea Production and Trade: Current and Future Development’, FAO: Rome.
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terms of products (i.e., organic and value added

Declines
in export
volumes
as well as
export
prices were
visible in
Sri Lanka's
major export
categories
in 2015.

teas) as well as new markets. Currently, 98 per
cent of Sri Lanka's tea export volumes are in
black tea while green tea makes up 1.5 per cent
of total exports and instant tea accounts for 0.7
per cent. Further, over 40 per cent is exported in
bulk form.
The fall in rubber exports has been more
dramatic with export volume dropping by 37
per cent and prices by 9 per cent in 2015
compared to a year ago. Compared to 5 years
back, the drop in volumes and prices is a
staggering 77 per cent and 48 per cent,
respectively (Figure 3.19). The slowdown in
2015 has stemmed mainly from the Pakistan,
EU and Japanese markets. Year-on-year, there
has been a contraction of rubber export
earnings by 6.5 per cent during January-July
2016.

Table 3.8
Sri Lanka's Main Tea and Rubber Export Markets and Performance
Country/
Region

Share in
Total Tea
Export
(Volume)

Tea Exports
Growth in Growth in
Volume
Value
(2014(20142015)
2015)

Country/
Region

Rubber Exports
Share in
Growth
Growth
Total
in Volume in Value
Rubber
(2014(2014Exports
2015)
2015)
(Volume)

Middle East

49

-5

-17

EU

29

-30

-40

CIS countries

18

-17

-31

Japan

16

-2

-15

EU

8

-11

-18

Pakistan

13

-43

-48

Other

6

-10

-16

Vietnam

10

-10

-18

20

6

-3

5

-33

-38

Industrialized
countries a
Other countriesb
Note:

USA

a: Countries include Australia, Canada, Japan, New Zealand, US and others.
b : Includes Chile, China, Egypt, Hong Kong, India, Lebanon, Libya, Taiwan and others.

Source: Compiled using CBSL, Annual Report 2015.

49

STATE OF THE ECONOMY 2016

3.5.3 Remittances and TTourism
ourism
Worker remittances which saw a 9.5 per cent
growth in 2014 stagnated at US$ 7 billion in
2015 (Figure 3.20). There was also a sharp
decline in the departure of middle level migrants,
and clerical and related job categories by 67
per cent and 57 per cent, respectively (Figure
3.21). Remittance inflows in the short-term can
be expected to stagnate as the Middle East
which accounts for half of Sri Lanka's migrant
worker earnings is experiencing a fall in both
revenue and growth due to low oil prices.
Fur ther more, despite under taking policy

measures at the domestic level to discourage
the departure of low-skilled workers, with the
absence of substitute income sources (i.e., high
export earnings), a prolonged fall in remittances
is likely to affect the country's economy
negatively, leading to lower current account
receipts, lower reserves and weaker credit
profiles. Despite challenges faced by workers
at the household level, foreign employment has
been an important source of income with studies
suggesting that migration of women for
example, helps poor households catch up with
the non-migrant households in the long-run.28

Figure 3.20
Total Remittance Inflows and Growth of Inflows Year-on-Year
Remittances

US$ mn.

%

Growth

Source: CBSL, Annual Report, various issues.

Figure 3.21
Departure for Foreign Employment by Manpower Category and Growth, 2014-2015
2014
2015
% growth 2014-2015

Total no.

Growth

Source: CBSL, Annual Report, various issues.

28

De Silva, S. (2013), “Long-Term Benefits from Temporary Migration: Does the Gender of the Migrant Matter?”, Levy Economics
Working Paper No. 756, Bard College, US.
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Sri Lanka's tourism industry on the other hand

tourist arrivals from all major regions improved

has been one of the fastest growing sectors of

with the exception of Eastern Europe with

the country in the post-war period. It is the third

arrivals from crises-ridden Russia and Ukraine

largest foreign exchange earner and recorded

declining notably in 2015 by 11 per cent and 20

1,798,380 tourist arrivals in 2015, close to the

per cent, respectively.

revised target of 1.8 million for the year. This is a
four-fold increase compared to that of 2009 at

Sri Lanka aims at attracting over 2.5 million

the time the war ended where the number of

tourists in 2016 and 4 million by 2020. The

arrivals was limited to 448,000; 2015 also saw

country also aims to increase average daily

a 17 per cent growth in arrivals compared to

expenditure of a tourist -- currently US$ 165 - to

that of 2014. Tourist earnings increased more

US$ 250, and total tourism revenue to US$ 5

rapidly, by over eight times over the period 2009-

billion by 2020. The industry expects growth to

2015 to stand at nearly US$ 3 billion in 2015.

come from the regional markets of India and
China. Sri Lanka tourism is planning on

India continues to be the largest source of tourist

implementing a Nation Branding Campaign. In

arrivals accounting for 18 per cent of total

addition to the trade promotional activities such

arrivals, followed by China (12 per cent), UK (9

as participating in travel fairs, conducting

per cent) and Germany (6 per cent). The highest

roadshows and outdoor promotions, trade

growth of arrivals in 2015 was recorded from

familiarization tours and media familiarization

China at 68 per cent, which surpassed the UK

tours are expected to be major components of

in 2015 to become the second largest source of

the promotional campaign.

tourists for the country (Figure 3.22). Overall,

Figure 3.22
Tourist Arrivals from Major Source Countries, 2011- 2015

India

China
Germany

Maldives

France

Total arivals no.

United Kingdom

Source: CBSL (2016), Annual Report 2015, Central Bank of Sri Lanka.
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Box 3.1
Impact of Britain's Exit from EU on Sri Lanka
Britain's exit from the EU will slow down the economic activities of both the UK and other
members of the EU, and is likely to impact Sri Lanka through different channels. Despite the
timeframe and terms of withdrawal still being unclear, it is likely to affect Sri Lanka's exports,
given the dependence on both the UK and EU as key export destinations. The EU is currently
the largest export destination, taking up 28.8 per cent (US$ 3 billion) of Sri Lanka's total
exports. The UK accounts for 10 per cent of total exports (US$ 1 billion) and 34 per cent of Sri
Lanka's total exports to the EU. Garments are the main export product from Sri Lanka to the
UK (accounting for about 80 per cent of Sri Lanka's total exports to the UK); UK also accounts
for 43 per cent of Sri Lanka's total garment exports to the EU.
The immediate effect of Brexit on Sri Lanka will be felt through the depreciation of the pound;
as of mid-July 2016, the pound had weakened by 10 per cent against the US dollar. The
depreciation of the pound makes Sri Lankan imports into the UK market more expensive and
this is likely to affect the sales and profit margins of Sri Lankan exports. There was significant
volatility in the capital markets following the referendum that raised concerns that Sri Lanka's
debt raising capacity would be hindered by falling investor confidence. In fact, investors fled
to the safety of gold and dollar investments immediately after the referendum thereby raising
the price of gold to its highest in two years. However, Sri Lanka is somewhat buffered by its
limited foreign debt exposure to the European market (Euro-denominated debt of only 5 per
cent and negligible exposure to sterling).
Sri Lanka went back to the international capital markets in July, with a Dual-Trance ISB
issuance. Despite uncertainty following the referendum, there was a high level of interest and
the bond was oversubscribed. Final pricing was well within the initial price guidance.
Furthermore, volatility in the markets has stalled the Fed's rate hiking cycle, meaning that Sri
Lanka's bonds remain attractive at their current yields.
Tourism is a sector that is likely to be affected in the short-run. Nearly 40 per cent of tourist
arrivals into Sri Lanka are from EU, of which 9 per cent are from UK - making it the third largest
source of tourists. The depreciation of the pound following Brexit will make overseas travel
and stay more expensive, and this may affect inflows of tourists from UK. It may also affect
their average duration of stay which was 13 nights in 2014; in comparison, the average stay
of Chinese tourists was 9.8 nights.
Furthermore, if Sri Lanka is successful in regaining EU GSP-plus, the country will have
preferential access to the UK only until it leaves the EU. Subsequent to that, if Sri Lanka wants
preferential access to the UK market it will have to negotiate a bilateral agreement with the
UK. Nevertheless, given that there is a two year period of negotiations between the UK and
the EU following the trigger of Article 50, Sri Lankan companies should not be affected deeply
in the short-run, unless uncertainty prevents UK companies from placing orders and benefitting
from the concessions GSP-plus would offer in the future.
Overall, it is clear that while the ramifications of the exit are still unfolding, the multidimensional
nature of the EU and the significance of the British market are likely to influence the global
political economy. Therefore, Sri Lanka needs to closely watch the post-Brexit developments
both in the UK and EU and accordingly adjust policies to minimize losses and maximize
gains to the country.
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3.5.4 Capital Flows

In

order

to

meet

external

financing

requirements, Sri Lanka will have to return to
Sentiment in Sri Lanka is decidedly worse
compared to Asian peers. Despite concerns
around the US tightening cycle affecting the
entire region, the downward revisions to Sri
Lanka's economic outlook is exerting an

international capital markets. However, the
deterioration in investor sentiment leaves Sri
Lanka exposed; the country will have to rely on
the IMF for external liquidity support to generate
investor confidence in the economy.

additional dampening sentiment. The lack of
appetite for Sri Lankan investments is a

In 2015, there were net outflows from the

country-specific issue that has arisen due to

government securities market of US$ 1,093

the deterioration in public finances, looming

million. Foreign investments in the secondary

balance of payment crisis, declining foreign

market of the Colombo Stock Exchange (CSE)

reserves and moderation in the country's growth

recorded a net outflow of US$ 32.3 million in

outlook. As indicated in Figure 3.19, the IMF

2015. This trend is continuing strongly into 2016

(April 2016) growth outlook for Sri Lanka saw a

with a further outflow of US$ 366 million from T-

downward revision from 6.5 per cent to 5 per

bills and T-bonds,29 and an outflow of US$ 40

cent, representing the largest downward

million from the equity markets recorded in the

revision of Asian peers (-1.5 per cent).

first half of the year.30

Figure 3.23
Growth Expectations Momentum

Note:

Momentum is the change in forecast from the October 2015 WEO database release to the April 2016 WEO
database release

Source:

IMF WEO database.

29

CBSL, “Weekly Economic Indicators”, Central Bank of Sri Lanka, Colombo.

30

CSE, “Monthly Trading Statistics”, Colombo Stock Exchange, Colombo.
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Figure 3.24
Stock Market Net Foreign Flows
US$ mn.

Source: Colombo Stock Exchange.

International Sovereign Bond (ISB) issues have

provide external liquidity to ease immediate

also seen yields edge upwards. The two ISB

financing pressures. It will cushion the decline

issuances in 2015 (US$ 650 million and US$

in foreign exchange reserves and reduce Sri

1,500 million) in 2015 were priced at 6.125 per

Lanka's vulnerability to a potential drying up in

cent and 6.85 per cent, respectively, and were

the availability of capital inflows. Secondly, the

deemed successful at the time due to both being

terms of the loan are more favourable than the

oversubscribed. However, since issuance, the

costs demanded by the international capital

yields on these instruments have increased to

market, thereby reducing the anticipated

6.93 per cent and 7.05 per cent, respectively,

increase in the debt-servicing burden. Finally,

reflecting waning demand. Fitch estimates Sri

the agreement will assuage investor concerns

Lanka's external debt service to be close to US$

around the economy and restore confidence in

4 billion for the rest of 2016, compared with

Sri Lanka's policy framework that could kick-

foreign reserves of US$ 6.3 billion (end-

start FDI flows into the country.

January 2016) meaning that the country will
need to issue debt in order to meet its

Assisted by the IMF announcement, Sri Lanka

obligations. The CBSL announced intentions

was able to return successfully to international

to issue up to US$ 3 billion in ISBs in 2016.

capital markets in July, with its first dual-tranche

However, the limited investor appetite suggests

ISB issue. The issuance saw strong interest

that this will come at a significant cost that will

globally, raising US$ 500 million 5.5-year bonds

impact Sri Lanka's servicing burden in future

at a yield of 5.75 per cent and US$ 1 billion 10-

years.

year bonds at a yield of 6.825 per cent. Both
were priced well inside the initial price guidance

The IMF announcement of a US$ 1.5 billion

of 6.125 per cent and 7.125 per cent,

Extended Fund Facility (EFF) will go some way

respectively, but nonetheless reflect the trend

to alleviating these pressures, particularly in

of increasing yields in the domestic market.

terms of external funding. Firstly, the loan will
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3.6 Conclusion

Sri Lanka will face the more pertinent issues in

The outlook for the global economy remains

to be faced with higher bond yields, indicating

uncertain underlined by low growth and high

a higher cost of capital compared to regional

volatility in financial markets. Much of this

peers and also higher risk. Deterioration in

uncertainty stems from the slow-down in the

public finances with a widening fiscal deficit

Chinese economy and Britain's exit from the

and a weakening BOP with declining foreign

EU. China's transition has translated into lower

reserves - with a consequent downgrade to the

oil and commodity prices with spillover effects

sovereign credit rating - suggests that Sri

felt by both developed and developing

Lanka will struggle to attract capital into the

economies. While growth in developed

countr y. The remedy lies with domestic

economies is expected to be robust, emerging

economic reforms and signalling of intentions

economies are confronted by capital outflows

to address them.

attracting capital. Comparisons show Sri Lanka

and exchange rate fluctuations due to US
Federal Reserve rate hikes.
Sri Lanka's external sector performance in 2015
has been subdued with export earnings falling
by over 5 per cent during the year. Declines in
export volumes as well as export prices were
visible in Sri Lanka's major export categories
in 2015. While the tourism sector saw a boost in
arrivals, remittances which are crucial for the
Sri Lankan economy in many ways were
stagnant. Impact of lower oil prices on oil
exporting countries such as the Middle East
translated into lower demand for exports such
as tea. However, garments, remittances and
tourism are expected to see positive growth in
2016 despite probable short to medium term
effects of Brexit on the garment and tourism
sectors. The lifting of the EU fisheries ban,
developments

in

regaining

GSP-plus

concessions and a stronger US market will
provide a boost to expor ts in 2016. The
government has also stated its interest in
pursuing preferential trading agreements in a
number of countries, and if realized, this would
provide an impetus to the country's export
prospects (see Boxes 3.2 and 3.3).

Sri Lanka
needs to
closely watch
the postBrexit
developments both
in the UK
and EU and
accordingly
adjust
policies to
maximize
gains to the
country.

While world trade is declining overall, an
analysis of capital market performance suggest
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Box 3.2
The Trans-Pacific Partnership Agreement (TPP): Changing the Landscape
of International Trade and the Multilateral Trading System
On 4 February 2016 USA and 11 other countries in the Pacific Rim - Australia, Brunei, Canada, Chile,
Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, US and Vietnam - signed the TPP, an agreement
considered to be groundbreaking in terms of coverage, scope and the membership. The 12 member
countries account for 36 per cent of world GDP, one quarter of world trade and account for a population
of 800 million. The TPP goes beyond a standard trade agreement and apart from services and investment,
covers areas such as electronic commerce, intellectual property, SOEs, environment, SMEs, labour,
trade facilitation and customs procedures, and government procurement amongst others. The Agreement
which include 30 chapters runs into over 5,000 pages outlining country commitments and carve outs.
In terms of tariff reductions, all member countries would need to eliminate customs duties on exports of
manufacturing goods and nearly all agricultural products based on agreed schedules. The majority of
the tariff elimination will be immediate when the Agreement comes into effect with some tariffs eliminated
over agreed timeframes. Furthermore, countries will not be able to impose para tariffs or cess. It is
estimated that TPP would eliminate 98 per cent of tariffs in the TPP region (DFAT, 2015). The Agreement
will come into force 60 days after all members complete their respective domestic treaty ratification
processes within a two year timeframe or in the event of a lapse, when at least six members that
account for 85 per cent of the combined GDP ratify the Agreement.
For Sri Lanka, the TPP markets account for 33.5 per cent of total exports and 23 per cent of total imports.
A majority of Sri Lanka's trade with TPP is with the US (40 per cent) and Singapore (17 per cent). The
formation of TPP clearly gives rise to concerns regarding its implications, as well as opportunities that
such arrangements hold for Sri Lanka in terms of accession in the future. The most immediate impacts
of TPP for Sri Lanka will be by way of preference erosion in accessing TPP markets through US GSP
scheme and greater competition from improved market access offered to competitor countries such as
Vietnam under TPP. Sri Lanka's major exports to the US are currently T&G products and rubber.
However, the impact of the TPP on Sri Lankan industries will depend on a number of factors. Among the
TPP members, Sri Lanka competes with Vietnam, Mexico, Peru and Canada on T&G. However, the latter
three countries already have FTAs with the US. While the TPP would provide Vietnam a considerable
tariff advantage, restrictions such as the 'yarn forward' rule in the TPP (requiring TPP nations to use
TPP-member produced yarn in textiles) may affect the cost-structures and limit the benefits.
The Sri Lankan government has already expressed interest in exploring the possibility of joining the TPP.
However, the pros and cons of joining should be carefully analyzed. Apart from tariffs, significant
commitments would have to be made in a number of areas mentioned above, many of which Sri Lanka
has little experience in - i.e., handling a negative list approach in services or compiling exceptions.
Significant regulatory changes will also be required in a number of areas. Some analysts predict that that
the TPP may become the template in future FTAs, including for any bilateral FTAs with the US. While
international rules on environment, labour, etc., would be beneficial, others are also wary of using the
trade regime as a general tool of global governance for these sectors.
References: IPS (2016), "TPP and Implications on Sri Lanka", Institute of Policy Studies of Sri Lanka,
Colombo (unpublished); Barbee, I. and S. Lester, S., (2014), "The TPP and The Future of Trade Agreements",
Latin American Journal of International Trade Law, 2(1).
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Box 3.3
Forging Ahead with Trade Agreements
Compared to its neighbours in South and Southeast Asia, Sri Lanka has lagged behind in pursuing trade
agreements which are vital for small market economies in order to benefit from large, emerging markets,
and to attract FDI. The new government elected in 2015, has been clear of its intention of prioritizing
trade and investment, and has been actively pursuing trade agreements under the aegis of the Ministry
of Development Strategies and International Trade. It has expressed its intent of signing an Economic
and Technology Cooperation Agreement (ETCA) with India as well as two free trade agreements with
China and Singapore by the first quarter of 2017.
The Framework Agreement on ETCA between India and Sri Lanka is expected to provide a broader
economic partnership with India, the fastest growing economy in the world. Resulting from opposition of
various bodies, the government made a statement recently, declaring that it will not allow for the
movement of natural persons under the agreement. Instead, entry of foreign professionals will remain
tied to investments. ETCA is expected to strengthen economic exchange and cooperation with an 'Early
Harvest Programme' that is expected to address issues such as non-tariff measures, trade remedies
and rules of origin issues which have negative implications on trade in goods.
China-Sri Lanka FTA negotiations began with a memorandum signed by the respective governments
announcing the launch of official negotiations in September 2014. Following two rounds of negotiations
and a joint feasibility study which reported substantial economic and trade benefits to be accrued to both
countries, the new government has restored talks with China on the FTA. China is Sri Lanka's second
largest trading partner (over US$ 4 billion) and the second largest source of imports with potential for Sri
Lanka to expand trade with China given the sheer size of the Chinese market and its share of world
trade. However, if Sri Lanka is to gain from preferential access to the world's second largest and second
fastest growing market, it is key that negotiations take into account the asymmetries of the size of the
two markets and sensitivities of the domestic industries to imports from China.
Negotiations on the Singapore-Sri Lanka FTA were officially launched in July 2016 with the trade ministers
of the two countries signing the joint statement and Prime Ministers Lee Hsien Loon and Ranil
Wickremesinghe witnessing the event. Sri Lanka's current exports to Singapore account to US$ 85
million (less than 1 per cent of the country's total exports), while imports amount to US$ 923 million.
Singapore is in fact, Sri Lanka's fifth largest source of imports accounting for 5 per cent of the country's
total imports. While Sri Lanka's top exports to Singapore include petroleum oils (other than crude), tea,
rubber tyres and previous/semi-precious stone the main import products are petroleum products,
machinery, electronic equipment, chemicals and plastic. While a FTA with Singapore is expected to
boost bilateral trade between the two countries, more significantly, it is expected to provide Sri Lanka a
gateway to a larger ASEAN market given that many of the region's companies are headquartered in
Singapore. It is also likely to increase FDI from Singapore which is currently Sri Lanka's fourth largest
investor. Inclusion of services is likely to provide access to the Singaporean market in which
telecommunications, banking, financial, education, and environmental services are liberalized. However,
labour mobility is restricted under Singapore's FTAs.
References: Wijayasiri, W. and Pandey, A. (2016), 'Benefits of a Potential Singapore-Sri Lanka Free Trade
Agreement', accessed at, http://www.ips.lk/talkingeconomics/2016/07/20/benefits-of-a-potentialsingapore-sri-lanka-free-trade-agreement/.
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4. Fiscal Policy for Growth: Sustainable Financing for Development
4.1 Introduction
ri Lanka's public finances are at a perilous

S

capital markets. The high-risk strategy failed

state. Already weakened by years of low

abysmally to give the necessary attention to

revenue growth and high external debt

domestic resource mobilization efforts, with the

to fund a public investment-led growth process,

country's revenue-to-GDP ratio in free fall over

systemic weaknesses coalesced in 2015 to put

the years.

the country on the cusp of falling into a public
debt triggered economic crisis. A ballooning

Fiscal policy reforms are fundamentally vital for

fiscal deficit and excessive public debt

Sri Lanka to navigate through this impending

accumulation has resulted in a rising debt

crisis. At the outset, public expenditure needs

service burden; the conduct of monetary policy

to be rationalized by diverting resources away

and exchange rate management has been

from loss-making public entities and towards

compromised in attempts to deal with the fallout

investments with high economic returns.

of funding the fiscal deficit gap. A serious BOP

Simultaneously, the government's revenue

crisis has been averted, at least temporarily for

mobilizing framework should be re-evaluated

now, with the inevitable decision to seek

in view of broadening the revenue base and

assistance from the IMF in its role as 'lender of

maximizing

last resort'.

fundamental reforms to public finances will

revenue

potential.

Only

guarantee a measure of macroeconomic
The risks to stability on the macroeconomic

stability and improved growth outlook.

front and growth prospects are high. Indeed,
Sri Lanka's post-independence history is dotted

Against this backdrop, this chapter examines

with a failure to generate surpluses in public

the trends and patterns of Sri Lanka's fiscal

finances, leading to structural deficits and

policy agenda and identifies avenues for

ingrained

Not

potential reform. At the outset, the chapter

sur prisingly, fiscal indiscipline and weak

establishes an analytical framework to identify

institutional quality has led successive

areas of fiscal policy reform within the context

governments to accumulate unsustainably

of a developing economy. An overview of Sri

high-levels of public debt. From 2010, as the

Lanka's fiscal position is followed by an analysis

country entered the ranks of a low middle-

of public spending and revenue patterns.

income economy, this increasingly took the form

Finally, the chapter briefly discusses some key

of high levels of foreign borrowing from external

areas of potential policy intervention.
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4.2 A Framework for
Fiscal Policy in a
Developing Country
Context
Fiscal policy can play a pivotal catalyst role in
the process of economic growth and
development. In the short-run, counter-cyclical
fiscal policy is an important tool for managing
business cycle fluctuations to ensure
macroeconomic stabilit y, a fundamental
prerequisite for growth. In the medium to longterm, fiscal policy, especially in a developing
country context – where private sectors are less
dynamic and markets either underdeveloped
or missing – can play an important role in

their distortionary impacts. Likewise, financing
spending through excessive accumulation of
debt poses risks of macroeconomic instability
in the medium to long-term; debt fuelled public
investment drives can crowd-out private
investments or lead to BOP issues if borrowings
are sourced internationally. 2 In light of the
preceding, policy makers in developing
countries for decades now have grappled with
the fundamental fiscal policy challenge of trying
to strike the right balance between maintaining
a sufficient level of public investment with a view
to support growth, whilst at the same time
mobilizing enough fiscal resources to finance
these expenditure outlays without undermining
macroeconomic stability.

spending on essential public goods and

4.2.1 Improving Efficiency of
Public Spending

services such as national defence and the

Investments made by the public sector are

maintenance of law and order, it has now been

primarily in public or collective goods such as

well recognized that public investments in both

defence and social security, which are under-

physical and social infrastructure, such as

supplied through market forces due to an

roads, ports, power plants and spending on

inherent inability within the market or increasing

health and education, can enhance productivity

returns to scale.3 Whereas public expenditure

of all firms and industries, and ensure that the

on defence and social security is seen to be

growth process is more inclusive.1

necessary, its investments in other areas such

spurring economic growth. In addition to

At the same time, however, the manner in which
governments go about raising revenue to
finance these expenditure outlays also have a
bearing on growth. Mobilizing revenue through
taxes can harm growth prospects, given that
taxes tend to distort economic incentives and
behaviour if they are ill-thought through; raising
corporate income taxes for instance have a
negative impact on investment. Generally,

as health care, education, and infrastructure
are more contentious - especially regarding the
scale of investment. Public investment is
required to be made in light of private
investment and consumption patterns in these
sectors since both public and private
investments compete for the same resources.
Public investment decisions also tend to have
a complementarity effect on private investment.

however, different taxes vary in the extent of

1

Gupta, S., B. Clements and G. Incuauste (eds.) (2004), Helping Countries Develop: The Role of Fiscal Policy, International
Monetary Fund, Washington D.C.

2

Ibid.

3

Arrow, K. J., and M. Kruz (2011), Public Investment, the Rate of Return, and Optimal Fiscal Policy, Routledge, New York.
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The presumed effect of government spending

Unlike industrialized economies, the budgets

on economic growth can occur through its

of developing economies are typically smaller

influence on consumption, investment, and

(as shares of GDP). Moreover, while most of

transfer payments. The neo-classical school of

their revenue is gained through indirect taxes,

thought argues that a shock to government

the biggest share of government spending is

consumption generates negative wealth

accounted through the consumption of goods

effects. 4

It is argued that high levels of

and services. Among spending on public goods

government spending lead to high levels of

and services, payment of public sector wages

taxation, which consequently leads to

accounts for a significant propor tion. The

households feeling poor. The impact on the

effectiveness of public spending is heavily

representative household, in this instance,

dependent on its composition and developing

leads to an increase in labour supply, reducing

countries are often seen to misallocate

consumption and lowering real wages.

resources, whereby seemingly productive

Contrastingly, neo-Keynesian thought posits

expenditure may become unproductive due to

that government spending causes an outward

an excessive amount of them.8

shift in the demand for goods, due to the
or

Public spending on infrastructure, education,

Moreover,

health, and pensions play an important role in

government spending is also seen as a positive

determining the developmental impact of fiscal

influencer on growth due to increasing returns

policy. Infrastructure spending can occur as

presence

of

countercyclical

to scale.

nominal

rigidities,

mar k-ups. 5

recurrent expenditure, directly through the

6

government budget or as part of an investment
Macroeconomic stability is an essential

made by an SOE. Public investment in

prerequisite for strong and lasting growth, both

infrastructure considers two components that

in developed as well as developing countries.

have diverging relationships with each other.

Unviable feasible fiscal policy measures that

The rationalization of public finances for public

result in high levels of public debt hamper

goods such as roads is wholly different to that

growth by increasing uncertainty, over-taxation,

of the utility subsector and travel infrastructure

crowding out private investment, and

such as railways. For utilities, the basic public

weakening a country's resilience to shocks. As

finance commitment should be to: (i)

growth friendly reforms require fiscal space,

compensate for operational expenses that

revenue measures should ideally focus on

cannot be funded by tariffs - namely, public

broadening the tax base and minimizing

service obligations and essential service to

distortions, while expenditure measures should

users genuinely unable to pay, and (ii) create

aim at rationalizing spending and improving

fiscal space for necessary investments where

efficiency.

7

4

Baxter, M., and R. King (1993), “Fiscal Policy in General Equilibrium”, American Economic Review, 83(3).

5

Perotti, R. (2007), “Fiscal Policy in Developing Countries: A Framework and Some Questions”, World Bank, Washington D.C.

6

Devereux, M. B., et al. (1996), “Monopolistic Competition, Increasing Returns, and the Effects of Government Spending”,
Journal of Money, Credit and Banking , 28(2).

7

IMF (2015), Fiscal Policy and Long-Term Growth, International Monetary Fund, Washington D.C.

8

Devarajan, S., et al. (1996), “The Composition of Public Expenditure and Economic Growth”, Journal of Monetary Economics,
37(2).
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these also cannot be covered by tariffs, ideally

across countries, more schooling is observed

through medium or long-term loans to be repaid

to result in higher individual earnings, with a

by the utility revenues, or through loan

rate of return of approximately 10 per cent per

9

However, the inability of service

additional year of schooling.12 In addition to

providers to achieve commercial viability leads

private returns of investment in education,

to governments assuming even more, and often

positive externalities associated with a more

unsustainable, financial commitments.

educated citizenry leads to positive social

guarantees.

returns as well. Improvements in education
For example, some studies note that public

levels are seen to reduce crime rates, improve

investment in transport and communications in

health standards, and increase labour force

developing countries leads to higher economic

participation. 13

growth.

10

Similarly, others find that higher

infrastructure quantity and quality reduces
11

Moreover, investment in education affects

Comparatively, these

labour productivity, improve an economy's

positive effects of infrastructure investments and

innovative capacity, and increase the ability to

economic growth are more pronounced in

replicate technology created abroad. 14

developing countries than in developed

However, retur ns of public investment in

countries. However it is important to note that

education are not wholly dependent on

the positive effect on a country's developmental

continued increases in spending, but rather,

prospects is dependent on investing in

focus on efficient spending. Middle-income

infrastructure that can have high rates of return

countries, in particular, require investments in

for the investment. Infrastructure spending on

education that fulfill the needs of the economy

non-viable or 'white elephant' projects may

that bridge the skills gap between demand and

increase the financial burden of governments

supply of labour.15 In addition to efficiency, the

to unsustainable levels, and reduce the scope

inter-sectoral allocation of public spending,

for more efficient public investments as well.

private education spending, and governance

income inequality.

are also considered to be influential factors in
Public investment in the education sector is

influencing the link between public investment

universally considered to be positively

in education and education outcomes.16

associated with economic growth. For example,

9

Ibid.

10

Easterly, W., and S. Rebelo (1993), Fiscal Policy and Economic Growth: An Empirical Investigation, National Bureau of
Economic Research, Cambridge.

11

Serven, L., and C. Calderon (2004), The Effects of Infrastructure Development on Growth and Income Distribution, World
Bank, Washington D.C.

12

Psacharopoulos, G., and H.A. Patrinos (2004), “Returns to Investment in Education: A Further Update”, Education Economics,
12(2).

13

See Lochner, L., and E. Moretti (2004), “The Effect of Education on Crime: Evidence from Prison Inmates, Arrests, and SelfReports”, American Economic Review , 94(1); Currie, J., & Moretti, E. (2003), “Mother’s Education and the Intergenerational
Transmission of Human Capital: Evidence from College Openings”, The Quarterly Journal of Economics, 118(4); Bowen, W. G.,
and T.A. Finegan (2015), The Economics of Labour Force Participation, Princeton University Press, Princeton.

14

Hanushek, E. A., and L. Wössmann (2007), Education Quality and Economic Growth, World Bank, Washington D.C.

15

Eichengreen, B., et al. (2013), Growth Slowdowns Redux: New Evidence on the Middle-Income Trap, The National Bureau of
Economic Research, Cambridge.

16

Abu-Ghaida, D. (2007), “Education”, in C. Gray, et al., Fiscal Policy and Economic Growth: Lessons for Eastern Europe and
Central Asia, World Bank, Washington D.C.
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While better health standards positively

form of requited payments including revenue

influence economic growth and reduce

from assets exploitation (fees, charges, royalty,

inequality, public spending on health and health

dividend, interest, auction proceeds, sales of

outcomes are tenuously related. Studies note

goods and services such as fees and user

that an increase in health spending by 1

charges, and sales of licences for regulated

percentage of GDP results in a rise in the under-

activities such as licensing fees, permits, and

5 survival rate by 0.2 percentage points.17 The

registration fees). Fines and penalties are also

World Bank's World Development Report 2004

amongst some of the widely utilized non-tax

also notes that efficiency (organization and

revenue sources. 18 The evidence thus far,

allocation of spending) and effectiveness

however, suggests that many developing

(capacity and governance) are influential

countries have tended to underutilize

factors in the relationship between public

instruments of non-tax revenue. Whilst

spending and health outcomes. Furthermore, it

governments have at their disposal an array of

is important to note that successfully

instruments to mobilize fiscal revenue, the

implemented public health initiatives related to

choice of instruments has a bearing on growth.

issues such as smoking, alcohol consumption,
and education on HIV/AIDS also results in

Minimizing distortions in the tax system is vital.

positive effects on the economy.

Throughout history, taxation has been the
instrument of choice for governments in

4.2.2 Challenge of Mobilizing
Revenue Resources

mobilizing their own revenue. Whilst raising

Governments have at their disposal a number

developing country governments is to design a

of sources to mobilize revenue which could be

tax system that mobilizes sufficient tax revenue

broadly categorized into debt, non-debt capital,

to sustainably finance expenditure needed for

foreign aid and other unilateral grants, non-tax

growth and poverty alleviation, and to do so in

revenue including resource rents, seigniorage

a way that does not in itself undercut objectives

and taxes, of which a governments' own fiscal

by unduly worsening pre-existing distortions or

revenue pool is typically derived from taxes,

inequities.19 Furthermore, many characteristics

non-tax revenue and seigniorage. In most

of developing economies, such as large

economies, domestic and international taxes

informal sectors make the problem of revenue

of goods and services followed by personal and

mobilization through taxes particularly

corporate income taxes form the core sources

challenging. The agricultural sector, in particular

of government revenue. In addition to these,

is hard to tax in all countries, for both practical

governments also apply a number of taxes in

and political reasons. Likewise, the capacity of

the form of levies. The most important sources

potential taxpayers to comply with tax rules and

of non-tax revenue typically materialize in the

of the authorities to administer them is another

revenue is the core objective of any tax system,
one of the central challenges confronting

17

Baldacci, E., et al. (2003), “More On The Effectiveness of Public Spending on Health Care and Education: A Covariance
Structure Model”, Journal of International Development, 15(6).

18

Gupta, D. (2015), “Fiscal Resources for Inclusive Growth”, in Park, D., et al. (eds.), Inequality, Inclusive Growth and Fiscal
Policy in Asia, Asian Development Bank and Routledge, New York.

19

IMF (2011), Revenue Mobilization in Developing Countries, International Monetary Fund, Washington, D.C.
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challenge. Moreover, many of them are

revenue. This is one of the strongest arguments

themselves likely to be affected by the tax

in favour of broad based taxes.21

system in force. For instance, heavy taxation of
the formal sector will tend to encourage growth
of the informal sector, and an inappropriate tax
design may provide further opportunities for
corruption. 20 All these features constrain
effective taxation. Different taxes vary in terms
of their long-term efficiency and equity effects.
As such employing the right mix of tax
instruments to suit individual

country

characteristics are critical to ensure that the tax
system generates sufficient revenue at
minimum costs.

Furthermore, different taxes have varying
impacts on growth. For example, in the OECD,
corporate income tax (CIT), followed by
personal income tax (PIT) are found to be the
most distortive taxes for long-term growth, whilst
consumption taxes followed by property taxes
are least damaging.22 Likewise, lower CIT rates
are found to be associated with faster growth,
including in non-OECD countries. 23 These
findings support the theory that taxation of
capital income has a potentially strong negative
impact on investment. In addition to growth

Another important aspect to be kept in mind is

effects, taxation also has distributional

the growth and distributional effects of taxes.

consequences. Progressive personal tax rates

As noted earlier, taxes tend to distort economic

and consumption tax rates are good examples.

incentives and behaviour. Any change in the

The issue here is one of the trade-off between

taxation system would require a change in the

growth costs and redistribution benefits. Thus,

base or rate of some taxes. Firms and

countries must seek to strike a mix of tax

households would then respond by shifting

instruments in their bid to minimize adverse

resources from highly taxed activities to lesser

effects on growth.

taxed ones. When market prices reflect social
costs and benefits reasonably well, this poses

4.2.3 Risks of Debt Financing

a trade-off between revenue and efficiency.

As noted earlier, in addition to a government's

Sometimes market prices may not reflect social

own source of finances, fiscal expenditures can

costs and benefits; taxes can then improve the

be financed through debt. Debt financing does

allocation of resources, but only if market

have its own merits and demerits. Assuming

imperfections can be quantified so as to guide

that returns from a project financed through debt

the design of the tax structure. As a rule, the

are higher than the interest payment, debt-

economic cost of taxation increases more than

financed investments have the potential to spur

proportionately with the rate of taxation. The

economic growth. However, the strategy is

narrower the base, the higher the tax rate will

fraught with risk since adequate levels of

have to be to generate a given amount of

revenue from a project may not be created. In

20

Tanzi, V. and H. Zee (2000), “Tax Policy For Emerging Markets: Developing Countries”, IMF Working Paper WP/00/35,
International Monetary Fund, Washington, D.C.

21

World Bank (1988), World Development Report: Opportunities and Risks in Managing the World Economy - Public Finance
in Development, World Bank, Washington D.C.

22

Arnold, J. (2008), “Do Tax Structures Affect Aggregate Economic Growth? Empirical Evidence from a Panel of OECD
Countries,” OECD Economics Department Working Paper No. 643, Organization for Economic Cooperation and
Development, Paris.

23

Lee, Y. and R.H. Gordon (2005), “Tax Structure and Economic Growth,” Journal of Public Economics, Vol. 89(5).
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addition, it is particularly important to note that

external debt falls short of the contractual value

high public debt has a tendency to hamper

of debt.24 If a country's debt level is expected to

growth given that it increases uncertainty over

exceed its repayment ability with some

future taxation, leading to a crowding out of

probability in the future, expected debt service

private investment, and weakening a country's

is likely to be an increasing function of the

resilience to shocks.

country's output level. Thus, some of the returns

Theoretical literature on the relationship
between the stock of external debt and growth
has largely focused on the adverse effects of
'debt overhang'. Debt overhang is defined as a
situation where the expected repayment on

from investing in the domestic economy are
effectively 'taxed away' by existing foreign
creditors, and investment by domestic and
foreign investors - and thus economic growth is discouraged.25

Figure 4.1
Fiscal Deficits and Public Debt

% of GDP

Public debt
Primary deficit
Overall deficit

Figure 4.2
Revenue and Expenditure

Percent of GDP

Capital expenditure
Recurrent expenditure
Revenue

Government
revenue
mobilization
efforts have
failed to even
adequately
cover public
recurrent
expenditure
needs, let
alone capital
investment
requirements.

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: Estimated using data from Ministry of Finance and Planning, Annual
Report, Colombo, various years.

24

Krugman, P. (1988), “Financing vs. Forgiving a Debt Overhang”, National Bureau of Economic Research Working Paper No.
2486, Cambridge.

25

IMF (2011), Revenue Mobilization in Developing Countries, International Monetary Fund, Washington D.C.
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the public debt increases, there will be growing

4.3 Overview of Sri
Lanka's Fiscal Position

uncertainty about actions and policies that the

Throughout Sri Lanka's post-independence

government will resort to in order to meet its

history, successive Sri Lankan governments

debt servicing obligations, with adverse effects

have racked up unsustainable fiscal deficits.

on investment. In particular, as the stock of

The implementation of the Accelerated

public sector debt increases, there may be

Mahaweli Development Project during the

expectations that the government's debt service

period 1978-1983, in tandem with the first wave

obligations will be financed by distortionary

of economic reforms, saw the fiscal deficit

measures. External debt service (in contrast to

balloon into unsustainably high double-digit

the total debt stock) can also potentially affect

levels, where the deficit peaked to 19.2 per cent

growth by crowding out private investment or

in 1980. The second highest deficit of 12.7 per

altering the composition of public spending.

cent was recorded in 1988, which marked the

Other things being equal, higher debt service

commencement of a fiscal stabilization

can raise the government's interest bill and the

programme under a second wave of economic

budget deficit, reducing public savings; this, in

reforms. Despite some improvements as shown

turn, may either raise interest rates or crowd

in Figure 4.1, deficits have continued to

out credit available for the private investment,

average 7-8 per cent of GDP with knock-on

dampening economic growth. Higher debt

effects on other critical areas of macroeconomic

service payments can also have adverse effects

policy management, most notably fuelling high

on the composition of public spending by

and volatile rates of inflation. With rising fiscal

squeezing the amount of resources available

imbalances, the country's indebtedness also

for infrastructure and human capital, with

rose - peaking most recently at 105 per cent of

negative effects on growth.

GDP in 2002 - narrowing the options for policy

Debt overhang also depresses investment and
growth by increasing uncertainty. As the size of

Amidst extensive research on debt and growth,
there is no consensus on the optimal level of
public debt. Yet, numerous studies recognize

manoeuverability and limiting the ability to
respond appropriately to domestic and external
shocks.

that a nonlinear relationship between debt and

Figure 4.1 also shows that the government has

growth exists. Increases in debt at a higher level

been a continuous dis-saver, running primary

tend to affect growth more negatively than the

deficits in the range of 2-3 per cent of GDP. This

same debt increase at a lower level of debt. In

reflects the fact that government revenue

their seminal study, Reinhart and Rogoff (2010)

mobilization efforts have failed to even

find that countries with debt above 90 per cent

adequately cover public recurrent expenditure

of GDP experience significant weakening of

needs,

growth. 26 Other studies also find similar

requirements (Figure 4.2).

let

alone

capital

investment

nonlinearity at the same level of debt.27

26

Reinhart, C. M., and K.S. Rogoff (2010), Growth in a Time of Debt, National Bureau of Economic Research, Cambridge.

27

Kumar, M. S., and J. Woo (2010), Public Debt and Growth, International Monetary Fund, Washington D.C.
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Figure 4.3
Comparative Trends in Government Revenue and Debt
Government Gross Debt

% of GDP

% of GDP

Government Revenue

Sri Lanka
Emerging and developing Asia
Emerging market and developing economies

Sri Lanka
Emerging and developing Asia
Emerging market and developing economies

Source: IMF, World Economic Outlook database.

Reforms towards more efficient public finance

is poor. Government revenue generation is well

management have been sporadic and largely

below the desired level, while the government

ineffective. In 2003, the government enacted

debt burden is much higher than countries at

the Fiscal Management Responsibility Act,

similar levels of development.

aimed at containing the size of both the fiscal
deficit and public debt. However, in the aftermath
of

the

December

2004

tsunami

that

necessitated a sharp increase in expenditures
for reconstruction and rehabilitation, the targets
set by the Act were largely ignored. On a more
positive note, reporting requirements saw some
improvement with the Ministry of Finance
tabling mid-year reviews on performance.
Since 2009, Sri Lanka appears at first glance
to have made some headway in reversing the
country's fiscal fortunes. The fiscal deficit fell
progressively to 5.4 per cent of GDP in 2013,
while the public debt-to-GDP ratio too climbed
down steadily to around 70 per cent of GDP.
However, the explanation for this lies in more
robust nominal GDP growth over the same
period than any underlying efforts at addressing
structural weaknesses in fiscal policy
management.
As could be observed from the Figure 4.3, Sri
Lanka's fiscal position in comparison with other
developing and emerging market economies
66
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4.3.1 TTrends
rends and Patterns of TTax
ax
Revenue Generation
The bulk of Sri Lanka’s tax revenue is sourced
through indirect taxes, followed by direct taxes
and non-tax revenue (Figure 4.4). Whilst the
share of direct taxes has remained more or less
unchanged over the years, revenue from
indirect taxation and non-tax sources have
declined significantly over the years which has
contributed to the poor revenue collection
performance.
The ‘progressivity’ of Sri Lanka’s taxation
system however has improved marginally. The
share of taxes on income has begun to trend
upwards since around 2010. Nonetheless, this
is not truly reflective of the underlying taxation
principles adopted, given that the regressivity
of taxes such as VAT and import duties have
been minimized through exemptions on basic

announced intentions to reverse this over time
to a ratio of 60:40 as indirect and direct sources
of tax revenue.

consumption commodities as well as imposing

Revenue as a share of GDP has declined

high duties on items considered to be of a ‘luxury’

persistently from around 17 per cent in 2000 to

nature, etc. Indirect taxes currently make up 80

a historic low of 11.5 per cent in 2014 (see Figure

per cent of total revenue; the government has

Direct taxes
Indirect taxes
Non-tax revenue

Percent of GDP

Percent of GDP

Figure 4.4
Revenue Composition (2005-2015)

Production & expenditure
Income

Source: Estimated using data from Ministry of Finance and Planning, Annual Report, Colombo, various years.
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Figure 4.5
Breakdown of Tax Revenue by Instrument, 2000-2015

Other taxes and levies
Percentage share

International tax
Excise tax
Nation building tax
VAT
Direct tax

Source: Estimated using data from Ministry of Finance and Planning, Annual Report, Colombo, various years.

4.2). This is despite a steady rise in per capita

also led to the erosion of the tax base and

income in the country over the same period. As

complicated the tax structure further (Box 4.1).

noted earlier, consistent with the characteristics
of a developing economy, the bulk of Sri Lanka's

It is important to note that revenue from trade

tax revenue is sourced through indirect taxation,

taxes and excise taxes has helped off-set the

Value Added Tax (VAT) and a Nation Building

decline in indirect tax revenue to a large extent.

Tax (NBT) being the main indirect tax sources

Whilst there was a decline in revenue

(Figure 4.5). There has been a significant drop

generated through Customs duties as a

in revenue generated from VAT, from a high of

consequence of greater trade openness up to

5.9 per cent of GDP in 2004 to a historic low of

2003, a more restrictive trade policy outlook

2.6 per cent of GDP by 2015 which has been a

post-2004 through the application of a less

major contributory factor behind the steady

transparent para-tariffs regime - the Port and

decline in the tax-to-GDP ratio over the last

Air por t Levy (PAL), CESS and a Special

decade.

Commodity Levy - have off-set the fall in
Custom duty revenues and contributed

In terms of the direct tax revenue, corporate

significantly to the overall growth of trade tax

income tax accounts for the major portion of

revenue. In terms of excise taxes, whilst taxes

direct taxes, followed by taxes on interest

collected from tobacco and liquor account for

income and personal income tax. Revenue

the lion share of excise revenue, there has been

generated from direct taxes has remained

a notable increase in excise collected on motor

stagnant over the past decade. In an ideal

vehicle sales.

scenario revenue from direct taxes should
increase given the progressive nature of such

The inability to reverse the country's weakening

taxes; however, in Sri Lanka's case, despite the

revenue base comes despite a slew of

high growth rates enjoyed by the country over

recommendations to address tax administration

the past decade, tax revenue mobilization from

and policy under a 2010 Presidential

direct tax sources have been stagnant. Sri

Commission on Taxation. The implementation

Lanka has a long history of offering tax

of reforms at best has been ad hoc and

incentives as an instrument to attract

incomplete, weakening overall public finance

investments with limited success, which has

management in the country.
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Box 4.1
History of Tax Incentives in Sri Lanka
Sri Lanka has a long history of offering tax incentives to attract investment dating back to the
heights of the import substitution industrialization era. Up until 1977, keeping with the inwardlooking economic policy that prevailed, they were offered to certain import-substitution
industries, agriculture, housing, non-traditional exports, tourism and gem industry, in addition
to the specific incentives offered to the crop sectors of tea, rubber and coconut. All such
incentives were offered under the authority of the Inland Revenue Department (IRD).
With the shift towards a market led growth strategy and the emphasis on attracting FDI to
catalyze the export sector, tax incentives were offered to foreign investors setting up operations
within designated free trade zones owned and operated by the Greater Colombo Economic
Commission (GCEC). The amalgamation of the GCEC and the Foreign Investment Advisory
Council (FIAC) to form the Board of Investment in 1992, saw the BOI being vested with
powers to grant tax incentives to foreign investors. The BOI Act superseded the provisions set
out in the Inland Revenue Act with regard to tax incentives offered to BOI projects. Projects
receiving 'BOI status' were granted generous income tax concessions and Customs duty
exemptions, subject to meeting criteria based on the size of investment, export orientation
and employment generation. This however created a dichotomy between local and foreign
investors. Thus, recognizing the 'uneven playing field', the government extended BOI tax
incentives to local companies from the early 1990s.
In 2006, the government introduced the Nipayum Sri Lanka, 300 enterprise programme
which offered a special tax incentive package to investors setting up enterprise outside the
Colombo and Gampaha districts. The lead agencies in the implementation of this programme
were the Ministry of Industries and the BOI. The tax incentives for projects under this programme
were granted both under the BOI and under the IRD, and new projects had the option of
availing themselves of either, not both.
Sri Lanka took an important step in streamlining tax incentives through the Budget 2011. All
tax incentives offered related to corporate income tax were written into the Inland Revenue
Act. From there onward, tax incentives for new projects are granted in line with the country's
general income tax provisions, and the BOI was relieved of the authority to introduce any new
incentive packages on its own.
In the meanwhile, for pioneering investments, special incentives packages are to be negotiated
on a case-by-case basis under the provisions set out in the Strategic Development Projects
(SDP) Act of 2008. These are only in respect of investments that require incentives exceeding
those stipulated in the tax holiday provisions of the IRD tax code.
In addition to tax incentive offered under the BOI Act, successive government budgets over
the years have seen the introduction of tax incentives targeted at SMEs. Incentives include
pre-establishment cost write-offs, tax holidays for both new investments and expansions
ranging from 3-6 years depending on the volume of investment, triple deductions on R&D
expenditure undertaken by SMEs and VAT and duty exemptions for selected manufacturing
activities such as handlooms, agriculture processing, fisheries, poultry and rice milling to
name a few.
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4.3.2 TTrends
rends and Patterns of
Public Expenditure
As evident from Figure 4.6, Sri Lanka has seen
a steady decline in fiscal expenditure from a
high of nearly 27 per cent of GDP in 2000 to
17.2 per cent in 2014. This has come about
through a better mix of expenditure, focused on
restraining current spending whilst accelerating
capital investment.

meaningful reform efforts in public finance
management.
Of the three main recurrent expenditure
categories, reform initiatives have hardly
touched on the country's large public sector or
subsidies and welfare measures in place. This
is despite the fact that in the case of the latter, a
host of subsidies (e.g., fertilizer) and transfers
(e.g., Samurdhi) where issues of targeting and
the effectiveness of outcomes have been

The bulk of Sri Lanka's fiscal expenditure over

subject to considerable debate. 28 Public

the past decade has been expended on

finances are heavily burdened by a non-

financing recurrent government expenditure.

contributory pension scheme, whilst at the same

Whilst this figure has been falling over the years,

time leaving a large share of Sri Lanka's elderly

it still accounts for a significant portion of

and vulnerable population without adequate

expenditure outlays. The composition of current

means of social protection.29

expenditures - primarily made up of salaries
and wages, interest payments on public debt,
and transfers and subsidies - has hardly
changed either, underlying the lack of

Sri Lanka has a large and growing cadre of
public sector employees, estimated to account
for approximately 15 per cent of the total

Figure 4.6
Government Expenditure Trends (2000-2015)
Composition of Current Expenditure 2015
Total expenditure
Recurrent expenditure
Capital expenditure

Personal
Emoluments
Other purchases
of goods and
services
Interest
payments
Transfer
payments

Source: Estimated using data from Ministry of Finance and Planning, Annual Report, Colombo, various years.

28

Tilakaratna, G., A. Galappattige and R. Jayaweera (2013), “Safety Nets in Sri Lanka: An Overview”, report prepared for the
World Bank, Colombo.

29

IPS (2015), “Reforming Sri Lanka’s Social Protection System” in Sri Lanka: State of the Economy 2015, Institute of Policy
Studies of Sri Lanka, Colombo.
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employed in 2015. Aside from the heavy fiscal
recurrent expenditure burden of salaries and a
non-funded public sector pension scheme, the
Treasury must also grapple with transfers to loss
making SOEs.
Sri Lanka currently hosts 245 SOEs under
different legal structures such as statutory
bodies, limited companies, subsidiary firms, and
even government departments. As Table 4.1
illustrates, several loss-making and nonfunctional SOEs rely heavily on the government
budget for recurrent expenditures. Most of the
minority share-holding companies fail to pay
dividends to the government and accrue heavy
debts,

which

have

impacts

on

bank

performance, and an unusual accumulation of
inter-SOE debts as well. Among the 245 SOEs,
the government has identified 55 SOEs as
strategically important. Eleven SOEs among
these too have incurred heavy losses especially in the commercial operations of the
energy, aviation, commuter transpor t, and
plantations sectors.

The government
has identified 55
SOEs as strategically important.
Eleven SOEs
among these too
have incurred
heavy losses –
especially in the
commercial
operations of the
energy, aviation,
commuter transport, and plantations sectors.
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Table 4.1
Profitability of Selected SOEs (Rs. mn.)
Enterprise
Sri Lankan Airlines Ltd

Profit/(Loss)
2005
480

Ceylon Electricity Board

(6,852)

Sri Lanka Transport Board

(1,119)

Mihin Lanka (Pvt) Ltd

2012

2013

Budgetary Support (2014)

2014

Recurrent

Capital

(21,751) (32,358) (16,181)

-

-

(61,447)

-

16,793

22,945 (13,303)

(2,964) (10,640)

(9,407)

6,965

1,597

(2,866)

(1,187)

-

6,528

(2,566)

Source: MOFP, Annual Report 2014, Ministry of Finance and Planning, Colombo.

In addition to direct budgetary assistance, in

direct borrowing with Treasury guarantees.

order to sustain the operation of SOEs, the

Among

government has also resorted to issuing

government-backed guarantees, the Ceylon

Treasur y guarantees. Sri Lanka's Fiscal

Petroleum Corporation (CPC) has been issued

Management Responsibility Act of 2003 capped

the most contingent liabilities. Moreover, the

such contingent liabilities at 4.5 per cent of GDP;

Road Development Authority (RDA) has also

this was amended and raised to 7 per cent in

been granted significant guarantees. This

2013. Contingent liabilities have increased

indicates the vicious cycle associated with the

sharply from 1.6 per cent of GDP in 2006 to 5.7

subsidization of loss-making SOEs and their

per cent of GDP in 2014 (Figure 4.7).

impact on ancillary institutions. For instance, the

state

institutions

issued

with

CPC continues to provide fuel to loss-making
These contingent liabilities, therefore,

enterprises such as SriLankan Airlines, Mihin

effectively increase the level of government

Lanka, and the Ceylon Electricity Board (CEB)

liabilities. As Table 4.2 indicates, many non-

that are consequently unable to fulfil financial

revenue generating entities that previously

obligations. In turn, the CPC absorbs a financial

depended on fiscal transfers have resorted to

loss that is eventually borne by the state.

Figure 4.7
Treasury Contingent Liabilities

Treasury guarantees (Rs. mn.)

Source: MOFP, Annual Report, Ministry of Finance and Planning, Colombo, various years.
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Table 4.2
Contingent Liabilities Granted to Select Government Agencies, 2014
Value (Rs. mn.)

Capital on Treasury
Guarantee (Rs. mn.)

Airport and Aviation Service Ltd

32,587.23

445.46

CEB

17,985.11

13,876.05

CPC

206,426.00

205,950.00

CPC Storage Terminals Ltd

4,634.50

2,374.50

Lakdhanavi Ltd

5,984.00

5,984.00

Ministry of Defence and Urban Development

7,550.00

7,017.59

National School and Business Management Ltd

8,600.00

2,856.46

Paddy Marketing Board

6,493.00

6,377.01

People Bank Pension Trust Fund

5,000.00

5,000.00

RDA

97,961.81

71,560.45

Sir John Kotalawala Defence University

27,726.39

27,152.53

UDA

21,372.37

21,222.37

West Coast Power

21,993.75

11,184.08

465,784.03

382,261.20

Total

Source: MOFP, Annual Report 2014, Ministry of Finance and Planning, Colombo.

In critical areas for funding such as education

expenditure on health and education.30 Further,

and health, the share of public expenditures as

these incidence of out-of-pocket expenditure

a percentage of GDP has been declining. For

on health and education is regressive,

example, current expenditure on health and

indicating that this could contribute to widening

education as a share of total government

the existing inequalities in quality and access

current expenditure has remained the same

to these services.

(Figure 4.8).
Adequate investments in health and education

In contrast to recurrent expenditures, there has

are important not only to ensure a skilled and

been a significant change in Sri Lanka’s capital

productive work force, but also to meet broader

investment profile. Sri Lanka’s public investment

objectives of socio-economic development and

lagged behind for years as other expenditure

equity. Available evidence suggests that

priorities, particularly spending on defence, took

although, education and health services are

precedence during three decades of armed

provided free of user fees, households on

conflict. This clearly is costly for long-term

average spend 6.2 per cent of their monthly

sustained growth; inadequate attention to

30

Arunatilake, N., N. Attanayake and P. Jayawardena (2010), “Equitability in Education and Health Services in Sri Lanka”, report
prepared for the Asian Development Bank, Manila.
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Figure 4.8
Breakdown of Current Expenditure, 2005 and 2015

(Rs. mn.)

Source: MOFP, Annual Report, Ministry of Finance and Planning,
Colombo, various years.

Since becoming a lower
middle-income
country, Sri
Value
Capital on Treasury
Lanka has
become less
qualified for
concessional
loans, and issues pertaining to debt
accumulation
and repayments have
become more
acute.

capital spending, especially in investments that

that the bulk of public infrastructure investment

have higher returns, reduces the government’s

was financed through external borrowing, the

capital formation and consequently inhibits the

long-term fiscal implications on debt financing

development potential of the country.

is increasingly of growing concern.

Capital expenditure, in non-military productive
that stimulate growth and expand economic

4.3.3 Public Debt and Debt
Servicing

activities in the private sector in the medium to

Successive governments have pursued debt-

long-run. As previously noted, capital spending

financed investment as well as debt-financed

was raised to an average of 6 per cent of GDP

consumption through both domestic and foreign

post-2006 in suppor t of the gover nment’s

means of borrowing. For example, the

infrastructure investment led growth strategy.

Accelerated

While some projects were clearly justifiable,

Programme (AMDP) was mainly a foreign debt-

there were also many that will perhaps not

financed investment. Such policy prescriptions

generate returns to repay costs incurred. Given

led to the accumulation of debt that amounted

purposes, is seen to create multiplier effects

74
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Figure 4.9
Composition of Foreign Debt Expenditure, 2005-2014

Health and social welfare

Ports and shipping

Education and training

Other
Roads, bridges and
ground transport
Power and energy, water
and irrigation
Rehabilitation, housing
and urban development

Source: Estimated based on data from MOFP, Annual Report, Ministry of
Finance and Planning, Colombo, various years.

to 105 per cent of GDP in 2002. Notably, as a
low-income country, Sri Lanka was granted
access to concessional foreign loans with long
repayment periods and low interest rates.
However, since becoming a lower middleincome country, Sri Lanka has become less
qualified for concessional loans, and issues
pertaining

to

debt

accumulation

and

repayments have become more acute.
The negative impacts of debt-financed
investments are somewhat ameliorated with
pertinent investments in projects that produce
high returns in dollars (or other exchange)
through direct or indirect means. Such returns
would better facilitate the repayment of debts.
Politically motivated investments with low
returns result in a necessity for debt rollovers,
as the government requires more loans to repay
previous loans. As evident from Figure 4.9, a

A vast proportion of
debt expenditure has
been spent
on investments that
have low
financial
returns
such as
roads,
bridges and
ground
transport
with fewer
resources
dedicated to
investments
with high
returns
such as
education.

vast proportion of debt expenditure has been
spent on investments that have low financial
returns such as roads, bridges and ground
transport with fewer resources dedicated to
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Figure 4.10
External Debt Trends

Source: CBSL, Annual Report, Central Bank of Sri Lanka, various years.

investments with high returns such as

eased from 2011 in a bid to encourage private

education. The situation is worsened even

firms and commercial banks to tap foreign

further if the investments fail to generate

sources for funding.

employment for domestic citizens.
Critically, the composition of Sri Lanka's
While Sri Lanka's overall public debt ratios have

outstanding external debt has swung sharply,

fallen steadily from unsustainably high levels

away from concessional forms of foreign

in excess of 100 per cent of GDP in the early

borrowing to high cost non-concessional

2000s to 70.7 per cent by 2014 - helped by

borrowing. This is partly a result of Sri Lanka

rapid nominal GDP growth - the country's

graduating into middle income status in 2010,

external debt profile has undergone significant

thus limiting access to the pool of concessional

changes. As seen in Figure 4.10, there has been

funds from international donor agencies. This

a notable increase in total external debt, driven

increase in non-concessional borrowing has

largely by an increase in private external

resulted in a significant increase in debt

borrowings; regulations governing foreign

servicing costs, despite the reduction in overall

borrowing by Sri Lanka's private sector were

debt levels.

Interest payments
Debt service ratio

Source: CBSL, Annual Report, Central Bank of Sri Lanka, various years.
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Debt Servicing Costs
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Total interest payments on debt as a percentage

IMF intervention of a 36-month Extended Fund

of GDP has reduced from progressively from

Facility (EFF) of US$ 1.5 emphasis has been

6.4 per cent to 4.2 per cent between 2009 and

placed on reforming SOEs and reducing the

in 2014 before reversing in 2015 (Figure 4.11).

subsidy bill. However, the extent of expenditure

The reduction was primarily due to lower

reforms is severely constrained by the political-

domestic interest rates, as well as foreign

economy of the country and populist measures

currency interest rates in the aftermath of the

- such as the public sector salary increase of

global financial crisis. However, Sri Lanka's debt

Rs. 10,000 through the interim-budget of 2015 -

service ratio has risen progressively over the

which are counter-intuitive to the reform agenda.

same period, with growth in earnings from
exports of goods and services lagging behind

As noted previously, loss-making SOEs have

high external debt accumulation.

become a severe burden on the taxpayer and
immediate reform is required to stem the

4.4 Areas for Reform
As Sri Lanka continues to face a rapid
demographic transition associated with an
ageing population and dwindling numbers
entering the labour force, the pressures on
public finances will grow. The necessity is not
only to rationalize current spending patterns,
but also to focus on better directed public
spending in areas such as education and
health, to be in line with the changing
demographic profile of the country.

wastage of resources. Moreover, the state-led
development agenda pursued during the past
decade or so has crowded-out private
investment and has led to the public sector
becoming one of the main employment
generators in the country, leading to a bloated
and inefficient public sector. In recognition of
these pitfalls, the government proposed to
create a State Holding Corporation Limited in
order to manage and establish fiscal and
institutional disciplines across SOEs. Even
though the exact nature of the State Holding

4.4.1 Rationalizing Fiscal
Expenditure

Corporation is yet to be finalized, the process

Reforms to fiscal policy in an economy similar

Simultaneously, the government has proposed

to Sri Lanka's require a careful balance of

to sell shares of ventures deemed to be

imposing policy disciplines while maintaining

incongruent to the core competencies of SOEs

its development objectives. On the expenditure

while creating a 'Special Purpose Vehicle' to

front, it is imperative that an expenditure policy

concentrate on infrastructural development

aims to restrain the expansion of non-

initiatives.31

will possibly be developed along the lines of
the Temasek Company of Singapore.

developmental expenditure while adequately
providing for important social and infrastructure

Cognizant of the political-economy of the

needs of a developing economy. Within the

country, the pursuit of PPPs is regarded as a

government's current fiscal policy reform

more viable option in this regard since complete

agenda, some focus has been given to public

privatization will require significant political

expenditure, especially in the SOE sector. The

political capital. The adoption of PPPs enables

31

Economic Policy Statement by Hon. Prime Minister, Ranil Wickremesinghe in Parliament, 5th November 2015.
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a developing country to sequence its

in human capital investment can be stimulated

liberalization process by gradually exposing

through income transfers. Similar programmes

SOEs and the public sector to increasing levels

have been particularly successful in Latin

of private sector participation (especially

American and Caribbean nations such as Brazil,

foreign) and competition. 32 Joint-ventures

Mexico and Jamaica. However, it is important

enable transfers of skills that improves local

that where necessary, supply-side constraints

private sector capabilities while also extracting

are also addressed along with stimulating

long-term value-for-money through appropriate

demand in order to fully realize the benefits of

transfer of risk to the private sector. In doing so,

a

the government is better capable of stemming

programmes are more cost effective than

a significant outflow of revenue towards

blanket subsidies that have the potential of

subsidizing loss-making SOEs and to direct its

crowding out low-income individuals from vital

expenditure into more efficient investments.

services such as health care and education.

Another area for reform is subsidies and

It is important to note that as with many

transfers. Given Sri Lanka's fiscal position and

developing countries, subsidies are a key

its economic growth trends, inclusive growth is

component of Sri Lanka's economic policies as

becoming a more pertinent policy issue.

well. The fer tilizer subsidy and subsidies

Towards that end, it is vital that scarce

associated with school uniforms have gained

government resources are directed towards

particular focus recently due to policy changes.

policies that will have the most significant impact

In order to achieve a 'social market economy',

in alleviating poverty while also mitigating

the government initially replaced the granting

wastage. Conditional cash transfers (CCTs) -

of fertilizer and uniforms at subsidized rates,

both direct and indirect - have been identified

with a voucher system. The voucher system was

as an important tool that balances these needs

expected to reduce bureaucratic inefficiencies

well in developing economies. Conditional cash

associated with government procurement and

transfers, which are also provided in the form

also reduce the associated cost burden on the

of means tested subsidies, can provide a

government. In the face of opposition to the new

valuable safety net along with investment in

system, the voucher, however, has now been

human development that benefits the poor.

replaced with a cash transfer to target recipients.

CCT programmes require recipients to
return for the cash transfer, such as enroling

4.4.2 Rethinking Sri Lanka's TTax
ax
Policy

children in school and maintaining adequate

An IMF assessment carried out in 2005 set out

attendance levels, receiving prenatal and

a revenue-to-GDP target of 15-20 per cent as a

postnatal

encouraging

reasonable minimum 'threshold' for developing

immunization. It is assumed that major changes

countries.34 Sri Lanka's revenue to GDP ratio

undertake certain behavioural changes in

treatment,

and

CCT

programme. 33

Such

targeted

32

IMF (2015), “Making Public Investment More Efficient”, International Monetary Fund, Washington, D.C.

33

Son. Hyun H. (2008), Conditional Cash Transfer Programmes: An Effective Tool for Poverty Alleviation?, Asian
Development Bank, Manila.

34

IMF (2005), “Monetary and Fiscal Policy Design Issues in Low Income Countries,” International Monetary Fund,
Washington, D. C.
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has been on a steady decline and currently

expressed the intention to make the tax system

stands at 13 per cent which is well below the

more progressive, a number of recently

minimum threshold, raising concerns with

introduced changes to the tax structure run

respect to the effectiveness and efficiency of

counter to this objective and are regressive in

the existing tax system. Furthermore, Sri Lanka's

nature, thus having important distributional

tax structure remains highly regressive with

consequences.

close to 80 per cent of revenue being generated

recommendations given by the Presidential Tax

through indirect tax, thus having distributional

Commission, there is a need to downscale the

consequences.

number of taxes to about 8-10 taxes from the

Moreover

as

per

the

current level of about 25 taxes.
Most economists and policymakers today are
of the belief that high tax rates not only

Against the preceding backdrop, this section

discourage and distort economic activity, but

discusses some of the key area Sri Lankan

are also ineffective in redistributing income and

policymakers

wealth. The common mantra today is to apply

undertaking reform with a view to strengthening

lower tax rates on broader bases. As such, the

the tax base and address structural flaws and

'holy trinity' of options, proposed by most fiscal

thereby address fiscal sustainability and equity

experts are broadening bases, lowering rates,

concerns. As shown in Table 4.3, Sri Lanka's

and better administration. Consistent with this

tax system has undergone frequent changes

premise, the budget proposals for 2016 saw

that have often made the system more complex

the government lowering tax rates on a number

and unpredictable.

should

contemplate

in

of key revenue instruments; however, the
narrow tax base continues to remain

At the outset, Table 4.3, seats out the chronology

unaddressed. Whist the government's economic

of major tax policy developments since 1992,

policy statement unveiled in November 2015

to set the tone for the analysis.
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Box 4.2
Successful Tax Reform Experiences in Developing Countries
Successful tax reform efforts in developing countries have been few and far to come by. However, a number of interesting cases exist. Indonesia's tax reform programme during the 1980s
has been one to stand out. Prior to 1983, the bulk of Indonesia's fiscal resources were sourced
through non-tax oil revenue. The oil crisis of the early 1980s compelled Indonesian authorities
to diversify revenue sources paving the way for a comprehensive tax reform agenda. Reforms
saw the introduction of a VAT, together with a luxury sales tax. Both personal and corporate
income tax bases were broadened by eliminating special tax preferences, and tax rates were
lowered to encompass a three-rate structure down from 17 personal income taxes and three
business taxes. In addition, Indonesia introduced a property tax and a comprehensive restructuring of the tax administration was carried out. The outcomes of the reforms were impressive;
within a period of three years, the share of non-oil revenues as a share of GDP increased by
almost 50 per cent.
Vietnam's tax reform experience is another interesting case. Even though Vietnam had attempted to reform its tax system for well over two decades, a new round of comprehensive tax
reforms was undertaken in 2006. This new round was necessitated by a relative decline of
revenue for SOEs - the major payer of corporate income tax and VAT at the time - the anticipated
decline in oil output and hence oil revenues, the rise of the private sector, increased FDI flows
into the country, and a decline in trade taxes. The reform package encompassed a reduction in
corporate income tax (CIT) rates, the simplification of incentives, and the reduction of exemptions. VAT was modified to reduce the number of exemptions and reduce the number of items
that benefitted from a lower tax rate. In addition, the country's tax administrator, the General
Department of Taxation (GDT) which had a reputation for red tape and corruption was subject to
comprehensive governance reform. To overhaul governance, the government sought to: a)
simplify tax administrative procedures, b) enhance and diversify tax services, c) promulgate
regulations on audit and examination on the basis of risk management, d) modernise, automate
and integrate a single system of tax management, and e) enhance cooperation with foreign tax
authorities and international institutions.
The lowering of CIT rates, the introduction of a much revised personal income tax (PIT), and
notwithstanding the decline in oil output and the resultant drop in revenues had left the overall
tax ratio in 2012 at about the same level as in 2005. This was despite the fact that tax revenues
from the oil sector declined from 35 per cent of all tax revenues in 2005 to only 12 per cent in
2012. The revenue levels had been maintained as a result of the improvement in the CIT from
non-oil sector companies, as well as from a tripling in revenues from the tax on individuals. In
addition, due to legal changes and fierce enforcement, the number of active, registered taxpayers soared from about 4 million in 2006 to about 15 million by 2014. In terms of taxpayer
compliance requirements, World Bank reporting indicates that procedures have been streamlined and that the new laws and their regulations are more user-friendly.
Source:
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Khalidzadeh-Shiraz J and A. Shah (1991), "Tax Reform in Developing Countries, What Constitutes Successful Tax Reform, A Review of Developing Country Experiences", Finance and
Development, 28(2); ITC-OECD (2015), "Examples of Successful DRM Reforms and the Role
of International Co-operation", Discussion Paper, available at https://www.oecd.org/ctp/tax-global/examples-of-successful-DRM-reforms-and-the-role-of-international-co-operation.pdf.
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Table 4.3
Major Changes in Tax Structure, 1992-2015
Year

Description

1992

Introduction of Withholding Tax on specified fees and the National Security Levy (NSL)

1998

Introduction of Goods and Services Tax (in place of Turnover Tax) from 01.01.1998 - threshold
for registration Rs. 500,000 per quarter or Rs.1,800,000 per annum at 12.5%

2002

Introduction of Value Added Tax – (by abolishing Goods and Services Tax and National
Securities Levy) – threshold for registration Rs. 500,000 per quarter or Rs.1,800,000 per
annum and charged under 3 types of rates – zero, 10% and 20% for goods specified in the
schedules

2003

VAT on financial services was introduced on the book profit of banks and financial institutions

2004

Economic Service Charge was introduced by Finance Act No. 11 of 2004
Standard VAT rate changed to 15% from 01.01.2004 and basic rate was imposed on several
essential goods at 5% with effect from 19.11.2004

2005

Introduced Share Transaction Levy at the rate of 0.2% of tax payable by every buyer and
seller
Introduced Social Responsibility Levy at 0.25% of tax payable
Luxury VAT rate changed twice; from 01.01.2005 to 01.08.2005 18% and from 02.08.2005 –
20%

2006

Inland Revenue Act No.10 of 2006 introduced
Economic Service Charge Act No.13 of 2006 – with effect from the quarter commencing on
April 1, 2006 ESC imposed under this Act

2008

Introduction of Nation Building Tax (NBT) – rate of 1% from 01.02.2009 and from 01.05.2009
increased to 3%
Standard VAT rate reduced to 12% and basic rate was removed
Registration limit for VAT was increased to Rs.650,000 per quarter or Rs. 2.5 million per year
Optional VAT limit for registration was increased to Rs.3 million

2011

Individual tax free allowance increased to Rs. 500,000
20% VAT rate was reduced to 12% w.e.f. 23.11.2011 and VAT on financial rate also reduced
to 12% from 01.01.2011
NBT rate was reduced to 2% and extended to wholesale and retail businesses
Threshold for ESC registration was increased to Rs. 25 million per quarter

2012

Threshold on ESC was increased to Rs. 50 million per quarter and made liable to those who
have no taxable income

2013

Registration threshold on VAT and NBT was increased to Rs. 12 million per annum
Introduction of VAT on wholesale and retail trade, and liable threshold for registration not less
than Rs.500 mn. (including exempt supplies) for any consecutive 3 months in a year
The threshold in relation to partnership tax was increased to Rs.1,000,000

2014

Maximum rate of income tax applicable on employment income of qualified professionals
16%

2015

Threshold on VAT and NBT was increased to Rs. 15 million per annum and rate of VAT
reduced to 11%
Liable threshold for registration of wholesale and retail business reduced to Rs.100 million
Super Gain Tax was introduced as one off payment, for any individual, companies or group
of companies who have earned profits over Rs. 2,000 million in the tax year 2013/2014 and
who will be liable to pay 25% of their profit.

Source: IRD, “Policy Changes over the Years”, Inland Revenue Department, available at http://www.ird.gov.lk/en/about%
20IRD/SitePages/Policy%20Changes.aspx?menuid=110406.
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Despite being a major source of revenue,

allowances and (ii) interest relief as a

mirroring the global trend, revenue generation

replacement for tax holidays.

through corporate income tax (CIT) has been a
challenge for Sri Lanka owing to downward

In light of the above, Sri Lanka should revisit its

pressure exerted on CIT rates as a

tax incentive structure and better rationalize its

consequence of global competition. In view of

policy with a view to prevent the erosion of its

encouraging investments, the 2016 budget

tax base to ensure that revenue considerations

lowered CIT tax rates to a single rate of 15 per

are not undermined in the attempt to attract

cent from a progressive tiered rate structure and

investment. Furthermore, policymakers must

subsequently increased to 17.5 per cent in May

rethink the design of the CIT structure with a

2016. This

view to addressing regressive concerns.

move

has

t wo

impor tant

consequences; firstly, lowering the tax rate whilst
the base remains narrow will see revenues

Current VAT exemptions are also an area

from CIT taking a further hit; secondly, a single

needing reform. As alluded to earlier, VAT

CIT rate eliminates any sense of progressivity

accounts for the lion's share of Sri Lanka’s tax

in the CIT structure, working counter to the stated

revenue; however, its share over the last decade

objective of making the tax system more

or so has been on a gradual decline raising

progressive.

concerns on its effectiveness in sustaining the
required level of revenue. VAT in Sri Lanka is a

Sri Lanka offers corporate tax holidays and

single rate tax and a number of essential goods

concessions as incentives to encourage

and services are zero rated. The VAT rate was

investment. International experience, however,

increased in May 2016 from 11 per cent to 15

suggests that despite their continued popularity,

per cent and the base widened to cover some

tax incentives are often redundant and

of previously untaxed goods and services. This

ineffective and tend to reduce revenue and

move whilst contribution to improving revenues

complicate the fiscal system without achieving

is bound to have adverse distributional

their stated objectives.35 In addition, excessive

consequences.

use of tax incentives complicates tax
administration, facilitating evasion and

Whilst most developing countries around the

corruption. With a view to maximize the

wor ld have adopted VAT, inter national

likelihood of beneficial results from tax

experiences suggest that in many instances

incentives and to reduce the damage that may

flawed design and implementation often

be

and

undermine the effectiveness of VAT. One of the

implemented incentives, countries should at the

most common issues that has emerged in

very least try to offer as minimum number of

developing countries has been the fact that

concessions as possible, and as simple in

whilst at the time of initial implementation of

structure as possible. Moreover, one of the key

VAT, most VAT structures usually stand close to

recommendations of the Presidential Tax

the standard broad-based international model,

Commission of 2010 has been to move towards

however as time passes by VAT structures tend

caused

by

poorly

designed

as system of (i) accelerated depreciation

35

Bird, R. (2008) “Tax Challenges Facing Developing Countries”, Working Paper 9, Institute for International Business.
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to be littered with privileges and exemptions

high-income/wealth individuals could provide

that gradually erodes the base, thereby

a focus for enforcement efforts, with high profile

minimizing its revenue impact and creating

prison terms sending a salutary lesson. Strong

administration difficulties. Ad hoc and extensive

audit power, including the possibility to use

exemptions and zero rating also creates

indirect methods to assess tax liabilities, is an

classification disputes and increasing

effective tool for increasing the effectiveness of

compliance costs, opening up scope for VAT

audit operations; these enable revenue

36

As in the case of CIT

agencies to use third party information,

incentives, Sri Lanka has introduced a number

particularly related to assets and flow of

of tax concessions and exemptions with a view

investments, to estimate the taxpayer's income.

to encourage investment in the country. This

Taxing property is also seen as a powerful

has been carried out in a rather ad hoc manner

means of taxing the better-off.38

evasion, and corruption.

which has led to the erosion of the VAT base; it
has also complicated the VAT structure, leading
to compliance issues.

4.5 Summary
The legacy of Sri Lanka's welfare-state, history

Unlike in developed countries, receipts from

of populist public spending programmes, poorly

personal income tax (PIT) in developing

managed SOEs, and a bloated public sector

countries are low and stagnant, and come

bureaucracy have made rationalization of

predominantly from wage withholding on large

expenditures an uphill task. If performance of

enterprises and public sector employee.37 Sri

public finance management on the expenditure

Lanka's experience reflects this; Pay-As-You-

front has been mixed, fiscal performance on

Earn (PAYE) is the principal PIT collected from

the revenue front has clearly been very poor

both private and public sector employees. Like

since the early 1990s.

the CIT, the PAYE tax was initially applied on a
tiered rate structure; however, as of 2016 this

The fiscal landscape - marked by high deficits

was moved to a single rate system, where the

and government borrowing - leaves little leeway

standard rate is 16 per cent. As with the CIT, the

to reorient public investment toward high return,

move to a single rate structure eliminates any

high productivity sectors such as education and

sense of progressivity, working contrary to the

health care. Some degree of expenditure

stated objective of making the tax regime more

rationalization is necessary, particularly with

progressive.

regard to the loss making SOEs, poorly targeted
subsidies and transfers and populist spending

Curbing tax evasion and avoidance by high-

measures adopted from time to time; much will

income individuals is seen as a potential area

depend on the political will to tackle these and

for generating additional revenue. Establishing

which are perceived as highly sensitive to voter

dedicated units within the tax administration to

sentiment.

36

Ibid.

37

Carnahan. M. (2015), ‘Taxation Challenges in Developing Countries’, Asia & the Pacific Policy Studies, 2(1).

38

IMF (2011), Revenue Mobilization in Developing Countries, International Monetary Fund, Washington D.C.
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Box 4.3
Property Tax
Property taxes refer to "recurrent taxes on immovable property, measured gross of debt, levied on proprietors or tenants" . While there exists a dearth in research regarding such forms of taxes, analyses and
estimates deduce that a nation tends to utilize Immovable Property (IP) taxes as it progresses towards the
high income threshold.
The primary advantage of IP taxes is that it provides the state with a stable and predictable revenue source.
Property taxes maintain high 'cyclical resiliency' in comparison to other sources of government revenue i.e., the funds collected through property taxes tend to not fluctuate heavily during swings in the economic
cycle. For instance, during 2007-09, when the US found itself in the midst of a pronounced depression, the
revenue derived from individual income tax and sales tax plunged between 7.5-17 per cent. However, in
comparison, revenue from property taxes increased by 5 per cent during the given time period. As such, the
use of such taxes appears to provide much needed relief during times of great financial constraints. Furthermore, by compelling owners to bear a cost for holding property, IP taxes incentivize the efficient allocation of
resources to increase productivity. Thus, such taxes can act as a check on unbridled speculative pricing
during economic booms. In addition, the immovability and tangibility of the tax base reduces the chance of
evasion. Finally, since land taxes are considered to be an endogenous mode of revenue collection, its
implementation does not require an impetus on international tax coordination. The possible advantages of IP
taxes have encouraged several contemporary developing nations such as Vietnam, Cambodia and Singapore
to take the lead in implementing a more refined property tax mechanism. Vietnam, for example, has adopted
an area-based tax on non-agricultural land (excluding houses), and is considering further reforms in this
particular area. The tax is levied on the value of the land area, with additional improvements exempted from
taxation. By enacting such a policy, the Vietnamese policy makers aim to ensure that economic and industrial
activities are not discouraged. Furthermore, Singapore has increased the tax levied on home buyers as a
means of safeguarding the housing market from rapid appreciation.
However, IP taxes are no golden eggs. The general lack of contemporary enthusiasm in regard to such
modes of taxation indicates the presence of drawbacks that need to be considered when analyzing policy
decisions. For instance, unlike other forms of taxes, the value of IP cannot be self-assessed. Therefore, the
state has to bear the additional costs incurred in assessing rates and collecting revenue from the tax base.
This lowers the revenue to expense ratio, thus making the tax a less appealing proposition to law makers.
Furthermore, the implementation of a property tax scheme is hindered by the unpopularity of such revenue
collection methods amongst general voters. According to Bahl and Bird (2008) for each "per dollar of revenue
raised, property taxes generate more negative reaction than any other levy". Thus, politicians tend to be
reluctant to campaign for property taxes for fear of losing political mileage. Dissent against property taxes
arise, paradoxically, due to its transparency, as the burden is not hidden from taxpayers. Furthermore, such
a tax is often considered to be unfair as it assumes that it does delineate between ownership and payability.
For instance, citizens who are property rich but income poor, tend to be victimized. Hypothetically, the use of
property taxes encourages the efficient reallocation of land. However, when examined from an altruistic
manner, it may be a bitter pill to swallow.
The implementation of an IP tax in Sri Lanka can aid the government in combating fiscal vulnerability, and
incentivizing the efficient reallocation of (land) resources. In Sri Lanka, the decision making authority in
regard to property taxes lies with the Provincial Councils. While such a system reduces the burden of
governmental transfers, it prohibits the Centre from maximizing revenue, especially from its urban localities.
With Sri Lanka embarking on a massive urbanization endeavour, the base for property taxes is bound to
increase. Thus, at this conjuncture - when taking the country's fiscal position and its development trajectory
into account - the government has an opportunity to re-evaluate its IP tax policies and verify the feasibility of
utilizing such taxes to increase revenues.
Source: Bahl, R., and R. Bird (2008), "The Property Tax in Developing Countries: Current Practices and Prospects", in Toward
a 2015 Vision of Land, Lincoln Institute of Land Policy, Taiwan; Trin, H..L. and W. McCluskey (2012). "Property Tax
Reform in Vietnam: A Work in Progress" in Papers on Municipal Finance and Governance, Volume VIII, Institute of
Municipal Finance and Governance, Toronto.
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In the near term, the solution lies squarely in

weaknesses of the current tax system.

reversing the progressive decline in Sri Lanka's

Historically, Sri Lanka's tax structure has been

revenue collection efforts. The widespread and

a regressive one, with the bulk of revenue

ad hoc use of tax incentives as a tool to entice

generated through production taxes. Whilst the

investments has led to a severe erosion of the

government expressed its intention to arrest this

tax base. This has also contr ibuted to

trend and make the structure more progressive,

increasing the complexity of the tax structure,

a number of recent tax policy changes

leading to issues of monitoring and compliance.

introduced in 2016 work counter to this stated

Sri Lanka must urgently reevaluate this policy

objective. With limited fiscal resources

stance in view of broadening the tax base and

constraining investments in social sectors such

rationalizing the tax structure with the broad

as health and education and gaps in fiscal

aim of simplifying revenue administration and

support for social protection, especially of the

increasing compliance.

more vulnerable such as the elderly, regressive
tax structures will further undermine efforts

Another critical area of intervention that needs

towards equitable growth and development in

attention

the country.

is

to

address

distributional
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5. Promoting Exports and FDI
under Financing Constraints
5.1 Introduction
n the late 1970s, with reforms aimed to

I

efforts will be needed to achieve Sri Lanka's

liberalize the foreign trade regime, Sri

export and FDI targets in the years to come.

country to significantly open its borders to trade

Given the country's unsatisfactory fiscal

and FDI. In the decades that followed, trade in

performance, efforts to channel state funds to

goods and services increased to nearly 90 per

incentivize exports and FDI will be difficult. This

cent of GDP in 2000, with tea and apparel

calls for alternative approaches towards

expor ts leading the way. However, trade

promoting exports and export-oriented FDI

openness began to decline steadily - at a time

without drawing upon dwindling state funds. In

when the rest of the world was integrating more

this light, export and FDI promotion agencies

strongly and global trade was accelerating - to

need to play a stronger role in facilitating export

reach 36 per cent of GDP in 2015. Even at

and export oriented-FDI amidst a challenging

present, FDI remains below 2 per cent of GDP,

macroeconomic setting. This chapter will

five years after the end of the armed conflict.

examine the role of key export and FDI

The decline in openness and stagnating FDI is

promotion agencies in Sri Lanka with the aim

reflected in a shrinking world market share to

of analysing the existing export and FDI

levels last seen in the 1980s, accompanied by

promotion programmes in place. The chapter

a steady decline in exports and an export

will focus on identifying ways of maximizing

Lanka was seen as the first South Asian

basket that has remained largely unchanged
in a context of rising production costs and
weakening demand in some of its main markets
(Europe and the Middle East).
Sri Lanka has set itself an ambitious target of
US$ 20 billion exports by 2020; achieving this
target will require an increase in exports of
nearly 80 per cent during 2016-2020.
Meanwhile, the government has also placed
significant emphasis on driving FDI, with a
target of US$ 5 billion within the next three years
from current levels of US$ 970 million in 2015.
Hence, stronger export and FDI promotion
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Figure 5.1
Sri Lanka's Trade Performance, 1990-2015

Percentage (%)

Exports/GDP
Imports/GDP
Trade/GDP

Source: WITS and WDI databases.

gains from export and FDI promotion efforts

environment, increasing levels of protection,

currently in place, and examine some

etc., can also be blamed for the country's poor

alternative ways of financing exports and FDI,

trade performance despite various export

given current budgetary constraints.

measures and a dedicated institution in place
to promote exports, calling into question their

5.2 Trade and Investment Performance

effectiveness. However, it is important to note

Sri Lanka's trade performance has shown a

an important source of revenue for the

weakening trend over the years, with exports

government (Box 5.1).

that revenue generated from trade has
increased over time and continues to remain

as a share of GDP dipping down to just 12.8
per cent in 2015 compared to 24 per cent in

Despite numerous fiscal incentives, FDI flows

1990 (Figure 5.1). Meanwhile, imports have

have also been disappointing. Inflows remain

grown faster than exports but are lower

below 2 per cent of GDP, five years after the

compared to the 1990s. An unfavourable

end of the armed conflict; FDI flows are low

external environment following the global

compared to countries in the Asia-Pacific

financial crisis of 2008, though impacting Sri

(Figure 5.2). Moreover, FDI inflows have been

Lanka's trade performance, has not been the

concentrated in infrastructure projects, with little

only factor at play. The lack of diversification of

or no FDI going into industries associated with

exports, lack of an enabling environment for

global

trade caused by destabilizing macroeconomic

manufacturing or services sectors. In 2015, Sri

production

networks

either

in
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Box 5.1
Revenue and Expenditure Generated from Trade
In 2014, Sri Lanka Customs (SLC) collected about 51 per cent of national tax revenue. This is
a reduction from 61 per cent collected a decade ago. In fact, Sri Lanka collects more from
taxes on trade than its neighbours in the region as seen below.
While total revenue collection by SLC has increased over time, the contribution of various
border taxes has changed. Customs duty (CD) has been one of the main measures of border
taxes and currently raises about 17 per cent of tax revenue from international trade. However,
its contribution has fallen over time with the growing importance of other tariffs like Excise
duty and VAT on imports. The relative decline in revenue from CDs owing to trade liberalization
and a gradual reduction of duties, was off-set by an increase in revenues from other charges
like the PAL, CESS, SCL, Excise, VAT (on imports) and NBT in the last decade.
The introduction of a number of border taxes from time to time has enabled SLC to maintain
its important position as a collector of revenues for the government. However, the proliferation
of para-tariffs has resulted in a shift towards protectionism, making the current import tariff
regime complex and more 'protectionist' over time. Moreover, an escalating tariff structure
with higher rates of protection on final goods than on inputs used in production leads to
higher effective rates of protection and an anti-export bias.
Sri Lanka also imposes border charges on certain exports (vein quartz) as well as an export
CESS on some raw materials (cashew nuts with shells, raw hides and skins, metal scraps,
natural rubber, coconut products and tea) for various reasons, from discouraging export in
raw form to ensuring local supplies and generating funds for cultivation. Revenues from the
CESS are supposed to be ploughed back into the respective industries to encourage value
addition but this has not happened. It is yet to be seen whether an export CESS has any
impact on boosting value added exports of these products.
Composition of Government Revenue, Asia-Pacific, 2013
Maldives
Bangladesh
Sri Lanka
Philippines
Cambodia
India
Pakistan
Lao PDR
China
Thailand
Korea Rep.
Indonesia
Afghanistan
Malaysia
Singapore
Macao SAR,China

Taxes on international trade

Taxes on income, profits and capital gains

Taxes on goods and services

Other taxes

Social contributions

Grants and other revenues

Source: World Bank, "World Development Indicators"; SLC (2014); "Customs Performance Report 2014",
Sri Lanka Customs, Colombo.
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Lanka received a total FDI flows of US$ 969.7
million, of which 46.7 per cent went into

Figure 5.2
FDI as % of GDP, 2013

infrastructure, followed by manufacturing (26.5
per cent), services (26.3 per cent) and
agriculture sector (0.5 per cent).1 The need for
Sri Lanka to increase FDI in place of debt
financing is critical; a revamped role for the
Board of Investment (BOI) - the central
facilitation point for investors - will be significant
in this regard. The soon to be established
Agency for Development has the mandate to
revamp the BOI (Box 5.2).

Pakistan
Korea, Rep.
Thailand
Sri Lanka
Bangladesh
India
Philippines
Myanmar
China
Indonesia
Malaysia
Mongolia
Macao SAR, China
Vietnam
Lao PDR
Cambodia
Singapore
Hong Kong SAR, China

Source: World Bank, World Development Indicators.

Box 5.2
Development Bill
Agency for Development
Under the proposed Development (Special Provisions) Bill, an Agency for Development will be established
soon with the twin objectives of stimulating growth, expansion, and development of the Sri Lankan
economy; and reporting on key competitiveness issues facing the economy with the required policy
action. Towards this end, the Agency will draft plans, programmes, schemes while being responsible for
their implementation and coordination with relevant department/state institution/authorities (including the
BOI). The Agency will have powers over economic development areas, demarcate special areas for
development, and give directives to specified institutions to ensure the effective implementation of plans/
programmes/schemes.
In terms of FDI, the Agency will be given the task of attracting more investments into the country and
alleviate the problems faced by foreign investors by expediting the approval process. The Bill promises
to remove other obstacles facing potential investors including ownership of buildings and land (i.e., Land
Restriction and Alienation Act) and offer tax incentives to foreign and local companies that will locate in
economically depressed rural areas in the country. The Agency for Development seeks to insert Sri
Lanka into global value chains and enhance the competitiveness and value of the country's exports of
goods and services while generating employment and increasing people's incomes/welfare.

Agency for International Trade
The proposed Development Bill also aims to establish an Agency for International Trade, with the
objective of promoting international trade and creating an environment to facilitate export trade. Specifically,
the Agency will recommend measures to the government to increase exports, and change import
policies of the country. The Agency will also represent the Government of Sri Lanka during negotiations
of regional and multilateral trade agreements, and liaise with OECD, UNCTAD, ASEAN, APEC, BIMSTEC,
and SAARC. The Agency will also have the authority over institutions relating to international trade
including the Sri Lanka Export Development Board (EDB), the BOI, Department of Commerce, the
Department of Import and Export Control, the Sri Lankan Tea Board, etc.

1

CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo.
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5.3 Export Promotion

information problems, coordination problems,

Promoting exports ranks as a priority in both

comparative advantage discovery; spillovers

developed and developing countries in view of

and learning by doing; production of knowledge

the suggested strong relationship between

goods and R&D spillovers. 6 The theory of

exports and economic growth. Export promotion

international trade suggests that when perfect

has been defined in various ways, based on

competition prevails in markets, free trade is

credit and other market imperfections;

different ideological schools of thought. At one
extreme is a

narrow definition of export

promotion as the adoption of a neutral trade
policy, maintaining an effective exchange rate,2
or one in which the effective exchange rate of
exports equals the effective exchange rate of
imports; this gives producers equal incentives
to sell domestically and to export.3 A broader
definition such as that of OECD includes a set
of 'specific measures that generally amount to
the government bearing a portion of the private
cost of production of export'.4
Generally speaking, it includes a set of
measures/programmes which aim at assisting
current as well as potential exporters to
penetrate markets abroad through export
subsidies, reduced tax rates on exporting firms'
earnings,

favourable

insurance

rates,

advantageous financial conditions, or effective
exchange rates.5 It can also include removing
domestic regulations (i.e., export licences),
infrastructure or human resource constraints
which hinder export expansion.
Economic justifications for government
intervention in trade are usually related to the
existence of market failures pertaining to

Export promotion is
widespread
and most
governments
intervene,
ranging from
providing
infrastructure
support to
direct export
subsidies,
though the
latter is currently limited
by WTO rules.

externalities/infant industry protection;

2

Effective exchange rate includes currency earned at parity and also any export subsidy, tax credits, and special credits.

3

Bhagwati. J.N. (1988), “Export-promoting Trade Strategy: Issues and Evidence”, The World Bank Research Observer, 3(1).

4

OECD (1984), Competition and Trade Policies: Their Interaction, OECD, Paris.

5

Belloc. M. and M. Di Maio (2011), “Survey of the Literature on Successful Strategies and Practices for Export Promotion by
Developing Countries”, Working Paper, International Growth Centre, London.

6

Ibid.
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better than protectionism. However, when one

Nowadays export promotion is widespread and

or more conditions required for the well-

most governments intervene in one way or

functioning of markets are missing, government

another, ranging from providing infrastructure

intervention aimed at correcting the distortions

support to offering direct export subsidies,

may be welfare enhancing.

though the latter is currently severely limited by

Box 5.3
Transformational Export Promotion Policies of South Korea:
The Role of Institutions
South Korea, an underdeveloped war-torn desolate economy until the 1960s, with a per
capita income of around US$ 87 in 1962 (similar to that of the poorest parts of Africa), has
seen a sea change in development since the country adopted export-based industrialization
in 1961 with the commencement of Park Jung-hee's regime. Today, South Korea is ranked as
an advanced economy with a per capita income of around US$ 30,000 and is one of the
world's top ten exporters. South Korea has been coined as the only country that has so far
managed to go from being the recipient of development aid to being rich within a working life.
Much of Korea's seemingly miraculous growth has been the consequence of aggressive
export promotion policies pursued since the mid-1960s.
The provision of state subsidies to promote export industries (high value added industries
since the 1970s) was a common feature of Korea's aggressive export promotion period
witnessed during 1960s to 1980s. Since 1964, tax benefits such as 80 per cent reduction of
profit tax were provided to profits arising from exports, while imported raw materials that were
used to produce export products (within thirteen months from import) qualified for duty
drawback under the Special Act for Duty Drawback in Korea until 1997. Other common export
promotion tools include special rates of depreciation targeting export industries, income tax
exemptions in special investment zones, establishment of FTZs, the provision of policy loans
and export financing through state-owned banks, etc. Korea's success story goes beyond
having the right export promotion policies in place and makes a strong case for the importance
of the institutional set-up in effectively implementing such policies.
Design and implementation of export promotion policies in Korea was supported by a strong
institutional set-up. The Economic Planning Board of Korea (EPB), set up in 1961 was a
unique organization that initiated longer-term policy planning, consisting of various consistent
five-year plans. Having a systematic longer-term plan makes the planning process more
methodical and helps avoid imbalances that come about from ad hoc policy changes.
Additionally, heavy pressure was exerted on bureaucrats belonging to various state-owned
enterprises to complete projects based on targets. For example, the Ministry of Commerce
and Industry set annual export targets for officials connected with export administration; if
targets were not fulfilled, the administrative process was expedited to strengthen existing
export-support schemes to innovate new subsidy measures. These additional checks and
balances have been noted to be unique features of Korea's institutional set-up that aided
trade promotion. Moreover, a host of institutions such as the Korea Development Bank, the
Export-Import Bank, the Technology Development Corporation, and the National Investment
Fund, etc., were among some of the other institutions that supported the implementation of
export promotion efforts in Korea.
Source: The Economist (2011), “South Korea’s Economy: What Do You Do When You Reach the Top?”, available at http:/
/www. econo mist.com/node/21538104; Mah., J.S. (2010), “Export Promotion Policies, Export Composition and
Economic Development of Korea”, paper presented at Law and Development Institute Inaugural Conference,
Sydney, Australia; Kim. S.K. (1991), “The Korean Miracle (1962-1980) Revisited: Myths and Realities in
Strategy and Development”, Working Paper No. 166, Kellogg Institute for International Studies, Paris.
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WTO rules.7 In fact, export promotion through

experience of East Asia due to the context in

government intervention has been an important

which they were implemented - macroeconomic

contributor

export

stability, government intervention, high quality

performance of East Asian countries led by

of bureaucracy, and high quality of institutions.9

to

the

impressive

Japan, and followed by the four Asian Tigers
(Hong Kong, the Republic of Korea, Singapore,

In the case of Sri Lanka, successive

and Taiwan), and much later by Southeast Asian

governments have promoted exports through

countries such as Indonesia, Malaysia and

various incentives/measures. These include a

Thailand. Selective interventions in the form of

duty rebate (drawback) scheme, a temporary

provision of protection, subsidized credit, tax

importation for export processing (TIEP)

benefits, export processing zones (EPZs) to

scheme, a manufactured-in-bond scheme, as

attract FDI, etc., have played a key role in setting

well as tax incentives administered through

up export-oriented manufacturing bases that
boosted growth in these countries. However,
there is little evidence to suggest that export
promotion has been the only factor for their
success.
The overall context or environment within which
export promotion took place in these countries
is noted to be as important to their success, as
the policy interventions themselves. It has been
argued that export promotion will have greater
success if they take place where there are good
fundamentals (low inflation, competitive
exchange rates, human capital, secure financial
systems, etc.), and strong institutions to
implement them (Box 5.3).8 This is particularly
evident when comparing the experience of
export promotion in Latin America with that of
East Asia. A range of export promotion measures
like tax refunds, duty drawbacks, temporary
admission and EPZs have been used to
increase exports in Latin America. However,
they have been found to be less effective in

Export promotion will
have greater
success if
they take
place where
there are
good fundamentals and
strong institutions to
implement
them.

driving export growth compared to the

7

Export subsidies and subsidies for the use of domestic inputs are now prohibited for all non-LDC countries. Local content
requirements and quantitative restrictions on imports are also banned.

8

See World Bank (1993), The East Asian Miracle: Economic Growth and Public Policy, World Bank, Washington D.C. and
Oxford University Press; Weiss. J. (2005), “Export Growth and Industrial Policy: Lessons from East Asian Miracle Experience”,
ADB Institute Discussion Paper No. 26, Asian Development Bank Institute, Tokyo.

9

Elson, A. (2006), “The Economic Growth of East Asia and Latin America in Comparative Perspective: Lessons for Development
Policy”, World Economics, 7(2).
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EPZs (Box 5.4). Dedicated institutions such as

customers about domestic products/firms on the

the Export Development Board (EDB), Sri Lanka

other side and thereby increase and diversify

Export Credit Insurance Corporation (SLECIC)

exports. TPOs provide a number of services

and Board of Investment (BOI) have been set

including: (i) dissemination of information on

up with the aim of increasing the sales of

export markets; (ii) assistance in export

domestically produced goods and services

marketing; (iii) packaging and labelling; (iv)

abroad through provision of better knowledge

quality standards management; (v) general

of foreign markets, access to credit, and

training about export activity; (vi) legal

attracting FDI to support export growth,

assistance; (vii) assistance in obtaining export

respectively. The remainder of the chapter will

financing; and (viii) trade missions and trade

identifying ways of maximizing gains from

fairs.

export and FDI promotion efforts currently in
place through these institutions, and examine

In several cases, TPOs had a positive impact in

alternative ways of financing export and

terms of increasing both export volumes and

investment promotion, given current budgetary

export products' diversification. Lederman et al.

constraints.

(2010), using survey data on TPOs from 104
developed and developing countries, found that

5.3.1 Strengthening Institutions
for Export Promotion

export promotion agencies have a strong and

Trade promotion organizations (TPOs) such as

on export promotion increases exports by about

the EDB are important instruments for export

US$ 40. However, the magnitude of this positive

promotion, with governments in both developed

effect is found to change across regions, and

and developing countries establishing TPOs to

the marginal impact to decrease with GDP and

facilitate and encourage exports.10 TPOs aim

with the amount of expenditure. TPOs have also

to reduce the problems of imperfect information

proved to be more effective when focused on

on the part of local exporters/potential exporters

solving specific needs of firms. In most cases,

about foreign markets on one side, and foreign

support and assistance provided to exporting

10

statistically significant impact on the countries'
total export volumes; an additional dollar spent

Lederman, D., M. Olarreaga, M. and L. Payton (2010), “Export Promotion Agencies: Do they Work?”, Journal of Development
Economics, 91(2).
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firms is not considered enough by domestic

promotion programmes. Some of these

entrepreneurs. Nevertheless, some early

weaknesses have been addressed during the

studies have a negative assessment of TPOs in

last one year.

developing countries; for example, arguing that
TPOs in developing countries are inefficient

Strategic vision for export promotion: EDB

because of weak leadership, inadequate

lacked a systematic national export promotion

funding and inefficient bureaucracy.11

strategy which lays out a detailed plan for export
promotion in the country. This is vital to achieve

In the case of Sri Lanka, the apex state

export competitiveness. Meanwhile, the EDCM

organization for promoting and developing

has been inactive for a long time and has not

exports is the EDB. Established in 1979 under

met since 1992.15 Implementing a systematic

the Sri Lanka Export Development Act No. 40,

expor t

the EDB functions as the executive arm of the

commitments from key trade promotion

Export Development Council of Ministers

organizations like EDB, is vital to achieve export

(EDCM), known as EDB's policy-making body.12

expansion. A systematic expor t policy will

EDB's role in export promotion has diluted from

ensure that the country not only prioritizes

being a provider of direct export assistance to

export promotion at a national level, but that it

more of a facilitator of exports over the years.

will also detail the relevant commitments and

EDB does not currently provide any direct

actions needed at various tiers for export

13

promotion

policy,

with

strong

and its

promotion. It will also ensure that the country

activities are considered by the exporters to be

has a strategic roadmap and a holistic export

supply development assistance,
14

Its scope in export promotion

promotion drive (free of ad hoc policy changes)

is limited to that of a policy adviser, formulating,

for synergizing export promotion efforts to gain

implementing

maximum returns.

minimal or basic.

and

monitoring

export

development activities, and as the focal point
for all export related issues, including as a

In this regard, it is promising that the EDB has

knowledge provider to exporters.

already undertaken efforts to develop a
National Export Development Plan (NEDP) for

From an institutional perspective, EDB's key

Sri Lanka. However, the success of the NEDP

weaknesses in the past included lack of a

will depend largely on the commitments of

strategic vision for export promotion;

relevant state and non-state agencies for export

inadequate resources for export promotion;

promotion. Hence, a stronger focus at a national

weak monitoring of export promotion activities;

level is needed for export promotion in order to

and poor targeting of beneficiaries for export

push the NEDP forward with support from

11

Keesing, D. B. and A. Singer (1991), “Development Assistance Gone Wrong: Failures in Services to Promote and Support
Manufactured Exports: The Role of Support Services in Expanding Manufactured Exports in Developing Countries”, Economic
Development Institute, World Bank.

12

Headed by the President and consisting of Ministers in charge of trade, shipping, industries, agriculture, plantation
industries, textile industries, fisheries, finance, foreign affairs, planning and rural industries.

13

Some of the supply development schemes previously carried out by EDB included establishing agro export zones, and
capacity building and quality upgrading programmes.

14

Key Informant Interviews (KIIs) with exporters.

15

KIIs and EDB (2010), Annual Report, Export Development Board, Colombo.
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Box 5.4
Export Support Schemes and their Effectiveness
Temporary Importation for Export Processing (TIEP) Scheme: is a scheme under which
direct and indirect exporters in Sri Lanka can import inputs for the production of exports,
without having to pay import duties and taxes. The scheme consists of two sub-schemes:
TIEP-1 for importation of raw material, components, parts and packaging material exempt
from duty; and TIEP-4 for whole or partial exemption of duties for importation of capital goods,
intermediate materials, etc. Approval for the scheme is granted by SLC and a bank guarantee
(with the type of guarantee depending on the proven track record of exporters) is mandatory
in order to access the scheme. At the end of 2014, there were 1,055 operators under TIEP-1
and 534 operators under TIEP-4. However, small and medium exporters in the country feel
that the cost of compliance to the scheme is too high, and that it is also not appropriately
designed to accommodate multi-product exporters.
Duty Rebate Scheme: is a scheme under which duties paid are fully or partially refunded or
rebated for imported raw materials and intermediate inputs used to manufacture exports.
Products that are eligible for this scheme are gazetted annually by the Ministry of Finance;
only Customs duties and import surcharges are applicable under this scheme. The rate of
rebate is decided by SLC upon approval of cost statements, and registration is required for
each export shipment. The management of the scheme is quite difficult, especially for
developing countries. In most cases they have not worked efficiently and their effects have
been negligible. However, in countries such as Dominican Republic, Colombia and Chile,
simplified schemes were implemented; these are considered to be effective in the absence of
costly bureaucratic processes. In Sri Lanka, reimbursement of duties has been subject to
delays and exporters have been critical of the bureaucratic process, excessive documentation
required and the many agencies that need to be contacted for an application.
Manufacture-in-Bond Scheme: exporters are provided the facility of manufacturing-in-bond
warehouses in which production processes can be conducted free of duties. Imported goods
can be stored up to six months without payment of taxes and extended up to two years or
more under special circumstances. There are currently six manufacture-in bond warehouses
operating in the country. Their impact on export performance depends on a number of factors
such as the political environment, the administrative capabilities to distribute and monitor
usage. Thus, assessing the effectiveness of such schemes is difficult.
Export Processing Zones (EPZs): there are 14 such zones administered by the BOI,
comprising over 200 enterprises, and employing over 75,000 persons. Locating an enterprise
in an EPZ entitles a company to tax holidays, duty-free imports, and concessionary land
prices. Existing experience relating to EPZs underpin that the determinants of successful
EPZs are economic and political stability, profitability of local production (and related exchange
rate policies), trade facilitation, etc.
Source: Belloc, M. and M. Di Maio (2011), "Survey of the Literature on Successful Strategies and
Practices for Export Promotion by Developing Countries", Working Paper, International Growth
Centre, London; Hinkle, L., et al. (2003), "How Far Did Africa's First Generation Trade Reforms
Go? An Intermediate Methodology for Comparative Analysis of Trade Policies', World Bank
Africa Region Working Paper Series, World Bank, Washington, D.C.; KIIs.
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relevant stakeholders. Reactivating the EDCM

year long training conducted in collaboration

will help to gain support from state agencies

with private consultants.17 It is encouraging that

and ministries in this endeavour.

EDB has already introduced a host of
innovative export promotion services through

The EDB with the Department of Commerce

PPPs. Examples include ventures with the Sri

(DOC) are now directly reporting to the newly

Lanka Institute of Nanotechnology (SLINTEC)

established Agency for International Trade (see

to enhance R&D access to exporters, and

Box 5.2). The new Agency is empowered to

partnering with Sri Lanka Association of

expedite plans and activities of the EDB and

Professional Services (SLASSCOM) to develop

DOC. The exact role of this Agency will become

the ICT/BPO sector, etc.

clearer once legislation to establish it is passed
in the Parliament.

Targeting of beneficiaries for export
promotion programmes: Exporters have

Private sector engagement can be sought

expressed concerns about smaller firms lacking

through PPPs to deliver export promotion

capacity to deliver large export orders being

programmes on a cost sharing basis. It can also

chosen for export promotion programmes such

help to address budgetary constraints faced by

as trade fairs,18 subsequent to which they have

the EDB as well as introducing innovative export

been noted to be incapable of meeting the large

promotion programmes. In fact, TPOs of
developing countries are increasingly utilizing
PPPs to build exporter readiness; this has taken
the form of collaborative arrangements with
stakeholders in the private sector, universities
and research institutes. For example, GoExports programme of Enterprise Mauritius is a
three-time award winner at the TPO Network
Awards.16 The Go-Exports programme aims to
build export capacity of SMEs by providing
practical knowledge transfers with real-time
simulations of activities. The programme is
conducted in collaboration with industry experts
from the private sector including factory
managers, bankers, freight forwarders,
marketing consultants, etc. Similarly, Chile's

Private sector
engagement
can be sought
through PPPs
to deliver export promotion
programmes
on a cost
sharing basis.

export promotion agency - ProChile - build SME
exporters capacity through a systematic one

16

International Trade Centre (2014), “What Makes a Winner?”, available at: http://www.intracen.org/itc/events/tpo-network-worldconference-and-awards/.

17

World Bank (2014), “Malaysia Economic Monitor: Boosting Trade Competitiveness”, available at http://www-wds.worldbank. org/
ext e r nal/default/WDSC ontentSer ver/WDSP/IB/2014/06/27/000350881_20140627082245/Rendered/INDEX/
891020WP0P14640B00PUBLIC00MEM100web.txt.

18

Ibid.
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orders received during trade fairs. The selection

export development has been halted since the

of beneficiaries for export promotion is generally

1990s, with collected funds diverted to the

done in-house by the relevant export promotion

Consolidated Fund of the Treasury for financing

officers and departments in charge but this

other national priorities. This has resulted in EDB

appears to be not systematic.

experiencing financial constraints; the only
source of financing available for EDB is now

In the case of ProChile for instance, training is

through budgetary provisions. Moreover, this

used for targeting, whereby following a

problem has been compounded by a

comprehensive training programme becomes

substantial portion of funds allocated to EDB

a prerequisite or the first step to qualify for

being spent on administration, leaving very little

assistance. Training is also used to filter export

for exporter assistance.20

ventures so that direct assistance will go
towards building export readiness of the most

Monitoring export promotion activities:

viable ventures to ensure higher returns on

Monitoring and evaluation efforts of export

assistance provided. Similar programmes can

promotion programmes are noted to be fairly

be observed in other countries including Costa

weak in the context of Sri Lanka. For example,

Rica and Colombia to name a few. In the case

it was noted that necessary follow-up

of Sri Lanka too, targeting beneficiaries for

mechanism for trade fairs could be improved

existing export promotion programmes of EDB

further through evaluation tools such as

through training programmes could improve the

surveys, which are important in assessing the

efficient use of limited resources available.

usefulness of such programmes.21 Moreover,
the current setting lacks representation of local

Inadequate resources for export promotion:

trade promotion organizations in foreign

Under the Sri Lanka Export Development Act,

markets and this hampered the follow-up action

export development activities are to be

in processing orders after trade fairs.

financed through the Export Development Fund,
which draw from the proceeds of the Export

Many TPOs have systematic M&E mechanisms

Development Levy known as the Commodity

in place to ensure that programmes are meeting

Export Subsidy Scheme (CESS), while the

their objectives and achieving the targeted level

remaining allocations are to be made through

of export promotion. These checks and balances

state budgetary provisions. Revenue collected

ensure that financial assistance granted is

from CESS, which was imposed with the

being utilized to the fullest. For example, one

objectives of protecting local manufacturers and

of the outstanding characteristics of Go-Exports

channelling funds for R&D through the EDB,

programme of Enterprise Mauritius is the

amounted to Rs. 46.3 billion in 2015.19 Though

systematic evaluation framework that the

proceeds of the CESS were initially ploughed

programme has adopted. M&E efforts are used

back to exporters by way of financing export

to ensure that the financial assistance

development services of EDB, their use for

distributed yields the highest returns. Though

19

CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo.

20

According to the latest published and publicly available information, more than a half of the total expenditure (55 per cent)
of EDB was used up for administrative expenses (EDB Annual Report 2010).

21

KIIs with exporters.
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EDB has made some headway in this regard

guarantee higher returns on investments

recently, further efforts to have systematic M&E

compared to direct subsidies.

processes in place like in the case of Mauritius
could ensure better results from the limited

While there is no state funded export finance

programmes and budget it maintains.

bank in Sri Lanka, the Sri Lanka Export Credit
Insurance Corporation (SLECIC) functions as

5.3.2 Strengthening Export
Financing in Sri Lanka

the official state credit agency and is the only
agency that insures exporters. The products and

Another means of government support for the
export sector is through export finance. Access
to credit represents an important barrier to
exports; imperfections in credit markets
increase transaction costs faced by firms and
limit access to credit, even in developed
countries. These financial constraints may be
the result of inefficiencies in financial sectors
or lack of creditworthiness by private firms.22
Export credits may be in the form of supplier
credits or buyer credits.23 In addition, export
guarantees can be used to cover the risks of
export credits (political or commercial) in the
case of default by the borrower. Studies on the
effects of credit and export guarantees highlight
their positive role in increasing exports,
especially that of SMEs.24
In most countries, governments intervene in
credit financing by establishing specialized
institutions like EXIM banks that provide special
credit facilities to exporters. The prevalence of
such credit facilities and credit institutions
circumvent the need to finance exports through
direct assistance, while motivating exporters to
work towards utilizing the money borrowed in

Access to
credit represents an
important
barrier to
exports;
imperfections
in credit
markets
increase
transaction
costs faced
by firms and
limit access
to credit.

order to repay their loans. This in turn can

22

English, P. and L. de Wulf (2002), “Export Development Policies and Institutions”, in Hoekman, B. et al. (eds.), Development,
Trade, and the WTO, World Bank, Washington, D.C.

23

Supplier credit is when credit is granted by an exporter to a foreign buyer; buyer credit is when an exporter enters into a
contract with a buyer, financed through a loan agreement between a bank in the exporter’s country and a bank in the buyer’s
country.

24

Belloc, M. and M. Di Maio (2011), “Survey of the Literature on Successful Strategies and Practices for Export Promotion by
Developing Countries”, International Growth Centre, London.
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services provided by SLECIC are export

The proposed EXIM bank is to be listed under

insurance, including insurance against non-

the Colombo Stock Exchange (CSE).

receipt or delayed receipt of payments resulting
from commercial and non-commercial risks,

EXIM banks around the world have adopted

credit guarantee for exporters, etc.

different operational models and include both
state-owned and privately owned ones. In

However, the availability and utilization of export

China, export finance facilities are provided by

finance in Sri Lanka is found to be low, with the

several state funded banks including the China

percentage of export transactions covered by

Export-Import Bank (EXIMbank). It primarily

export credit guarantee/insurance found to be

offers overseas financing through a range of

around 2-4 per cent compared to an

activities such as export credits (including export

25

These

seller's credit and export buyer's credit),

low levels are due to several weaknesses

international guarantees, loans for overseas

including institutional deficiencies and the

construction and investment, and official lines

limited portfolio of export finance instruments

of credit. Whilst the bank mainly serves SOEs

available in the market; low risk and static export

and foreign trade corporations, it also serves

structure; information gaps and asymmetries;

SMEs and is now the third largest Export Credit

limited role of institutions that facilitate export

Agency (ECA) in the world. Similarly, the Export-

finance due to low level of policy focus; weak

Import Bank of Malaysia Berhad (EXIM Bank),

government support; and limited skills and

was incorporated in 1995 as a government

institutions. 26

owned development financial institution and is

Furthermore, given that there is no dedicated

a wholly owned subsidiary of the Ministry of

state funded development bank that provides

Finance. It aims to promote reverse investment

international average of 10-12 per cent.

capacity

within

related

export credit, exporters have to rely on
commercial banks at commercial rates to obtain
export credit.
Export finance has been an important
instrument of export promotion as far back as
two decades ago for most developing countries.
Though there has been much discussion about
setting up an EXIM bank in Sri Lanka over the
years, progress in this regard to date has been
slow. The importance of setting up a specialized
export credit agency was underlined in the
Budget 2016 with Rs. 50 million to be allocated
as seed capital for the setting up of an EXIM
bank jointly by the government and industry.

25

Verite Research (2015), “Expanding Exports: Role and Relevance of Export Finance”, available at http://www.veriteresearch.org/
research-spreport-archives.cfm?category=economics

26

Ibid.
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and export of strategic sectors, facilitate the

effectiveness of investment promotion is likely

entry of Malaysian companies to new markets,

to have the greatest impact in countries where

particularly to the non-traditional markets. The

other factors (investment climate, market size,

facilities provided by the bank include a host of

level of development, etc.) that attract FDI are

services such as buyer credit, supplier credit,

favourable. 27 There is a debate on the

export credit refinancing, buyer credit

effectiveness of investment promotion centres

guarantees, and buyer credit insurance, etc.

on arguments that governments should work

Unlike most other EXIM banks, the Export
Import Bank of Bangladesh Limited is a private
initiative, incorporated in 1999 with its Initial
Public Offering (IPO) held in 2004. It provides a
host of export credit services for exporters
including retail services, corporate banking,
agri-banking, etc. While several models of EXIM
banks are currently in place around the world,
it is important for Sri Lanka to decide which
model would best suit its context, including the
budgetary costs and long-term sustainability.

5.4 Investment Promotion
Since Sri Lanka's initial bout of economic
reforms in the late 1970s, FDI has been
promoted as an important nexus for trade and
development. The institutional structure created
for this purpose was the setting up of the
Greater Colombo Economic Commission
(GCEC) in 1978 and the Board of Investment
(BOI) as its successor in 1992. The BOI was to
function as a one-stop shop for FDI, with
powers to grant generous tax holidays, tax
concessions and exemptions from Customs
duty and exchange control laws, depending
on criteria such as investment amounts and
employment creation.
While FDI promotion is unambiguously
associated with greater FDI flows, the

27

While FDI
promotion is
unambiguously associated with
greater FDI
flows, effectiveness of
investment
promotion is
likely to have
the greatest
impact in
countries
where other
factors that
attract FDI
are
favourable.

Morriset, J. and K. Andrews-Johnson (2004), “The Effectiveness of Promotion Agencies at Attracting Investment”, World
Bank, Washington, D.C.
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towards building a good investment climate and

public relations events, the generation of

investors

out

favourable news stories by cultivating

opportunities; proponents of investment

journalists, and so on. 'Investor facilitation and

promotion highlight market failures due

investor services' refer to the range of services

information gaps/misperceptions regarding

provided in a host country that can assist an

investment climate and opportunities, and the

investor in analysing investment decisions,

need for investment promotions to influence FDI

establishing a business, and maintaining it in

decisions.

good standing. Activities in this area include

will

automatically

seek

information provision, 'one-stop shop' services
Although there are no substitutes for having

aimed at expediting approval process, and

the 'right' basics, investment promotion and

assistance in obtaining sites, utilities, and so

facilitation can play an important role. In fact,

on. 'Investment generation' entails targeting

investment promotion and facilitation is

specific sectors and companies with a view to

identified to be a vital pull factor of investments

creating investment leads. Activities include

to a country; studies have found a significant

identification of potential sectors and investors,

and positive correlation between investment

direct mailing, telephone campaigns, investor

promotion efforts and FDI flows to developing

forums

countries. 28 As such, dedicated investment

presentations to targeted investors. Investment

promotion agencies (IPAs) have emerged at

generation activities can be done both at home

both national and sub-national levels to engage

and overseas. 'Policy advocacy' consists of the

in investment promotion in many countries.

activities through which the agency supports

Investment promotion covers a range of

initiatives to improve the quality of the

services, varying from investor outreach,

investment climate and identifies the views of

facilitation, after care, and strategy. Of these,

the private sector on that matter. Activities

investment facilitation is widely seen as the most

include sur veys of the pr ivate sector,

basic and cost effective activity supporting FDI

participation in task forces, policy and legal

promotion.29

proposals, and lobbying.

More specifically, IPA services include four main

The degree of importance of each activity

types of activities: (i) image building; (ii)

however, may vary from country to country.

investment targeting/ generation; (iii) investment

According to a survey which measured the

facilitation/servicing; and (iv) policy advocacy.30

effectiveness of various functions of IPAs in

'Image building' creates the perception of a

attracting FDI, 'policy advocacy' was the most

country as an attractive site for international

effective activity in attracting FDI followed by

investment. Activities commonly associated with

'image building' and 'investor services'. 31

image building include focused advertising,

However, 'investment generation' was not

and

seminars,

and

individual

28

Morisset, J. (2003), “Does a Country Need a Promotion Agency to Attract Foreign Direct Investment?”, available at http://
elibrary.worldbank.org/doi/abs/10.1596/1813-9450-3028

29

IFC (2015), “Investment Promotion”, available at https://www.wbginvestmentclimate.org/advisory-services/investmentgeneration/investment-policy-and-promotion/

30

Piontkivska, I. and E. Segura (2003), “Survey on International Foreign Investment Promotion Practices”, The Bleyzer
Foundation.

31

Morriset, J. and K. Andrews-Johnson (2004), “The Effectiveness of Promotion Agencies at Attracting Investment”, World
Bank, Washington, D.C.
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associated with higher FDI flows.32 The study

ministries, limited role in negotiating on behalf

recommends that IPAs should dedicate a larger

of BOI companies, lack of detailed and

portion of their resources towards policy

comprehensive investment-related information

advocacy to improve the country's business

(other than in English), insufficient detailed and

environment.

project specific information, inconsistency in

5.4.1 Strengthening Institutions
for FDI Promotion

the information provided, limited postinvestment services, and weak monitoring are
Value
onbeen
Treasury
some organisational
limitations Capital
that have
identified.33

In Sri Lanka, the BOI has been the government
entity responsible for FDI. It functions as a
central facilitation point for foreign investors and
manages a number of export processing zones
(EPZs). BOI provides assistance and advice
throughout the investment process from initial
point of inquiry through project approval,
implementation, monitoring and aftercare
facilities.
From an institutional perspective, the
effectiveness of BOI in its current form, as well
as that of incentives offered to attract FDI, are
two key areas of concern that need attention.

Effectiveness of BOI: Promoting and attracting
investment is financially costly and public
expenditures towards this end can be justified
only if government agencies set up for these
purposes are successful in attracting greater
volumes of FDI. By this measure, the
performance of the BOI is mixed; whilst the
major constraint to FDI in the form of the armed
conflict was extraneous, as noted previously,
Sri Lanka's record in attracting FDI even five
years after the conflict ended has not been
promising. Aside from attracting FDI, its role as
a 'one-stop shop' appears to be weak. Lack of

Promoting and
attracting
investment
is costly and
public expenditures towards
this end can be
justified only if
government
agencies set
up for these
purposes are
successful in
attracting
greater volumes of FDI.

authority to mandate relevant agencies and

32

Ibid.

33

IPS (2016), “One-Stop-Shop Functions of the Board of Investment”, Institute of Policy Studies of Sri Lanka, Colombo
(unpublished); Jayaratne, S. and R. Ekanayake (2016), “Attracting Foreign Direct Investment to Sri Lanka: The Need for
Proactive Investor Facilitation”, available at http://www.ips.lk/talkingeconomics/2016/05/26/attracting-foreign-direct-investmentto-sri-lanka-the-need-for-proactive-investor-facilitation/.
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A review of BOI's role as an investor promoter
and facilitator suggests significant room for
improvement in line with practices of top
performing investor agencies around the world
(Box 5.4). The most important elements are
listed below:
• Give greater authority to the BOI to carry
out its mandate. The limited power
wielded by the BOI over other relevant
agencies has made the BOI more of an
'intermediary' rather than a 'facilitator' of
investments into the country. The BOI
often refers investors to other ministries/
agencies undermining the concept of a
'one-stop-shop'. It is encouraging to note
however that BOI has started a 'one-stop'
from 2016 with officials from six different
agencies (Inland Revenue Department,
Registrar of Companies, Customs, CEB,
CEA, and Ports Authority) housed within
the BOI.
• Update BOI companies on changes to
policy. This is identified as necessary by
investors; there is no mechanism in place
to do this at present, with firms having to
resort to accounting and auditing firms
for information. Relatedly, the BOI needs
to provide detailed and comprehensive
investment-related and project specific
information, and maintain consistency in
the information provided to investors.
• Improve post-investment services
provided by the BOI. Currently, they are
limited; the focus should extend beyond
being a one-stop-shop to facilitate
investments and include opinion surveys
aimed to improve post-investment
services of BOI.
• Strengthen supply of workers for
companies. The BOI has a contractual
obligation to provide employees to BOI
companies. However, the BOI job bank

is currently not functioning and as a result,
companies have resorted to alternative
sources like employment outsourcing
companies to hire workers. According to
companies, hiring workers is a challenge
due to dearth of workers, new trends in
youth employment (preference for
temporary jobs compared to permanent
jobs) and preference for desk jobs. The
labour issue is highlighted as a major
area of concern to existing investors, and
one which can discourage new investors.

• Develop a promotional plan. The need
for a well-researched promotional plan
targeting investors and markets to use
resources optimally is important.
Improving the capacity of the promotions
department within the BOI is also
identified to be important, especially in
terms of numbers and training.

• Adopt a more pro-active approach to
attract potential investors. Currently, the
system is more reactive than pro-active
with officers following up with investors
who take the initiative first and contact
the BOI. However, there is no mechanism
to be pro-active and identify potential
investors and investments, and follow up
with them to convince investors to come
to Sri Lanka.

• Improve the capacity of BOI officers
through training programmes. This is
intended to ensure better understanding
of the sensitivities, cultures and way of
life of countries to be targeted for FDI.

• Improve monitoring mechanism of the
BOI by maintaining comprehensive
information on concessions provided,
improve the evaluation procedure for
duty free applications, reduce leakages,
and ensure systematic and frequent
monitoring of BOI projects and
commitments.
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Box 5.5
Fourteen Essential Practices of Top IPAs
The Global Investment Promotion Benchmark 2009 study assessed 219 IPAs in 181 countries
and uncovered 14 essential practices for effective investment facilitation - practices which
were evident among strong IPAs. The world's top performing IPAs distinguish themselves
from weaker ones by fostering a private sector-minded culture, accumulating deep business
knowledge, and implementing internal systems that ensure the agencies can provide foreign
investors with the necessary information to influence their investment decisions.
Foster a Private Sector-Minded Culture
1.

Build a staff with public and private sector experience.

2. Offer salaries and bonuses closer to private sector standards.
3. Secure operational freedom and high-level reporting channels.
4. Establish and concentrate efforts in a few priority sectors.
5. Coordinate facilitation with networks and partners sub-nationally and overseas.
6. Maintain English-speaking staff in sufficient numbers and with the full range of facilitation skills.
7.

Continually train and develop staff, especially in soft skills.

Accumulate Deep Business Knowledge
8. Establish a minimum level of in-house research capacity.
9. Develop account managers into reservoirs of knowledge on particular sectors.
10. Ensure the accumulation of knowledge and its relevance.

Implement Internal Systems for Consistently Good Facilitation
11. Make facilitation a priority within the overall strategy, including by training and dedicating an adequate
proportion of staff.
12. Maintain the equipment and practices to be easily reached and to quickly return calls and e-mails.
13. Demonstrate professionalism and dynamism through the Web site with frequent news
updates of importance to investors.
14. Follow detailed guidelines on the content, style, timeframe, and quality assurance of inquiry
responses.
Source: Investment Climate Advisory Services (2009), "Global Investment Promotion Benchmarking
2009: Summary Report", World Bank, Washington, D.C.
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Finally, there needs to be a continuous

on capital goods and raw materials. Similarly,

evaluation and follow-up of investors from the

non-export oriented companies are entitled to

point of expressing interest to invest in Sri

import project related capital goods free of

Lanka. While there is an internal system of

Customs duty during the project implementation

follow-up (i.e., progress report from officers) it

period. In addition, exchange control

is beneficial to have a system online, accessible

exemptions are granted in the form of operating

to staff members to feed in information

Foreign Currency Banking Unit (FCBU)

continuously.

accounts in any commercial bank in Sri Lanka.

Effectiveness of incentives: Despite a poor

These incentives to promote investments have

record of attracting FDI, Sri Lanka - like many

eroded Sri Lanka's tax base and this is

countries at different points in time - offers

particularly important in the context of rising

significant incentives to promote inward

fiscal imbalances. Moreover, tax exemptions

investments. These can take the form of general

have made tax administration more difficult,

investment promotion measures, or be directed

discouraged tax compliance, and created

at selected economic activities. Sri Lanka has

demand for new exemptions.34 Although the

tended to rely on the provision of incentives

types of benefits that stem from additional

(corporate tax incentives, import duty

investments as a result of incentives (flow of

exemptions, exemption tax on dividends, and

capital, job creation, transfer of skills,

exemption on exchange control) for FDI

knowledge and technology) are difficult to

promotion subject to fulfilment of an investment

estimate/quantify to do a cost-benefit analysis,

threshold or any other specified requirements.

the approximate cost of BOI incentives have

These have been used extensively since 1978

been estimated to be about 1 per cent of GDP

to attract FDI and promote export-oriented

per annum.35 In this context, and given that

industrialization.

investor competing countries such as Vietnam
have been able to attract more FDI with less

Currently, various exemptions under the Inland

generous incentives, there is a need to

Revenue Act, Port and Airport Development

reconsider the incentives currently offered by

Levy Act, Value Added Tax Act, and Strategic

the BOI for attracting projects.

Development Project Act are available for BOI
approved companies. In addition, BOI provides

The effectiveness of incentives in promoting

duty free facilities and exchange control

investment has been extensively debated;

exemptions for projects approved under BOI.

incentives might not be the most effective

For example, companies that export more than

means of attracting investments, especially

90 per cent of goods produced (with the

'efficiency seeking' (export-oriented) ones

exception of apparel and ceramic) or services

compared to 'market-seeking' (tariff jumping)

(with 70 per cent turnover in convertible foreign

investments as long as other factors (political

currency) can benefit from zero Customs duty

stability,

geographical

location

and

34

World Bank (2015), “Sri Lanka – Ending Poverty and Promoting Share Prosperity: A Systematic Country Diagnostic”, World
Bank, Washington, D.C.

35

GOSL, “Presidential Taxation Committee Report 2010”, Government of Sri Lanka.
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importance in investment making decisions. In

Effectiveness
of incentives
in promoting
investment
has been extensively debated; incentives might
not be the
most effective means of
attracting
investments.

fact, incentives alone are insufficient to attract
FDI, while retention of FDI is low as investors
switch between destinations when incentives
dry up. While some insist on the importance of
maintaining incentives to attract FDI, others
argue that other forms of incentives which
would place a less fiscal burden should be
considered,39 while fixing deficiencies in the
enabling environment can be more effective
than offering incentives to cover up the
deficiencies.
In this context, Sri Lanka has to review the
prevailing incentives structure.40 Under the
2015 Budget proposals, the BOI is no longer
able to grant any new tax holidays other than
facilitating and implementing concessions.
Currently, the granting of tax concessions for
any investment is under the supervision and
monitoring of the Ministry of Finance. Given
that Sri Lanka is competing with other FDI
destinations in the South and Southeast Asian
region, the abrupt withdrawal of tax incentives

infrastructure) remain favourable. 36 While
incentives have been used to compete for
potential investors, and attract investment into
priority sectors/areas, international experience
suggest an investor's decision on where to
locate is based on various factors including
market size, political and economic stability,37
liberal policies/regulations,38 natural resources,
infrastructure, and availability of skilled labour.
Investment incentives tend to be of marginal

could have an adverse impact on FDI attraction
and the full implication will be seen in the
coming months. A better policy would have
been to gradually de-emphasis tax holidays and
move towards other incentives like approved
investment relief, investment tax credits/
allowances,

accelerated

depreciation

allowances, and non-tax incentives like
concessionary land, as recommended by the
Presidential Tax Commission Report of 2010.

36

Athukorala, P. (2012). “Sri Lanka’s Trade Policy: Reverting to Dirigisme?,” The World Economy, 35(12).

37

Macroeconomic stability determined by a mix of monetary, fiscal and exchange rate policies.

38

A business-friendly environment, including protection of investors, attractive tax rates, ease of trading across borders,
contract enforcement, rule of law, etc.

39

Stakeholder interviews and GOSL, “Presidential Taxation Committee Report 2010”, Government of Sri Lanka.

40

See IPS (2015),”Reforming Sri Lanka’s Trade and Investment Policies for Export Growth” in Sri Lanka: State of the Economy,
Institute of Policy Studies of Sri Lanka, Colombo.
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The above mentioned alternative incentives

promotion will only deliver desired outcomes if

benefit the companies ex-post - i.e., only after a

they happen in the context of sound economic

project is implemented - and not ex-ante. Also

fundamentals and strong institutions. As

these incentives minimize the need for frequent

highlighted by the experience of East Asia, the

monitoring to ensure that conditions stipulated

overall environment within which export and

by the investment agreements have been

FDI promotion takes place is as important to

fulfilled, reducing administrative burdens. In fact,

the success of these countries, as the policy

many countries have moved away from offering

interventions themselves. Thus, creating an

blanket tax holidays towards these other types

enabling environment for trade and FDI should

of incentives. For example, Malaysia and Brazil

remain the primary objective of the government

are using tax relief for investment in higher

in promoting trade and investment.

technology sectors, while Vietnam is using
accelerated depreciation allowances for
investment in difficult areas, etc.

41

A prerequisite is to reduce/eliminate ad hoc
policy changes. Towards this end, a systematic
trade policy framework, which sets out policy

5.5 Conclusion

guidelines and identifies principal areas of

Despite numerous measures (TIEPs, duty

Lanka's export competitiveness is crucial. Here,

drawbacks, manufacture in bond, tax incentives)

rising levels of protection and complexity in the

and dedicated institutions like the EDB and BOI

tariff structure witnessed over the past decade

in place to promote exports and FDI, Sri Lanka's

need to be addressed, and efforts made to

world market share in trade has declined to

improve trade facilitation measures.42

action to strengthen different aspects of Sri

levels last seen in the 1980s while FDI remains
below 2 per cent of GDP even after the end of

Overall, Sri Lanka also needs to streamline

the war. This poor performance highlights the

business procedures and undertake urgent

dire need for renewed efforts to incentivize

reforms to improve the country's business

exports and FDI attraction, although the scope

climate to attract large volumes of FDI. In

for additional state support is limited given

addition, minimizing policy uncertainty and

budgetary constraints. In this context, Sri Lanka

fostering

needs to re-examine and rationalize these

consistent and predictable policies and

measures to improve efficiency in the delivery

regulations is vital. The powerful signalling role

of services of these institutions whilst engaging

that clear coherent government policy direction

the private sector to explore how it could too

plays cannot be underestimated.

investor

confidence

through

contribute to trade and investment promotion
as discussed in previous sections.

Whether the newly established Agency for
Development and Agency for Inter national

However, improving the existing institutional

Trade could address these anomalies remains

set-up and incentives for trade and FDI

to be seen.

41

Wijesinha, A. and R. Ekanayake (2013), “Incentivizing Foreign Investment in Sri Lanka and Role of Tax Incentives”, Working
Paper Series No. 17, Institute of Policy Studies of Sri Lanka, Colombo.

42

See IPS (2015),”Reforming Sri Lanka’s Trade and Investment Policies for Export Growth” in Sri Lanka: State of the Economy,
Institute of Policy Studies of Sri Lanka, Colombo.
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6. Labour Market Reforms under
Tight Fiscal Conditions
6.1 Introduction

T

he

medium-term

development

policy

economic
framework

presented in Parliament in November

2015 envisaged generating one million jobs
and improving living standards of workers. The

reforms are made drawing on lessons from the
other country experiences in reforming
employment markets during times of stress in
government finances.

create a sophisticated and modern knowledge-

6.2 Lessons on Improving Labour Markets
under a Tight Fiscal
Space

based economy which is able to compete

The challenge of improving labour market

effectively in the global market.

conditions with limited budgets is not unique to

stated goal of employment creation was to be
met by encouraging investments in high
employment intensity sectors on the demand
side, and by improving skills on the supply side.
The policy framework gives special attention to

Sri Lanka, or to developing countries in general
One main challenge faced by the government

whose governments often face tight fiscal

in achieving the above mentioned labour

conditions. Developed countries are also not

market objective is limited public finances at its

immune from such challenges. The global

disposal. In order to consolidate public finances

financial crisis of 2008 had a devastating impact

- targeting a gradual reduction in both fiscal

on global growth and spearheaded an

deficits and the country's debt burden - the room

employment crisis, resulting in increased

for a significant increase in government

unemployment levels and reduced job creation

expenditure, both recurrent and capital, is

in many advanced economies. Given the tight

limited. Indeed, the fiscal outlook suggests the

fiscal position experienced by these countries

need for a restructuring of existing expenditures.

at the time, the revival of the employment market

In this backdrop, funds available to invest

was required to be done in the context of limited

towards improving labour market performance

finances.

are limited.

needed to achieve the stated labour market

6.2.1 Lessons from Advanced
and OECD Countries

goals set out for Sri Lanka by government policy

In the aftermath of the financial crisis, the main

pronouncements. Recommendations for

objectives of the labour market reforms of the

This chapter examines the policy reforms
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Organization for Economic Cooperation and

the contribution requirements to claim full

Development (OECD) and their five key non-

pension benefits (France, Greece and Spain);

member BRICS countries (Brazil, Russia, India,

reduced the generosity of pension benefits

China, South Africa) was to increase utilization

(Greece and Hungary); and aligned the

of labour and to enhance productivity.1

retirement age with life expectancy.

Policies for improving labour utilization were

Third, several countries that identified

2

done on several fronts. First, policies focused

increasing labour force participation of females

on facilitating job creation through relaxing

as a priority introduced measures to lower

labour regulations. Of the OECD countries

barriers to entry into the labour market. These

introducing labour utilization enhancing policy

initiatives included, expanding child care

reforms, Greece, Portugal and Ireland were

facilities (Germany, Ireland and Switzerland);

amongst the most successful.3 This is partly

increasing child care subsidies (Korea, New

due to the fact that they were forced to introduce

Zealand and Slovak Republic); lowering

previously unpopular policy reforms due to

compulsory schooling age; and promoting full-

severe fiscal constraints. The labour market

day schools (Germany and Switzerland).

reforms introduced by these three countries
included, reducing the costs of severance and

Lastly, all countries identifying active labour

making collective and individual dismissals

market programmes (ALMPs) as priorities

easier (Greece and Portugal); measures to

invested in these in several ways. More than

enhance temporary employment by extending

two-thirds of the countries in Europe increased

the period under temporary work agencies

resources for employment services and training

(Greece); relaxing legislation to facilitate more

programmes to increase employability and re-

flexible working-times (Greece); giving firms

skilling. South Africa, in addition to increasing

more flexibility in determining wages by

funding available for employment services, also

allowing firms to move out of collective

improved information on training and

bargaining agreements (Greece and Ireland);

employment opportunities. The efficiency of

and introducing a sub-minimum wage for youth

these ALMPs was improved by more regular

to encourage hiring of young people (Greece).

monitoring and evaluation. The Canada Job
Grant is a good example of an ALMP which

A second set of policies on improving labour

trains individuals to jobs in demand. Canada

utilization resorted to encouraging labour force

Job Grant assists firms and employers to train

participation of older workers. In this regard,

individuals (new or existing) to fill existing job

several countries raised minimum and statutory

vacancies.4 The programme is designed to help

retirement ages (e.g., Belgium for females,

firms of all sizes and industries located across

France, Greece, Hungary and Spain); extended

the country. The government contributes two-

1

This section draws mainly from OECD (2012), “Economic Policy Reforms in 2012 - Going for Growth”, available at OECDiLibrary:
http://dx.doi.org/10.1787/growth-en-2012.

2

Only policies that are directly relevant to Sri Lanka are discussed here.

3

OECD, (2012), “Economic Policy Reforms in 2012 - Going for Growth”, available at OECDiLibrary: http://dx.doi.org/10.1787/
growth-en-2012.

4

Government of Canada (2013), “ The New Canada Job Grant”, available at http://www.budget.gc.ca/2013/doc/themes/skillseng.pdf.
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third of the training cost, while the firm

inclusion of all stakeholders in the planning

contributes the rest of the training cost. These

process. For example, those completing

grants are given for beneficiaries to undergo

entrepreneurship programmes were unable to

short-duration courses conducted by third

start self-employment ventures due to lack of

parties, such as community colleges or private

access to credit; wage subsidy schemes were

trainers.

successful in creating jobs only till the subsidies
lasted; and the skills taught in vocational

Attempts to improve productivity were mainly

training programmes were not those demanded

aimed at boosting innovation policies and

by the market. The North African countries which

reforming education systems in many countries.

were less constrained by finances, mainly oil

Other reforms included product market reforms,

exporting countries, expanded their public

public infrastructure development, public sector

sector to create jobs. However, this was a costly

reforms, general tax reforms, and reforms of

means of creating employment, both in terms

subsidies given to the agriculture sector. Among

of the expense of the programme, as well as

these, raising levels of human capital has been

the labour market distortions created and the

recommended as a means of raising

long-term issues caused by such initiatives

productivity in a majority of the OECD countries

(see Box 6.1).

and in all BRICS countries.
Research suggests that recommendations to

6.2.2 Lessons from Developing
Countries

revive labour markets in North African countries

Developing countries were also not immune to

namely; (i) ALMPs; (ii) labour regulations; (iii)

the contagion impacts of the global downturn

social protection legislation; and (iv) collective

and labour market impacts, with some regions

representation.6 The research emphasizes the

hit harder than others. In the case of countries

need to take into account all four of these

in the North African region for instance, the main

dimensions when making overall policy

labour market benefit to the disadvantaged in

recommendations as these different aspects of

the aftermath of the financial crisis was in the

the labour markets are interlinked. For example,

for m of ALMPs. 5 However, the ALMPs

relaxing labour market regulations to allow for

implemented in North Africa were not successful

more mobility between jobs should go hand in

in creating decent long-term jobs in the private

hand with measures to safeguard workers who

sector for several reasons. First, the

are in-between jobs. Further, any changes to

programmes were implemented mainly by the

labour regulations should take place only after

government sector providers, who were ill-

discussions with all stakeholders to prevent a

equipped to deliver quality programmes due to

social backlash. Additionally, the need to be

financial, technical, and capacity limitations of

aware of the capacity of a country to implement

their institutions. Further, the programmes

reforms when making policy recommendations

suffered from design flaws due to the non-

needs to be recognized. This will depend on

in the aftermath of the financial crisis examine
labour market policies along four dimensions,

1

Subrahmanyam, G., and V. Castel (2014),” Labour Market Reforms in Post-transition North Africa”, African Development
Bank Group, Tunis.

2

Ibid.
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Box 6.1
Expanding the Public Sector is Not a Solution for Job Creation
International experiences suggest that public sector job creation is costly and distorts the
labour market in the long-run. In the aftermath of the financial crisis, governments in North
African countries were compelled to create jobs. Some countries reacted to this need by
creating public sector jobs. For example, Egypt created one million new public sector jobs,
Tunisia created 40,000 new direct public sector jobs, and Libya absorbed large numbers of
ex-combatants and others into the government forces.
However, Subrahmanyam and Castel (2014) point out that such public sector job creation is
not a solution to unemployment for several reasons. First, job creation through expanding the
public sector is expensive. For example, in Egypt, the public sector wage bill increased by 15
per cent. This creates additional pressure on the public budget in the long-term. Second, it
does not address the real cause of unemployment. Third, it is not sustainable, as governments
cannot continue to expand the public sector. Fourth, it creates a perpetual problem of graduate
unemployment as future graduates also queue to obtain public sector jobs. The only means
of breaking the cycle of unemployment and public sector employment provision is to facilitate
private sector led job growth.
Source: Subrahmanyam, G., and V. Castel (2014), "Labour Market Reforms in Post-transition North
Africa", African Development Bank Group, Tunis.

many factors, including available fiscal space,

technical training, career guidance, labour

level of human capital development in the

market information provision, and job matching

countr y,

and

are done by a multitude of institutions in the

sophistication of the economy, and the strength

level

of

diversification

country. However, available budget estimates

of institutions in the country.

show that public expenditure on labour and
employment is very low.7

6.3 Public Sector Involvement in Labour
Market Activities in Sri
Lanka
Total public expenditure on labour market
improvement in Sri Lanka is difficult to estimate,
as the different functions involved in policy
making, policy implementation, vocational and

The Department of

Labour, which is primarily involved in law
enforcement, spent Rs. 1,424 million in 2014.
The Ministr y of Labour and Trade Union
Relations (MLTUR), which is responsible for
enforcement of labour laws, implementation of
social security schemes, provision of labour
market information as well as human resource
development only spent Rs. 246 million in
2014.8 Together, these expenditures amount to
less than 0.02 per cent of GDP.

7

Estimates from MOFP (2014), Annual Report 2014,Ministry of Finance and Planning, Colombo.

8

Ibid.
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In addition to the above, the government is

The public institutions for vocational and

involved in ALMPs such as technical and

technical training mainly evaluate their

vocational training, career guidance and job

effectiveness through enrolments and

matching activities. The technical and vocational

completions. The latest student enrolment and

training (TVET) in the country is conducted by

completion data are available for 2012, and

an assortment of organizations including most

they indicate much room for improving

importantly, the Ministry of Youth Affairs and

performance. For example, the drop-out rates

Skills Development (MYASD) and the

for these institutions for the latest year for which

Department of Technical Education and Training

data is available were very high (e.g., DTET-

(DTET). Under DTET, 38 technical training

29.2 per cent (2011); VTA -11.2 per cent (2012)

institutions operate, of which 9 (one in each

NAITA - 18.4 per cent (2012)).9 This suggests

province) are operating as Colleges of

that many of these training institutions are not

Technology (COTs). In addition to DTET, several

run efficiently. Further, due to lack of proper

other vocational training bodies come under

monitoring, the effectiveness of these

MYASD. These include the Vocational Training

institutions in improving employability of youth

Authority (VTA), National Apprentice and

is not clear.

Industrial Training Authorit y (NAITA), the
National Youth Services Council (NYSC) and
the National Youth Corps (NYC), which together
operated more than 300 vocational training
institutes in urban and rural areas. The
government expenditure on MYASD and DTET

6.4 Challenges in Meeting Government Employment Goals

together had fluctuated around 0.1 per cent of

This section provides stylized facts on the labour

GDP from 2000 to 2014.

market in Sri Lanka, keeping in mind the policy

9

State Ministry of Youth Affairs (2016), “Statistics”, available at http://www.youthmin.gov.lk/web/index.php?option=com_content
&view=article&id= 178&Itemid=233&lang=en.
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Public expenditure on labour market
activities including technical and vocational training in 2014 (as a % of GDP)

goals of the government with a view to
identifying policy priorities for the labour market.

6.4.1 Creating One Million Jobs
The government envisages creating one million
jobs in the next five years. In order to achieve
this goal, the economy will need to create
200,000 jobs a year, on average. The employed
increased by 237,689 from 2011 to 2014, which
resulted in an average annual increase of
79,230 employed. This means that in order to
meet the policy target, job growth will need to
increase by two and a half times its current
levels. In 2014, there were 380,554 unemployed
persons in the country, which amounted to an
unemployment rate of 4.3 per cent. An
unemployed rate of around 4 per cent is usual
in any economy in the presence of new entrants
to the labour market and movement of workers
between jobs (frictional unemployment). Given
this, workers for the new jobs will need to be
sourced mostly from the currently economically
inactive.
The currently economically inactive in Sri Lanka

This
means that
in order to
meet the
one million
jobs target,
job growth
will need to
increase
by two and
a half
times its
current
levels.

are mostl y females, youth and elderly.
According to 2014 labour force survey data, 75
per cent of the economically inactive were
113
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Figure 6.1
Labour Force Participation Rate by Age Group and Sex (2014)
Total
Male

%

Female

Source: Estimated from data based on DCS, “Labour Force Survey- Annual Report 2014”, Department of
Census and Statistics, Colombo.

females.10 By age group, 22 per cent of the

during the time considered, female employment

inactive individuals were aged 65 years or

grew by 1.7 per cent and male employment grew

more, and 27 per cent of them were youth (15-

by 0.6 per cent annually. Across age groups,

24 year olds). By type of activity, 49 per cent

this growth is mainly explained by employment

were engaged in household duties, 20 per cent

growth of older persons. The average annual

were engaged in studies, and 21 per cent were

employment grew by 2.7 per cent and 2.2 per

retired or too old to work. As shown in Figure

cent, respectively, for 40 and above individuals

6.1, labour force participation of prime age (25-

and 30-39 year olds between 2011 and 2014.

40 years) of males is quite high; however, the

In contrast, employment for those below 30

labour force participation of youth, females and

years declined (at an average annual rate of

older persons has room for improvement.

5.2 per cent) over the same period.

The low labour force participation is partly due

The disparity between the jobs available and

to the mismatch between the availability of jobs

the jobs desired is also reflected by the

and the types of jobs aspired to by those

unemployment rates. The unemployment rates

economically inactive. However, job prospects

for females and the educated have decreased

for females and older persons have improved

over the 2011 to 2014 per iod, but youth

during the 2011-14 period. Jobs for youth (15-

unemployment rate has increased (Table 6.1).

24 year olds), in contrast, have declined. The
growth in employment from 2011 to 2014, by

The government practice of expanding the

nearly 1 per cent annually, is mainly explained

public sector to address the unemployment

by growth in female employment. On average

problem is not sustainable. The above

10

DCS (2014), “Labour Force Survey - Annual Report 2014”, Department of Census and Statistics, Colombo.
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Table 6.1
Trends in Unemployment Rates

All

Unemployment Rate Unemployment Rate Relative to
(%)
Overall Unempoyment Rate (%)
2011
2014
2011
2014
4.2
4.3
1.0
1.0

By gender
Male
Female

2.7
7.0

3.1
6.5

0.6
1.7

0.7
1.5

17.7
7.6

20
8.3

4.2
1.8

4.7
1.9

9.0

8.1

2.1

1.9

By age group
20-24
25-29
By level of education
GCE A/L & above

Source: Estimated from data based on DCS, “Labour Force Survey- Annual Report 2014”, Department of Census and
Statistics, Colombo.

mentioned decline in the unemployment rate
of females and the more educated is partly
owing to 51,420 graduates being absorbed into
the public sector under the graduate
employment programme.11 It is unlikely that the
government

can

continue

to

provide

employment for such large numbers of
unemployed graduates. Hence a more
sustainable means of creating employment is
needed.
A recent survey by the National Human
Resource Development Council (NHRDC)
suggests that public sector unemployed
graduate recruitments are not strategic.12 About
48 per cent of the interviewed were dissatisfied
with the way graduates were recruited. The main
reasons for dissatisfaction were political
interference (43 per cent), unsystematic
methods of recruitment (33 per cent) and
recruitment

not

aligned

with

degree

qualification (8 per cent). The suggestions given
by the newly recruited on the means of

A recent
survey by the
National Human Resource Development Council (NHRDC)
suggests that
public sector
unemployed
graduate
recruitments
are not
strategic.

11

NHRDC (2013), “Recruitment of Graduates into the Public Service, and their Contribution to the Productivity vis-a-vis their
Job Satisfaction”, National Human Resource Development Council of Sri Lanka, Colombo.

12

Ibid.
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system. The main reason for low labour force
participation of youth is education, but the

The main
reason for
low labour
force
participation
of youth is
education,
but the
education
outcomes
of youth
are
mediocre.

education outcomes of youth are mediocre. The
youth labour force participation only start to
increase in the late twenties (see Figure 6.1).
According to DCS data, among inactive youth
(15-24 year olds), 84 per cent of males and 61
per cent of females are engaged in studies.13
Although youth spend many years in education,
the proportion of 25-30 year olds with degrees
(5.9 per cent) and tertiary level vocational
training (14.7 per cent) is quite low (see Figure
6.3), indicating that although many years are
spent in education, the education outcomes of
youth are low. A first degree or a tertiary level
vocational training course takes only 3-4 years
to complete. If young people undertake these
education courses soon after leaving school,
they should be able to complete their studies
and enter the labour market in their early
twenties. However, an average Sri Lankan
university student takes three years longer to
graduate compared to their counterparts in the
UK and the US.14 This is due to late entry into

improving the recruitment process also reveal
that such recruitments are unlikely to enhance

universities as well as longer time spent in
universities.

productivity in the public sector. For example,
30 per cent recommended avoiding political
interference in recruitments; 23 per cent
recommended recruiting for existing vacancies;
20 per cent recommended recruiting for a
position worthy of a graduate; and, 16 per cent
recommended recruitments that match the
subject of the degree.

The main reasons for low labour force
participation of females and elderly are
household responsibilities (mainly females)
and retirement (mainly elderly). About 90 per
cent of the 25-55 age group females who are
not in the labour force are engaged in
household duties. A large proportion of 55 and
above males (75 per cent) and females (47 per

The low labour force participation of youth is
partly due to the inefficiencies in the education

cent) are not active in the labour market due to
retirement and old age.

13

DCS (2014), “Labour Force Survey - Annual Report 2014”, Depar tment of Census and Statistics, Colombo.

14

Jayasekera, H. (2012), “Lankan University Graduates: Late Birds, No Worms” available at Talking Economics: http://
www.ips.lk/talkingeconomics/ 2012/08/22/lankan-university-graduates-late-birds-no-worms/.
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Policies for improving employment will have to

cent, while the employed with less than a

target jobs mainly for females, youth and elderly.

primary level education has declined by nearly

Further, job creation will need to be done

4 per cent annually. Although the employed are

strategically and by creating jobs needed for

more educated, still a large proportion (65 per

improving production.

cent) of the labour market has less than a
secondary level education (i.e., has not passed

6.4.2 TTowards
owards a Modern Knowledge-based Economy

O-levels) as can be seen in Figure 6.2. Less

The government envisages creating a

a slight increase in the proportion of those

sophisticated and modern knowledge-based

passing A-levels, this increase has been rather

economy which is able to compete in the global

gradual.

than 20 per cent of the population has A-levels
or a higher level of education. Although there is

market. One essential prerequisite for creating
a modern knowledge economy is a highly

The proportion of tertiary educated in the

educated labour force; in particular, tertiary level

population is low, and those with post-graduate

science and technology workers are needed

level education are almost non-existent. The

for a dynamic knowledge-based economy.

highest incidence of tertiary educated are
observed for 25-29 year olds in Sri Lanka

The employed in Sri Lanka has become more

(Figure 6.3). The proportion of tertiary educated,

educated over time, but improvements are

decreases steadily for older age groups. This

marginal. From 2011 to 2014, the employed with

could either be because emigration of skilled

A-levels have increased annually by 3.7 per

individuals or the late improvements to the

Figure 6.2
Currently Employed by Level of Education

%

Grade 5 and blelow
Grades 6-10
O-level
A-level

Notes:

Data for 2008-10 exclude the Northern Province.

Source:

Estimated from data based on DCS, “Labour Force Survey- Annual Report 2014”, Department of
Census and Statistics, Colombo.
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Figure 6.3
Population Aged 15 and Over, by Level of Eduation and Age
50 and
2.3 6.3
abo ve

91.1

Age

40-49 3.3 9.1
30-39

4.7

25-29

5.7

11.7

First degre e

83.1

14.7

79.3

20-24 1.8 16.6

Tertiary level
vocational
training

81.6

15-19 0.1 8.6

Less than tertiary
level education

91.3

Tota l 3.0 10.0
0%

Post graduate
deg ree

87.2

86.7
20%

40%

60%

80%

100 %

Source: Arunatilake, N., “Census of Population and Housing Thematic Report – Labour Market
Characteristics”, United Nations Population Fund, Colombo (forthcoming).

tertiary education in the country. The proportion

developed countries have re-oriented their

of persons with post- graduate degrees is very

policies to train and attract individuals to

low in Sri Lanka; individuals with such

become S&T workers. More resources given to

qualifications are essential for training and

science education and change of migration

driving innovation.

policies to attract more skilled workers are some
examples of strategies adopted by developed

6.4.3 Increasing Productivity and
Competitiveness

countries to increase the proportion of S&T

It is often argued that "science, technology and

developed a methodology for measuring S&T

innovation

workers. 16

promote

competitiveness,

workers in their countries. In order to monitor
the prevalence of S&T workers, the OECD
According to this, science and

productivity and growth";15 as such, the OECD

technology workers are those with a tertiary

has put in place procedures to monitor progress

education, 17 and/or those employed as

in science, technology and innovation. A

professionals, associate professionals and

workforce that is highly skilled in science and

technicians.

technology (S&T) are a prerequisite for driving

professional, associate professional and

innovation. In recognition of this fact, many

technical level occupations are carried out by

Countries

benefit

when

15

OECD (2015), “OECD Science, Technology and Industry Scoreboard”, available at http://www.oecd.org/sti/scoreboard.htm.

16

OECD (1995), “The Measurement of Scientific and Technological Activities - Manual on the Measurement of Human Resources
Devoted to S&T: CANBERRA MANUAL”, OECD, Paris.

17

For example, those with an education level of 5 or more according to the International Standard Classification of Education
(ISCED); these include post-graduate degree holders (ISCED level 7), graduates (ISCED level 6), and holders of tertiary level
vocational training diplomas (ISCED level 5).
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Figure 6.4
Incidence of Professionals and Technicians in the Total Employed
United States
Germany
United Kingdom
Russian Federation (2010)
EU 28
Brazil (2009)
Sri Lanka (2012)

Professionals (ISCO 2)

Indonesia (2010)

Technicians and associated professionals
(ISCO 3)

India (2011)

%

Notes:

Professionals, and technicians and associate professionals are defined according to the International Standard
Classification of Occupations 2008 (ISCO-08) major groups 2 and 3 respectively, except for Brazil, India,
Indonesia, and the Russian Federation, for which the corresponding ISCO-88 groups are reported.

Source: For Sri Lanka see Arunatilake, N., “Census of Population and Housing Thematic Report – Labour Market
Characteristics”, United Nations Population Fund, Colombo (forthcoming); for other countries see OECD, based
on European Labour Force Surveys, Eurostat; ILO Laborsta database; and national sources from (OECD,
2013), http://www.oecd-ilibrary.org/science-and-technology/oecd-science-technology-and-industry-scoreboard2013/professionals-and-technicians-2012_sti_scoreboard-2013-graph76-en.

tertiary educated individuals as they are trained

almost triple its proportion of professionals in

to conduct these occupations.

the economy at present.

The proportion of professionals, associate

A large proportion of the S&T jobs are done by

professionals and technicians in Sri Lanka are

persons not formally qualified in tertiary

much lower than those in OECD countries. The

education. Even though the proportion of

proportion of professionals and technicians in

professionals, associate professionals and

the total population is used as an indicator for a

technicians

knowledge economy by the OECD. In 2013, on

Classification of Occupations (ISCO) 2 and 3)

average 18.2 per cent of the total employed in

are higher in Sri Lanka compared to India and

Europe were professionals and 15.7 per cent

Indonesia, many of those in these ISCO 2 and

of total employed were technicians and

3 occupations do not have a tertiary level

associate professionals (Figure 6.4). The

education. For example, 35.8 per cent of

corresponding statistics for Sri Lanka were 6.8

professionals and 67.6 per cent of technicians

and 6.4 per cent, respectively. This indicates

and associate professionals were without a

that to reach the current incidence of

tertiary level education in the country (Table

professionals in Europe, Sri Lanka has to

6.2). Further, the proportion of those with post-

(International

Standard
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A large
proportion
of the S&T
jobs are
done by
persons
not formally
qualified in
tertiary
education.
120

graduate degrees was very small; this hampers
the ability to conduct R&D in the country.
In Sri Lanka, a large proportion of those with
degrees have studied arts subjects. There is an
over-supply of university students majoring in
social science and humanities and an undersupply of those majoring in science subjects. In
2014, 36.1 per cent of graduates had majored
in arts, while a further 20 per cent had majored
in commerce (Figure 6.5). Although the
proportion of arts graduates have marginally
declined from 2011 to 2014 (by 3.2 percentage
points) this decline is very gradual. Sri Lanka
will need to think about expanding S&T
graduates in order to spur innovation.
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Table 6.2
Working Age Population in S&T Occupations, by Level of Education
Units

Total

PostFirst
Tertiary
Other
graduate Degree Level
(Less than
Degree
Vocational Tertiary
Training
Level)

Employed

No.
%

7,335,432
100.0

Professionals (ISCO 2)

No.
%

499,505
100.0

Technicians and associate
professionals (ISCO 3)

No.
%

465,882
100.0

Note:

35,530
0.5

323,36
4.4

4858,116
11.7

6,118,422
83.4

20,834 175,934
4.2
35.2

123,740
24.8

178,997
35.8

93,108
20.0

314,980
67.6

4,205
0.9

53,589
11.5

15 and above population.

Source: Arunatilake, N., “Census of Population and Housing Thematic Report – Labour Market Characteristics”, United
Nations Population Fund, Colombo.

6.5 Policy Priorities

In the case of females, these mainly aim to

6.5.1 Improving Labour Utilization

reduce barriers to female labour force

improve social support to families, in order to

The above discussion shows that policies for

participation. Policy measures in this regard

improving labour utilization will need to look at

include expanding child care facilities and

means of improving labour force participation

increasing child care subsidies and allowing

of youth, females and the elderly, and reduce

more flexible work-time arrangements. Sri

the unemployment rate of youth. This section

Lanka could also learn from these experiences

discusses policy options available for achieving

to increase female, youth and elderly labour

these goals.

force participation. Policies to be considered

Figure 6.5
Distribution of Graduate Output by Higher Education Programme (%) 2014
Architecture &
quantity
surveying, 1.4

Other science, 3.9
Law, 0.4

Computer
science 4.7

Engineering, 8.3
Arts, 36.1
Agriculture, 5.5

Medicine, 7.4

Science, 12.5
Management &
commerce, 20.0
Source: UGC, “Sri Lanka University Statistics 2014”, University Grants Commission, Colombo.
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include relaxing legislation to reduce
disparities between part-time workers and fulltime workers, and policies aimed at building
the capacity of human resource managers to
manage a mix of part-time and full-time
workers. Again such policies can be
implemented without much public expenditure.
As shown ear lier, the most economically
inactive youth are involved in education.
However, the education outcomes of tertiary
educated 25-30 year olds are low. Improving
efficiency of the education market plays an
important role in improving youth labour force
participation. The transition time from O-Levels
to A-Levels and from O-Levels and A-Levels to
higher studies or vocational training should be
minimized. Universities and vocational training
institutes should function according to a set
calendar in order to avoid unnecessary delays.
Improving the quality and relevance of

Improving
efficiency
of the
education
market
plays an
important
role in
improving
youth
labour force
participation.

education, and improving services for matching
job seekers to jobs can help to minimize the
school to work transition. Again, improving the
of education can improve labour market

6.5.2 Improving Employability
and Employment Services

outcomes without increased spending.

As discussed earlier, government expenditure

efficiency of transition between different levels

on technical and vocational training, career
Studies may be needed to identify the reasons

guidance and job placements is very small.

for long delays between different levels of

Even available funds are distributed amongst a

education and take corrective action to

multitude of institutions. The high drop-out rates

minimize them. Computerizing exam taking and

in these institutions suggest inefficiencies in the

paper marking, and selection of candidates to

management of these institutions.

universities may help to improve the efficiency
of transition between different levels of

International experience suggests that the

education. Some of these measures may be

success of the ALMPs depend largely on several

costly to implement, but the likelihood of

factors.18 These are: (i) inclusion of multiple

negotiating multilateral aid for such efficiency

stakeholders in the design; (ii) involvement of

improvements are likely to be high.

the private sector to ensure that correct skills

18

Subrahmanyam, G., and V. Castel (2014), “Labour Market Reforms in Post-transition North Africa”, African Development
Bank Group, Tunis.

122

STATE OF THE ECONOMY 2016

are taught; (iii) availability of reliable information

many policy reforms adopted by OECD

on the labour market to make correct policy

countries were aimed at allowing more

decisions; (iv) proper targeting aimed at the most

flexibility for firms to hire and fire workers. These

disadvantaged; and (v) comprehensive

include, reducing the severance payments,

programmes that link training to job placement.

simplifying judicial procedures related to firing

Training programmes which directly target

procedures, allowing longer term temporary

'skilling' workers to fill available vacancies are

work arrangements, subsidizing social welfare

more efficient, and can be less costly.

payments linked to wages to reduce the costs
of hiring and increase the flexibility of adjusting

The TVET sector in Sri Lanka can also benefit

the workforce to suit market requirements.

from reforms that aim to involve more
stakeholders in the design, involvement of the

Sri Lanka also has highly stringent labour

private sector, better labour market information

market regulations where hiring and firing of

for making decisions, proper targeting, and

workers is costly and cumbersome, and the costs

programmes that are linked to employment

involved are uncertain. Relaxing these

placements. Among these, improving labour

regulations by reducing the costs of social

market information will be most costly to

protection to firms and ensuring income

implement. But, rationalizing the existing TVET

protection, rather than job protection, 19 can

sector can free resources for developing a

benefit job creation. For example, in many

system to collect better labour market

OECD countries firms have greater freedom in

information.

hiring and firing workers. But, workers' incomes
are protected during times of unemployment

6.5.3 Policies for Improving Job
Creation and Productivity

through unemployment insurance or stipends

Past governments resorted to public sector job

Firms are able to adjust their work forces to

creation to reduce unemployment amongst

match the current economic and technological

graduates. However, this is not a sustainable

requirements of the market, while workers are

solution (see Box 6.1). The way forward is to

able to get re-skilled and re-enter the labour

facilitate private sector job creation. Highly

market. In many countries, unemployment

regulated labour markets make access to

insurance schemes are coupled with policies

employment harder for vulnerable groups such

for training unemployed workers, so that they

as youth and females, as prime age individuals

can acquire new skills and improve their

who secure jobs enjoy long job tenures. There

employability. But, any policy reform will need

is increasing evidence that more flexible labour

to be carefully evaluated for their social

markets facilitate more efficient worker

consequences before implementation. This

allocation, job creation and productivity (see

entails introducing social security programmes

Box 6.2). In the aftermath of the financial crisis,

to support workers in-between jobs as well as

19

paid during times of unemployment. This is
beneficial to both the firms and the workers.

Job protection usually refers to legislation, collective agreements or other policies that restrict the hiring and firing practices
of firms. Income protection usually refers to protecting the incomes of workers so that they do not have to face hardships
even when they are laid-off (e.g., through unemployment insurance). Job protection is a form of income protection as
workers are paid as long as they are employed. But, excessive job protection is criticized, as it lowers productivity of
workers and hinders the creation of more and better jobs.
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Box 6.2
Effect of Labour Market Institutions on Job Growth and Productivity
Economic growth requires the reallocation of productive resources from low growth sectors
to high growth sectors. Reviewing the literature on firm growth, Henrekson (2014) finds that
younger high growth firms have higher productivity and grow more rapidly, thereby contributing
to job growth more. Regulations that provide high job security restrict job mobility and are
detrimental to the growth of young high growth firms, as they
restrict the abilityCapital
of firmsontoTreasury
Value
secure skilled workers. Stringent labour markets can dampen job creation. High job protection
increases the opportunity cost to workers of changing employers or becoming self-employed.
As such, in highly protected labour markets, worker mobility is low. When formal employment
is highly regulated, employers tend to circumvent the regulations by hiring temporary workers.
Although this reduces the costs of worker adjustment, it restricts the ability of firms to attract
highly skilled workers. International experiences suggest that more flexible labour markets
assist job growth. A study evaluating the relationship between productivity and firm size in
the US and seven European countries using harmonized firm-level data find that the
relationship between productivity and firm size is much stronger in the US, where labour
markets are less stringent.
Source: Henrekson, M., (2014), "How Labour Market Institutions Affect Job Creation and Productivity
Growth", Institute for the Study of Labour (IZA), Bonn.

social dialogues to minimize adverse social

a tertiary education. A large proportion of those

reactions. If carefully designed, social security

who are tertiary educated have done their

programmes can be created without much

studies in arts and humanities subjects. The

public funds, financed by contributions from

country will need to expand access and improve

employers and employees. Such policies may

the quality of the tertiary educated to promote

increase job creation and benefit females, youth

innovation and competition. In this regard, in

and elderly without stretching the public budget.

the face of tight budget constraints, Sri Lanka
will need to bring in policies for giving tertiary

6.5.4 Labour Market Reforms for
Creating a Knowledge-based
Economy

education institutes more autonomy to function
independently, more autonomy to generate
funding, and at the same time making tertiary
education institutions more accountable.

Improving human capital, especially tertiary
level educated S&T workers is seen as an
essential element for boosting innovation,
which is needed for improving productivity and
competitiveness. As shown, although the
education level of employed in Sri Lanka have
improved over time, the proportion of tertiary
educated in the country is very low. Many who
are in professional, technical and associate
professional occupation categories are without
124

6.6 Conclusions and
Policy Recommendations
The government envisages creating one million
jobs and improving Sri Lanka's living standards.
To reach one million workers in five years, the
economy will have to increase its current trends
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International experience suggests a variety of

Improving
human
capital,
especially
tertiary level
educated
S&T workers
is seen as an
essential
element for
boosting
innovation;
the proportion of
tertiary
educated in
Sri Lanka is
very low.

ways to increase labour force participation of
youth, females and elderly without relying much
on public expenditure. The main means of doing
this is by relaxing legislation that inhibits the
natural growth of firms due to statutory
requirements. Such incentives need not be
financial. For example, they can take the form
of

reducing

the

severance

payment

requirements, simplifying firing procedures, and
allowing

longer-ter m

temporar y

wor k

arrangements that encourage firms to expand
employment. Reducing job protection through
lowering the costs of severance pay and
allowing firms more flexibility to hire and fire
workers can benefit the young and females.
Further, better child care facilities and more
flexible work arrangements are the main
policies adopted by OECD countries to improve
female labour force participation. If done with
private sector participation, providing better and
more affordable child care may not be an extra
burden on government finances.
Youth enter the labour market quite late in Sri
Lanka. This is partly due to the longer time spent
in education by youth. However, the education
outcomes of youth are not very good. Increasing
youth labour force participation can be brought
about by improving the education system.
Policies should aim at reducing the transition
time between general and tertiary education

in employment by two and half times. With a
ver y low unemployment rate already, the
majority of workers for the envisaged new jobs
will have to come from the currently
economically inactive population. These consist
mainly of females, old persons and youth.
Hence, policies to creating one million jobs will
need to especially target these population
groups.

and ensuring that the education courses are
completed according to a schedule. Improving
the efficiency of education will also help to
increase female labour force participation
indirectly. If females enter the labour market in
their early twenties, they are more likely to gain
several years of experience before their
reproductive years. With prior experience in the
labour market, they are more likely to resume
work after their reproductive years than those
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who never work. On the other hand, engaging

The current development policy framework

in education till the late twenties allows females

gives special attention to create a sophisticated

very little time to gain experience before starting

and modern knowledge-based economy.

a family.

Countries that envisage promoting their
knowledge-based

industries

promote

Improving the quality of tertiary and vocational

innovation and invest in S&T workers. However,

training, and making them more relevant to the

as discussed, the proportion of professionals

market place can improve the employability of

in Sri Lanka is quite low. Further, a majority of

young people. Further, job-search assistance

the professionals, associate professionals and

can facilitate job matching and ensure that

technicians do not have the education levels at

young people receive training that is in demand

the tertiary level required by their jobs.

in the market. Given budget constraints,

Reforming the tertiary education sector to

expanding publicly provided vocational training

expand education courses in S&T fields and

may not be an option. Further, already a variety

improving the quality of education is crucial for

of institutions are involved in providing

creating a knowledge-based economy. Again,

vocational and technical training in the country.

in the absence of funding, the way forward

The way forward would be to streamline the

would be to do this through PPPs. Earlier

publicly funded vocational and technical

attempts at expanding higher education

training sector, and encourage more training

concentrated more on expanding numbers. The

that are linked to existing vacancies, through

need is not only to increase the number of

partnerships with firms, training providers, and

tertiary educated, but to ensure that they come

the government.

out with the proper skills needed to spearhead
innovation.
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7. Advancing Sri Lanka's Education
System through Innovative Funding
7.1 Introduction
ince 1945, Sri Lanka has been committed

S

university education is beset with problems of

to providing free education from the

meeting and improving the quality and

kindergarten to university. In this context,

relevance of courses compatible with labour

public spending on education covers general

market requirements.3 Also, there is a wide gap

education, higher education as well as most

between school and the world of work; the

vocational education programmes. Further, with

quality of the general education system, mainly

the aim of improving access to general

provided by the public sector, does not transmit

education, several welfare programmes were

much productive skills to pupils.

implemented by successive governments,
including the distribution of free textbooks,

To meet the emerging needs of Sri Lanka's

scholarships for disadvantaged students, free

labour market, the education system now needs

uniforms, and subsidized transport facilities. In

substantial modernization to equip workers to

view of these efforts, Sri Lanka had little difficulty

think and act creatively, work industriously and

in meeting education sector related MDGs; by

productively, and be able to innovate and adapt

2012, the primary net enrolment rate was 99.7

to available technologies to strengthen

per cent; survival to grade 5 was 100 per cent;

economic activities. With existing public finance

and literacy was a high of 97.8 per cent among

constraints and limited private sector

15-24 year olds.

1

participation, addressing these education
sector needs to align with changing needs of a

However, the Sri Lankan education system

dynamic labour market is a major challenge.

faces new challenges in improving the quality

Although, there have been attempts to improve

and relevance of education to equip workers

the quality and relevance of general education

with evolving skills demanded in a more

by introducing market-oriented subjects, and

globalized wor ld. There are substantial

more practical-oriented curriculum, etc., there

mismatches between demand for and supply

were many implementation issues at the ground

of workers, especially in terms of higher

level; financial constraints, lack of resources

education and high-skilled workers.2 Further,

which obstruct the expected outcomes of

1

UNDP (2015), Millennium Development Goals Country Report 2014 - Sri Lanka, United Nations Development Programme,
Colombo.

2

Dundar, H. et al. (2014), “Building the Skills for Economic Growth and Competitiveness in Sri Lanka”, World Bank, Washington,
D.C.

3

ADB (2007), “Sri Lanka Country Assistance Programme Evaluation: Education Sector”, Asian Development Bank, Manila.
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attempted reforms were some of the more
4

were allowed to function as private schools

critical. Given this backdrop, the objective of

under the supervision of the Ministry of

this chapter is to analyze the existing education

Education (MOE).6 In this context, only a small

system in Sri Lanka and identify the priority

number of private schools schools function in

areas to be addressed. Thereafter, the

Sri Lanka, numbered at 78 as of 2014.7

discussion will focus on innovative ways of
funding the education sector, while drawing

Given restrictive legislation on private schools,

relevant

international schools were established from the

examples

from

international

experiences.

late 1970s, under the Companies Act of Sri
Lanka. Although international schools entered

7.2 Governance and
Issues in the Education
System
7.2.1 Service Delivery in General
Education

the education sector with the idea of allowing
children of expatriates to be enroled, at present,
there are thousands of local students in these
schools due to high competition for school
admissions. International schools are not
registered with the MOE and are not required
to follow the national curriculum or national
examinations. Accordingly, the MOE does not

The public education system remains the

have information on these international schools.

predominant education service provider of

Their numbers are not known, but most

general education in Sri Lanka. The present

estimates suggest that there are around 700

schools system comprises of 10,997 schools,

international schools currently functioning in the

of which 92 per cent are government schools.

country. 8 With the increasing trend of

In 2015, approximately 4.1 million students

mushrooming international schools, their role

were taught by around 236,999 teachers in

need special attention, especially on

government schools, yielding a student-teacher

curriculum, quality of teaching, and school

ratio of 18:1.5 In the Sri Lankan socio-political

discipline.

context, private sector involvement in the

private schools which provide general

7.2.2 Deficiencies in the General
Education System

education are not allowed to be established.

Given the country-wide network of state funded

Some private schools (established before 1961)

schools and other welfare measures, Sri Lanka

were taken over by the government, while others

has made remarkable progress in terms of

education sector is limited. For instance, with
the nationalization of private schools in 1961,

4

IPS (2015), “Educational Sector Reforms to Bridge Skill Gaps” in Sri Lanka: State of the Economy 2015, Institute of Policy
Studies of Sri Lanka, Colombo.

5

CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo.

6

MHRD (n.d), Education for All National Action Plan for Sri Lanka, Ministry of Human Resource Development, Sri Lanka.

7

DCS, Statistical Abstract 2015, Department of Census and Statistics, Battaramulla.

8

MOE, “High Awakening is Happening at Present in the Field of Education in Sri Lanka”, available at http://www.moe.gov.lk/
english/index.php? option=com_content&view=article&id=1113:high-awakening-is-happening-at-present-in-the-field-of-educationin-sri-lanka&catid=344&Itemid=771.
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Table 7.1
Trends in Education Provision

General Education
Total no. of schools
Government schools
Pirivena schools
Private schools
Special schoolsa
Government schools
No. of teachers
No. of students

2000

2010

2015

10,615
9,976
561
78

10,492
9,675
719
72
26

10,997
10,144
853
78
25

186,097
4,193,908

215,692
3,932,722

236,999
4,129,534

13
11,805
3,241

15
21,547
4,918

15
25,624
5,525

(2001)
(2001)
(2001)
(2002)

939
898
240
96,620
(2009)

1362 (2014)
1240 (2014)
99 (2014)
254,091
(2014)

30,929
23,794
7,135

104,248
85,195
19,053

225,047
169,600
55,447

Higher Education
No. of universities
No. of new admissions
No. of lecturers
TEVT
No. of registered institutions
Government and semi-government
Private
NGO
Intake
Public expenditure on education (Rs. mn)b
Current
Capital

556
252
112
67,612

Notes:

a: Special schools are for differently abled children; b: Government expenditure on general and higher education.

Sources:

UNDP/IPS (2012), Sri Lanka Human Development Report 2012; CBSL, Annual Report 2015; TVEC (2015),
“Baseline Survey in the Technical and Vocational Education and Training (TVET) Sector”, TVEC.

The provision of equitable access
for quality
education is
a major
challenge
for Sri
Lanka today.

access to education compared to many other
developing countries. However, the provision
of equitable access for quality education is a
major challenge for Sri Lanka today. There are
large disparities in the quality of education
provided due to unequal distribution of both
human as well as physical resources. For
instance, there are limited opportunities, to
study A-Level in the science stream at the
school level. As of 2014, out of 10,121 schools
only 959 (less than 10 per cent) had the facilities
to teach A-Level in the science stream, while
there were 1,852 schools that offered only arts
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and commerce streams for A-Levels. 9

only 43 per cent of schools had an IT

Consequently, many students are compelled

laboratory.12 Most of the planned reforms thus

to follow the latter owing to lack of other options.

tend to get stuck halfway due to lack of required
resources to support the reforms. In fact, the

Further, limited higher-order learning spaces -

National Education Commission (NEC) claims

such as science laboratories, ICT facilities,

that a key reason for implementation issue of

activity rooms and multi-purpose rooms - hinder

recognized reforms is lack of required funds to

the expected outcomes of attempted

sustain the changes.13

educational reforms in Sri Lanka. With the aim
of preparing future generations with market-

Also, there are teacher deficits for more

oriented skills, a more practical oriented

demanding subjects such as mathematics,

curriculum was introduced in the recent past

science, English and IT, especially in rural areas.

with the inclusion of more demanding subjects

Teacher shortages badly affect the educational

-- e.g., expanded science syllabus, introducing

outcomes as well as slow progress of

computer literacy under a 'practical and

educational reforms in the country. For instance,

technical skills' subject of the secondary

although English medium instruction was

curriculum and use of IT as a tool for learning

introduced in 2001, only 6.5 per cent of schools

teaching process, etc.10 However, most of the

had English medium instructions in 2013. 14

attempted reforms are not supported by

Lack of teachers for more demanding subjects

availability of required resources. For instance,

is partly due to teachers being recruited under

although IT education was promoted in general

'unemployed graduate recruitment' schemes

education system under a Master Plan for ICT

where their qualifications are not aligned with

Education from 2005 to 2010, there were limited

the subjects in demand. On the other hand, with

IT resourced schools; even as of 2013, out of

relatively low salaries, the teaching profession

7,139 schools (Type 2 and Type 3 schools),

9

11

is not attractive for more qualified people.

DCS (2015), “Statistical Abstract 2015”, Department of Census and Statistics, Colombo.

10

IPS (2015), “Educational Sector Reforms to Bridge Skill Gaps” in Sri Lanka: State of the Economy 2015, Institute of Policy
Studies of Sri Lanka, Colombo.

11

Type 2 schools are those with classes up to G.C.E. Ordinary Level; Type 3 schools are those with classes up to Grade 5.

12

MOE (2013), “Sri Lanka Education Information 2013”, Ministry of Education, Colombo.

13

De Silva. E. J. (2013), Politics of Education and Other Reforms, Sarasavi Publishers, Colombo.

14

MOE (2013), “Sri Lanka Education Information 2013”, Ministry of Education, Colombo.
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Teacher
shortages
badly affect
the educational outcomes as
well as slow
progress of
educational
reforms in
the country.

17%

placements in the state funded universities.17
Consequently, each year, about 120,000
students who qualify have to abandon their
ambitions to enter a university.
Those who cannot enter public universities
have little options for pursuing higher education.

7.2.3 Sri Lanka's Higher Education Sector

Although, there is no legal barrier for private

As in the case of general education, the

affiliated with a foreign university. Although

government plays a prominent role in the

different higher education institutions have

provision of higher education services as well,

attempted to get authority to award degrees,

but the capacity of the state university system is

these attempts have not been successful due

limited. It comprises of 15 universities, with

to political economy reasons, and issues with

approximately 80,000 students enroled in the

controlling the quality of education. Affiliation to

public university system.15 With the aim of

foreign universities increases the costs of

increasing opportunities for higher education,

awarding a degree. Notwithstanding, various

the university intake which was confined to

private sector degree-awarding institutions

about 21,547 students in 2010 has now

have sprung up across the country to cater to

increased to about 25,624 in 2015.16 Yet, even

rising demand for higher education. However,

as of 2014, only 17 per cent of those who qualify

there is no proper monitoring mechanism to

for university education could gain admission

ensure the quality of the programmes offered

to universities due to the limited number of

by these institutes.

universities to function in the country, these
institutions are unable to offer degrees unless

15

CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo.

16

Ibid.

17

DCS (2015), “Statistical Abstract 2015”, Department of Census and Statistics, Colombo.
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The absence of an accreditation system for

The absence
of an accreditation system
for private
sector higher
education
providers
makes it
difficult to
regulate the
quality of
programmes
offered by
these
institutions.

private sector higher education providers
makes it difficult to regulate the quality of
programmes offered by these institutions. As
identified in the National Policy Framework for
Higher Education, there is a growing need to
recognize the role played by non-state degree
awarding institutions in the provision of higher
education services.18 In 2011, the government
attempted to introduce new legislations under
the Bill on Quality Assurance, Equalization,
Qualification and Framework with the aim of
uplifting the quality of the diplomas and degrees
which are being offered by private sector
degree awarding bodies. Under the proposed
framework, degrees and diplomas awarded by
the non-state sector were to be regulated to
ensure quality. However, the government had
to withdraw the proposed Bill owing to
escalating protests from student groups and
academics.19
Establishment of degree awarding institutions
outside the purview of the University Grants
Commission (UGC) is a recent development in
the field of higher education in Sri Lanka. There
are certain state and non-state local institutions
which have been given permission by the UGC

as the South Asian Institute of Technology and

to conduct certain degrees.20 As of 2015, 16

Medicine (SAITM) which has garnered

non-state higher education institutes are

opposition from students and doctors alike. In

recognized as 'degree awarding institutes'.21

2011, SAITM was recognized as a legitimate

Established institutes like the Sri Lanka Institute

degree-awarding institute to award the degree

of Information Technology (SLIIT) and the

of Bachelor of Medicine and the Bachelor of

National Institute of Business Management

Surgery (MBBS) under the University Act.

(NIBM) are some non-controversial set-ups

However, the Government Medical Officers

under this system, while there are others such

Association (GMOA) and the Sri Lanka Medical

18

NEC (2009), “National Policy Framework on Higher Education and Technical and Vocational Education”, National Education
Commission, Sri Lanka.

19

It should be noted that although the draft Bill had been approved by the Cabinet in 2011, its provisions have never been made
fully public.

20

Degrees awarding institutes were recognized under Section 25 A of the Universities Act No. 16 of 1978.

21

CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo.
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Council (SLMC) opposes the move due to

qualifications due to varying standards, low

certain concerns on standards to be met and

employability of graduates, and weaknesses

maintained, especially with regard to clinical

of courses to cater to market demands. However,

training.

in the recent past, the government initiated
major reforms to restructure the TEVT system.

7.2.4 Sri Lanka's TTechnical
echnical
Education and Vocational
Training (TEVT) System
Sri Lanka's Technical Education and Vocational

These include, improving the quality and
relevance of programmes by introducing
National Vocational Qualifications (NVQ)
standards, and registration and accreditation
of courses of all vocational institutions. The

Training (TEVT) system is undertaken by a wide
array of institutions including public and private
sector training providers; standards and
curriculum development agencies, National
Apprentice and Industrial Training Authority
(NAITA) and the University for Vocational
Technology (UNIVOTEC); and a regulatory
body, Ter tiar y and Vocational Education
Commission (TVEC). Almost all state training
institutions operate under the purview of the
Ministry of Skills Development and Vocational
Training.
Private and NGO sector training institutions also
play a key role in providing TEVT in the country.
There are a large number of TEVT institutions
operating on a fee-levying basis while a
widespread network of non-fee levying
institutions supported by national and
international charities are also in operation.
TVEC has put in place a system for registration
of training institutions and accreditation of
courses to establish and maintain a credible
system for quality assurance for the TEVT sector.
By end 2015, there were 718 registered private
and NGO sector training providers in the
country.22
The general acceptance of the country's TEVT

The general
acceptance of
the country's
TEVT sector is
low owing to
low recognition of qualifications due to
varying standards, low employability of
graduates,
and weaknesses of
courses to
cater to market demands.

sector is low owing to low recognition of

22

CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo.
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Universit y

of

Vocational

Technology

Also a validation report by the ADB reveals a

(UNIVOTEC) was established in 2008 to award

number of downsides including amongst

NVQ degree equivalent qualifications. Along

others, the lack of teachers, which hampered

with that, nine Technical Colleges in the nine

the actual output for technical diploma

provinces have been upgraded to Colleges of

programmes; limited benefits attained from the

Technology to offer national diplomas starting

short-term staff training due to late scheduling,

from 2010.23

large numbers to be trained, and some
irrelevant training.26

However, TEVT is underdeveloped in Sri Lanka.

needs.24 A baseline survey of the TEVT sector

7.3 Financing the Education Sector

commissioned in 2014 by TVEC reveals that

While Sri Lanka's budgetary constraints have

only 26 per cent of the training programmes in

limited government investment in the education

the overall TVET sector are conducted in line

sector, the public education system remains the

with NVQ standards. Meanwhile, institutions

predominant service provider. Sri Lanka has

under the Ministry of Skills Development and

historically invested between 2-3 per cent of

Vocational Training conduct 64 per cent of its

GDP on education; this registered a decline

programmes under NVQ certification; for other

post-2010 owing to an almost exclusive focus

government training institutions and private

on infrastructure investment during 2010-14

sector training institutions, the figures stand at

(Figure 7.1). However, this is likely to be reversed

only 10 per cent and 12 per cent, respectively.25

with government policy statements indicating a

It is not able to produce enough qualified, skilled
workers to respond to changing labour market

Figure 7.1
Public Expenditure on Education as a Percentage of GDP
Education expenditure
(including higher education)
% of GDP

Higher education expenditure

Source: CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo; UGC,“University Statistics 2014”,
University Grants Commission, Colombo.

23

TVEC (2012), “Corporate Plan 2013-2017”, Tertiary and Vocational Education Commission, Sri Lanka.

24

ADB (2014), “Sri Lanka Technical Education Development Project”, Asian Development Bank, Manila.

25

TVEC (2015), “Baseline Survey in the Technical and Vocational Education and Training (TVET) Sector”, Tertiary and
Vocational Education Commission, Sri Lanka.

26

ADB (2014), “Sri Lanka Technical Education Development Project”, Asian Development Bank, Manila.
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renewed focus on increasing social sector
spending, recognizing that low investment in
education may create young school leavers
who are not equipped to deliver the manpower
needed for economic growth and development.
Indeed, the stated intention is to increase
government spending on education to 6 per
cent of GDP over five years.
The overall public education investment in Sri
Lanka is relativel y low, compared to
investments in education by comparable
countries in the region (Table 7.2). Of this limited
spending on education, a major part (80 per
cent) is devoted to recurrent expenditure

Very limited
capital
spending on
education
has held
back improvements
to up-grade
facilities.

(Figure 7.2); the bulk (90 per cent) of this
recurrent expenditure is devoted for teacher
salaries and welfare programmes.27 The very

At the same time, while providing universal free

limited capital spending on education has held

general education, restrictions on private sector

back improvements to up-grade facilities, and

participation in the provision of education

increased out-of-pocket expenditure by

services reduce private sector investments. In

households on education.

28

this context, even wealthier households, who

Table 7.2
Public Expenditure on Education, 2013
As % of
GDP

As % of Total Government Expenditure

Malaysia

6.3

21.5

Singapore

2.9

19.9

Indonesia

3.4

17.6

Philippines

3.4

20.3

India

3.8 (2012)

14.1 (2012)

Bangladesh

2.0

13.8

Nepal

4.1

21.4

Sri Lanka

1.6

9.0

Source: World Bank, available at http://data.worldbank.org/indicator/SE.XPD.TOTL.GD.ZS.

27

MOFP (2015), Annual Report 2014, Ministry of Finance and Planning, Colombo.

28

CED (2008), “Budget Process and Budget Tracking in Formal School Education In Sri Lanka”, Coalition for Educational
Development, Sri Lanka.
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Figure 7.2
Share of Recurrent and Capital Expenditure on Education

Source: CBSL, Annual Report, Central Bank of Sri Lanka, various years.

have the capacity to bear their education

world of work. However, Sri Lanka currently

expenditure, receive education services free of

spends a relatively small percentage of its

charge. If the government allows private sector

education expenditure on higher education

participation, with a proper regulatory

(Figure 7.3). At the same time, the ability of public

framework in place, then people can choose

universities at present to raise funds for

either public or private sector service delivery.

improving standards are severely limited. Since

It will reduce the financial burden on the

the public sector is the main provider of

government while those resources could be

university education in Sri Lanka, the limited

used for pro-poor education.

public resources for tertiary education is a key
constraint on expanding opportunities for

Sri Lanka spends below 0.5 per cent of its GDP

university education in the country. In addition,

as public expenditure for higher education (see

the government spends only 5 per cent of its

Figure 7.1). The public sector is the main

education budget on the TEVT sector. Lack of

provider of tertiary education in the country.

resources has limited the expansion of tertiary

Investments in both general and higher

and vocational education sectors and

education are fundamental for countries to

constrained improvements with regard to its

prepare future generations for the skills needs,

relevance and quality.

and a smooth transition from education to the

136

STATE OF THE ECONOMY 2016

Figure 7.3
Share of Education Expenditure by Level of Education, 2014

General education
Higher education
TEVT

Source: MOFP (2015), Annual Report 2014, Ministry of Finance and Planning, Colombo.

Box 7.1
Cash Vouchers for School Uniforms
Since 1993, the Sri Lankan government has been providing textile material for school uniforms
for about 4.2 million students, accounting about Rs. 2,300 million annually. Some problematic
issues identified with this programme are quality of the material provided, and supplymonopoly of apparel manufacturers and importers; in addition, more practical issues - such
as allocating staff for procurement committees, providing the material on time, storing,
maintenance, packing, transport, etc., have also added to the logistical and financial costs.
Therefore, as an alternative, and in line with government efforts to promote cash transfers
policies, a decision was taken to issue cash vouchers instead of uniform material for school
children with the budget 2016 proposals. Accordingly, the voucher system was to target the
2016 school year, with the government planning to hand over vouchers to school authorities
in December 2015 before the closure of schools. However, there were some practical issues
to be resolved; teachers were burdened with the task of handing over vouchers and checking
bills relating to the uniform vouchers, some shops have refused to accept vouchers without
the school seals, vouchers were received late by some schools (not before closure of schools
in December 2015), parents faced difficulties in collecting the vouchers as they have to
present themselves in schools, etc. However, the government is in the process of continuing
the new system, while making attempts to resolve the administrative issues.
Source:

MOE, “A Cash Voucher instead of Uniform Material for School Children from 2016”, available
at http://www.moe.gov.lk/english/ index.php?option=com_content&view=article&id=1388:ac a s h - v o u c h e r- i n s te a d - o f - u n i f o r m - m a te r i a l - f o r- s c h o o l - c h i l d r e n - f r o m 2016&catid=344&Itemid=771; Sunday Times (2016), “School Uniforms: Opposition Grows
Over Voucher System”, available at http://www.sundaytimes.lk/160110/news/school-uniformsopposition-grows-over-voucher-system-178399.html.
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7.4 Service Delivery
Models in the Education Sector

under the service delivery model, a government

Models of private sector participation in the

transport or food.30

agency would contract the use of private owned
infrastructure to deliver particular services. This
could be a core service like supplementary
tuition or a non-core service like providing

provision of educational services demonstrate
a range of involvement, from purely private

The Asian University for Women (AUW) in

models to joint ventures between state and

Bangladesh, established by the AUW Support

private organizations. New trends include the

Foundation, follows a management contract

use of choice-based policy initiatives - i.e., the

model. The government allocated land and

use of voucher schemes and contracting

infrastructure to the university, while providing

educational services to private organizations.

complete academic autonomy to the institution.

Proponents of choice and contracting

Similar practices exist in Pakistan, where the

mechanisms argue that outsourcing of services

Higher Education Commission provides 'gap

to the private sector could help reduce

funding' grants to pay for digital library access,

politicization and increase productivity in the

Internet access and financial assistance for

education sector. It could further increase

hiring faculty and researchers.31

transparency in government spending, improve
efficiency and quality in the delivery of

In 2005, the first private university in Singapore,

education, and improve choice and access to

SIM University (UniSIM), was established to

education, especially to those excluded from

cater to working professionals and adult

traditional systems. Conversely, others argue

students through a flexible learning approach.

that contracting could also lead to less

Having recognized the university's significance

government control, increased administration

in the education sector, the gover nment

costs and open up opportunities for corruption.29

introduced fee subsidies for part-time
undergraduate programmes and also launched

The management contract model involves the

a publicly-funded full-time degree programme

use of private providers to manage an existing

in collaboration with UniSIM. Through this

government service where ownership remains

partnership, the government was able to

with the government. This usually occurs when

monitor the use of funds and ensure quality

a public educational institution is taken over by

assurance.32

a private management team where either the
staff remains (pure management model) or

The cost-sharing system incorporated in the

where a completely new staff is hired

Chinese higher education system ensures that

(operational management model). Alternatively,

tuition fees do not exceed 25 per cent of the

29

H.A. Patrinos and N. LaRocque (2007), “Enhancing Accountability in Schools: What Can Choice and Contracting Contribute”,
World Bank, Washington, D.C.

30

Ibid.

31

Elizabeth Boye and M. A. Mannan (2014), “Bangladesh: Public-Private Partnership in Higher Education”, Technical Assistance
Consultant’s Report, Asian Development Bank, Manila.

32

Ibid.
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average annual cost of a student's education.

The Malaysian government plays a significant

In 1999, the Chinese government introduced a

role, ensuring that IPTS became performance-

government subsidized student loan scheme

driven organizations providing high quality

(GSSLS) to cover tuition costs and daily

services. Currently, there are around 25 reputed

expenses of poorer students in certain regions.

IPTS providing higher education services

The scheme did not perform so well due to

internationally. Among them are the Asia Pacific

institutional quotas, and the defaulting on loans

Institute of Information Technology in Sri Lanka,

by low-income students (for whom it was

India and Pakistan, and Limkokwing University

designed in the first place). This led to the

in the UK, Lesotho, Botswana, Cambodia and

introduction of a more comprehensive,

Indonesia. Further, the Malaysian government

performance-based loan scheme in 2006. The

supports such endeavours by providing

Chinese government partnered with an

education loans to enter IPTS through a

insurance company to create a government

National Higher Education Fund Corporation.35

subsidized student loans credit insurance
(GSSLCI) scheme. This proved to be more

Some governments provide financing to

financially feasible as the risk of defaulting was

students and families under a voucher

now transferred to the insurance company.33

programme. This system allows students to
choose from a variety of education providers

Malaysia is slowly becoming a higher

(public or private), either recognized or

education hub in Southeast Asia. Prior to 2004,

accredited by the government. In this case, the

private higher education institutions (IPTS) in

consumer chooses the service provider.36

Malaysia came under the purview of the Ministry
of Education. The Private Higher Education

The 'Colorado Opportunity Fund', introduced in

Institution Act of 1996 was enacted with the aim

2004, is a typical example of a voucher-based

of regulating these institutions. Once the Ministry

model of financing in higher education. Instead

of Higher Education took over the responsibility

of directly funding state colleges and

of IPTS, more emphasis was laid on private

universities, funds go straight to students in the

enterprises in higher education. Government

form of vouchers, which are redeemable upon

policy on IPTS encouraged the setting up of

enrolment. Thus, state universities were able to

many private universities, colleges and even

achieve 'enterprise status' allowing them to

branch-campuses (Monash University Sunway

raise tuition fees at higher rates. These market-

Campus, Cur tin Universit y of Technology

based reforms were brought in to combat

Sarawak Campus, University of Nottingham in

revenue restrictions on colleges imposed by

Malaysia and Swinburne University).

34

Colorado's Constitutional tax and expenditure

33

Ibid.

34

Rahman, M. A. A. (2010), “MALAYSIA: Models in Private Higher Education”, University World News, available at: http://
www.universityworldnews. com/article.php?story=20101105220921112.

35

Ibid.

36

H.A. Patrinos and N. LaRocque (2007), “Enhancing Accountability in Schools: What Can Choice and Contracting Contribute”,
World Bank, Washington, D.C.
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limitations. Though these policies were

The Japanese model is more pragmatic, and

successful in improving cost efficiency at

has been adopted by many countries including

Community Colleges, it did, however, result in

the US. Traditionally, vocational training in

reduced access to students from certain

Japan is provided at high-school level. The staff

communities and low-income backgrounds.37

maintains strong relationships with managers
of companies (private sector) who assist

Voucher programmes exist for students

students with job placements (matching skills

engaged in technical and vocational training

with job requirements).40

as well. In Kenya, the technical and vocational
training voucher programme targets individuals

Other strategies adopted in countries like South

aged 18-30 years. Vouchers are awarded to

Korea, Malaysia and Singapore involve a

applicants drawn at random from a Kenya Life

human resource development system or

Panel Survey. Half of the chosen applicants

workforce development system. Governments

receive redeemable vouchers for vocational

use incentives such as tax levies to promote

training at private institutions, while the other

training in private firms. However, such policies

half can use their vouchers for training in either

require proper guidance and control from

private or public institutions.38

governments to ensure funds are not misused.
The human resource development system has

PPPs are vital for the development of TEVT.

been successful in many Asian countries where

Such partnerships facilitate communication

training policy is monitored directly by the

between professionals in the field and

government.41

education providers. This allows TEVT providers

provide relevant training to young students. The

7.5 Policy Recommendations

'dual system' model adopted in Germany

As Sri Lanka aims to accelerate growth, it is

involves the delegation of assessment and

critically important that the human capital

curriculum

labour

needed to compete globally is developed.

representatives, business associates and

Hence, it is essential for the government to do

educators. Business associates essentially

careful planning and critically examine the

manage the system by monitoring and ensuring

present needs of the education sector, and find

the quality and standards of training provided

effective means of catering to these needs by

by firms. Very few countries have implemented

improving resource mobilization, as well as the

such models due to the high cost involved with

quality and relevance of education services.

to keep up-to-date with emerging trends,
identify skills required in the job market and

development

to

such associations.39

37

N.W. Hillman, et al. (2014), “The Efficacy of Vouchers in Higher Education: The Case of Colorado”, WISCAPE Policy Brief,
University of Wisconsin, Madison.

38

P. Krishan and I. Shaorshadze (2013), “Technical and Vocational Education and Training in Ethiopia”, International Growth
Centre (IGC), UK.

39

Hawley, J., n.d. “Public Private Partnerships in Vocational Education and Training: International Examples and Models”, World
Bank, Washington, D.C.

40

Ibid.

41

Ibid.
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Sri Lanka's tertiary education system caters to

of these institutions with respect to their student

only a very small proportion of the population.

recruitment criteria, fee structure, academic

Therefore, the scope of university education in

programmes,

the country is very limited. Since the public

accreditation, etc.

quality

assurance

and

sector is the main provider of university
education in Sri Lanka, limited public

Further, state universities should change to

resources for tertiary education is a key

become dynamic centres of teaching and

constraint on expanding opportunities for

learning that respond to changes in the market

university education in the country. Thus, most

in a timely manner. There are enough examples

students who are not able to enter state

of countries which have a combination of

universities, opt for a private certificate, diploma,

effectively run private and public universities.

or degree, currently offered without state

Some of the best universities in the US, for

regulations on standards. Therefore, it is

example, are public universities. Also, rethinking

important to explore ways of funding higher

the governance structure of public universities

education that is of a greater quality. The options

and allowing them more autonomy to manage

for improving resources in the higher education

their affairs and raise funds could also increase

sector include either increasing public

the resources available for public universities.

investments in the sector, or encouraging

A good example in Sri Lanka is the Postgraduate

private participation in the sector. However, with

Institute of Management (PIM). Again, this will

the current fiscal constraints it is unlikely that

need to be allowed such that the students and

sufficient public funds for the sector are a viable

their education programmes are not affected.

option.

For example, universities can be allowed to rent
out their facilities (lecture halls, and play

Private investment in university education -

grounds) for private sector use so that

operated under state regulations and

universities can generate funds for improving

standards - could improve the quality of

degree programmes.

education through competition, enhanced
access to university education and resource

Spending on education needs to increase by a

mobilization, etc. However, accommodating

substantial amount, with more of it distributed

PPPs in higher education can be very

towards the TEVT sector. Lack of resources has

challenging. Policy makers have to ensure that

limited the expansion of the tertiary and

quality and standards are not compromised

vocational education sector and constrained

through effective monitoring and control.

improvements to its relevance and quality. It is

Therefore, urgent attention should be given to

increasingly important for Sri Lanka to focus on

regulating these private higher education

the vocational and training levels of the

institutes. Although the proposed Quality

education system, as TEVT is needed to

Assurance, Equalization, Qualification and

respond to the changing labour market needs

Framework Bill failed, it is necessar y to

with individuals who possess specific demand

strengthen the regulatory mechanism of these

driven skills.

institutes by incorporating new rules and
regulations as in the case of Malaysia. It is

PPPs, and schemes of recruitment through

crucial, therefore, to identify desired standards

vocational education and training institutes
141
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directly to the industry, are essential. There are

given the availability of a voucher system. Such

two

these

indirect support of the private sector is

programmes. First, introducing a voucher

possible

ways

to

finance

acceptable, because it will create competition;

system, state/private funded pay back loans for

also the real support is directly to students. In

unemployed youth. A second option is

addition, institutions will be forced to perform in

introducing a system of pay back to private

order to attract students, and also deliver

companies when recruiting trained graduates

programmes that are relevant.

from state funded training institutes. To achieve
these, vocational education systems should be

Governments can take measures to encourage

linked with industries that can absorb these

private investments in general education. Within

trained students. Also, training programmes

existing legislation in Sri Lanka, international

should be developed with the involvement of

schools are entering the system, without proper

private sector companies, and the programmes

regulatory mechanisms. Therefore, attention

should be made more relevant to regional

should be given to regulate these private

development priorities.

education institutes by incorporating new rules
and regulations, especially with regard to

Financing can be devised to meet the recurrent

standards

costs of TVET sector through a 'voucher' system,

qualifications, school discipline, etc. Meanwhile,

where students who are qualified to receive

private investment could be encouraged by

this education have the freedom to spend it at

lifting current restrictions on establishment of

institutions of their choice. As discussed in

private schools. As a result, students who can

relation to international practices, such

afford costs, can choose private schools while

schemes motivate the private sector to be

those who cannot, can continue in better funded

education providers in this sector, especially

state schools.
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8. Health Care Financing in Sri Lanka:
Challenges and Alternatives
8.1 Introduction

H

ealth is a crucial input into economic

epidemiological patterns and economic context,

development and poverty reduction.

it is questionable whether Sri Lanka will be able

The levels and distribution of health

to finance health sector needs in a sustainable

outcomes can be regarded as a key indicator

manner under the present financing system.

of the inclusiveness of a country's economic
growth; they also often serve as proxies for a
government's concern for all its citizens.1 By
and large, Sri Lanka's health sector has
contributed to the country's economic
development, recording progress in achieving
health indicators and maintaining their status.
Indeed, Sri Lanka is considered as a success
story for achieving most of the vital health
indicators - such as on child mortality, maternal
health, combating HIV/AIDS, malaria and other
diseases set by the Millennium Development
Goals (MDGs) - despite being a low spender
on health.2 The health status depicted by such
indicators places Sri Lanka at a more advanced
position than many of its developing country
regional counterparts, and on par with
developed countries.
Sri Lanka's considerable health sector
achievements are financed through a
combination of general taxation and out-ofpocket payments by households. However, in
view

of

changing

demographic

Sri Lanka's
considerable
health sector
achievements are
financed
through a
combination
of general
taxation and
out-of-pocket
payments by
households.

and

1

Tandon A., and J. Zhuang (2007), “Inclusiveness of Economic Growth in the People’s Republic of China: What Do Population
Health Outcomes Tell Us?”, Asian Development Bank, Manila.

2

UN (2015), “MDG Country Report 2014 - Sri Lanka”, United Nations, Colombo.
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Thus, this chapter attempts a preliminary

There is a wide variety of health care systems

assessment of current financing gaps and

around the world. These can be categorized

possible alternative options for health care

into four main models: the Beveridge model,

financing. It offers a general overview of health

the Bismarck model, the national health

care financing, discusses the health care

insurance model, and the out-of-pocket model.4

system and health policy and regulations in Sri

In the Beveridge model, health care is provided

Lanka; the present health care financing status;

and financed by the government through tax

the need for alternative mechanisms to finance

payments. Many, but not all, hospitals and

the health sector; the gaps in the existing

clinics are owned by the government; some

financing system; the steps towards a

doctors are government employees, but there

sustainable health care financing system; some

are also private doctors who collect their fees

possible alternative health care financing

from the government (e.g., Britain, Spain, most

models for Sri Lanka, and concluding remarks.

of Scandinavia and New Zealand). The
Bismarck model uses an insurance system -

8.2 Models of Health
Care Financing

the insurers are called 'sickness funds' - usually

In general, health care financing refers to the

France, Belgium, the Netherlands, Japan, and

ways in which money is generated to pay for

Switzerland). The National Health Insurance

health services. Robust health financing

model has elements of both Beveridge and

systems are critical for reaching universal health

Bismarck. It uses private sector providers, but

care coverage; the financing levers lie in three

payment comes from a government-run

interrelated areas: (i) raising funds for health;

insurance programme that every citizen pays

(ii) reducing financial barriers to access through

into. Since there is no need for marketing, no

prepayment and subsequent pooling of funds

financial motive to deny claims and no profit,

in preference to direct out-of-pocket payments;

these universal insurance programmes tend to

and (iii) allocating or using funds in a way that

be cheaper and much simpler administratively

promotes efficiency and equity.3 In order to

than for-profit insurance (e.g., Canada, Taiwan,

ensure fair financing, while providing

and South Korea). The out-of-pocket model is

appropriate incentives to health care providers,

one where cost-sharing, self-medication and

countries need to reform and harmonize three

other expenditures are paid directly by private

interrelated sub-functions of financing, namely:

households, irrespective of whether the contact

(i) collection of revenue, (ii) pooling of financial

with the health care system was established on

resources; and (iii) purchasing of interventions.

referral or on the patient's own initiatives. The

Of these sub-functions, pooling is of particular

out-of-pocket model is what is used in most of

significance for fair financing.

the poorest countries.

financed jointly by employers and employees
through payroll deduction (e.g., Germany,

3

WHO, “Health System Financing”, available at http://www.who.int/healthsystems/topics/financing/en/.

4

PNHP (2016), “Health Care Systems - Four Basic Models”, Physicians for a National Health Programme, Chicago, available
at http://www.pnhp.org/resources/health-care-systems-four-basic-models.
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There are different sources of funding these

contributed significantly in shaping the health

health care systems. Most typically, the five

system of the country. Granting of universal

primary methods of funding are: (i) general

franchise in 1931 and forming a State Council

taxation to the state, county or municipality; (ii)

with a dedicated ministry portfolio for health

social health insurance (a programme where

were some of these initial interventions. The

risks are transferred to and pooled by an

elected representatives were able to leverage

organization, often governmental, that is legally

a larger allocation of resources for the provision

required to provide certain benefits); (iii)

of social services to the constituencies they

voluntary or private health insurance (insurance

represented. In addition, direct taxation on

against the risk of incurring medical expenses

income was introduced in 1932 and provided

among individuals); (iv) out-of-pocket payments

finances needed for the various welfare

(cost-sharing, self-medication and other

schemes.

expenditure

paid

directly

by

private

households, irrespective of whether the contact

The present structure of the government health

with the health care system was established on

care system is a result of the Health Services

referral or on the patient's own initiatives); and

Act of 1953 and the Provincial Council Act of

(v) donations to charities.5

1987. The government health structure is
basicall y a de-concentrated one. The

8.3 Sri Lanka's Health
Care System

government sector encompasses the entire

Sri Lanka has a pluralistic system of care with

1980s, government health services were

many people utilizing a combination of systems

managed by a central health department or

including Western (allopathic or modern),

ministr y. By the 13th Amendment to the

Ayurveda (including indigenous, unani and

Constitution in 1987, responsibility for health

siddha), homeopathic and Chinese medicine

services was devolved to Provincial Councils,

but by far, the dominant system is the Western

each of which has its own Provincial Health

system of care. The health system in Sri Lanka

Ministry. The central ministry is responsible for

consists of public and private health care

management of national facilities, medical

services, but the government plays the major

education, formulation of health policy and bulk

role as the health care provider of the country.

purchase of drugs and medical supplies and

The role of the public sector in health care

the nine Provincial Directors of Health (PDHS)

delivery is much significant in inpatient and

are totally responsible for management and

preventive care. In 2012, the public sector

effective implementation of health services in

treated 96 per cent of inpatients and 45 per

the respective provinces.

range of preventive, curative and rehabilitative
health care provision. From 1850s until the

cent of outpatients.6
While Sri Lanka has a free health care system
Various policy interventions that took place in

based on the principle of citizenship, it does

the pre and post-independence eras have

not meet the quality health needs of all people

5

WHO (2014), “Regional Overview of Social Health Insurance in South-East Asia”, World Health Organization, Regional Office
for South-East Asia, New Delhi.

6

MOH (2012), “Annual Health Bulletin 2012”, Ministry of Health, Colombo.
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- a fundamental requirement of a universal

mobilization methods; (i) general taxation and

health care system. Universal health coverage

(ii) out-of-pocket payments by households. Sri

(UHC) is defined as all people receiving quality

Lanka's total expenditure on health (TEH) -

health services that meet their needs without

including all expenditure on personal health

being exposed to financial hardship in paying

services, community (public health and

7

Conceptually, UHC requires

preventive) health services, and gross capital

that all people receive the health services of

formation in health care providers stood at 3.5

appropriate quality without exposing them to

per cent of GDP in 2014.9 The share of total

financial hardship. It encompasses three critical

government spending was 56 per cent (or 2

coverage dimensions - population (who is

per cent of GDP).

for the services.

covered), services (which services are covered
and at what quality), and cost (how much of the

Private health expenditure plays a major role

cost is covered).8 With a two tier health system

in health financing in Sri Lanka. It accounts for

- comprised of a heavily subsidized public

nearly a half of the total health expenditure of

sector and a user charged private sector, and a

the country. It is evident that private sector

context of sharing the total health expenditure

financing has become more prominent over

almost equally between the public and private

time; however, recent data shows a significant

sector, a universal health care system does not

drop in the share of private expenditure from

exist in Sri Lanka.

2012 to 2013 (Figure 8.1).

8.4 Health Care Financing in Sri Lanka

Sri Lanka's TEH as a percentage of GDP has

Sri Lanka's health care financing strategy is

expenditure is comparable with that of other

essentially a combination of two resource

lower middle income economies, the amount

7
8
9

hovered around 3-4 per cent with a decline in
more recent years (Figure 8.2). Whilst health

WHO (2014), “Making Fair Choices on the Path to Universal Health Coverage”, World Health Organization, Geneva.
WHO (2010), “Health System Financing: The Path to Universal Coverage’, World Health Organization, Geneva.
WHO (2014), “Global Health Expenditure Database”, available at http://apps.who.int/nha/database/Select/Indicators/en.
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Figure 8.1
Government Health Expenditure and Private Health Expenditure 2005-2014
General government health expenditure as % of TEH

%

Sri Lanka private health expenditure as % of Total Health
Expenditure (TEH)

%

Figure 8.2
TEH as a % of GDP

Source:

WHO (2014), “Global Health Expenditure Database”, available at http://apps.who.int/nha/database/Select/
Indicators/en

of money allocated for spending is not adequate

government through the Ministry of Health

in the context of changing disease patterns

(MOH).10 In 2014, 87 per cent of the total public

which is more similar to a high income economy.

expenditure on health was incurred by the MOH.
The rest (13 per cent) was borne by the

8.4.1 Sources of Health Care
Financing

Provincial Departments of Health (DOH), local

The main source for the public sector

Employees' Trust Fund (ETF). Out-of pocket

expenditure is contributions from the central

expenditure by households is the main source

10

governments, other ministries and government
entities, the President's Fund, and the

Ibid.
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of finance for private expenditure on health and

It is estimated that the 60 years and above

in 2014 it accounted for 96 per cent of total

population in Sri Lanka will double between

private health expenditure . Other financing

2011 and 2041, reaching nearly 5.4 million.11

sources for private sector health expenditure

Further, the share of this age category will rise

are

health

to 24.8 per cent by 2041 (from 12.5 per cent in

expenditure reimbursements, voluntary private

2011) indicating that one-in-every four people

health insurance, provider's own resources and

in Sri Lanka will be an elderly person. Elderly

NGOs.

people need more health care and treatment

private

sector

employers'

than younger people and the pattern and

8.4.2 The Need for Alternative
Financing Mechanisms

causes of their illness are different as well (e.g.,

Sri Lanka's changing demographic and

high.12 The elderly are also more vulnerable to

epidemiological transition is the primary reason

chronic illnesses such as heart diseases, stroke,

why the country needs to examine changes to

lung and liver diseases, cancer, asthma and

its health care financing system. As a result,

rheumatism and also degenerative diseases

health care expenditure is likely to increase in

like hypertension, diabetes, cancer, etc., in their

the future owing to: (i) increased demand for

early ages of the elderly period. With the

more expensive treatment; with rising income

increasing number of elderly, the demand for

levels along the transition to middle income

intensive

status, there will be greater demand for more

hospitalization and better treatment as well as

expensive treatment and higher service quality

rehabilitation and social and clinical therapy

requiring more financial resources to be

will go up. Further, geriatric health care needs

allocated; (ii) meeting health needs of an ageing

special medical training and skills. In order to

population; and (iii) the increase in non-

meet this demand, the country's health service

communicable diseases (NCDs) related to an

should be well equipped with required

Alzheimer and dementia), which need special
care and geriatrics treatment where costs are

diagnostic

tests,

long-term

epidemiological transition.

11

IPS, (2014), “Demographic Challenges of an Ageing Asia” in Sri Lanka: State of the Economy 2014, Institute of Policy Studies
of Sri Lanka, Colombo.

12

Siddhisena K.A.P., (2005), “Socio-economic Implications of Ageing in Sri Lanka: An Overview”, Working Paper WP105, Oxford
Institute of Ageing, UK.
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Sri Lanka’s
changing
demographic
and epidemiological
transitions is
the primary
reason why
the country
needs to
examine
changes to
its health
care financing system.

residual disabilities. From a health system
perspective, a patient suffering from NCDs
requires a longer period of supervision,
observation and care with high priced
medication placing a huge economic burden
on the health system.

8.4.3 Closing Existing Gaps in
Health Care Financing
The most critical gaps in Sri Lanka's current
system of health care financing are: (i)
inadequacy of resource mobilization; (ii)
allocative inefficiency in the distribution of
health care provision outcomes amongst the
population; and (iii) weaknesses in financial
management.
The main gap in the present health care
financing system is the inadequacy of resource
mobilization for health. As described earlier, Sri
Lanka's TEH - hovering around 3-4 per cent of
GDP - is not sufficient to finance the future
health care needs of the country. Indeed, the
Health Master Plan (2006-2017) highlights how
health expenditure should increase with rising

resources, both financial as well as non-

life expectancy at birth. When life expectancy

financial resources.

at birth was less than 68 years, it is estimated
that Sri Lanka required TEH of 4.9 per cent of

Sri Lanka is experiencing an epidemiological

GDP; when life expectancy rose to greater than

transition (transforming the pattern of mortality

68 years as currently (life expectancy at birth

and disease from communicable diseases to

for males and females were 72 and 78 years,

NCDs). Government hospital statistics indicate

respectively, in 2013), TEH needs to be 5.8 per

that 71 per cent of all annual deaths in Sri Lanka

cent of GDP. Even though life expectancy has

are due to chronic NCDs.13 Cardiovascular

increased over time, there has been a failure to

diseases, diabetes, cancers and chronic

raise health expenditure accordingly.

respiratory diseases are the major NCDs in Sri
Lanka. NCDs place more economic strain on

Thus, the expectation is that the country will

individuals than communicable diseases as

need to bear a larger financial burden if it is to

NCDs are permanent in nature and leave

provide health care services adequately and

13

MOH (2012), “Annual Health Bulletin 2012”, Ministry of Health, Colombo.
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cater to the changing demographic and disease

Another critical area for improvement is

patterns. Even at present, health expenditure

allocative efficiency - i.e., how well the

indicators for Sri Lanka are not satisfactory when

outcomes of health care provision are

compared with global averages (Table 8.1).

distributed among the population. Accordingly,

Apart from low spending on health at an

questions of allocative efficiency in the health

aggregate, the share of spending on social

sector tend to revolve around what might

security by the government and private prepaid

represent the mix of services or interventions

plans by the pr ivate sector, are also

that maximizes health improvements, both

considerably low, while the share of out-of-

within disease entities (such as prevention

pocket expenditure on health by the private

versus treatment strategies for HIV/AIDS) and

sector is significantly higher than the global

across them (i.e., how the health of a population

average.

Table 8.1
Health Expenditure Indicators: Sri Lanka and Global 2000 & 2011
Sri Lanka
2000
2012
TEH as % of GDP

3.7

3.1

7.7

General government expenditure on health as % of TEH

48.3

39.1

55.5

57.6

Private expenditure on health as % of TEH

51.6

60.9

44.5

42.3

General government expenditure on health
as % of total government expenditure

6.8

5.9

12.9

14.1

External resources for health as % of TEH

0.3

2.0

0.3

0.5

Social security expenditure on health as % of
general government expenditure on health

0.3

0.1

59.2

59.3

80.8

83.0

52.2

52.6

Private prepaid plans as % of private expenditure
on health

2.8

4.1

37.0

36.2

Per capita total expenditure on health at average
exchange rate (US$)

32

88

487

1025

Per capita government expenditure on health at
average exchange rate (US$)

16

34

281

615

Out-of-pocket expenditure on health as %
of private expenditure on health

Source: World Health Organization (2015), “World Health Statistics 2015”, WHO, Geneva.
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can

be

most

resources).

improved

with

existing

14

care expenditure and 65-70 per cent were
allocated to secondary and tertiary institutes.
However, this disparity has widened whereby

When allocative efficiency is related to health

one-quarter of allocation is for primary level

financing, two issues are immediately

institutions and three-quarters for secondary

identifiable, namely; (i) disparities in allocation

and tertiary level care institutions.18

between preventive care and curative care; and
(ii) disparities in allocation for pr imary,

Gaps related to allocative efficiency also exist

secondary, and tertiary care. Although during

in financial management. The present

the early post-independence years, nearly 20-

management set-up of the public sector care is

25 per cent of TEH was allocated for preventive

more a command-control type of administration.

and promotional services, the share spent on

It offers only very limited flexibility and authority

preventive care has been decreasing

for individuals to manage the delivery of

gradually.15 The allocation for preventive health

services locally, considering the population

services was 11 per cent of TEH in 1990, but

distribution and terrain, as standards and norms

dropped to 7 and 5 per cent in 1995 and 2000,

are set centrally. Managers face difficulties in

respectively; from 2000 onwards, it has stayed

taking decisions not only on finance but also

at not more than 5 per cent.16 This allocation is

on other matters such as staffing and resource

grossly insufficient even to sustain the

utilization because of the management

achievements of the past. With the rapidly

structure. Further, the present managerial and

escalating burden of NCDs, more financing is

financial systems are inadequate and there is

needed for preventive services.

a shortage of trained staff. 19 The Provincial
Council system has also resulted in a confused

A referral system is absent in Sri Lanka. Hence,

macro organization of health care financing and

patients tend to bypass primary medical

delivery.

institutions, particularly those in the rural areas

the decline in persons using primary care. In

8.5 Towards A Sustainable Health Care Financing System and Alternative Mechanisms

1991, primary care level facilities obtained

Ensuring sustainable health care financing is

between 30-35 per cent of total recurrent patient

vital. It allows a country to secure sufficient

mainly because of the erroneous belief that the
outpatient treatment in the secondary and
tertiary institutions is superior to those in the
periphery, and lack of confidence in the primary
institutes.17 Health expenditure trends confirm

14

Dan C., and B.E. David (2010), "Improving Health System Efficiency as a Means of Moving Towards Universal Coverage",
background paper for World Health Report 2010, World Health Organization, Geneva.

15

Fernando, J. (2013), "Health Care Financing in Sri Lanka: Retaining Welfare and Promoting Markets", OPA Journal, Vol. 28.

16

IPS (2014), "Sri Lanka National Health Accounts 2010-2011", Institute of Policy Studies of Sri Lanka, Colombo.

17

Fernando, J., (2011), "The Urgent Need for a Well-planned Referral System for Health Care Delivery in Sri Lanka", Sri Lanka
Journal of Medical Administration, Vol. 13.

18

Ibid.

19

Ibid.
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resources; enables improvements in the

development problems on the ground".20 At

effectiveness of health care; allows resources

present, Sri Lanka has a combination of general

to be used effectively and efficiently to meet

taxation and out-of-pocket payments by

health needs, to carry out these functions on a

households as the financing mechanism for the

continuous basis, and to perform them with

health sector. As discussed earlier, the share of

minimum external inputs. For Sri Lanka to

out-of-pocket payments by households is

ensure sustainable ealth care financing, new

increasing over time, placing a considerable

and innovative mechanisms need to be

financial burden on them. In fact, the current

explored. Innovative financing mechanisms can

focus of the international debate is on the need

be defined as "non-traditional applications of

to move away from excessive reliance on out-

official development assistance (ODA), joint

of-pocket payments as a source of health

public-private mechanisms, and flows that

financing towards a system which incorporates

either support fundraising by tapping new

a greater element of risk pooling, and thus

resources or deliver financial solutions to

affords greater protection for the poor. 21 A

Figure 8.3
Steps towards Universal Coverage

Absence of
financial
protectionout-of-pocket
expenditure
dominate in
health
financing

Source:

Intermediate stages of
coverage- Mixes of
payments, social
assistance and safety
net schemes
developed. These
include community
based health
insurance, cooperative medical
services, health equity
fund and health care
fund for the poor

Universal
coverage- Tax
based financing,
social health
insurance and
mix of other
prepayment
schemes
including private
insurance

World Health Organization (2009), “Health financing strategy for the Asia Pacific region (2010-2015)”,
WHO, Geneva.

20

Gargasson, Jean-Bernard Le and Salomé Bernard, (2010), “The Role of Innovative Financing Mechanisms for Health”,
background paper for World Health Report 2010, World Health Organization, Geneva.

21

Bennett, S., and L. Gilson (2001), “Health Financing: Designing and Implementing Pro-poor Policies”, DFID Health System
Resource Center, London.

152

STATE OF THE ECONOMY 2016

gradual decrease in out-of-pocket expenditure

Ensuring sustainable health
care financing is
vital. It allows a
country to secure sufficient
resources; enables improvements in the effectiveness of
health care; allows resources
to be used effectively and efficiently to meet
health needs, to
carry out these
functions on a
continuous basis, and to perform them with
minimum external inputs.

22

is a salient feature of stepping towards universal
coverage in health (Figure 8.3).
The WHO's Health Financial Strategy for the
Asia Pacific proposed the following four
indicators to monitor and evaluate overall
progress in attaining universal coverage in
countr ies, and in the Asia Pacific region
specifically: (i) out-of-pocket spending should
not exceed 30-40 per cent of TEH; (ii) TEH
should be at least 4-5 per cent of GDP; (iii) over
90 per cent of the population should be covered
by prepayment and risk pooling schemes; and
(iv) close to 100 per cent coverage of vulnerable
populations should be covered with social
assistance and safety-net programmes. 22
However, Sri Lanka is still working towards
these indicators, implying that the country's
health financing system need reforms and
innovative mechanisms to be sustainable in the
long run. When increasing health care
financing, three dimensions have to be
considered; breadth (proportion of population
insured); depth (scope /range of services
available); and the height (proportion of costs
covered).
In this backdrop, examining the alternative and
innovative financing options available for Sri
Lanka is important in order to fill the gaps in the
existing system and to achieve universal
coverage in health. Various innovative and
alternative health financing methods ranging
from market-based systems to government
financed systems, from community funded to
donor funded systems are to be found in
practice. Of these alternatives, more focus is

WHO (2009), “Health Financing Strategy for the Asia Pacific Region (2010-2015)”, World Health Organization, Geneva.
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paid to four options - PPPs, social health

case, each of the partners sees a long or short-

insurance, community based health insurance,

term financial gain that will come about from

and user fees - to assess their possible benefits

the partnership. Other than financial benefits,

and potential to be adapted in Sri Lanka's

both the parties stand to gain from greater

context.

efficiency and transfer of technical knowledge
through a PPP.

8.5.1 Public-Private Interventions
and Private-Public Partnerships

A PPP is not a new concept in Sri Lanka; there

The public sector can use a wide range of policy

for the last few decades. The government

instruments to engage and create partnerships

provides only minimal support for private

with the private sector in health care delivery.

participation in public health programmes. For

Contracting out, licensing and accreditation,

example, during 2007-10, only 25 per cent and

private-public partnerships (PPPs), and social

10 per cent of reviewed private facilities

marketing are some of the available options.

received financial and technical assistance,

These are practised in various countries as

respectively, for programmes on childhood

indicated in Table 8.2.

vaccination; similarly, only 25 per cent and 8

have been various PPPs in practice informally

per cent, respectively, received financial and
Of alternative options, PPPs have become a

technical support for antenatal care.24 Given

major force in health care delivery and financing

the benefits of PPPs (e.g. improving access and

owing to three primary reasons: (i) a shift in

reach, improving equity by reducing out-of-

philosophy about the roles of the public and

pocket expenses, and better efficiency) steps

private sectors; (ii) a recognition by both the

should be taken to mobilize the responsible

public

development of PPPs. Developing and

and

private

interdependence;

sectors

and

(iii)

of
a

their
better

enforcing quality standards

by providing

understanding of how each party can gain from

financial and technical support to the existing

a partnership with the other.23 A PPP is defined

regulatory body (Private Health Regulatory

as a long-term contract between a private party

Commission) and modifying existing policies

and a government entity, for providing a public

and regulations to foster the role of the private

asset or service, in which the private party bears

sector (e.g., streamlining bureaucratic

significant risk and management responsibility,

processes that limit market entry, liberalizing

and remuneration is linked to performance. The

human resource regulations, reducing tariffs

most common reason for entering into a PPP is

and other import barriers) are some of the

financial. This might take the form of increasing

measures that can be taken in this regard.25

resources or through reductions in cost. In either

23

Mitchell, M., (n.d.), “An Overview of Public Private Partnerships in Health”, Harvard School of Public Health, Massachusetts.

24

IPS (2015), “Health Sector Reforms” in Sri Lanka: State of the Economy 2015, Institute of Policy Studies of Sri Lanka,
Colombo.

25

Dayaratne, G. D., (2015), “Transforming Health Care Delivery in Sri Lanka- Public Private Par tnerships (PPP)”, Health
Economic Series No. 02, Institute of Policy Studies of Sri Lanka, Colombo.
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Table 8.2
Public-Private Interventions in Health Care Delivery
Intervention

Description

Expected Results

Contracting out

Governments contract with
private providers (non-profit
and for-profit) to deliver
health services.

Can expand private sector coverage
of particular services via public funding
and may improve (through contracts
pecification) the quality of care; can
improve efficiency and quality through
competition.

Where it is happening

Licensing and
accreditation

Governments can extend
licensing and accreditation
systems to include provisions for private sector
providers.

Can strengthen quality of private health
services and help governments monitor
the care that private providers offer.

Brazil, South Africa,
Tanzania, Zambia

Regulation

By updating and harmonizing laws, policies, regulations, and procedures,
governments can authorize
private provision of services
and products by certain
health professionals in
specific settings.

Can promote competition and organization
(e.g., multi-pharmacy chains) more
conducive to quality or lower prices.
Can increase private sector contribution
by removing obstacles and creating
incentives that motivate the private
sector to provide public health
services and products.

Tanzania

Provider networks and
franchises

Networks and franchises
group health care providers
under an umbrella structure
or parent organization.

Ensures standard quality and
prices and encourages individual
private providers to scale
up their services.

Bangladesh, Benin,
Cameroon, Ethiopia,
Ghana, India, Kenya,
Lesotho,Madagascar,
Malawi, Mali, Pakistan,
Philippines,Rwanda,
SierraLeone, South
Africa, Swaziland,
Togo, Vietnam,
Zimbabwe

Public-private
partnerships

Private providers and
businesses join with
governments, international
organizations, or non-profits
to address social needs.

Leverages private sector resources
and expertise to deliver health
products and services.

Brazil, Czech Rep.,
India, Lesotho,
Mexico, Romania,
South Africa,
Republic of Yemen

Social
marketing

Use commercial marketing
techniques to make subsidized products available
more widely. The programmes can distribute and
promote products such as
contraceptives, oral
rehydration salts, and insecticide-treated bed nets.

Increases access to and use of
essential health products.

Many countries, for
family planning
products and
services and bed
nets.

Training and
continuous
education for
private
providers

A variety of training techniques
– including direct training, long
-distance learning, continuous
medical education, and
detailing – can improve the
knowledge and skills of private
health care providers.

Can improve private providers’
knowledge, skills, and the
quality of the care they provide
in areas that address public health
objectives.

India

Vouchers

Governments can give vouchers to target populations to
subsidize the price of health
services and products, which
makes them more affordable
and more likely to be used.

Can increase consumer choice and
make private sector care more affordable
through subsidies. Vouchers also create
financial incentives to private providers
to offer services and products they might
not otherwise deliver. Can motivate
quality improvement via provider eligibility
requirements.

Ghana, India,
Indonesia, Nicaragua,
Tanzania

Insurance

Government-funded insurance,
commercial insurance, and
community-based mutuelles
pool financial risk across large
population groups.

Can expand financial protection
and ease burden on households,
paying out-of-pocket for health
services. Insurance can reduce
financial barriers to seeking health care,
especially for preventive health services.

Colombia, Ghana,
India, Mali, Namibia,
Nigeria, Rwanda,
Senegal

Afghanistan,
Bangladesh

Source: CGD (2009), “Partnerships with the Private Sector in Health: What the International Community Can Do to
Strengthen Health Systems in Developing Countries”, Center for Global Development, Washington D.C.
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Box 8.1
PPP Involvement in Sri Lanka's Health Sector
•
•
•
•
•
•
•
•
•
•
•
•

Government doctors doing channeling practice in private hospitals during their off-duty hours;
Government doctors doing their own General Practice in privately owned dispensaries who work
as a catalyst to referral system with government or private hospitals;
Involvement of traditional health care providers- Ayurveda, Homeopathy;
Supply of equipment and drugs by the private sector;
Clinical investigations and admissions to the state sector hospitals through private channel
consultations and vice-versa;
Medical consultation services, laboratory and other diagnostics services in public sector are
obtained from private laboratories;
TB/ influenza prevention/vaccination programmes available in the private sector funded by the
government;
President's Fund providing assistance in major surgical procedure treatment in the private sector;
Provision of government servant's insurance, such as 'Agrahara' to obtain treatment by the private
sector;
National Blood Bank operation to provide blood to the private sector;
Representatives from major private hospitals serving as members of the Private Health Regulatory
Commission;
Outsourcing of facility services such as cleaning, clinical waste management, laundering, cafeteria,
etc.

Source: Dayaratne, G. D. (2015).

8.5.2 Social Health Insurance

is different from a government funded insurance

A social health insurance (SHI) mechanism
allows health services to be paid through
contributions to a health fund. The SHI system

scheme, commercial or private insurance
schemes, and community health insurance
(Table 8.3).

Table 8.3
Selected Characteristics of SHI Compared to other Forms of Health Insurance
Type of
Insurance

Financing Source

Nature of
Contribution

Funds Earmarked for
Health

Membership

SHI

Employer and/or
employee contributions
from wages and salaries

Mandatory

Yes

Contributing members
and usually their
dependents

Private
insurance

Out-of-pocket payments
of premiums

Voluntary

Yes

Contributing members
and usually their
dependents

Out-of-pocket payments

Voluntary

Yes

Contributing members
and usually their
dependents

Funded

No

All citizens

Community
prepayment
health
“insurance”
National
insurance

Government general
revenue and other taxes

Source: Hsiao, W. et al. (2007), Social Health Insurance for Developing Nations, World Bank, Washington, D.C.
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SHI has three distinctive characteristics. First,

are some examples which have transited to

social insurance is compulsory; the second

universal coverage via SHI.27 SHI system has

characteristic relates to eligibility -citizens only

several strengths - i.e., mobilizing new, stable

become entitled to receive benefits when they

funds for health, pooling risks widely and

have paid the required premium. The third

providing insurance protection, enabling the

characteristic is that SHI premiums and benefits

government to target new public funds to the

are described in a social compact, which is

poor - and the potential to shift existing public

usually set out in the legislation that establishes

resources to the poor by having formal sector

the economic exchange between the two

employees and their families pay for 'free' public

parties: enrolees and the social insurance

health services they currently use. It can be a

plan.26 An SHI in principle involves compulsory

strategy to reform the health care delivery

membership amongst the entire population. The

system to produce higher quality and more

most common basis for contributions is the

efficient services.

payroll, with both employer and employee
commonly paying a percentage of salary

The viability of SHI for Sri Lanka is questionable

towards this end. In general, membership of

given the large informal sector in the country.

SHI schemes is mandatory, although for certain

There is also a vast and extensive administrative

groups (such as the self-employed) it might be

operation involved in the implementation of SHI

voluntary. While for workers and enterprises,

schemes, such as registration, collection of

the contribution is usually based on the

contribution, contracting and reimbursement of

worker's salar y, the contributions of self-

providers that would also make it a challenging

employed persons are either flat-rate or based

option for Sri Lanka. Collecting premiums would

on estimated income.

be difficult with the high level of informal
employment in the country and the additional

Governments may provide contributions for

costs involved would have to be financed either

those who otherwise would not be able to pay,

by the government, by employers or by the

such as the unemployed and low-income

people. Preliminar y studies need to be

informal economy workers. The health fund is

undertaken to estimate the levels of contribution

usually independent of the government but

that can be expected, and the general feasibility

works within a tight framework of regulations.

of setting up such a system. Free enrolment for

Premiums are linked to the average cost of

the poor and the infor mal sector, offer ing

treatment for the group as a whole, not to the

insurance on a voluntary basis to the non-formal

expected cost of care for the individual. Hence

sector, and a sliding scale fee for voluntary

there are explicit cross-subsidies from the

enrolment for those above a certain level of

healthy to the less healthy. Countries such as

economic status in the informal sector are some

Austria, Belgium, Costa Rica, Germany, Israel,

of the steps that can be taken in order to capture

Japan, Republic of Korea, and Luxembourg

the informal sector under SHI system.28

26

Hsiao, W. et al. (2007), Social Health Insurance for Developing Nations, World Bank, Washington, D.C.

27

Carrin, G., and C. James (2005), “Social Health Insurance: Key Factors Affecting the Transition Towards Universal Coverage”,
International Social Security Review, 58(1).

28

Acharya, A. et al., (2012), “Impact of National Level or Social Health Insurance for the Poor and the Informal Sector: A
Systematic Review for LMICs”, University of London, UK.

157

STATE OF THE ECONOMY 2016

8.5.3 Community-based Health
Insurance

management and control of health care

Community-based health insurance (CBHI)

local organizations, and diversity of funding.

schemes are based on three principles, namely;

Even though less than 10 per cent of the

community cooperation, local self-reliance, and

informal sector population in the developing

pre-payment. There are also five characteristics

nations has health coverage from a CBHI, the

that CBHI schemes share, namely: (i)

number of such schemes is growing rapidly.30

community-based social dynamics and risk

Unlike SHI schemes, CBHI normally covers

pooling, where schemes are organized by and

those outside formal sector employment. There

for

common

is evidence that CBHI provides some financial

characteristics (geographical, occupational,

protection by reducing out-of-pocket spending

ethnic, religious, gender, etc.); (ii) solidarity,

and that such schemes improve cost recovery.

where risk sharing is as inclusive as possible

The main policy implication is that these types

within a given community and membership

of community financing arrangements are, at

premiums are independent of individual health

best, complementary to other more effective

risks; (iii) participatory decision-making and

systems of health financing. 31 CBHI is

management; (iv) non-profit character; and (v)

considered as an important social protection

voluntary affiliation.29 They are intended to

device by reducing out-of-pocket payments of

facilitate health-financing at the sub-national

their members, and in improving access to

and/or community level (e.g., households in a

health services. Weak management, poor

village or district; socio-economic, professional

quality government health services, and limited

or ethnic groups), and provide limited coverage

resources that local populations can mobilize

to population groups that are typically difficult

to finance health care are some of the issues

to reach. Membership in CBHI schemes is

faced by CBHI systems. Because of their

usually voluntary and not linked to employment

financial viability due to lack of resources they

status, where funds are collected from the

may have to depend on national subsidies;

members and typically held by a private non-

further, their coverage is usually extended to a

profit entity. In some cases, funds come from

small percentage of the population.

individuals

who

share

services, support received from outside
organizations and individuals, links with other

donor and government subsidies, but as a
smaller percentage.

Sri Lanka can consider the CBHI as a
complement to strong government involvement

The success of a CBHI depends on many

in health care financing. The government can

factors including technical strength and

provide incentives to CBHI schemes in many

institutional capacity of the local group, financial

ways, for instance by creating a supportive

control as part of the broader strategy in local

environment,

building

technical

and

29

Soors, W. et. al. (2010) “Community Health Insurance and Universal Coverage: Multiple Paths, Many Rivers to Cross”,
background paper for World Health Report (2010), World Health Organization, Geneva.

30

Tabor, S. R. (2005), “Community-based Health Insurance and Social Protection Policy”, Social Protection Discussion Paper
Series, World Bank, Washington, D.C.

31

Ekman Björn (2004), “Community-based Health Insurance in Low-income Countries: A Systematic Review of the Evidence”,
Health Policy and Planning, 19(5).
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management capacities of the CBHI, and

revenue generated by fees can be significant

providing some form of subsidies.

and can be used to upgrade health facilities
when government systems fail to adequately
shift funds to the peripheral level.

8.5.4 User Fees
(Rs.Under
mn.) a system of user fees, patients are

Considering the positive effects of the user fee

tariff, for the health care services they use. There

option, it can be considered in Sri Lanka given
Value
Capitalmedical
on Treasury
the tendency
to bypass primary

is no insurance element or mutual support. User

institutions, and its potential to generate income

fees may encourage more efficient utilization

and upgrade available health services,

patterns if they are graduated by level of the

especially in rural areas. In fact, user fees have

system - a by-pass fee is introduced in areas

been a policy option in Sri Lanka in the past; for

where the primary care network is adequate,

example, government hospitals charged user

and referred patients are exempted at higher

fees prior to the 1930s. When the principle of

levels of the system - and are associated with

free health care was established in 1951, user

quality improvements that promote utilization

fees were abolished since it was no longer

requested to pay directly, according to a set

Improved consumption

considered as a revenue collection mechanism.

efficiency, demand rationing (to counter moral

In 1971, it was re-introduced - charging 25 cent

hazard) and better targeting are the other main

for OPD visits, a substantial amount in terms of

at the primary level.

32

arguments used in favour of user fees. Where

price. It also reduced utilization by 30 per cent,

user fee revenue is used to increase quality,

but it did not contribute appreciably to overall

utilization by the poor could actually increase,

revenue mobilization,34 and was once again

suggesting that fees might not always reduce

abolished in 1977. A more recent example is Sri

access for the poor. The general notion on user

Jayawardenepura General Hospital (SJGH)

fee is that it impedes access to health care,

mobilizing revenue through patient charges

especially of the poor, and there is a vast

since its inception in 1984. In 2012, 54 per cent

literature to support that argument too. However,

of total revenue of the SJGH was generated

on a positive note, user fees have the potential

from hospital care.35 However, user fees are

to improve access to better quality services. If

not readily acceptable to the electorate, and

the extra revenue earned from fees is re-

there can be heavy political costs for policy

invested into the health system, or if fee payment

makers in pursuing this option. Such political

allows consumers to insist successfully on

costs, and the economic costs of designing

better service, demand is likely to increase. This

effective means testing systems to protect the

would partially or fully off-set the negative price

poor, continue to make user fees an unattractive

effect of user fees. At the peripheral level, the

option.

33

32

Gilson, L., (1997), “The Lessons of User Fee Experience in Africa”, Health Policy and Planning, 12(4).

33

James, C. D. et al. (2006), “To Retain or Remove User Fees? Reflections on the Current Debate in Low- and Middle-Income
Countries”, Applied Health Economics and Health Policy, 5(3).

34

Rannan-Eliya, R., and N. De Mel, Nishan, (1997), “Resource Mobilization in Sri Lanka’s Health Sector”, Harvard School of
Public Health, Massachusetts.

35

SJGH (2013), "Annual Report 2012", Sri Jayewardenepura General Hospital, Sri Lanka.
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Box 8.2
Best Practices
Singapore's Innovative Approach
Singapore's health financing system combines universal medical saving accounts with supplementary
programmes to protect the poor and address potential market failures in health financing. This approach has
been able to get impressive results with low costs, excellent health outcomes, and full consumer choice of
providers and quality of care. In Singapore, both the public and private sector provide health care. The public
sector provides 20 per cent of primary care and 80 per cent of hospital care through two integrated care
networks. The private sector dominates primary health care, providing 80 per cent through its 1,900 clinics.
The 13 private hospitals account for 20 per cent of inpatient admissions. Patients have the choice of
selecting their provider at all levels. Rates are regulated and subsidized at government polyclinics and all the
citizens are entitled to basic medical services provided in these institutes. Patients are expected to pay part
of the cost, and to pay more when they demand higher levels of service. Rates at private clinics and hospitals
are unregulated. There are four complementary programmes within Singapore's health financing system
namely: (1) Medisave, (2) Medishield, (3) Medifund, and (4) ElderShield. These programmes are designed to
promote individual responsibility, protect the poor, and address potential market failures.
Medisave: Under this programme introduced in 1984, employees contribute 6-8 per cent of their monthly
salary (with the share depending on their age) to an individual medical savings account (MSA), while
employers make a matching contribution. Medisave contributions are part of a broader compulsory savings
programme in which employees contribute 16 per cent of salaries, and employers 20 per cent, to a central
provident fund to cover hospitalization (Medisave), pensions, and mortgages.
Medishield: Medisave account holders face the risk that a catastrophic illness could wipe out their MSAs. To
address this risk - in the absence of a traditional national health insurance programme - Singapore introduced
the Medishield programme in 1990. All Medisave account holders under age 80 are eligible to buy Medishield
insurance and can pay their premiums using their MSAs. Medishield covers hospital expenses (surgery,
intensive care) and some high-cost outpatient treatments.
Medifund: To ensure that no Singaporean is denied good basic care because of inability to pay, the
government set up Medifund in 1993 to subsidize health care for the poor (roughly 10 per cent of the
population).
ElderShield: This was introduced as a low-cost insurance programme in 2002. ElderShield provides financial
protection for people with severe disabilities. Medisave account holders are automatically enrolled in ElderShield
when they reach age 40 unless they opt out. ElderShield pays a monthly cash allowance (for a maximum of
60 months) to those unable to perform three or more basic activities of daily living.
UpliftHealth Mutual Fund (HMF), India
This is a community-based health insurance scheme which was launched in 2003 and relies on strong
community structures in urban and periurban slums to build and maintain health insurance. The programme
originated in Pune slums and then spread to rural Marathwada (one of the five regions in the Indian state of
Maharashtra) and Mumbai slums. It has an ongoing membership of more than 65,000. The implementer of
this programme is an Indian non-profit organization, UpLift India Association. HMF's operations are 60 per
cent self-financed, and the remaining 40 per cent is financed by domestic and international organizations
and private funders. Families in the informal sector and living in ghettos - mostly daily wage earners who lack
access to social protection schemes - are the target population of this programme.
HMF is designed to reduce the financial shock of an unforeseen health emergency through community riskpooling. The insurance is introduced and marketed through local community groups such as self-help groups
and village microfinance organizations. They also process claims and reimbursements. Any organization
working with the informal sector is eligible to join the programme and receive support, including marketing,
servicing, and funds management. Whenever possible, members are encouraged to use free public services
in order to maximize the resources of the insurance pool. By doing this, the programme has been able to
maintain a broad benefits package including inpatient surgical services, some outpatient services, and all
primary health care consultations. Members are also entitled to a lost wages benefit. Community ownership,
operational partnerships, and claim settlement are the key components of this programme.
Sources: The World Bank, (2003), "Financing Health Care: Singapore's Innovative Approach", Public Policy for the
Private Sector, Private Sector and Infrastructure Network, Note No. 261, , The World Bank Washington DC;
Dimovska, D., Sealy, S., Bergkvist S., and Pernefeldt, H., (2009). "Innovative pro-poor health care financing
and delivery models'. Results for Development Institute, Washington DC.
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8.6 Conclusion

inefficiencies, and inefficient management

Health is an important contributing factor for

Disparities in allocation between preventive

economic development. Sustainable financing

and curative care, and disparities in allocation

of the health sector is of great importance in

for different levels of institutes are the main

order to have a properly functioning health

defects in the allocation of financial resources.

system and to generate positive health

Further, the present system is also characterized

outcomes

by notable administrative rigidities, adversely

and

indicators.

practices are weakening the present system.

Given

the

demographic and epidemiological transitions

affecting the efficiency of the system.

taking place in Sri Lanka, and gaps in the
existing health care financing mechanism, Sri

Mechanisms such as PPPs, SHI, CBHI, and user

Lanka too has to look for alternative financial

fees are some of the possible financing policy

mechanisms. Sri Lanka's health care

options available for Sri Lanka. Among these

expenditure is likely to increase in the future

options, PPPs and user fees are not novel

owing to increase in income levels, an ageing

concepts to Sri Lanka. Government doctors

population, and the increase in NCDs. In order

engaging in private practice at private hospitals,

to cater to these changes, the health sector

supply of medical equipment and drugs by the

needs more resources, financial as well as non-

pr ivate sector, and laborator y and other

financial.

diagnostic services done in private laboratories
for the public sector are some examples of

The main gap in the present health care

existing PPPs. For Sri Lanka, there is a vast

financing system is the inadequacy of resource
mobilization for health. Sri Lanka's TEH has
been around 3-4 per cent of GDP for a
considerable time period, which is lower than
the global benchmark average. Current
spending on health is not adequate in the
context of changing disease and demographic
patterns which are more similar to a high
income economy. Fur ther, private sector
financing has become more prominent over
time to become the main source of financing; at
present, more than 50 per cent of the TEH is
borne by the private sector. Of this, more than
80 per cent is out-of-pocket payments by
individuals and households, indicative of a
significant financial burden on households.
Moving away from excessive reliance on outof-pocket payments as a source of health
financing assures greater protection for the poor.
Apart from the inadequacy of funding and heavy

Mechanisms
such as
PPPs, SHI,
CBHI, and
user fees are
some of the
possible
financing
policy
options
available
for Sri Lanka.

economic burden on households, allocative
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opportunity to take advantage of existing and

Governments can ease these challenges by

emerging private sector operators entering

creating a supportive environment, building

PPPs. Government support can come in various

technical and management capacities of the

ways to strengthen the PPP system in the

CBHI, and providing subsidies.

country (e.g., by providing financial and
technical support to the existing regulatory body

Although Sri Lanka has previous experiences

of the private health care service and modifying

in applying user fee as a financing option, those

existing policies and regulations to foster the

were not successful in most cases. Nonetheless,

role of the private sector). Although it is

there is a possibility of using user fee as a

challenging to utilize the profit driven private

suitable approach of improving quality and

sector to serve public health objectives, with

promoting resource utilization at the primary

proper organizational arrangements and close

level given the positive effects of this option

monitoring, the desired objectives could be

(e.g., improved consumption efficiency, demand

achieved.
The SHI scheme is ideal for formal sector
workers. It helps prevent people from falling into
poverty due to health care costs as SHI
combines prepayment and risk pooling with
mutual support. Fur ther, SHI can mobilize
additional resources for the health system, such
as funding from employers. However, the huge
administrative challenge, capacities and
infrastructure requirements have to be taken
into account. Offering free enrolment for the poor
and the informal sector, offering insurance on a
voluntary basis to the non-formal sector, and
introducing a sliding scale fee for the informal
sector are some of the measures that can be
taken to cover the informal sector under the
SHI scheme.
Similarly, given the large informal sector in the
country and the experience in operating
community based organizations, CBHI
schemes

can

be

considered

as

a

complementary health financing option for Sri
Lanka. CBHI reduces out-of-pocket spending
and improves cost recovery; it is also important
as a social protection device. Weak
management and limited resources are the
major challenges faced by CBHI systems.
162
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from other
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show that a
combination
of alternative
financing
options can
result in
positive
outcomes
while
addressing
market
failures
as well.
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rationing, better targeting, and revenue

financing mechanism is not geared to mobilize

generation at the institution level). The main

adequate funding to accommodate this change

argument against user fees option is that it

and to provide the desired levels of health care

impedes access to health care, especially of

for the whole population. Hence, finding

the poor. But some studies suggest that fees

alternative

might not always reduce access for the poor,

mechanisms is essential. Each of the health

and it has the potential to improve access to

financing option discussed in this chapter has

better quality services. However, the political

benefits as well as drawbacks. Experiences

sensitivity of applying user fees and the public

from other countries show that a combination

notion of 'free health care' make it doubtful

of alternative financing options can result in

whether Sri Lanka can apply this as an

positive outcomes while addressing market

alternative financing mechanism for the health

failures as well. The available options have to

sector.

be analyzed comprehensively considering the

and

innovative

financing

socio-economic context and the political
It is obvious that Sri Lanka's health system needs

economy of the country and have to be

more financial resources with changes in the

implemented with the aim of achieving Sri

demographic structure, disease pattern, and

Lanka's health objectives and ensure universal

rise in income levels where the existing

health care coverage.
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9. Improving Efficiency and Mobilizing
Resources for Poverty Reduction
Initiatives in Sri Lanka
9.1 Introduction
ri Lanka's performance with regard to

S

Samurdhi/Divineguma programme. The three

poverty reduction over the years has

key components of Divineguma, i.e., the welfare

been commendable, with the poverty

programme (section 9.3), livelihood programme

headcount ratio (PHC) falling to 6.7 per cent in

(section 9.4) and microfinance programme

2012/13 and successfully achieving the MDG

(section 9.5) are then discussed in detail,

of halving poverty before the deadline.

highlighting the issues and weaknesses while

Government expenditure related to poverty and

reflecting on how efficiency can be improved to

vulnerability has shown a remarkable increase

ensure further poverty reduction, and make the

in recent years. Government spending on

Divineguma programme sustainable overall.

transfers to households has more than doubled

Section 9.6 examines the possibility of

during 2009-2015, accounting for about 3.1 per

encouraging private sector participation in

cent of GDP in 2015. The reduction in poverty

poverty reduction via Corporate Social

should ideally lead to a decrease in expenditure

Responsibility (CSR) initiatives, while section

on the poor. However, this has not been the

9.7 includes some concluding remarks.

case for Sri Lanka. A closer inspection of the
existing government poverty and vulnerability
initiatives shows that there are many inherent
inefficiencies leading to the ineffective
implementation of programmes.

9.2 Expenditure Patterns for Poverty and
Vulnerability

The focus of this chapter is to assess possible

Expenditure related to poverty and vulnerability,

improvements in cost-efficiency of current

in particular transfers and subsidy expenditure

poverty reduction programmes -- primarily, the

has shown a remarkable increase in recent

Divineguma programme as it is the single

years. Government spending on transfers to

largest -- while lessening their fiscal burden.

households has more than doubled during

The chapter further explores the potential of

2009-2015; transfers and subsidies to

mobilizing private sector participation as a

households accounted for about 3.1 per cent of

complementary measure of financing poverty

GDP in 2015. Pensions for public servants and

reduction. In this context, section 9.2 analyses

Samurdhi cash transfers are the two main items

government spending patterns on poverty and

among household transfers. Government

vulnerabilit y, par ticular ly looking at the

expenditure on pensions accounts for nearly a
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half of the total spending on transfers and

from around Rs. 15 billion in 2014 to nearly Rs.

subsidies to households. The expenditure on

40 billion in 2015. In 2015, Samurdhi transfers

pensions has increased from around Rs. 85

accounted for about 0.4 per cent of GDP - a

billion in 2009 to Rs. 155 billion in 2015, despite

substantial increase from 0.1 per cent of GDP

its decline as a percentage of GDP from 1.8 per

in 2014. Expenditure on other transfers and

cent to 1.4 per cent during this period.

subsidies to households that include school
welfare programmes, assistance to elderly and

The Samurdhi transfers - the largest transfer

disabled persons, etc., too has shown a notable

programme for the poor in Sri Lanka - has

increase. Some of the increased expenditures

shown a significant increase in its expenditure

arise from political-economy factors where

Table 9.1
Expenditure on Transfers and Subsidies
Item

Rs. million
2012
2013

2014

2015

2016a

2009

2010

2011

Current transfers
and subsidies

190,168

196,216

216,602

234,692

248,549

317,674

419,420 439,065

O/w to households
and other sectors

148,993

156,194

171,438

187, 895

195,288

251,665

345,483 371,392

Samurdhi

9,267

9,241

9,044

10,553

15,256

15,042

Pensions

85,139

90,995

99, 936

111,682

122,813

126,136

39,994

43,950

Fertilizer subsidy

26,935

26,028

29, 802

36,456

19,706

31,802

Other

27,652

29,931

32, 656

29,203

37,512

78,685

Current transfers
and subsidies

3.9

3.5

3.3

3.1

2.9

3.0

3.8

3.5

O/w to households
and other sectors

3.1

2.8

2.6

2.5

2.3

2.4

3.1

3.0

Samurdhi/

0.2

0.2

0.1

0.1

0.2

0.1

0.4

0.4

Pensions

1.8

1.6

1.5

1.5

1.4

1.2

1.4

1.3

Fertilizer subsidy

0.6

0.5

0.5

0.5

0.2

0.3

0.4

0.3

Other

0.6

0.5

0.5

0.4

0.4

0.8

0.9

1.0

155,320 167,845
49,571

35,000

100,598 124,597

As a Percentage of GDP

Notes:

a: Approved estimates for 2016.

Source: CBSL, Annual Report, various years.
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welfare-based politics come to the fore during

The high cost
of transfer
programmes
related to
poverty and
vulnerability
highlights the
need to
reform these
programmes
to improve
their
efficiency
and
sustainability.

electoral cycles. The cost of these transfers to
households has increased from around Rs. 37.5

important given Sri Lanka's rapid population

billion in 2013 to over Rs. 100 billion in 2015,

ageing, where only around 40 per cent of the

raising its percentage share of GDP from 0.4 to

elderly are currently covered by some form of

0.9 per cent.

an old age income security programme.1

The high cost of transfer programmes related

The rising cost of the Samurdhi programme also

to poverty and vulnerability highlights the need

requires a detailed analysis of the Samurdhi /

to reform these programmes to improve their

Divineguma programme; this is needed to

efficiency and sustainability. The rising cost of

identity its issues and weaknesses so that

the pension scheme for the public sector

efficiency of the programme can be improved

workers emphasizes the urgent need to reform

and the fiscal burden reduced. Samurdhi/

it, not only to reduce the fiscal burden but also

Divineguma has been the largest poverty

to ensure its sustainability. This is particularly

alleviation programme in Sri Lanka since 1995.

1

The reform options for Sri Lanka’s pension system were discussed in detail in the State of the Economy 2015. For details see
Chapter 10 on “Reforming Sri Lanka’s Social Protection System” in IPS (2015) Sri Lanka: State of the Economy 2015, Institute
of Policy Studies of Sri Lanka, Colombo.
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It has multiple components that include a
welfare programme, a livelihood development
programme and a microfinance programme.
Until 2014, the Samurdhi welfare programme
was administered by the Department of the
Commissioner General of Samurdhi (DCGS),
while the livelihood development and
microfinance programmes were administered
by the Samurdhi Authority of Sri Lanka (SASL).
Since 2014, all the components were taken
under the purview of the Department of
Divineguma Development (DDD), established
by amalgamating the DCGS, SASL and three
other institutions under the Divineguma Act,
No.1 of 2013.

The (estimated) budget of the DDD has
increased in 2016 from its 2015 level - both in
terms of the value and as a share of the total
budget estimate for the Ministry. The increase
in the Divineguma budget is mainly due to the
increase in the estimated cost of transfers under
the welfare programme, and the cost of personal
emoluments such as salaries, wages and
personal allowances. As shown in Table 9.2,
the welfare programmes accounts for over 75
per cent of the overall budget of the DDD, while
the personal emoluments account for about 20
per cent of the Divineguma budget. The
budgetary allocations for the welfare
programmes (primar ily, the cash transfer
programme) is over Rs. 43 billion in 2016, while

includes that of transfers, personal emoluments

allocations for the other components like
livelihood development and microfinance
programmes are relatively low. For example,
the budget for the livelihood development

like salaries and allowances and capital

programme was Rs 1.2 billion in 2015 while the

The government spends a large sum of money
annually on the Divineguma programme. As per
the budget estimates for 2016, the cost (which

expenditure) is around Rs. 57 billion. This

same amount has been estimated for 2016.

accounts for about 80 per cent of the total budget

Sections 9.3-9.5 examine the three key

estimate of the Ministry of Social Empowerment

components of the Divineguma programme -

and Welfare (MOSEW) for 2016.

Table 9.2
Divineguma Department - Budget Estimates 2016 (Rs '000)
2016
Estimate
Total Recurrent Expenditure
Personal Emoluments
Salaries and wages
Overtime and holiday payments
Other allowances
Transfers
Welfare programme
Public institutions
Property loan interest to public servants
Other

55,990,320
11,678,000
5,208,000
10,000
6,460,000
43,970,000
43,950,000
20,000
342,320

Total Capital Expenditure
Livelihood development programme
Other

1,247,600
1,200,000
47,600

Total Expenditure

57,237,920

Source: MOF, Budget Estimates 2016; Interviews with the Department of Divineguma Development.
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welfare programme, microfinance programme

amount of Rs. 420. There are deductions from

and the livelihood development programme.

the monthly grant to three different funds: (i)
compulsory savings - that can generally be

9.3 Divineguma Welfare Programme

withdrawn after the beneficiary reaches the age

The Divineguma (or Samurdhi) welfare

death, marriage and childbirth; and (iii) the

programme comprises a monthly cash transfer

housing fund to provide housing assistance to

programme,

security/insurance

low-income families. The net cash transfer

programme and a housing assistance

amount (after the deductions) is transferred to

programme for low income groups. It aims at

the beneficiary's account at a Divineguma bank.

addressing consumption shortfalls and reducing

As at December 2015, the cash transfer

vulnerability among the poor. It is the main

programme covered 1,453,078 families. About

component of the Divineguma programme in

41 per cent of the beneficiary families receive

terms of its budgetary allocations, accounting

the maximum monthly grant of Rs. 3500,

for over 75 per cent of the total Divineguma

followed by nearly 32 per cent that received

budget.

Rs. 1500. About 18 per cent received Rs. 2500

social

of 60, (ii) the social security fund that provides
cover for the beneficiaries in the event of illness,

per month, while 10 per cent received the
The cost of the welfare programme increased

lowest monthly grant of Rs. 420 (Table 9.3).

substantially in 2015 with an increase granted
in the monthly benefits to families - twice during

Despite the large number of beneficiaries and

the year, in January and in April 2015. Since

considerable government spending, the

April 2015, the identified families receive a

Divineguma welfare programme, in particular

monthly grant between Rs. 420 and Rs. 3500.

its cash transfer programme, has many

The amount received depends on the family

shortcomings; inefficiencies of the targeting

size, except for the so-called 'empowered

mechanism; lack of clearly defined eligibility

family' category that is given the minimum

criteria; lack of clearly defined entry and exit

Table 9.3
Divineguma Welfare Programme (As at December 2015)
Beneficiary Family
Categories

4 or more family members

No. of Beneficiaries (as
at December
2015) a

Value of Monthly Grant
Jan-Mar 2015
(Rs.)

Value Increased
from April 2015
(Rs.)

594,594

3,000.00

3,500.00

24,552.85

3 family members

253,246

2,000.00

2,500.00

7,450.81

Less than 3 family members

459,643

1,000.00

1,500.00

7.456.11

Empowered families

145,595

420.00

420.00

749.97

Total

1,453,078.00

Notes: a: The number of beneficiary families was not constant during January-December.
Source: Department of Divineguma Development – Performance Report 2015.

168

Total
Expenditure
2015 (Rs. mn.)

40,209.74

STATE OF THE ECONOMY 2016

mechanisms; issues related to the quality of

instance, only around 38 per cent of poor

benefits; and the politicization of the

households are recipients of Samurdhi cash

programme.2

transfers, while over 60 per cent of poor
households are currently excluded from the

Poor targeting is one of the main weaknesses

programme. Such inclusion and exclusion

of the Divineguma welfare programme. 3

errors are observed across all the districts of

Estimates based on DCS HIES (2012/13) show

the country (Figure 9.1).

that 16.4 per cent of households in the country
are receiving Samurdhi cash transfers with

As shown in Figure 9.1, the percentage of

some households having multiple Samurdhi

households receiving cash transfers under the

recipients.4 This is around three times higher

Samurdhi/Divineguma programme is higher

than the percentage of poor households in the

than the percentage of poor households in all

country (5.3 per cent). The targeting errors are

the districts (except in Mullaitivu). However, a

substantial - 14.4 per cent of the 16.4 per cent

larger share of Samurdhi recipients in all the

of Samurdhi recipient households (accounting

districts is non-poor households. For example,

for about 88 per cent of beneficiary

in the Monaragala district (where around 19

households) are non-poor households, while

per cent of households are in poverty), over 30

only a smaller share of the beneficiaries are

per cent of total households receive Samurdhi

from poor households as defined by the

benefits although nearly 24 per cent are non-

national poverty line. By contrast, there is a

poor households. By contrast, another 12 per

substantial share of poor households who are

cent of households in this district are poor, but

not receiving Samurdhi cash benefits. For

are not beneficiaries of this programme. Unlike
the other districts, in the
Mullaitivu

district,

the

percentage of households
receiving Samurdhi benefits
is lower than the percentage
of poor households in the
district.
The existing targeting errors
are partly due to the lack of
clearly defined criteria for the
selection of beneficiaries,
and lack of a systematic
entry and exit mechanism.

2

For a detailed discussion, also see IPS (2015), “”Reforming Sri Lanka’s Social Protection System” in Sri Lanka: State of the
Economy 2015; Tilakaratna, G., et al., (2013), “Safety Nets in Sri Lanka: An Overview”, report prepared for the World Bank,
Colombo (unpublished).

3

IPS ( 2015); Tilakaratna et al. (2013) and Glinskaya, E. (2000). An Empirical Evaluation of Samurdhi Program (http://
siteresources.worldbank.org/INTDECINEQ/Resources/SamurdhiJune042003.pdf).

4

In Samurdhi/Divineguma cash transfer programme, the unit considered is family not household, and hence some households
can have multiple beneficiaries.
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Figure 9.1
Percentage of Samurdhi Beneficiary Households by Poverty Status and District
% of non-poor recipients
% of poor recipients
% of non-receiving poor
% of total poor households

Source: Estimated based on data from DCS HIES 2012/13.

Box 9.1
Conditional Cash Transfer (CCT) Programmes: Bolsa Família (Brazil)
Bolsa Família is the world's largest conditional cash transfer programme, providing benefits to poor and
extremely poor families in Brazil. The programme was established in 2003, scaling up and coordinating
scattered existing social protection initiatives. Within a decade of its establishment, the programme has
benefited over 14 million households (amounting to 50 million people) and cut poverty by 28 per cent in
Brazil within a decade for just 0.5 per cent of GDP.
Bolsa Família's cash transfers are conditional on participants meeting health and education targets that
focus on human capital formation. Basic benefit structure includes the provision of monthly cash payments
through a debit card to the beneficiary families.
Bolsa Família uses the Means Testing targeting method to identify beneficiaries for the programme.
Municipal agents use a standardized questionnaire to collect information on income and input this
information to Brazil's database on the beneficiaries of all targeted social programmes called Cadastro
Único (CadÚnico). This database is considered a prominent feature of the Bolsa Família programme as
it facilitates the effective monitoring and management of all participants in every social assistance
programme in the country. The database is screened annually to ensure eligibility of all families participating
in Bolsa Família.
Families within the programme continue to receive cash transfers as long as they are eligible, with recertification occurring every two years. Over the course of two years, municipal workers verify
compliance with conditionalities on a bi-weekly basis for education, and on a bi-annual basis for health
care.
Sources:
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World Bank. (2016), "Bolsa Família: Brazil's Quiet Revolution", available at: http://www.worldbank.org/
en/ news/opinion/ 2013/ 11/04/bolsa-familia-Brazil-quiet-revolution; The Economist, (2015), "Helping
the Poorest of the Poor, available at: http://www.economist .com/news/international/21638333developing-countries-have-started-weave-social-safety-nets-heres-how-they-should-do-it; Coady,
D., et al., (2004), Targeting of Transfers in Developing Countries: Review of Lessons and Experience,
World Bank, Washington, D.C., Mostafa, J. and K. da Silva, K. (2007), Brazil's Single Registry
Experience: A Tool for Pro-poor Social Policies, available at: http://www.ipc-undp.org/
doc_africa_brazil/Webpage/ missao/ Artigos/ CadastroUnicoJoanaMostafa.pdf.
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Currently, there is no clearly defined eligibility

Furthermore, the availability of a database on

criteria for selecting beneficiary families. The

all the beneficiaries of all the targeted social

majority of families that were selected for the

programmes in Brazil has also facilitated the

Samurdhi programme in the mid-late 1990s

effective management and monitoring of all

have simply continued as beneficiaries, with a

beneficiaries across the country's various social

relatively small number of 'new entrants' and

assistance programmes.

'exits' over the years. There is no systematic

non-poor families who are not entitled to receive

9.4 Divineguma Livelihood Programme

benefits. The Divineguma cash transfer

The livelihood development programme is

programme also does not have a stipulated

another component of the Divineguma

assessment timeline in which the beneficiaries

programme that aims at addressing poverty by

are to be (re)assessed for their eligibility to

empowering low-income families via enhancing

remain, or enter/exit the programme.

their capacit y to generate income. This

mechanism to identify the 'new poor' families
who deserve to be included or to remove the

programme targets a variety of sectors including
In this context, Sri Lanka can learn from the

agriculture, fisheries, animal husbandry and

experience of a successful cash transfer

micro-industry. Since the establishment of the

programmes such as Brazil's Bolsa Familia

DDD in 2014, over 150,000 livelihood

conditional cash transfer programme (Box 9.1).

development projects have been carried out

Bolsa Familia's clearly defined entry and exit

under this; the projects were mostly aimed at

mechanism serves as a good example;

assisting beneficiaries to acquire certain

beneficiaries are selected methodically after

machinery/equipment that could help enhance

collecting information on their income via a

their earning potential. The projects were at least

standardized questionnaire; after selection,

par tiall y funded by the gover nment. The

beneficiaries need to be re-certified every two

proportion of the project cost that should be

years. Such a systematic selection can provide

borne by the beneficiary depends on the level

a solution to politicization of beneficiary

of pover ty/vulnerability of the family. For

selection in the Divineguma programme.

example, in 2015, low-income families with a

Additionally, if the targeting mechanism is fine-

member who suffers from chronic illness or

tuned to ensure that only the deserving can

long-term disability could receive up to 90 per

enter the programme, the quality of the benefits

cent of the project cost as a grant while

provided can also be raised (as the number of

contributing only 10 per cent. In addition to

beneficiaries will automatically decrease with

providing individual project assistance, the

the exit of non-deserving beneficiaries).

livelihood programme has also carried out some

Moreover, in the Bolsa Familia, receiving the

village/region based projects during 2014-15.

cash grant is conditional on beneficiaries
meeting certain health and education targets

The projects carried out are funded via three

set by the government. The conditional nature

sources:

has also contributed to ensuring that basic

contribution, and the Livelihood Revolving Fund

health and education standards are met among

(LRF). For the most part, livelihood projects are

the Brazilian poor.

funded from Treasury grants that are allocated

Treasur y

grants,

beneficiar y
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for the livelihood development programme.

26,692 projects were provided with 90 per cent

Whenever these Treasury grants are given to

of the project cost as a grant by the DDD with a

beneficiaries in the form of a loan (as opposed

total cost of Rs. 712 million. The DDD spent

to a grant), it is re-collected to the LRF which is

approximately Rs. 2 billion to support a total of

then used to finance livelihood projects when

56,777 projects in 2015. The highest

the Treasury grants are not sufficient.

expenditure has been incurred on projects
related to industries/small enterprises. In 2015,

In 2014, there were instances where the whole

26,774 industrial projects were supported under

cost was borne by the DDD. In fact, over 60 per

the Divineguma livelihood development

cent of projects carried out in 2014 were funded

programme incurring a total cost of Rs. 590

5

fully by the department. However, provision of

million (Figure 9.2).

full financial support was abandoned in 2015
to better ensure beneficiary commitment. In

In 2016, there was a significant shift in the

2015, almost 30,000 of the projects (i.e., 53 per

livelihood development policy of the DDD.

cent of total projects) were funded under the

Before 2016, it mostly aided beneficiaries to

scheme which requires the least contribution

acquire machinery and equipment required for

from DDD, where only 40 per cent of the project

income generating activities. However, since

cost is provided as a grant (see Table 9.4).

2016, the DDD is now concentrating its efforts

Furthermore, it is under this scheme that the

to help finance business/project proposals of

highest amount of beneficiary capital has been

selected beneficiaries. Earlier, the focus was

mobilised (i.e., Rs. 474 million or 82 per cent of

on aiding the maximum possible number of

total beneficiary contribution). However, another

beneficiaries; now, the strategy is to identify

Rs. mn.

No. of projects

Figure 9.2
Project Breakdown Based on the Sector and Contributory Source - 2015

Agriculture

Animal
husbandry

Fisheries

Industries

Marketing

Job oriented
training

Source: Department of Divineguma Development, “Livelihood Division Performance Report 2015”,

5

Department of Divineguma Development, “Livelihood Division Performance Report 2015”,
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beneficiaries with entrepreneurship potential

scheme for the estate sector, aimed at helping

and viable project proposals with financial

estate sector workers to earn an additional

feasibility.

income. In this case, the minimum beneficiary
contribution required is 10 per cent with the

Under this new strategy, each distr ict is

DDD providing up to 90 per cent of the capital

authorized to identify a certain number of

required as a grant. However, the size of the

beneficiaries: this number will be decided by

projects will be smaller compared to the other

the number of Samurdhi beneficiaries in the

projects because the estate sector families

district as well as its poverty level. Similar to the

have been identified as having comparatively

previous years, it is not necessary for the

less financial capacity.

beneficiaries to be Samurdhi subsidy
recipients; any low-income family member can
submit their project proposal for consideration.
The selection will be done by the grass-root
level officers including the Divineguma
Development Officers and Grama Niladaris.
Project proposals are evaluated on their
feasibility to be self-sustaining within a given
period of time. In this case, the minimum
beneficiary contribution is 50 per cent. The
balance 50 per cent is provided by the DDD as
a grant. The beneficiary can either invest his
own capital, or he can apply for a loan from
Divineguma banks.
Before 2016, the livelihood programme
provided assistance for individual beneficiaries
as well as for village/region based projects. In
the latter case, the DDD worked in tandem with
existing societies in the village or with
Divineguma community based organizations
(CBOs). The assistance provided was generally
in the form of machinery/equipment. However,
with the change in the livelihood development
strategy to provide financial assistance to those
with entrepreneurship potential to realize their
business plan, there will be no more village/
region based machinery/equipment procuring
projects.
Another change in the livelihood programme

9.4.1 Improving Efficiency of the
Livelihood Development Programme
Since the Divineguma livelihood development
programme was introduced in 2014, there has
been a trend towards increasing the beneficiary
contribution to the livelihood programme. The
2014 practice of fully financing projects was
ter minated in 2015 and the programme
succeeded in mobilizing around Rs. 578 million
as beneficiar y contribution (Table 9.4).
Decreasing the grant component was also taken
as a step to ensure beneficiary commitment
because there have been cases where, after
receiving the machinery/equipment free of
charge, the beneficiary has not actively used it
to generate income.
When formulating poverty reduction policies it
is important to ensure that they are conducive
to communities/beneficiaries becoming selfsustaining in the long run. Government handouts can induce a culture of dependency.
Therefore, the DDD's stance to increase the
beneficiary contribution of livelihood assistance
(as opposed to the grant component which does
not have to be paid back) can be considered as
a progressive step.

in 2016 is the introduction of a special project
173

72.61
15.80
289.86
56.17
6.53
578.24

192.79
33.67
590.73
109.01
8.90
1,172.03

7,078
1,238
26,774
5,829
338
56,777

49.76
12.34

4.73

11.02

251.72 248.20
50.37

49.56

45.18
5.26

457.20 474.10

2,587
576
14,788
3,111
243
29,996

0.40
0.07
0.29
1.13
0.18
2.06

Dept.
contribution
(Rs. mn.
0.50
0.09
0.08
1.15
0.37
2.18

No. of projects

29
3
3
40
14
89

Beneficiary
contribution
(Rs. mn.)
28.17
22.79
3.17
40.53
5.62
1.80
102.08

Dept.
contribution
(Rs. mn.
141.96
143.15
22.58
337.86
63.46
3.64
712.66

No. of projects

6,797
4,488
659

95
26,692

Animal husbandry

Industries and entrepreneurship 11,946
2,704

Agriculture

Dept.
contribution
(Rs. mn.)

No. of projects

Dept.
contribution
(Rs. mn.)

These figures do not include the 2,603 special projects undertaken by the DDD in 2015 which were aimed at a variety of purposes including the development of
minor irrigation works and provision of drinking water facilities.

Source: Department of Divineguma Development, “Livelihood Division Performance Report 2015”,

Notes:

Total

Job oriented training

Marketing development

Fisheries

137.27
236.93

15,517

94.47 108.70

8,691

Beneficiary
contribution
(Rs. mn.)

Sector

Beneficiary
contribution
(Rs. mn.)

Total

No. of projects

Beneficiary
contribution
(Rs. mn.)
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Project Cost (90% as a grant, Project Cost (50% as a grant, Project Cost (40% as a grant
10% beneficiary contribution) 50% beneficiary contribution) 10% beneficiary contribution 50% from LRF)

Table 9.4
Project Breakdown based on the Sector and the Contributory Scheme - 2015
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The stance taken since 2016 of providing
financial assistance to execute selected
business plans can also be considered as an
improvement in the strategy which up to this
point focused on maximising the number of
beneficiaries, rather than ensuring the financial
viability of the projects carried out. This is
especially evident in the lack of an evaluation
mechanism capable of measuring the actual
economic outcome (e.g., the additional income
received by the beneficiary) of the projects.
However, the new strategy is capable of
naturally addressing this shortcoming due to
two main reasons; the number of beneficiaries
will be significantly reduced, which will simplify
the monitoring mechanism; and the nature of
the new strategy is such that there is a heavy
emphasis on evaluating the results and the
progress of the projects since the project
proposals are selected on the basis of their
capability to become self-sustaining within a
given period of time.
The Divineguma livelihood programme could
be further improved by taking an Asset Based
Community Development (ABCD) approach
(discussed in detail in Box 9.2) where particular

When
formulating
poverty reduction
policies it
is important
to ensure
that they are
conducive to
communities/
beneficiaries
becoming
selfsustaining
in the
long run.

attention is paid to linking micro-assets of the
community to the macro-environment of the
community

through

an

endogenous

mechanism, instead of the current, apparently

exists areas that require different approaches
to development.

ad-hoc nature of livelihood assistance based
on beneficiary requests financed by injecting

The DDD is already poised to make such an

external resources to communities.

approach to community development possible.
CBOs and the Divineguma community based

ABCD has been globally identified as an

banks (or 'Divineguma banks' which comprises

approach that is appropriate in an increasingly

of over 1,000 banks) that have already been

diverse world where there is no one-size fits all

established around Sri Lanka can easily

approach to community development. Any

facilitate such an approach. Furthermore, the

national level poverty reduction strategy in Sri

Divineguma Development Officers who

Lanka should take into account regional

represent the DDD at the grass-root level can

disparities; even within the same districts, there

also play a key role in guiding this process.
175

STATE OF THE ECONOMY 2016

Box 9.2
Asset Based Community Development (ABCD)
Asset Based Community Development (ABCD) is a "strategy for sustainable community
driven development. The appeal of ABCD lies in its premise that communities can drive the
development process themselves by identifying and mobilizing existing, but often
unrecognized assets, and thereby responding to and creating local economic opportunity." It
has been identified as an innovative alternative to need-based approaches to development
and relies on the existing strengths of communities instead of injecting external resources to
the community.
Thus, ABCD focuses on existing resources within a certain community and linking microassets to the macro environment, thereby ensuring social mobilization and sustainable
community development. ABCD recognizes five types of assets: individuals, associations,
institutions, physical assets and, connections. Individuals are the residents in a community
and possess various skills. Associations are small informal groups of people who have come
together around a common interest. Institutions are paid groups of people who are
professionals and are structurally organized. Physical assets are assets such as land, building,
space and funds. Connections are the relationships between people. ABCD builds on these
assets that are already found in the community and mobilizes the individuals, associations
and institutions to come together to build on their assets.
Source: www.abcdinstitue.org; Mathie, A. and G. Cunningham (2003), "From Clients to Citizens: AssetBased Community Development as a Strategy for Community-Driven Development",
Development in Practice, 13(5).

In fact, it can be argued that the DDD is already

communit y, instead of simply providing

moving towards an ABCD approach by

beneficiaries with financial assistance.

examining the modifications made to the

charitable nature of its assistance by making

9.5 Divineguma Microfinance Programme

beneficiary contribution compulsory. This is

The Divineguma microfinance programme aims

important because ABCD focuses on mobilizing

at promoting savings habits among low-income

existing resources, as opposed to continuously

families and providing them with access to loan

injecting new resources to the community which

facilities to enhance their investment potential

would be less sustainable and would lead to a

and support their income generation activities.

culture of dependency. Then in 2016, the

This programme is implemented through the

assistance provided was made more tailor-

Divineguma banks; the banks also play an

made. The DDD can further facilitate ABCD by

important role in implementing the Divineguma

prioritising project proposals that are centred

cash transfer and livelihood development

on utilizing the existing resources within the

programmes.

Divineguma

livelihood

development

programme. First, it took steps to curb the
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At the inception of the Divineguma programme

and have a group account at the Divineguma

(then called the Samurdhi programme), the

bank. Village level societies are created from

benefits of its welfare component (cash stamps

all the small groups in a village. Currently there

and food stamps) were channelled via the

are around 40,000 village level societies. These

cooperative shops and the compulsory savings

societies fall under a Divineguma bank in the

were deposited at state banks like the Bank of

area. The banks are managed by a manager

Ceylon and the People’s Bank. However, with

and a governing board (Palaka Mandalaya). In

the establishment of the Samurdhi banks in the

a given Divisional Secretariat (DS) divisional

late 1990s, these banks came to play a major

level, all the Divineguma banks fall under the

role in the implementation of the overall

Divineguma Community Based Banking

Samurdhi/Divineguma programme. Currently,

Society of the DS division. At present, there are

the Divineguma monthly cash transfer is

331 such societies and 1,074 Divineguma

directly transferred to the beneficiary’s bank

banks. At the distr ict level, the Distr ict

account at a Divineguma bank. The banks are

Divineguma Director oversees the Divineguma

also involved in the selection of beneficiaries

programme while at the national level, the

for the livelihood development programme.

Board of Management oversees the activities
of the banks and the banking societies.

As shown in Figure 9.3, the structure of the
Divineguma community based banking system

Under

is based on small groups (generally comprised

programme, low income families have access

of five members) at the village level. In order to

to a range of loan products including

be eligible for a loan from a Divineguma bank,

consumption

it is necessary to be a member of a small group

agriculture loans and housing loans. As shown

the

Divineguma

loans,

microfinance

livelihood

loans,

Figure 9.3
Structure of the Divineguma Banking System

Divisional Level-Divineguma
Community Based Banking
Societies (331)

Divineguma Community
Based Banks (1,074)

Village Level Societies
Small Groups

Source: Compiled by the IPS.
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in Table 9.5, a bulk of the loans has been

also offer various savings products to their

granted for self-employment and livelihood

members and non-members from low income

activities. Over 3.3 million loans with a total

groups. These include member deposits,

value of Rs. 80 billion have been granted for

shares, non-member deposits, children's

self-employment activities during 1998-2015.

deposits, deposits designed for female

This is followed by over 1.1 million loans for

members ('Diriyamatha'), group deposits,

consumption (with a value of Rs. 6 billion). The

compulsory savings, and deposits for school

number of housing loans granted, although

children ('Sisuraka'). Currently, Divineguma

lower than the number of consumption loans,

banks have over 4 million savers including

amounts to around Rs, 20.5 billion during 1998-

around 3.4 million members. Total savings of

2015.

the banks amounted to around Rs. 63 billion by
end of 2014. There were over 12 million bank

In order to promote savings habits among low

accounts in total, including 3.4 million member

income earning families, Divineguma banks

deposits, 1.1 million children's savings accounts

Table 9.5
Progress of Some of the Divineguma Credit Programmes 1998-2015
Type of loan

From 1998 to 2015
No. of Loans Granted Financial Value (Rs. bn.)

Self-employment loans

3,386,475

80.03

Livelihood loans

191,146

4.44

Cultivation loans

886,544

11.96

Fishermen loans

15,616

0.33

Swa Shakthi loans

90,697

2.82

Divi Neguma Diriya Saviya loans

33,767

2.87

1,108,384

6.36

Distress loans

140,275

0.48

Housing loans

460,037

20.56

517

0.02

377,625

11.50

17,615

0.87

2,766

0.63

12,105

3.65

313,057

6.37

7,036,626

152.89

Consumer loans

Yovun Diriya loans
Jana Pubudu loans
Mihijaya loans
Kirula development loans
Rata Viruwo loans
Divi Neguma Sahana Aruna loans
Total

Source: Department of Divineguma Development, “Annual Progress Report 2015”.
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deductions from the cash transfer) account for

9.5.1 Addressing Weaknesses
and Improving Efficiency

nearly 40 per cent of total savings of the

Given the large number and volume of savings

Divineguma banks.

deposits and loans of the Divineguma banks, it

and 2.3 million compulsory savings accounts.
However, the compulsory savings (made of the

can be argued that these banks have played
The main source of funding for the Divineguma

an important role in improving access to financial

banks is internal - i.e., savings deposits of their

services among low income groups, particularly

members and non-members. The loans from a

among females. Nevertheless, the Divineguma

Divineguma bank are primarily funded by the

banking system has a number of issues and

bank's savings.6 A Divineguma bank can give

weaknesses that need to be addressed to

up to 80 per cent of the deposits held at the

ensure its sustainability, protect the clients and

bank as loans. If a bank exceeds the maximum,

to ensure sustainable access to financial

it has the option of obtaining a loan from the

services among low income groups.

DDD. However, the salar ies and other
allowances of the permanent employees of

Inadequate regulation and supervision of the

Divineguma banks are paid by the government

Divineguma banks is an issue of concern,

and are included under the budget of the DDD

particularly given the large volume of savings it

(see Table 9.2).

has mobilized from low income groups. Until

Table 9.6
Divineguma Savings Products as at 31.12.2014
Savings Product

No. of A/Cs

Amount (000')

Member deposits

3,452,413

14,445,613

Shares

3,676,389

8,499,497

Children’s deposits

1,155,734

2,461,307

Diriyamatha deposits

998,132

1,713,336

Non-member deposits

577,469

2,778,047

Group deposits

458,012

7,690,748

Compulsory savings

2,312,173

25,194,058

Sisuraka deposits

180,649

347,048

Total

12,810,971

63,129,654

Source: Department of Divineguma Development.

6

There are few exceptions such as the loans funded by the Livelihood Revolving Fund, created through government funds.
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2013, the Samurdhi banking societies came

Low
lending
rates
ofValue
the
Capital on Treasury
Divineguma
banks is a
concern
that affects
their financial
sustainability.

under the regulation of the Samurdhi Authority
of Sri Lanka (SASL), established under the
Samurdhi Authority of Sri Lanka Act No. 30 of
1995. Since the establishment of the DDD in
(Rs.2014,
mn.) a proper regulator y framewor k for
Divineguma banks is yet to be formed. Currently,
the Board of Management of the DDD oversees
the activities of the Divineguma banks but it
lacks regulatory powers.
Low lending rates of the Divineguma banks is a
concern that affects their financial sustainability.
The lending rates charged by the Divineguma
banks have decreased in recent years while
the interest paid for savings have not changed
significantly. For example, the lending rates
have dropped from around 12 per cent (reducing
balance) in 2013/14 to around 8 per cent, which
is relatively low compared to other microfinance
institutions in the country. However, the interest
rates for savings have remained around 5-7 per
cent, making it difficult for the banks to make a
profit. Moreover, introduction of ad-hoc loan
schemes by the government on concessionary
terms and conditions at times, also affects loan
repayments and the profitability of the

9.6 Beyond Government Initiatives - CSR
Initiatives for Poverty
Reduction
Sri Lanka's significant progress in poverty

Divineguma banks.

reduction has been helped by overall economic
In addition, inadequate use of new technology

growth in the country, but various government

and lack of computerized systems in banks, and

poverty reduction policies and programmes

inadequate training for bank staff and

have

Divineguma

Development

on

approximately 1.3 million individuals are still

microfinance

principles,

Officers
banking

also

contributed.

Despite

this,

and

mired in poverty according to HIES 2012/13

accountancy are other constraints to improving

estimates. Moreover, there are considerable

the efficiency of the Divineguma banking

regional disparities and 'pockets of poverty' with

system.

PHCR as high as 35-45 per cent in some
districts like Batticaloa and Mullaitivu.7

7

DCS and CBSL, Annual Report 2015.
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There is room to improve the efficiency of

Samaga Gamata Sarana project by CBL has

government poverty reduction programmes; the

so far undertaken 92 infrastructure development

targeting mechanism can be perfected to

projects with the aim of helping the rural and

ensure that all the poor and deserving

marginalized communities to meet their basic

(including all these pockets of poverty) are

needs; the Village Adoption project by JKH has

provided coverage. However, while improving

so far involved five villages with the aim of

these, it is also important to explore

providing an integrated plan for their

complementary sources of financing poverty

sustainable development.

reduction and reaching pockets of poverty in
the countr y. One such viable option is to

However, both these projects are aimed at

mobilize private sector participation in poverty

contributing to community development via

reduction initiatives through encouraging and

community participation. Such initiatives

directing the Corporate Social Responsibility

undertaken by private sector companies

(CSR) related activities of private sector

illustrate the willingness of the private sector to

organizations.

take part in national development and their
potential to contribute to the development of

CSR can be defined as the continuing

pockets of poverty spread around the island.

commitment by businesses to behave ethically
and contribute to economic development while
improving the quality of life of the workforce
and their families as well as of the local
community and society at large.8
There is great untapped potential in using CSR
expenditure as a means of financing poverty
reduction in Sri Lanka. According to 2012
estimates, Rs. 4 billion are spent annually on
CSR through various avenues.9 However, this
money is spent on ad hoc projects carried out
by various organizations, prioritized at the
discretion of individual companies. Box 9.3
discusses two different initiatives undertaken
by John Keel's Holdings (JKH) and Ceylon
Biscuits Limited (CBL). These highlight the
potential of such initiatives to address pockets
of poverty.
The two projects highlighted here differ in terms

There is
great
untapped
potential in
using CSR
expenditure
as a means
of financing
poverty reduction in
Sri Lanka.

of their scale and the vision: The Munchee

8

World Business Council for Sustainable Development, Stakeholder Dialogue on CSR, The Netherlands, Sept 6-8, 1998.

9

Csrsrilanka.lk. (2016). CSR Sri Lanka (Gurantee) Limited. [online] Available at: http://www.csrsrilanka.lk/profile.php [Accessed
9 May 2016].
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Box 9.3
CSR Initiatives for Poverty Reduction and Community Development
Case Study 01: Village Adoption Project by John Keells Holdings (JKH)
This project, launched in 2005, is aimed at uplifting the lives and living standards of
disadvantaged persons and groups by empowering them to build and develop themselves
and their communities in a sustainable and entrepreneurial manner. For this project, JKH has
adopted an integrated development scheme asserting that developing just one aspect of a
poor community is insufficient to ensure sustainable development as the causes of poverty
are interlinked. For example, low employment is linked to low levels of education, so simply
improving income generation activities will not be adequate to pull the village out of poverty
in the long run. As such, the project includes facilitating access to basic needs like water and
sanitation, as well as providing electricity and educational infrastructure facilities, and
developing sustainable and diversified livelihoods to improve income generation, while also
conducting gender and youth empowerment activities.
JKH takes a tailor-made approach to the development of each adopted village. The scope of
the village adoption project (in terms of the number of villages) is deliberately kept limited to
prevent finances and attention given to each village from being diluted. The choice of village
to be adopted is subject to such considerations as the ground level presence of JKH and the
capacity of JKH employees to volunteer their own time for such projects. Currently five villages
have been adopted under this project: Halmillewa (Anuradhapura district), Mangalagama
(Ampara district), Iranaipalai (Mullaitivu district), Puthumathalan (Mullaitivu district) and
Morawewa North (Trincomalee district).
Case Study 02: Munchee Samaga Gamata Sarana by Ceylon Biscuits Limited (CBL)
The CBL initiative, launched in 2006, aims at identifying marginalized areas of the country
and assisting those communities in meeting their basic needs via village infrastructural
development. CBL emphasizes the importance of community participation in carrying out
these projects and requires the villagers to participate in the projects carried out for the
development of the village. Under Munchee Samaga Gamata Sarana, mainly infrastructure
related projects are undertaken. The projects (i.e., villages) are identified based on the
information gathered by the CBL field personnel who are spread all around the country. The
scope of these infrastructure development projects are subject to time and cost concerns as
the CBL employees work on them on a voluntary basis. The villages are provided assistance
based on their requirements. Projects vary from the construction of mini-bridges, suspension
bridges, roads, community facilities and health facilities, most of which are also maintained
by CBL to ensure sustainability. The 92 projects carried out thus far have directly benefitted
over 100,000 Sri Lankans at a cost of around Rs. 30 million.
Source: Interviews with JKH and CBL/Annual Reports.
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In such a context, it is important to explore the

value. A key factor for its coming together is a

potential of mobilizing private sector

belief that a majority of companies would like

participation in poverty reduction via CSR. To

to put in more effort in relation to CSR and are

this end, an important initiative was undertaken

willing to obtain services from a third party for

in 2013 with the encouragement of United

CSR development.

States Agency for International Development
(USAID) which resulted in the establishment of

Currently, the CSR related activities of the private

CSR Lanka (Guaranteed) Limited. This is an

sector are not aligned with national priorities

initiative piloted and managed collectively by a

nor are they particularly encouraged by the Sri

group of private sector companies in Sri Lanka

Lankan government. These issues need to be

with the aim of providing strategic guidance and

addressed in order to fully utilize the potential

necessary resources to bridge the gap between

of CSR activities to reduce poverty. Box 9.4

ad hoc CSR projects and creating sustainable

discusses in detail the CSR model adopted by

Box 9.4
India's Mandatory CSR Model
With the introduction of the Company Act 2013, India became the first country in the world to
legally compel companies to undertake CSR initiatives: every company with an annual turnover
exceeding US$ 161 million or a net worth of over US$ 80 million or a net profit over US$
800,000 are legally obliged to spend at least 2 per cent of their average net profit over the
three previous years on CSR activities.
This is a rather controversial policy initiative which sparked global debate about the nature of
CSR. It has been portrayed as a backward step for India, one that is incapable of promoting
genuine business responsibility and societal trust in business. The policy has been further
criticised as one that treats the corporate sector as wealthy contributors and expects them to
be partners in ensuring equality in income distribution instead of seeing corporations as
economic powerhouses who are responsible for their impact on a large number of stakeholders
and thus should be mindful of this impact throughout the course of their business operations
(and not simply by allocating a portion of their profits after it is earned).
As such, the applicability of a similar policy measure in Sri Lanka is debatable. However,
there are certain other components of the Indian CSR model that could be beneficial in terms
of improving the state of CSR in Sri Lanka. One such policy measure is that the Indian
government has clearly stated the areas where the private sector should focus their energy.
Many Sri Lankan private sector companies interviewed are of the opinion that it would be
very helpful if the government could guide them by identifying the areas/sectors which are in
need of development. Additionally, the Indian CSR policy necessitates the establishment of a
CSR committee in every eligible company to guide and monitor the company's CSR policy.
Even without adopting a mandatory CSR policy, the government could encourage Sri Lankan
companies to set up such CSR committees for more effective outcomes.
Source: Singh, A. and Verma, P. (2014), "CSR@ 2%: A New Model of Corporate Social Responsibility in
India", International Journal of Academic Research in Business and Social Sciences, 4(10);
Maira, A. (2013), "India's 2% CSR Law: The First Country to Go Backwards", Economic &
Political Weekly, 48(38); Venkatesan, R. (2013), "Ordering Corporate Responsibility: A Misplaces
Faith?", Economic & Political Weekly, 48(38).
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the Indian government whereby all companies

Lanka's poverty level has declined significantly

are legally compelled to spend a defined

in recent years, with the percentage of the poor

percentage of their profit on CSR activities. This

households falling to 5.3 per cent (and the

is the first and only mandatory CSR model in

poverty headcount ratio to 6.7 per cent in 2012/

the world and has led to much debate; its

13), the number of cash transfer recipients has

applicability in Sri Lanka is debatable.

not reduced significantly over the years.

However, it does suggest that there is scope for

Moreover, substantial targeting errors continue

Sri Lanka to take a more proactive stance

to persist with a notable share of the poor being

towards encouraging CSR. Many private sector

excluded from the programme. In this context, it

organizations would welcome direction and

is pivotal to revisit the Divineguma programme

guidance from the government in identifying

to assess the right balance between its key

the areas in need of development.

10

components and improve its efficiency.

There is much that could be done to improve

It is important to limit the coverage of the cash

the existing government initiatives to achieve

transfer programme to the most needy

the goal of poverty eradication. Nevertheless,

households (e.g., poor or extreme poor with no

while improving government programmes it is

other income source, with special attention to

also important to appreciate the potential of the

families with disabled persons and more

private sector to contribute to the national

dependents like small children and elderly) with

development agenda and address pockets of

some mechanism to absorb those who fall in to

poverty which seem impervious to the national

poverty due to various shocks. While this would

level policies of the government.

help reduce the cost of the cash transfer

9.7 Conclusion
Government expenditure related to poverty and
vulnerability, especially the transfers and
subsidies have shown an increase in recent
years. The cost of the Divineguma/ Samurdhi
programme in particular is substantial. Despite
its operations for two decades and considerable
coverage of population, the Divineguma
programme and its key components, namely
the welfare, livelihood and microfinance
components have many weaknesses.

programme substantially, it is important to put
more emphasis on the livelihood development
and

microfinance

components

of

the

Divineguma programme, which will assist low
income households to improve their income
generating activities and thereby increase their
income in the long run. This in turn will help
them to earn a sufficient income to fulfil their
consumption needs, without having to depend
on the government monthly cash transfer. It is
imperative for the Divineguma programme to
have the right balance between safety nets (like
cash transfers) and safety ropes (e.g., livelihood

Currently, over 75 per cent of the total budget of

support and access to finance) in order to

the DDD is spent on the cash transfer

alleviate poverty and to reduce the strain on

programme, the cost of which has increased

the government budget.

substantially in recent years. Although Sri

10

Based on interviews with various private sector organizations.
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While improving the efficiency in the design and

It is pivotal
to revisit the
Divineguma
programme
to assess
the right
balance between its
key components and
improve its
efficiency.

focus of the Divineguma programme, it is also
important to find ways to mobilize resources to
finance

its

different

components

like

microfinance and livelihood programmes, in the
form of beneficiary contributions, savings, etc.
This is key to ensure sustainability of
government initiatives to alleviate poverty in the
country.
Moreover, while improving the existing
government poverty reduction programmes, it
is vital to explore alternative ways of addressing
poverty and vulnerability and reach pockets of
pover ty, without fur ther pressure on the
gover nment budget. A complementar y
mechanism would be to encourage private
sector participation in poverty reduction through
CSR activities. However it is crucial that the
private sector initiatives are aligned with
national priorities/ national agendas to fully
utilize the potential of the private sector to
reduce Sri Lanka's poverty and vulnerability.
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Box 4.1
History of Tax Incentives in Sri Lanka

10. Financing Urbanization
10.1 Introduction

F

ostering efficient and competitive cities

is integral for sustainable development.
Resonating this sentiment, the Sri Lankan

government plans to develop the entire Western
region into a Megapolis under the Western
Region Megapolis Project (WRMP). A
megapolis is a synonym for a 'great city' in
Greek, typically defined as a chain of roughly
adjacent metropolitan areas. A megapolis
normally has characteristics such as a large
population of about 10 million, a high population
density, efficient markets, enhanced trade, and
fluid transportation to name a few.
The WRMP aims to create a megapolis
spanning Colombo, Kalutara and Gampaha by
2030. As noted in literature, such forward
thinking projects need massive amounts of
funds to provide infrastructure and services that
are not fully in demand now, but will become so
as urbanization picks up speed.1 This futuristic
vision, coupled with the not yet materialized
demand, makes financing the WRMP at an
estimated cost of US$ 40 billion a challenge for
the exchequer. Generally, there are two different
ways governments fund urbanization projects i.e., use their own revenue or use external
financing. Methods of own-revenue financing
include user charges and local taxes. 2 A
successful user charge project is the Hong Kong

The
futuristic
vision
coupled
with the
not yet
materialized
demand
makes
financing the
Megapolis
Project at
an estimated
cost of US$
40 billion a
challenge
for the state
coffers.

1

Mohan, R. (2009), “Global Financial Crisis: Causes, Impact, Policy Responses and Lessons”, 7th Annual India Business
Forum Conference, London Business School, London, April 23; IBRD (2013), Planning, Connecting, and Financing Cities: Now
Priorities for City Leaders, International Bank for Reconstruction and Development/The World Bank, Washington, D.C.

2

Bahl, R.W. and J. Linn (2014), “Governing and Financing Cities in the Developing World Policy”, Lincoln Institute of Land Policy,
Massachusetts.
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Metro which is able to support its own capital
3

Currently, it is estimated that by 2030 there will

Methods of external

be 41 megapolises. The rising numbers of

financing include borrowing from abroad (loans

megapolises is reflected in the international

and grants), and PPPs where a private

discourse on the subject, mainly due to their

company manages, builds or runs a part of a

beneficial development opportunities. In many

and operating costs.

development project.

4

instances, the megapolis is a driver of economic
growth for the entire country with a GDP higher

Against this backdrop, this chapter aims to

than for the rest of the economy. For example,

examine the fiscal capacity in Sri Lanka and

in 2008, it was determined that Mumbai

the alternative financing mechanisms for the

produced 16 per cent of India's overall GDP

planned WRMP and recommend best practices

while only having 1.7 per cent of India's

from international experiences. The remaining

population. 6 There is similar data for other

sections of the chapter include the international

megapolises including Sao Palo and Mexico

context of mega cities; the policy context in Sri

City where their impact on the country's overall

Lanka; an overview of the WRMP; its budget

GDP is more than twice their population size.7

and cost estimates, and financial situation;

Additionally, well managed megapolises

possible mechanisms to finance the project and

provide economic development opportunities,

recommendations for its sustainability and

environment efficiency and cost efficient access

overall success.

to basic services including health care,
electricity, and education for a large population;

10.2 The Debate on
Mega Cities

in turn, this can lead to improved quality of life

With growing populations and greater demand

Nonetheless, megapolises are also viewed

for urban lifestyles, the existence of huge

sceptically due to their negative impact on the

megapolises is becoming prominent around the

environment and population.8 For instance, the

world. In 1990, the UN estimated that there were

WHO determines that residents of Cairo inhale

10 megapolises; by 2014, this number had

the equivalent of a pack of cigarettes a day due

for a critical mass of a population.

grown to 28. The world's largest megapolis is

to air pollution. 9

Tokyo with 38 million inhabitants, followed by

environmental effects, megapolises are often

New Delhi with 25 million, and Shanghai with

labelled as 'global risk areas'. In addition, the

23 million. Other megapolises include Mexico

large population can lead to a burden on

City, Mumbai, São Paulo, Osaka, and New York.

transportation networks resulting in vehicular

5

Due to such adverse

3

UN HABITAT (2015), “Municipal Finance” HABITAT III Issue Papers 7, United Nations, New York.

4

Bahl, R.W. and J. Linn (2014), “Governing and Financing Cities in the Developing World Policy”, Lincoln Institute of Land Policy,
Massachusetts.

5

UN (2014), “World’s Population Increasingly Urban with More than Half Living in Urban Areas”, available at http://www.un.org/
en/development/desa/news/population/world-urbanization-prospects-2014.html.

6

Kalan, J. (2014), “Think Again: Megacities”, Foreign Policy, Issue 206, May/June 2014.

7

Satterthwaite, D. (2008), “Urbanization and Sustainable Development”, available at http://www.un.org/en/development/
desa/ population/pdf/ commission/2008/keynote/satterthwaite-presentation.pdf6.

8

Guriar, B. et al. (2010), “Human Health Risks in Megacities Due to Air Pollution”, Atmospheric Environment, 44(36).

9

Kalan, J. (2014), “Think Again: Megacities”, Foreign Policy, Issue 206, May/June 2014.
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traffic congestions causing lower productivity

In many
cases, the
megapolis is
a driver of
economic
growth for
the entire
economy with
a GDP higher
than the rest
of the
economy. For
example, in
2008 it was
determined
that Mumbai
produced
16% of India's
overall GDP
while only
having 1.7%
of India's
population.

amongst the population, while the existence of
urban slums in megacities can lower the quality
of life of its residents and raise issues of urban
housing and urban crime. 10 Against the
backdrop of such mixed potential, megapolises
are also considered as development initiative
that should be avoided if possible.

10.3 Urban Development in Sri Lanka:
Policy Background
A Western Region and Megapolis Plan
(Megapolis Plan) was initially mooted in 1991
by the then Minister of Industries, Science and
Technology - the current Prime Minister - and
revived in 2001-02; an updated version of the
concept was included in the election manifesto
of the UNP in the run up to Parliamentary
elections in 2015. The WRMP became a fullyfledged project proposal under a newly
established Ministry of Megapolis and Western
Development, aimed to create a megapolis
spanning three districts, which would transform
the entire Western Province by improving/
developing essential infrastructure, creating a
more liveable cosmopolitan modern city with
an all 'inclusive development plan' that will
position Colombo as the best city in the South
Asian region.
Prior to the heightened momentum of the
WRMP, the strategy for urban development in
Sri Lanka was guided by the National Physical
Planning Policy and Plan (NPPP). The NPPP
identifies

strategies

and

projects

for

implementation, and sets out a process for
planning and implementing national, regional,

10

Ibid.

188

STATE OF THE ECONOMY 2016

Box 10.1
India's Jawaharlal Nehru National Urban Renewal Mission (JNNURM)
In 2005, the government of India enacted one of its most ambitious urbanization projects - the Jawaharlal
Nehru National Urban Renewal Mission (JNNURM). The government dedicated INR 50,000 crore (INR
500 billion) for seven years in order to help 60 different cities become "economically productive, efficient,
equitable and responsive", placing emphasis on infrastructure projects including water sanitation, sewage,
roads, and urban transport systems, as well as providing basic services and amenities to the urban poor.
After the 7 year deadline, India had completed 217 of the 539 projects and extended the plan for two more
years until 2014 in order to complete the remaining projects. As of 2016, there has been no new information
as to the completion of the additional projects. Some of the completed projects include the construction of
roads, railways, as well as rehabilitating old pumping stations.
As this was India's first large-scale attempt at urban planning, it cannot be denied that it has made important
forward progress. However, the main deficiencies that were identified were a lack of incorporation of
different ways of funding and a lack of inclusion of the citizens affected in the urbanization plan.
Source: Government of India, "Jawaharlal Nehru National Urban Renewal Mission Overview", available at http://jnnurm.nic.in/
wp-content/uploads/2011/01/PMSpeechOverviewE.pdf; Naik, M. (2012), "Lessons from JNNURM", Context, 9(1).

district and local level plans and projects. Based

development of large cities, strategic cities,

on the NPPP, the first five year plan focused on

secondary cities and urban service centres.13

urban infrastructure development, urban

By contrast, the current urban development

environment and resource management, and

policy relies heavily on the WRMP as a single

urban governance, as priority areas for urban

large scale urban development project.

development.

11

In the subsequent second five

year development strategy (2011-16), 12 the
urban development policy focused on
establishing an effectively linked, systematic
network of settlements and cities in the country.
To this effect, the policy aimed to develop four

10.4 Western Region
Megapolis Project
(WRMP)

metro regions in the Western, Southern,

The geographic area designated to be

Easter n and North Central Provinces, and

considered under the Megapolis Project

several metro cities. Subsequent revisions to

consists of Gampaha, Colombo and Kalutara,

the development strategy also involved the

and the Marine Zone which encompasses

11

NPD (2006), “Mahinda Chintana: Vision for a New Sri Lanka - A Ten Year Horizon Development Framework 2006-2016”,
Department of National Planning, Colombo.

12

NPD (2010), “Sri Lanka the Emerging Wonder of Asia: Mahinda Chintana, Vision for the Future”, Department of National
Planning, Colombo.

13

NPD (2013), “Unstoppable Sri Lanka 2020: Mahinda Chintana, Vision for the Future”, Public Investment Strategy 2014-16,
Department of National Planning, Colombo.

189

STATE OF THE ECONOMY 2016

marine waters and a landmass bounded by
200m depth contour along the continental shelf.
Geographically, the region covers a flat area
along the coastline and undulating areas
towards the eastern and southern part. Paddy
fields, marsh land, coconut and rubber
plantations dominate the landscape of the
region. Based on 2012 estimates, the Western
region is home to a population of 5.8 million
residents.
The WRMP aims to achieve twin objectives of
spatial transformation of urban agglomerations
in the Western region of the country and the
structural transformation of the national
economy as a whole. By achieving this dual
transformation, the plan expects to address
three broad national goals: (i) address issues
created by congestion pressures exerted on
urban physical infrastructure, urban services
and amenities, and the environment from
'messy urbanization'; (ii) development and
transformation of the physical and institutional
infrastructure, and national economic structure
to leverage economies of agglomeration; this
is with the broad objective of creating an
enabling environment to avoid a middle income
trap and allow Sri Lanka to reach the status of a
high income developed country; and (iii)

The WRMP
aims to
achieve twin
objectives of
spatial transformation of
urban agglomerations in
the Western
region of the
country and
the structural
transformation of the
national
economy as
a whole.

harness the benefits of a knowledge-based,
innovation-driven global economic environment
characterized by a 'new industrial revolution'
and emergence of 'smart cities'.

10.4.1 Mega Projects
The basis and framework for detailed planning

The overall development philosophy guiding

which will guide the physical development

the

and

under the WRMP consists of two plans - i.e.,

implementation of all specific objectives,

the planning area division plan and the

strategies, projects and programmes pertaining

structure plan.

to the WRMP is based on four fundamental

prepared based on the strength, weaknesses

pillars - i.e., economic growth and prosperity;

and a specific role of the area in the context of

social equity and harmony; environmental

the region. The planning area division thus

sustainability; and individual happiness.

prepares the different parts of the region to be
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planned according to its role and characteristics.
The structure plan is a step further to assign
broad land uses and density based on the
existing land use, the role of different planning
areas, and the employment and population
distribution.
Due to the large scale of the WRMP and the
need for efficient implementation, it is grouped
into 10 project components called mega
projects. Spanning the 10 mega projects, over
150 individual projects have been identified for
which detailed proposals are still being
developed. The 10 mega projects are:
• Transport, energy and water: aims to
provide an efficient transport connectivity
system with easy access to facilities whilst
avoiding overcrowding at the Colombo
core area; aims to ensure sufficient and
reliable power supply to the region; aims
to progressively augment the existing
water supply system to meet future
demand.

• Housing and relocation of administration:
the WRMP estimates that by 2030, a total
of 672,947 new housing units will be
required to meet rising demand due to
natural population increase and
expected migration into the Western
region as a result of planned economic
and social development. This mega
project aims to address this by
developing three categories of housing underserved, middle class and the luxury
housing. At the same time, it also aims to
optimize utilization of urban lands and
the concentrated infrastructure network,
to contain the rising demand for
infrastructure within the present
magnitude, and improve productivity by
relocating government offices and
releasing valuable land.
• Environment and waste management: the
main scope is to address conservation of
wetland, flood control, storm water
drainage, reduce mosquito breeding,
and improve waste disposal.
• The aero-maritime trade hub: is aimed to
be developed as a unique maritime,
aviation, logistics and trade hub of Asia. It
will be geographically bi-centric with a
maritime city centred on the sea port of
Colombo and an aero city centred on the
international airport at Katunayake; the
two city-centres are to be connected by a
proposed 'port-to-airport' highway to be
built through the 'Modera bridge' across
the Kelani river, extending to the airport
expressway. Both the aero and maritime
hubs are to be efficiently connected to a
'logistics village' to be set up as part of
the plan.
• The 'high rise' central business district:
aims to develop a dynamic, vibrant and
glamorous central business district which
as a hive for international trade,
commercial and financial activity, with an
attractive environment; the project aims
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to develop about 60 new high rise
buildings of at least 40 floors.
• Industrial and tourist cities: aims to
develop Mirigama and Horana as
industrial cities, while Negombo and
Aluthgama will be developed as tourist
cities. The industrial city at Mirigama is
expected to specialize in food processing
for export (mainly diverse varieties of Sri
Lankan and regional culinary products),
while the industrial city at Horana is
aimed at promoting both import
substitution and export development,
and facilitate the concentration of SMEs
scattered across the region.
• Science and technology city: aims to
provide the necessary structural
transformation of the national economy
into a knowledge-based, innovationdriven economy with a major high-tech
manufacturing and tradable services
sector with strong export orientation. The
science and technology city is designed
to provide a comprehensive allencompassing
eco-system
for
innovation; it will provide infrastructure
for the geographic concentration of all

high-tech R&D centres, incubation
centres, and high-tech industries with all
requisite support services and facilities,
including a dedicated technological
university among other major technology
centres.
• 'Eco habitat' and plantation city: this
project covers two distinct and adjacent
geographical areas, both abundant with
flora and fauna as well as with
plantations. The 'Eco Habitat' component
will involve the Singharaja forest reserve,
while the adjacent zone abounded by
plantations will constitute the plantation
city. Under this initiative, the Avissawella
town will be developed as the
commercial hub for value added
plantation products, while Matugama will
be home to a bio-tech research institute.
To enrich tourist experience offered by
the plantation city area, an 'eco park' of
tropical flora will be developed at
Matugama and, a new zoological garden
will be developed at Avissawella.
• 'Smart nation'- the smart city development:
to ensure efficiency and sustainability of
the WRMP in the long-run, appropriate
infrastructure is critical. The services and
facilities identified to be provided through
the smart city infrastructure development
project include payments and transport
management, government service
management, and utility management to
facilitate smart citizen services; to facilitate
a smart government, facilities such as
smart management of travel and public
transport, smart enablement of public
services, smart interfaces to government
services, and smart energy and
environmental initiatives are identified.
• 'Tranquilit y' - spiritual development
facilitation: 'Individual happiness' is an
important aspect of the WRMP; this mega
project include rehabilitation and
improvement of buddhist temples, and
religious places belonging to all other
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main religions within the megapolis; it
aims also to establish centres of
meditation belonging to each religion;
establish 10 centres for the practice,
training and education of techniques for
holistic development of physical and
mental health, such as 'yoga'; develop a
comprehensive performing arts centre in
Colombo with multiple galleries for
different disciplines.

10.4.2 Institutional Framework
and Cost Estimates
To carry out the proposed plans for the WRMP,
a Ministry of Megapolis and Western
Development (MMWD) was established in 2015.
The ministry is in charge of macro level
planning of the Western megapolis region
based on bio-geo-physical and socio-economic

division named Western Region Megapolis
Planning Project handles all activities related
to the project. Additionally, a Western Region
Megapolis Development Authority (WRMDA)
is also to be established under the purview of
the MMWD. As yet, however, the scope and
function of the WRMDA is not clear, especially
how it will differ from the existing Urban
Development Authority (UDA). Nonetheless, the
WRMDA is expected to steer the planning and
development of the WRMP, with a more
regional and integrated approach.
The legal framework for the WRMP - the
proposed Megapolis Development Authority Bill
- is expected to be formulated based on
interactive consultation between the general
public, professionals, public and private
sectors.

aspects. Within the ministry, a specialized

Table 10.1
Budget Estimate for WRMP
Proposed Projects
Townships

Estimated Investment
(USD bn), approx.
0.450

Housing development

18.700

Transport development

12.870

Power and energy

2.000

Water supply

2.900

Solid waste and sewerage

1.200

Coastal and marine

0.031

Port, airport and logistics

5.400

Industrial establishment

0.047

IT technology and education

0.007

Natural environment improvement

0.150

Healthcare

0.200

Archeology and tourism

0.041

Others
Total

0.380
44.380

Source: MMWD (2016), “Western Region Megapolis Master Plan: From Island to Continent”, Western
Region Megapolis Planning Project, Ministry of Megapolis and Western Development.
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The proposed project is budgeted to cost US$

be offered to local and international investors

44.4 billion in total, with housing and transport

through direct negotiation or through

development accounting for the largest chunks

international tender". 14 Hence, the exact

at US$ 19 and 13 billion, respectively (Table

mechanisms of sourcing finances for the project

10.1).

are not adequately focused on as yet, and the
project as a whole is deemed to lack "firm

Despite the availability of detailed plans and

financing arrangements".15

information about the mega projects and
individual projects, a noticeable limitation of the

Moreover, the plan also notes that "most of the

WRMP is the absence of sufficient focus on

catalyst projects identified are proposed based

financing this massive development initiative.

on the assumptions that there is demand and

The official document which lays out the master

that the land is available for development,

plan consists of 115 pages and 16 chapters.

although pre-feasibility study has not been done

However, the br ief hint on financing this

and some of the land for the projects are not yet

initiative is presented only on the last chapter

acquired" (p.98). As such, it is important to be

as "project packaging will allow the projects to

realistic about financing this grandiose project.

The exact
mechanisms
of sourcing
finances
for the
project is
not adequately
focused
in the
Megapolis
Plan.
14

MMWD (2016), “Western Region Megapolis Master Plan: From Island to Continent”, Western Region Megapolis Planning
Project, Ministry of Megapolis and Western Development, pp.98.

15

Mushtaq, M. (2016), “Sri Lanka’s $40bn ‘Megapolis’ Plan Is Bold — But Achievable?, available at http://asia.nikkei.com/
Politics-Economy/Policy-Politics/Sri-Lanka-s-40bn-megapolis-plan-is-bold-but-achievable.
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At present, the viability of the entire WRMP is
uncertain due to three financing related issues
- (i) absence of detailed plans for financing, (ii)
the necessity to raise funds up front, and (iii)
the budgeted cost of US$ 40 billion far
exceeding

the

budgetary

allocations.

Specifically, the 2016 Budget allocated only Rs.
10 billion (US$ 70 million) for projects such as
township development, urban solid waste
management, etc., under the WRMP and
another Rs. 2.5 billion (US$ 17 million) to the
Ministry of City Planning and Water Supply to
improve access to clean water, provision of
sewerage,

and

urban

development.

Additionally, alternative financing estimates
suggest that the total budget could be much
higher; for instance, projected investment in the
short, medium and long-term are also estimated
at US$ 23 billion by 2020, US$ 50 billion in
2025 and US$ 84 billion in 2030, respectively.16
There is clearly a need to ensure that financing
estimates are accurate and credible to avoid
risks of actual costs running monumentally over
the budgeted cost, which results in interfering
with completion dates, repayment schedules,
interest payment, and revenue generation
forecasts, to name a few.
In this context, the next section examines some
potential means of raising funds to finance the
WRMP.

10.5 Financing the
WRMP
To finance any project, two extreme cases are
public sector financing and private sector
financing. However, given the scale and cost

It is important
to be realistic
about financing
the megapolis
project. The
viability of the
entire project
is uncertain
due to three
financing
related issues (i) absence of
detailed plans
for financing,
(ii) the necessity to raise
funds up front,
and (iii) the
budgeted cost
of US$ 40 billion
far exceeding
the budgetary
allocations.

of the WRMP and public finance constraints,

16

Surbana Jurong (2016), “Review of the Western Region & Megapolis Master Plan- Final Report”, Surban Jurong Private Limited,
Singapore.
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total public sector financing is not a viable

operation, financing and ownership of

option. However, certain specific projects may

arrangements, PPPs are categorized as Build

be able to pursue either public or private sector

Operate Transfer (BOT), Build Own Operate

financing. For instance, the social housing

Transfer (BOOT), Rehabilitate Own Operate

development project in the Colombo core area

Transfer (ROOT), Rehabilitate Own Operate

identified in the detailed project document is

(ROT), Build Own Operate (BOO), and

earmarked to be a public sector funded project,

Rehabilitate Own Operate (ROO), to name a

while the Mirigama town development project

few (Box 10.2).

is identified to be a private sector funded
project. Within the spectrum of public and private

Despite having several nuances to PPP

sector financing, other available alternatives

arrangements, the benefits, common to all types

consist of various combinations in the degree

of PPPs can include risk-sharing by the public

of involvement of these two sectors.

and private sector, and an incentive for efficient
delivery of a project or service. Moreover,

10.5.1 PPPs
There are different types of PPP that can be
pursued to raise funds for the WRMP.
Depending on the nature of construction,

opening up projects for PPPs can also improve
project selection, and contribute towards
ensuring that selected projects are sustainable
mechanisms.17 In order to reap these benefits,

Box 10.2
PPP Categories
BOT projects are financed by the government and constructed by the private sector. The facility may be
operated by a government institution, with the possibility of service or operation and maintenance (O&M)
aspects being contracted to a private company. At the end of the O&M concession, the facility is transferred
to the government.
BOOT projects are similar to BOT projects, where a private developer builds, owns and operates a facility
for a specified period. The difference in BOOT compared to BOT is that the private sector is responsible for
financing the project. Similar to BOT projects, at the end of the concession period, the facility is transferred
to the government.
BOO projects are similar to BOOT, except that the facility is not transferred to the government and the
private company retains ownership of the facility in perpetuity. In BOO projects, the operation and maintenance aspects are typically outsourced to another private company.
ROOT and ROT projects are similar to BOOT and BOT, respectively, except for the involvement of the
rehabilitation of an existing facility rather than the construction of a new one.
ROO projects also encompass an existing facility being rehabilitated; while similar to BOO, a private
company retains ownership of the facility in perpetuity.

17

World Bank, “PPP Arrangements - Types of Public-Private Partnership Agreements”, available at http://ppp.worldbank.org/
public-private-partnership/agreements/civil-works-and-service-contracts.
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tariff setting and pricing have to be carefully

lower than expected, which resulted in the

implemented, especially in the context of weak

government paying tens of millions of dollars

regulatory mechanisms. The literature notes that

as guarantees. On the contrary, Chile was

"when risks are underestimated, feasibility

successful in their PPP efforts due to its cautious

studies overlooked and financial sustainability

approach of adhering to clear and transparent

18

Hence, it is

procurement processes, focusing on public

important to strengthen public sector capacity,

awareness of the process, and adopting a

develop an appropriate legal framework, ensure

learning-by doing approach which allowed for

rigorous planning and risk assessment through

adjustments during the process.

ignored, failure is the result".

feasibility studies, introduce transparent and
competitive

procurement

procedures,

Learning from these international experiences,

strengthen monitoring systems, and improve

it would be more than prudent for Sri Lanka to

flexibility to adapting to unpredictable events.

emulate Chile and start bidding on smaller
projects to facilitate a learning-by doing and

Similarly, PPPs require commitments from

maintain leeway for adjustments during the

sustainable cost-covering tariffs or equivalent

process. This would also enable the government

tax revenues. However, costs of long-term fiscal

to test the market, while minimizing risks for the

commitments are difficult to assess because

private sector. Nonetheless, it is important to

they are a function of volatile variables such as

note that private participation will not address

costs, demand, or exchange rates. Similarly, it

all challenges in financing the WRMP.

is hard to estimate the cost of guarantees
offered. Hence, such uncertainty may prompt
over-commitment from the government and
excessive fiscal risk. To avoid such pitfalls, the
detailed planning exercises of the WRMP
should be meticulously executed and pay
adequate attention to international experiences
and best practices.19
For instance, Columbia underestimated the risk
of guaranteeing revenues on toll roads and
airports to private companies, which resulted
in the government paying US$ 2 million in
guarantees in 2005. Similarly, in 1990, the South
Korean government guaranteed 90 per cent of
forecast revenue for 20 years on a privately
financed road that linked Seoul with a new
airport in Incheon. However, the demand was

10.5.2 Leveraging Existing Assets
Within the large umbrella of PPPs, capital for
financing a large scale development project
can also be raised by leveraging land and other
existing assets. In the recent past, land based
financing has been a popular approach in urban
development initiatives in Sri Lanka. For
example, in 2011 two large land parcels at
prime locations in Colombo were sold to the
Hong Kong based Shangri La leisure group
and China National Aero Technology Import
and Export Corporation (CATIC) to develop
luxury hotels. In addition to land sales,
leaseholding is another way of leveraging the
value of land. Contrary to land sales being a
one-time income flow, leasing retains the asset
to meet future financing needs. Currently, large

18

Lall, S.V. et al, (2013), Planning, Connecting and Financing Cities Now: Priorities for City Leaders, World Bank, Washington,
D.C.

19

Ibid.
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land parcels in Colombo are open for bidding

judicial system to handle disputes and oversee

for 50 or 99 year leases for development

the land-based financing process to ensure the

purposes. One of the main advantages of

success of land based financing. Additionally,

leveraging land for financing is its capacity to

in the absence of an integrated system between

generate more cash up front than through other

land use planning and

means.

the potential of the latter is limited. As such,

land-based financing,

land-based financing has to be integrated with
However, it is noted that corruption in land sales

urban land use planning into a single planning

has two deleterious effects on policy.20 The first

strategy.

is that corruption generally means that less is
paid to the seller, thus siphoning off potential

In addition to straight forward sale and lease of

public funds as savings to a private buyer. The

land, other ways to generate funds though

second is in the form of misallocation of

existing assets include property taxes and

development

honest

levies. For instance, 'betterment levies' are

developers who offer to pay higher prices are

potential,

where

payments made by affected property owners

deprived of the chance to develop the land.

who help fund infrastructure improvements

Additionally, other forms of corruption are those

based on the increased value of their property.

where bidders collude, especially if there are a

In Columbia, betterment levies have been very

small number of qualified bidders. As such, for

successful in financing local projects. Studies

countries like Sri Lanka, where corruption is

show that as much as half of Bogotá's arterial

deemed high, auctioning lends credibility to

road network was funded by betterment levies.21

public land sales.

Other forms of levies include tax increment
financing and special assessment taxes. Tax

It is also important to note that land sales and

increment financing uses property tax increases

leaseholding as a means of financing urban

from improvements to finance infrastructure

development also have the capacity to

investments. Like betterment levies, tax

introduce significant fiscal risks, such as

increment

diverting proceeds for current expenditure and

established, functioning property tax regime.

using land and other hard assets as collateral

Similarly, special assessment taxes collect

for debt instruments such as bank loans. As

payments from property owners within a

such, it is important to introduce rules to assign

designated area of improvement.

financing

requires

a

well-

and protect property rights; create institutions
for the valuation (determine leasing and sales

However, property taxes and levies discussed

prices or floor prices in land sale auctions, by

above are hard to collect; as well noted,22 no

defining objective land valuation techniques);

one likes to pay taxes, and once a tax is

disseminate information on land values; and

imposed, people change their behaviour to try

create a strong legal framework with a healthy

and avoid paying the tax. This is true in the case

20

Lozano-Gracia, N., et al. (2013), “Leveraging Land to Enable Urban Transformation: Lessons from Global Experience”, Policy
Research Working Paper 6312, World Bank, Washington, D.C.

21

Lall, S.V. et al, (2013), Planning, Connecting and Financing Cities Now: Priorities for City Leaders, World Bank, Washington,
D.C.

22

O’Sullivan, A. (2012), Urban Economics, Eighth Edition, McGraw Hill, Irwin.
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of Sri Lanka where properties are often

will connect all major public transport modes in

undervalued when it comes to taxation

a central city location and function as a transit

purposes and the actual use of properties are

facility; modernization of railways with track

shrouded by bogus claims on activities.

improvements, station upgrades and signal

Nonetheless, along with the roll out of the

system upgrades; and a new rapid transits

WRMP, the institutional framework in Sri Lanka

system and a new water transit system. For

has to gear up to address these inconsistencies.

these investment needs, projects can be

The success of financing through taxes and

offered for investment with the right to lease out

levies hinges upon the strength of institutions

service concessions for restaurants, stores, gas

to collect taxes and to build project capacity;

stations, parking lots, etc. Here the investor has

understanding among taxpayers about how the

the discretion to lease out the rights to real

levy's distribution is defined and how its benefits

estate development for all or some areas of the

are calculated; and a positive attitude among

project sites. Such coupling of basic

taxpayers.

infrastructure services with additional revenue
generating opportunities can make funding

10.5.3 Paying for Infrastructure
through Ancillary Services

possible with a minimum burden on regular

In many infrastructure development projects
investors cannot recover the full cost in the

10.5.4 UDA Debentures/Municipality Bonds

foreseeable future on user fees alone. For such

Issuance of sub-sovereign bonds implicitly

projects, one way to attract investors for PPP's

backed by the government is a popular source

is to sweeten the deal by offering rights to

of financing for large scale development

ancillary services related to the project. For road

projects. Municipal bonds serve as a flexible

and highway projects, the government can

source of financing for local governments to

auction off the full package of rights and

(re)finance high interest, short duration trust

obligations to secure the best price for the entire

loans, and would serve as a critical debt

deal. It is noted that such add-ons to basic

management tool.24 They are seen not only as

infrastructure service can make funding

debt diversification instruments for local

possible

such as roads and highways, the developers/

government budgets.

regular

governments, but also as means of improving

Moreover, when

the alignment between the project life of local

infrastructure services are independent of fiscal

government assets (such as bridges, roads,

processes, the government is better insulated

subways, or schools) and the duration of debt

from undue political influence.

instrument liability. For example, long duration

without

resorting

gover nment budgets. 23

to

assets such as highways may require a decade
Projects identified in the WRMP include

to produce a positive cash flow, thus a 7 or 10

development of multi-modal transport hubs that

year municipal bond would lessen the duration

23

Lozano-Gracia, N., et al. (2013), “Leveraging Land to Enable Urban Transformation: Lessons from Global Experience”, Policy
Research Working Paper 6312, World Bank, Washington, D.C.

24

Frey, D., et al. (2014), “China’s Urban Future: Financing a New Era of Urbanization”, KPMG Global China Practice, KPMG
China.
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mismatch, and significantly lower the interest

(TNUDF), which became India's first financial

expense obligation.

intermediary, with private sector capital and
management par ticipation. TNUDF has

However, in the case of Sri Lanka, rather than

successfully mobilized financial resources from

municipal bonds, UDA bonds are a more

the capital market, through various innovative

practical option, given the existing mechanism

financing

for UDA bonds under the Urban Development

municipalities develop PPP projects.

schemes

and

helped

small

Authority Law No. 41 of 1978, which gives
provisions for the issuance of UDA debentures
to borrow money to raise the working capital of
the UDA. Similar to UDA bonds, the proposed
WRMDA may also have provisions for the
issuance of similar bonds. However, previous
experience of UDA debentures indicate that
bonds issued in 2010 which were up for maturity
in 2015 did not have funds to repay investors
despite Treasury guarantees; as such, the
options were to raise money through another
debenture issue or a Treasury grant.25 Similar
weak financing management will hamper efforts
to attract funds through sub-sovereign
instruments.
Nonetheless, international experience offers
some guidelines for Sri Lanka to follow. For
instance, the large municipality of Ahmedabad
in India applied for a credit rating and
successfully issued municipal bonds without a
state guarantee in 1998. In 2002, Ahmedabad
successfully issued its first tax free municipal
bonds and raised INR 1 billion through a 10year tax-free bond with 9 per cent annual
interest.26 Similarly, the state owned municipal
development fund in India was converted to
the Tamil Nadu Urban Development Fund

10.5.5 Project Bonds
Project bonds are standardized securities that
finance individual stand-alone infrastructure
projects. They are issued solely to finance a
specific project; hence, the risk of loss to credit
holders is higher for any one specific project
versus a diversified portfolio of projects.
However, it is noted that project bonds are a
more viable option for large projects (in excess
of US$ 100 million) and when longer duration
finance is needed. Project bonds are most
appropriate to be issued during the operational
phase of an asset - subsequent to the end of
construction risk where the asset begins to
generate positive cash flow. Studies show that
project bonds with maturities of 50 or even 99
years have been completed.27 Projects bonds
can be coupled with BOT type of PPP projects
discussed earlier.

10.5.6 Establish Government
Creditworthiness
As discussed above, there are a multitude of
avenues to raise funds. However, the
availability of avenues does not necessarily

25

Daily Mirror (2015), “UDA’s Cash Crunch Pushes Rs.10 billion Debenture Investors into a Quandary”, available at http://
www.sundaytimes.lk/ 150906/business-times/udas-cash-crunch-pushes-rs-10-bln-debenture-investors-in-a-quandary162938.html.

26

Lozano-Gracia, N., et al. (2013), “Leveraging Land to Enable Urban Transformation: Lessons from Global Experience”, Policy
Research Working Paper 6312, World Bank, Washington, D.C.

27

OECD (2015), “Infrastructure Financing Instruments and Incentives”, Organization for Economic Cooperation and Development,
Brussels.
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guarantee the ability to attract required funds.

Some key steps to improving creditworthiness

Attracting investors and funds boils down to the

is ensuring transparency in the proposed

creditworthiness of the government. Sri Lanka

WRMDA or whichever authority is to handle

has had mixed results recently in this context,

this aspect, and applying for a credit rating from

most recently being the sovereign credit

international credit rating agencies. For

downgrade in early 2016.

instance, the Municipality of Lima in Peru
obtained donor supported technical assistance

The best way to establish creditworthiness,

to apply for such a credit rating from an

especially with a focus on raising funds for the

international rating agency, which helped Lima

WRMP is by securing cash flows from user fees

to secure long term financing. 30 Other

and taxes in the Western region, which reflect

recommended steps to improve credit-

the viability of investing in projects in the region.

worthiness include creating credible accounting

With future cash flows secured, the WRMDA

mechanisms; creating sound financial

will be better positioned to borrow or attract

management systems; requiring independent

private

urban

auditing of local government finances; and

development. This can facilitate a culture of

requiring performance evaluations for local

raising funds locally, which is already a

government services.

investment

needed

for

widespread practice in developed countries and
is beginning to become popular in developing
countries too. It is noted that developed country

10.6 Summary

experience suggests "that local credit can work

As discussed in the foregone sections, the

for long-term municipal financing - if regulations

WRMP is a colossal project estimated to cost

are in place to guide the issuance of debt and

over US$ 40 billion, spanning a period of 15

manage the risks".28 It is critical to learn from

years with the aim of transforming Sri Lanka's

the experiences of other countries about the

entire Western region to a megapolis. The

importance of strong regulations to manage

WRMP consists of 10 mega projects and over

debt and reduce the risk of insolvency involved

150 individual projects. Given the country's

with local financing. For instance, in the 1990s

strained fiscal circumstances, and the

many countries such as Argentina, Brazil,

magnitude of the proposed project, the

Colombia, Hungar y, Mexico, the Russian

government budget cannot finance the entire

Federation, and South Africa, experienced sub-

effort. As such, both the public and the private

national debt crises due to the absence of a

sectors need to find ways of financing the

regulatory framework to strengthen sub-

project. Existing planning documents of the

national fiscal discipline.29

WRMP do not address financing aspects,

28

Lozano-Gracia, N., et al. (2013), “Leveraging Land to Enable Urban Transformation: Lessons from Global Experience”, Policy
Research Working Paper 6312, World Bank, Washington, D.C.

29

Liu, L. and M. Waibel (2008), “Managing Sub-national Credit and Default Risks”, Policy Research Working Paper 5362, World
Bank, Washington, D.C.

30

Lozano-Gracia, N., et al. (2013), “Leveraging Land to Enable Urban Transformation: Lessons from Global Experience”, Policy
Research Working Paper 6312, World Bank, Washington, D.C.
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despite laying out the master plan and detailed

implementation of the WRMP also depends on

proposals for individual projects.

an institutional framework that would facilitate
such a project. Based on past experience, it is

This chapter identifies that one of the main

noted that urban planning in Sri Lanka is

modes of funding the WRMP are PPPs, where
(Rs.the
mn.)
exact type depends on the degree of public

hampered by the division of responsibilities

and private sector involvement in the

among many stakeholders such as the UDA,
Provincial

construction, operation, financing and

Councils and Urban Local
Value
Capital
on Treasury
coordination
Authorities. Similarly, the limited

ownership of the given specific project. In

among specialized infrastructure development

addition to PPPs, required funds for these

agencies further aggravates the fragmented

projects could also be raised by leveraging

nature of institutional responsibilities for urban

existing assets such as land, through ancillary

planning in Sri Lanka. Learning from the

services such as service areas in highways or

country's own past experiences and those of

station conveniences in monorails, and

others, the WRMP has to be rolled out

issuance of bonds and debentures. For most of

cautiously to ensure that the objectives of

these optional financing methods to work, it is

boosting growth through this project is actually

critical to establish the creditworthiness of the

achieved in a financially sustainable manner.

31

government. Successful financing and

31

UNHABITAT (2015), “The State of Asian and Pacific Cities 2015: Urban Transformation Shifting from Quantity to Quality”,
United Nations Human Settlements Program (UN-Habitat), New York.
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11. Sustainable Development under
Economic Constraints: MBIs and Environmental Fiscal Reforms
11.1 Introduction

T

he current challenges of macroeconomic

of MBIs in the broader context of environmental

management call for innovative

policies. The review also covers emerging ideas

solutions in all spheres of policy making.

about environmental fiscal reforms (EFR) that

Environment

policy

is

no

exception.

attract the attention of policy makers on

Environment

policy

in

Sri

Lanka

is

sustainable development. It is followed by a brief

conventionally dominated by 'command-and-

account of the current policies of environmental

control' instruments based on regulations and

management in Sri Lanka which is largely

standards. Globally, command-and-control

biased

instruments of environmental management

instruments. However, there are some efforts to

have come under criticism due to their limited

apply MBIs in Sri Lanka and experience

effectiveness, high cost of implementation, low

suggests that significant challenges may be

economic efficiency, problems of sustainability

involved in introducing MBIs and EFR into the

and associated social issues. As a result, a

environmental policy arena in the country. The

growing enthusiasm for economic instruments

section, also offers some thoughts on ways for

for environmental management - also known

promoting MBIs and EFR so that environment

as market-based instruments (MBIs) - can be

policy can complement broad directions of

observed even in developing countries. In a

macroeconomic management.

towards

command-and-control

global context where traditional boundaries of

needs serious consideration about MBIs as a

11.2 Market-based Instruments: Concepts
and Practice

potential means of achieving sustainable

Environment policies are relatively a new

development goals vis-a-vis handling the

development even in developed countries

environmental costs associated with them.

compared with other long-established

'economy' and 'environment' are fast becoming
indistinguishable, environmental management
cannot be disconnected from economic
management, and vice versa. Hence, Sri Lanka

branches of policy governance such as
This chapter focusses on prospects for adopting

macroeconomic policies, industrial policies and

MBIs in Sri Lanka and possible challenges. It

agricultural policies. The idea of applying

begins with a review of concepts and practice

dedicated policies to overcome environmental
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problems gathered momentum gradually with
growing evidence about the negative
consequences of economic growth on the
environment,

and

increased

scientific

understanding of the interactive relationships
between the economy and environment.
However, understanding on the subject has
grown rapidly over the last few decades and
many innovative approaches have been
proposed and tested. This section provides a
brief survey of major policy approaches used
for environmental management and key policy
instruments practised under them. Broadly,
three major types of policy approaches can be
identified, namely:
• Suasive policies
• Command and control (CAC) policies
• Market-based
instruments)

policies

(economic

11.2.1 Suasive Policies
Suasive policies are the least coercive type of
instruments

used

for

environmental

management. This approach enlists soft
instruments that are applied horizontally
without hierarchical arrangements. The key
instruments used include informational
measures and voluntary commitments.

Informational measures: Informational
measures are aimed at achieving
conservation objectives by increasing
awareness

among

environmental

the

issues

public
and

on
their

consequences. Global days dedicated to
various environment and natural resources
(e.g., World Environment Day, World Water
Day, World Ocean Day, World Ozone Day,
etc.) are among the more general versions
of suasive instruments, whereas eco-
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labelling represent specific, targeted

biodiversity, and; prohibition of harvesting/

instruments.

use of endangered species are some

Voluntary commitments: These include

examples of applying regulations as

actions taken by parties under their own

environmental

initiative such as codes of conduct,

instruments.

management

policy

environmental charters, public voluntary
schemes (PSVs), etc., that lead to

Standards: Standards are another widely

improvement of the environment.

applied instrument to control environmental
pollution and maintain the quality of

The essential features of suasive instruments

environment. Unlike in the case of certain

are lack or limited involvement of coercive

product quality standards where producers

elements and encouragement of individuals/

can voluntarily select whether to adopt

firms to take action on enlightened self-interest

standards depending on their commercial

and/or

social

advantages, environmental standards

responsibility. Suasive instruments are usually

usually come in connection with regulatory

a part of an overall portfolio of environmental

tools that demand the compliance of target

policy instruments in all countries, and can be

groups of polluters. Standards can be set in

considered as complementary measures to

different forms. The more prevalent types

command-and-control and market-based

include:

heightened

sense

of

instruments.

11.2.2 Command-and-Control
Policies
Command-and-control policies make up the
bulk of environmental policies in many
countries. There are two major ways of applying
command-and-control policies, namel y,
regulations and standards.

Regulations: Regulations involve imposing
controls/restrictions over parties that are
responsible for environmental degradation.
They usually involve policies aimed at
protection and safeguard of environmental

• Ambient environmental quality
standards: set maximum allowable
limits of pollutants in air and/or water
• Emission/effluent standards: define the
maximum level of concentration of
pollutants from the source of pollution
• Process standards: define the
standard requirements to be met by
production processes to minimize
environmental threats associated with
them
• Product standards: establish required
quality standards that need to be
adhered by final products
• Technology standards: specify the type
of technologies that need to be
adhered for controlling a pollution
problem

resources. Banning substances identified as
causing harmful impacts on environment

The

and human health (e.g., chloro fluoro

instruments depends on the level of compliance.

carbons (CFC), persistent organic pollutants

Hence, command-and-control instruments

(POPs)); controlling the transport of

essentially involve hierarchical systems of

hazardous substances; declaring protected

institutional governance with legal powers

areas for conservation of forest, wildlife and

bestowed upon them by legislative enactments.

success

of

command-and-control
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Maintaining such institutional structures needs

MBIs suggest taking an 'economic' approach

considerable capital and recurrent expenditures

through manipulating prices and ownership

that lead to persistent fiscal burdens on national,

systems to correct market failures so that

provincial or local government bodies.

incentives

Moreover,

environmental resources or to control their

problems

of

gover nance,

inefficiencies and corruption usually associated

are

created

to

conserve

abuse.

with such hierarchical systems could
significantly affect the effectiveness of

There are a number of MBIs discussed in the

command-and-control instruments to address

literature, and some are actually being practised

the environmental problems that they were

with varying degree of success. There are a few

designed for.

major types that have been discussed widely
in the literature, namely; taxes and charges,

11.2.3 Market-based Instruments (MBIs)

payments for environmental services (PES),

In contrast, MBIs are policy tools that create

systems.

property right adjustments, creation of markets
(e.g., tradable permits) and deposit/refund

incentives for environmental management
through the manipulation of market forces

Taxes and charges: Taxes and charges can

instead of applying coercive regulations. Unlike

be applied in numerous ways to correct

'penalties' for non-compliance or 'environmental

market

offences', in the case of MBIs polluters or

environmental

'exploiters' of resources are expected to bear

prominent examples are emission taxes or

the environmental cost of their actions in terms

pollution charges. They imply charging taxes

of payments or adjustments in the systems of

on a per unit basis of pollutants to internalize

ownership rights. Economists have developed

the cost of pollution, so that the private cost

a strong theoretical foundation based on market

to polluters will encourage them to control

failure concepts to support the policy

their activities. This has been practised for

applications of MBIs. Many types of

different types of pollutants for some time

environmental pollution can be explained as

now, especially in developed countries.

externalities. Polluters use environmental

Charges on pollution can be applied on

resources free of charge to dispose waste and

variable forms; directly on loads of emissions/

harmful by-products associated with their

effluents, indirectly on units of output or use

activities; the public good nature of many

of inputs responsible for pollution. Moreover,

environmental

them

taxes can be charged in variant forms such

vulnerable to such abuses. Moreover, non-

as user charges for garbage or wastewater

private property rights associated with

disposal into public systems, and licensing

environmental resources could expose them

or permit charges for pollution generating

to 'over-exploitation' as there are no incentives

activities. Such charges are prevalent in

for private individuals/firms to conserve them.

many countries though they are not always

The very same market failure argument has also

connected

provided the theoretical basis for coercive

associated with them. Another way is to apply

government interventions through command-

differential taxes on products depending on

resources

makes

and-control instruments. Instead, proponents of
206
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with
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most

environmental

costs
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the level of environmental damage they

these markets to maintain the total level of

cause.

emissions within manageable limits. The
prominent example is tradable emission

Payment for environmental services
(PES): Applications of PES has the same

permit systems that have been practised in

logical foundation as taxes and charges;

type of pollutants. Since the permits are

where environmental 'bads' are taxed, 'goods'

issued to maintain the total emission within

should be rewarded. This is very appealing

a ceiling, this instrument is also called cap-

to environmental economists of all branches

and-trade systems. Tradable catch quota

even though the practical applications of the

systems practised in fisheries resources is

concept are still limited, especially in

another example.

a number of developed countries for different

developing countries. Some projects on PES
applications have been pilot-tested in areas

Deposit/refund systems: Deposit-refund

such as forest, soil and watershed

systems have been widely used in the case

conservation in several countries recently

of recyclable materials such as glass and

and they indicate mixed results. One major

plastics for over a long period, even in

constraint that restricts the application of PES

developing countries. This helps to reduce

instruments in developing countries is

the accumulation of loads of waste,

difficulties in raising long-term funding

encouraging recycling. Currently, the

facilities for rewarding environmental

possibilities to apply deposit-refund systems

services on a sustainable basis.

to handle rapidly growing loads of electronic
waste are being explored.

Property rights: Given that some environmental resources are of a non-private nature
- i.e., public goods, common property or open
access resources - controlling access
through the creation of rights systems (e.g.,
water rights, mining rights, fishing rights),
permits or licensing is another way of
applying

MBIs

for

environmental

management. The application of property
rights as an MBI has been tested in natural
resources such as fisheries, groundwater,
minerals and forestry sectors.

11.2.4 Environmental Fiscal
Reforms (EFR)
Environmental Fiscal Reforms (EFR) identify a
range of taxation and pricing measures that can
be used for environmental management, while
helping to raise fiscal revenues.1 In essence, it
does not refer to any particular type of
instrument, but a range of environmental
instruments that can be used as a fiscal policy
tool to help macroeconomic management too.
The EFRs are usually discussed in connection

Creation of markets: Instead of controlling
pollution through regulations and standards,
some countries have attempted to create
markets for polluting rights and controlling

1

with MBIs, while fines, penalties and fees for
non-compliance (e.g., fines on timber extraction)
and visitor fees collected from protected areas
(which are associated with command-and-

OECD (2005), Environmental Fiscal Reform for Poverty Reduction. OECD Publishing, Paris, France.
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control policies) also generate fiscal revenue
despite administrative costs associated with
them. However, the importance of MBIs for EFR
can be highlighted as they are 'economic'
instruments that can be handled more easily
as a source of government revenue for fiscal
policy management.
Three major types of benefits are commonly
identified with EFR, namely; environmental
benefits, fiscal benefits and poverty-reduction
benefits. Environmental benefits that can be
generated by EFR are pollution control (e.g.,
pollution taxes), improved natural resources
management (e.g., taxes on resource use), safe
disposal of waste (e.g., user fees) and
mobilization of funds for investment in
environmental management. Fiscal benefits
from EFR include government revenue,
reduced

public

finance

burden

for

environmental management, and minimized

• Taxes on natural resources extraction
and use (e.g., forestry, fisheries and
minerals)
• Taxes and subsidy reforms to discourage
environmentally harmful products (e.g.,
fuel subsidies, fertilizer subsidies)
• Reforms on user fees and prices of basic
services (e,g., water, energy)

11.3 Environmental
Policies in Sri Lanka
As in the case of many developing countries,
environment policy in Sri Lanka is dominated
by command-and-control instruments. The
country's

experience

in

managing

environmental resources through regulatory
measures dates back to the colonial era. It
includes a multiplicity of regulations and
standards aimed at addressing environmental
problems. They can broadly be divided into two
major categories as follows:

economic distortions due to coercive
government interventions. On the other hand,
correctly designed system of EFR can be
expected to generate poverty reduction benefits
such as improved access to water, energy and
other environment related facilities while
releasing funds for pro-poor investments from
otherwise costly investments on environmental
management. Overall, the essence of EFR is
managing a country's environment as an
economic asset, internalizing the cost of
externalities through taxes/charges, and raising

• Policy instruments aimed at managing the
environment as a whole. The National
Environment Act (NEA) is the cornerstone
of Sri Lanka's national environment
policy. It was introduced in 1980 as the
key legislative enactment dedicated to
the protection and conservation of
environment in Sri Lanka. The Central
Environment Author ity (CEA) was
established as the agency responsible
for implementation of the NEA.

the returns from environmental resources to
reflect the true scarcity value of resources and
user costs associated with them - not only for
the present generation but also for future
generations to come. Correspondingly, key
instruments associated with EFR are as follows:
• Taxes and charges on pollution and
waste (emission/effluent and garbage)

• Policy instr uments aimed at issues
relating to specific natural resources (e.g.,
forests, wildlife, minerals) and related
economic sectors (e.g., agriculture,
irrigation). Apart from the NEA, there is
an accumulated body of Acts, Ordinances
and regulations introduced to address
sector specific issues from the colonial
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period. These regulatory instruments are

command-and-control policy instruments used

being handled by several line agencies.

in environmental management in Sri Lanka. The

An early milestone was the establishment

main regulatory instrument used for managing

of the Forest Department in 1887 under

industrial

the Forest Ordinance of 1885.

Environmental Protection Licences (EPL). Three

pollution

in

Sri

Lanka

is

types of licences are being issued for high
The institutional mechanism for implementing

polluting, medium polluting and low polluting

environment policies in Sri Lanka involves a

industries that lay conditions for discharge of

complex arrangement of several line ministries

emissions/effluents to land, water and air.

and agencies. Sri Lanka has a separate ministry

Pollution from vehicle emissions is being

for the subject of environment since 1992 which

handled through mandatory emission tests

is supposed to take the leadership in preparing

linked to annual revenue licences. The CEA

the country to face environmental challenges.

also handles procedures for managing

However, the scope of subjects under the

scheduled (hazardous) wastes in Sri Lanka that

ministry has changed regularly over time.

needs special licences depending on the type

Presently, the subject of environment is handled

of operation (e.g., waste generation, storage,

by the Ministry of Mahaweli Development and

disposal, etc.).

Environment which has ten line agencies listed
under it: Central Environmental Authority, Forest

The CEA is vested with the powers to prepare

Department, State Timber Corporation, Marine

and gazette environmental standards that are

Environmental Pollution Authority, Geological

legally enforceable. Accordingly, a number of

Survey and Mines Bureau, National Gem and

regulatory standards have been prepared to

Jeweller y Author it y, Gem and Jeweller y

control air pollution, noise pollution and waste

Research and Training Authority, Mahaweli

management. Despite the legal validity of these

Authority, Coast Conservation Department and

standards, ensuring their compliance is the

Central Engineering Consultancy Bureau. In

major challenge since there are no effective

addition,

Sustainable

monitoring mechanisms in place. Even though

Development and Wildlife is looking after the

the CEA has authority to control pollutants such

subject of wildlife, with the Department of

as pesticides also, given the non-point nature

Wildlife Conservation, Department of National

of pollution involved, the effectiveness of

Zoological Gardens and Wildlife Trust listed

controlling them through regulatory measures

under it.

appear to be limited. As a result, selective

the

Ministry

of

banning of pesticides has been the main

11.3.1 The NEA and Environmental Management

strategy used for controlling pollution from

The NEA provides an overall coverage for legal

Another important instrument enabled by the

protection of the environment as a whole. The

NEA is screening of investments at the project

Act, together with multiple amendments and

level through the Environmental Impact

several regulations introduced under it, offers

Assessment (EIA) procedure. Under this, all

extensive powers to the CEA, especially for

projects with potential environment impacts are

controlling various forms of pollution. These

subject to either an Initial Environmental

powers build the structural framework of

Examination (IEE) or an EIA depending on the

agricultural sources.
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nature and level of environmental impacts they
involve.

11.3.2 Policy Instruments to
Address Specific Natural Resource Issues
Apart from the NEA, there are a number of
legislative enactments and regulations that
deal with specific natural resources and
environmental issues. The key policy
challenges involved in major natural resource
sectors, important legislative enactments, and
line agencies responsible for implementing
them are given in Table 11.1. It shows that despite
the central role to be played by the Ministry of
Environment and the CEA, institutional
responsibility

to

manage

different

environmental and natural resource issues is
scattered

among

several

ministries,

government agencies and local government
bodies. For instance, the responsibility to
manage solid waste is vested with local
government authorities - Municipal Councils
(MCs), Urban Councils (UCs) and Pradeshiya
Sabhas (PSs). Their mandate covers collection,
transport, disposal/treatment of garbage and
disposal of wastewater as stipulated by the

Overall,
the policy
governance
in environmental management in
Sri Lanka is
a complex
business
involving
several line
ministries/
agencies with
specific
commandand-control
mandates.

Municipal Ordinance, the Urban Council
Ordinance and the Pradeshiya Sabhas Act.
Currently, there are 309 local government
bodies (15 MCs, 37 UCs and 257 PSs) that
fulfil this mandate around the country.

agencies in the water resource sector are mainly
responsible for the supply of water for irrigation,
household and industrial uses, and their
capacity for handling environmental issues
such as watershed protection and water

Overall, the policy governance in environmental

pollution is limited. In the land sector, the current

management in Sri Lanka is a complex

system is mainly designed to look after

business involving several line ministries/

allocation of state lands for various purposes

agencies with specific command-and-control

without effective mechanisms for controlling land

mandates; some are overlapping with each

degradation. Even though the NEA provides

other. Despite a multiplicity of institutions, there

the CEA with powers to interfere in problems

are significant gaps in policy and institutional

such as land degradation, soil erosion and

arrangements to address certain critical

watershed protection, etc., it cannot deliver

environmental issues. For instance, line

without effective mechanisms involving sectoral
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National Environment Act

Decline of air quality
Health impacts of air pollution

Overexploitation of resources
Land and forest degradation
Deepening of river beds and river bank erosion

Air pollution

Mineral resources

Source: Compiled by the IPS.

Municipal solid waste
Hazardous waste
Urban wastewater
Accumulation of e-waste

Waste management

Marine pollution

Coastal resource degradation
Coastal erosion
Coastal pollution
Destruction of coastal habitats

Human-wildlife conflict

Coastal and marine
resources

Forest Ordinance
Fauna and Flora Protection Ordinance
National Zoological Gardens Act
Botanic Gardens Ordinance

Deforestation
Degradation of forests
Threatened species and ecosystems
Loss of habitats
Invasive alien species

Biodiversity, forestry
and wildlife

Mines and Minerals Act
National Environment Act

National Environment Act
Factories Ordinance
Motor Traffic Act

National Environment Act
Municipal Ordinance
Urban Council Ordinance
Pradeshiya Sabhas Act

Geological Survey and Mines Bureau
Central Environment Authority

Central Environment Authority
Department of Labour
Department of Motor Traffic

Central Environment Authority
Municipal Councils
Urban Councils
Pradeshiya Sabhas

National Aquaculture Development Authority
Central Environment Authority

Marine Environment Protection Authority
Department of Fisheries and Aquatic Resources

Marine Pollution Prevention Act
Fisheries and Aquatic Resources Act
National Aquaculture Development Act
National Environment Act

Coast Conservation Department

Central Environment Authority

Forest Department
Department of Wildlife Conservation
Department of National Zoological Gardens
Department of National Botanic Gardens

Department of Irrigation
Water Resources Board
National Water Supply and Drainage Board
Mahaweli Authority of Sri Lanka
Department of Agrarian Development
Central Environment Authority

Department of Agriculture
Department of Land Settlement
Department of Land Commissioner General
Department of Survey
Land Reforms Commission
Central Environment Authority

Main Responsible Agency

Coast Conservation Act

Irrigation Ordinance
Water Resources Board Act
National Water Supply and Drainage Board Act
Mahaweli Authority Act
Agrarian Development Act
National Environment Act

Rising water scarcity
Destruction of critical watersheds
Overexploitation of groundwater
Water pollution

Key Legislative Enactments
Soil Conservation Act
Land Settlement Ordinance
Land Development Ordinance
Land Surveys Act
Land Reform Act
National Environment Act

Water resources

Key Policy Challenges

Land degradation
Soil erosion
Decline of fertility
Non-agricultural land degradation
Land fragmentation and tenure issues

Land resources

Area of the Legislation

Table 11.1
Key Policy Challenges, Important Legislative Enactments and Line Agencies in Major Natural Resource Sectors
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line agencies. Hence, the command-and-

experience in MBIs as well. 2 A successful

control architecture of environmental policies

example is the application of deposit-refund

in Sri Lanka has several gaps in policy

systems (DRS) for certain types of used

coverage and institutional coordination.

containers enabling their recycling (Box 11.1).
Steele (1999) and the Ministry of Environment

11.4 Use of MBIs as Environmental Policies:
Sri Lanka's Experience
Despite the dominant position of commandand-control

policies

in

environmental

management in Sri Lanka, the country has some

and Natural Resources (2008) have reviewed
existing and potential applications of MBIs for
environmental management in Sri Lanka.3 Both
reviews have identified cases where taxes/
charges and subsidies were applied in relation
to environmental resources and associated
economic sectors (Table 11.2).

Box 11.1
Deposit-Refund Systems for Used Container Management
A Deposit-Refund System (DRS) is an MBI which can be used in waste management,
particularly with regard to used containers. Apart from the environmental benefits, DRS can
bring in many other benefits such as employment generation, reduction in cost of collection
for recyclers, and health benefits due to reduction of vector borne diseases. There are examples
from other countries (e.g., Netherlands, Finland) where a DRS has been applied effectively
for used container management.
In Sri Lanka, it has been proposed to introduce DRS for several types of containers including
PET bottles, beer and energy drink cans and pesticide containers. There were successful
attempts on DRS for local arrack bottles and certain brands of soft drink bottles in Sri Lanka.
These are voluntarily initiated approaches by the corporate sector and they show that
application of DRS is practically possible in the country.
There have also been attempts by the government in regard to DRS. However, a Cabinet
proposal to introduce DRS for pesticide containers in 2012 did not materialize. Similarly,
application of DRS for yoghurt containers has also been limited to discussions so far. Proper
facilitation by government agencies and private sector involvement is important for the
continuation of such programmes.

2

Steele (1999) suggests that Sri Lanka probably has the first documented example of applying environmental taxes as
reported in an Anuradhapaura inscription in AD 65 about levying tax for fishing in large tanks owned by the King.

3

See Steele, P. (1999), “Market-based Instruments for Environmental Policy in Developing Countries: From Theory to Practice
with a Case Study of Sri Lanka’s Recent Experience”, in Sterner, T. (ed.), Market and the Environment: The Effectiveness of
Market-based Policy Instruments for Environmental Reform, Edward Elgar, Cheltenham, UK.; Ministry of Environment and
Natural Resources (2008), “Development of Market-based Instruments for Environmental Management in Sri Lanka”, Ministry
of Environment and Natural Resources, Colombo.
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Increasing block tariffs are charged for electricity

The commandand-control
architecture
of environmental policies
in Sri Lanka
has several
gaps in
policy
coverage
and
institutional
coordination.
As seen in Table 11.2, multiple taxes are charged
for vehicles and petroleum imports, where the
major purpose is raising revenue for the
government. These taxes are not aligned to
create incentives for changing the behaviour of
consumers to overcome environmental issues
associated with the use of vehicles or petroleum
fuels. For instance, differential tax rates applied

and pipe-borne water for domestic users. The
block structure has been designed to
discourage the overuse of electricity and water
as large-scale users are charged at higher unit
rates over and above block threshold limits.
Hence, the price structure gives some incentive
for conservation of energy and water. In the
power sector, this has encouraged the use of
energy saving technologies such as CFL bulbs,
LED lighting and solar net metering. Moreover,
this structure helps small-scale users, usually
low-income earners, to manage their energy
and water consumption bills at relatively lower
levels. Hence, the pricing system of electricity
and pipe-borne water supply has some
beneficial features in terms of environmental
and pover ty-reduction benefits. However,
suppliers of both services are state agencies
that have reported persistent losses to be
financed by tax revenues. Controlling the cost
of living for masses is the justification given for
keeping these utilities under state monopoly,
disregarding inefficiencies that imply their
services are undercharged. In the case of pipeborne water, the services presently cover only
a small segment living in urban areas. Limited
coverage of pipe-borne water in the face of
increasing water pollution and associated
health problems implies negative impacts for
the majority of people that do not have access
to pipe-borne water.

for petrol and diesel do not reflect any logical
basis from the side of environmental
management. Lower tax rates are applied for
diesel even though it is not an environmentfriendly product. Diesel is the fuel used for public
transportation and hence low tax rates on diesel
are justified as a move to reduce the cost of
living burden on low-income groups who use
public means of transport. Hence, it involves a
trade-off between environmental and povertyreduction objectives.

No user charges are levied for irrigation and
this leads to overuse of scarce water supply.
Even though free irrigation provides some relief
to a large number of small farmers, this relief is
offered at a significant fiscal burden to the
government for development and maintenance
of facilities. A similar situation exists in the case
of land and fisheries resources too. They do not
involve any charges for services, or taxes to
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control externalities associated with agriculture

and they have not been designed to

and fishing activities except for nominal licence/

encourage

permit fees. Such nominal payments cannot

favourable for controlling pollution or

either change the behaviour of users in favour

conservation of resources.

behavioural

changes

of conservation of resources or support effective

• Pricing systems of electricity and water

management programmes to prevent resource

supply offered by state monopolies have

degradation. Legal provisions available under

some beneficial features that encourage

the Soil Conservation Act and the Fisheries and

resource conservation. However, as

Aquatic Resources Act are largely ineffective.

sources of government revenue, they

As a result, land and fisheries resources are

have become failures.

subject to rapid degradation, seriously limiting
the ecosystem services available for future
generations.
No charges are involved in the case of collection
and disposal of solid waste and sewage too.
These services are maintained with a direct
fiscal burden on government/local authorities
and the service quality is extremely poor. Poor

• Some services relating to environmental
management are offered at free of charge
or subsidized rates. As a result, the quality
of services remains poor, and they have
failed to achieve their objectives,
resulting in a fiscal burden to the
government

and

environmental

problems for the poor.

quality of services for garbage and sewage

• No charges or taxes are applied to

collection/disposal has led to a host of

control resource degradation in land,

environmental problems that are affecting the

water and fisheries resources, except

poor more than the rich.

certain nominal payments. Even though
regulatory instruments are available, they

Growing evidence from scientific studies

fail to control rapid resource degradation

suggest that air and water pollution levels in

taking place in these sectors.

many locations across Sri Lanka exceed the
allowable limits stipulated by respective

Overall, even though there are taxes, charges

ambient quality standards. This implies air and

and pricing systems applied in sectors relating

water resources are overused, discharging

to environment, many of them cannot be

effluent/emissions from industrial activities and

considered as true MBIs designed for

vehicles. In other words, no effective pollution

environmental management. Considering this

control is provided by the current system of EPL

situation, the Ministry of Environment and

for polluting industries and mandatory emission

Natural Resources (2008) has proposed certain

tests for vehicles.

recommendations to develop an effective

The following observation can be made about
taxes, charges and pricing systems currently
applied for environmental resources and
associated economic sectors.
• Some taxes and charges have been
adopted for revenue purposes alone,
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system of MBIs that can also lay the foundation
for successful EFR. Some of the key
recommendations are:
• Introduction of user charges for the
collection and disposal of waste and
wastewater.

Fertilizer subsidies

Fertilizer

Fuel subsidies (discontinued)

Fuel

Partial cost recovery

Partial cost recovery

Proceeds to agrarian
development
Financed by national budget

Partial cost recovery
Financed by national and local
investment
Financed by national and local
budget

Partial cost recovery

Partial cost recovery at
undercharged rates

Financed by national and local
budget

Income for government

Partial cost recovery at
undercharged rates
Income for government

Fiscal Revenue/Cost

Environmental degradation due
to overuse of fertilizer

No direct environmental benefit.

Pollution control
Poor service quality due to low
suffer due to poor service
Poor service quality due to low
investment

Pollution control

Health cost of non-users due
to slow expansion of services
Overuse of water

Poor state of repair and
maintenance

No direct environmental benefit
Indirect due to increased vehicle
prices

No direct environmental benefit
users
No direct environmental benefit

Environmental

Nominal rates for small
operators

Nominal taxes. Benefits back
to farmers
Subsidized prices for small
farmers

No direct impact on poor
Low-income neighbourhoods to
Low-income neighbourhoods
to suffer due to poor service

No direct impact on poor

Subsidized rates for small
users

Free use of road facilities

No direct impact on poor

Subsidized rates for small

Poverty /Livelihood

Perceived Outcomes (Direct/Indirect; Negative/Positive)

Source: Compiled by the IPS using Ministry of Environment and Natural Resources (2008) and Steele (1999).

Annual license fees for boats, gear and
fishing operations

Boats and gear

Fisheries

Acreage tax

Fees for environmental protection licenses
/mandatory vehicle emission tests
Environmental protection license fees
No user charges involved
budget
No user charges involved

Land

Agriculture

Sewage

Effluents
Solid waste

Emissions

Increasing block tariff with variable and
fixed charges
No user charges involved

Import and excise taxes
Cess
Luxury vehicles tax
Revenue license
No user charges involved
Toll fee collected from highways

Increasing block tariff with variable and
fixed charges
Excise duty

Taxes/Charges/Subsidies

Pollution & waste

Domestic pipe water borne
Irrigation

Water

Roads

Vehicles

Transport

Petroleum

Electricity

Energy

Sector

Table 11.2
Taxes, Charges and Pricing Systems Applied in Environmental Resources and Associated Economic Sectors
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Box 11.2
Extended Producer Responsibility for E-Waste Management
Of the entire amount of e-waste generated annually in Sri Lanka, only 3.5 per cent is disposed
under the e-waste management programme of the CEA. In order to minimize the health and
environmental costs of e-wastes, there should be an effective approach to manage them
properly. At present, the e-waste collecting mechanism in Sri Lanka includes both formal and
informal entities. The formal sector represents companies registered with the CEA, and the
informal sector includes small to medium collectors who operate without guidelines and
licences. There are certain regulatory mechanisms under the National Environmental
(Protection & Quality) Regulation No. 01 of 2008. The CEA's e-waste programme is carried
out based on voluntary participation. A survey undertaken by the Ministry of Environment has
shown that a lack of proper awareness is a key issue in e-waste management in Sri Lanka,
where many individuals do not know the real environmental and health costs of e-waste.
Secondly, the absence of a monitoring system, especially for the informal sector, is another
key issue.
In order to overcome the existing gaps, the Ministry of Mahaweli Development and Environment
has proposed an MBI based on the principle of Extended Producer Responsibility (EPR). In
this approach, the producers are given the responsibility of collecting e-waste in an
environmental-friendly manner, while consumers are motivated to handover the obsolete
equipment to sellers. Since there are no producers in relation to electronic equipment in Sri
Lanka, it takes the form of an Extended Trader Responsibility approach. Accordingly, a fee
(depending on the value of the equipment) is to be charged from the consumer at the time of
sale. Remuneration can be redeemed with a market interest of the fixed deposit at the time of
handing over the equipment to the trader after the end of its useful life. The system will
establish a unique ID for each unit of equipment, allowing for transferring the ownership of
the equipment to any number of users from the first buyer. The functioning of the system will
be based on a password and electronic card to facilitate the end user to handover the
obsolete equipment to any trader in Sri Lanka, while realizing cash (with interest or using it as
a part of payment for any new equipment). However, there is still much to be done in regard
to setting the legal framework for this mechanism and creating awareness. In effect, this is
also a form of DRS designed for durable electronic goods, involving long-term handling of
deposits with payments of interest.

• Introduction of water effluent tax and

• Disconnecting environmental taxes and

water extraction taxes for groundwater

user charges from social concerns, and

and surface water.

addressing problems of the poor through

• Adoption of cost based prices for all
products, inclusive of external costs.
• Redesigning the electricity and water
supply tariffs in accordance with the full
cost recovery principle.
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well targeted subsidies.
• Establishment of an Environmental Fund
to administer revenues expected from
implementation of various MBIs.
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These recommendations have not been
adopted so far despite some discussions about
them. Meanwhile, the Ministry of Environment
has come up with new proposals for introducing
MBIs. Details about a DRS for managing ewaste, based on the principle of Extended
Producer Responsibility (EPR), is given in Box
11.2.

11.5 MBIs and EFR:
Some Thoughts on the
Way Forward
In spite of potential improvements that can be
expected from adopting MBIs for environmental
management and EFR in Sri Lanka,
establishing a viable system may need longterm preparation. So far, the enthusiasm shown
by policy makers in the environment sector has
not been matched by other key stakeholders,
including

policy

makers

involved

macroeconomic management.

in

A major

challenge involved here is overcoming the

A major
challenge
involved is
overcoming
the barrier
of public
perceptions
which seem
to be yet
unprepared
to view
MBIs in
realistic
terms.

barrier of public perceptions which seem to be
yet unprepared to view MBIs in realistic terms.
One reason for abandoning the proposed
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evidence on resource degradation. Many civil

The
introduction
of MBIs
should be
done through
a fully
transparent
process
to avert
adverse
publicity.

society activists who champion the cause of
environmental conservation also do not appear
to view MBIs in a favourable light. Instead, they
have often favoured the introduction of more
stringent command-and-control instruments
and strict implementation of existing regulations
and standards. This situation has compelled
politicians too to take a cautious approach,
considering the political sensitivities involved.
Hence, the adoption of MBIs and EFR should
be gradual and strategic. There should be welldesigned awareness campaigns prior to 'preannouncements' allowing time for stakeholders
to adapt to the system in advance. The process
of introduction should be initiated with
interventions that would attract low public
resistance. Instruments that can involve
participated on a voluntary basis (e.g., DRS)
may be given priority in the initial stage.
Moreover, the introduction of MBIs should be

National Water Policy in the early part of this
century was the public allegation that it plans
to charge taxes on water use. Long-nurtured
offering of subsidies and free public services
for small farmers, urban poor and other local
resource users (e.g., fishers) is also closely
connected to this situation. As a result, charging
any payments in the form of taxes or user
charges from those categories seems to be
socially unwarranted, even in the light of ample
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done through a fully transparent process to
avert adverse publicity, where authorities should
be prepared to make amendments in a
constructive manner whenever necessary in
response to public views. More than anything
else,

a

successful

demonstration

of

effectiveness and public benefits from early
interventions - ideally carried out in the Sinhala
and Tamil media - would be the best
advertisement for the long-term success of MBIs.
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12. Role of Economic Incentives in
Financing Agricultural Investments
12.1 Introduction
ri Lanka needs accelerated agricultural

S

field crops due to recent yield stagnation of the

growth to meet growing consumer

latter. Moreover, Sri Lankan farmers who are

demand for food, as well as to pull people

price takers face severe price discrimination

out of poverty in rural areas of the country.

as shown by flat long run trends with short run

Whether this dual burden was satisfactory

fluctuations in real producer prices, even with

addressed by sectoral policies adopted during

ever increasing retail food prices. This low

different economic policy paradigms is still open

productivity and sluggish producer prices,

to debate. The country has seen mixed results

combined with small farm sizes averaging at

in relation to both food production and

0.48 ha,1 do not provide adequate income for

consumption; aggregate consumption of all

farmers to meet their basic consumption needs,

major food groups has increased over the years.

let alone investment on farm improvements.

Domestic production and food imports too have
increased; the former accounts for nearly 80

These trends do not support food security or

per cent of aggregate food consumption, while

poverty reduction efforts to any degree in Sri

the value of food imports has grown in absolute

Lanka, especially in the rural agricultural sector

terms even though its share in total imports has

that employs around 30 per cent of the labour

remained constant over time.

force. This is clearly evident in indicators relevant
to both food security and poverty. The depth of

While expansion of local food production is due

hunger for Sri Lanka in 2014 was 216 kcal/

to both area expansion and yield enhancement,

capita/day, indicative of a medium level food

more disaggregated analysis shows that output

deficit among undernourished children;2 the

of other field crops has been overshadowed by

wage rates in the agriculture sector are the

rice production. For example, movements in

lowest, averaging Rs. 12,541 per earner per

annual crop areas over time indicate that rice

month compared to the industrial (Rs. 17,142)

is the only crop that has increased sharply. A

and services (Rs. 21,886) sectors. 3 While

similar relationship prevails in the contribution

poverty rates in the agricultural sector halved

of yield enhancement of rice relative to the other

between 2006/07 and 2009/10, and remained

1

DCS, Census of Agriculture 2002, Department of Census and Statistics, Colombo.

2

Depth of hunger, which is the difference between the minimum and the average dietary energy intake of the undernourished
population, indicates by how much food deprived people fall short of minimum food needs. The depth of food deprivation is
medium when it is 200 to 300 (Global Hunger Index 2014).

3

DCS, Labour Force Survey 2012, Department of Census and Statistics, Colombo.

219

STATE OF THE ECONOMY 2016

Agricultural
investment is
one of the
most important and effective strategies for economic growth
and poverty
reduction in
rural areas
where the
majority of
the agrarian
poor live.

at 8 per cent in 2012/13,4 this is a result of short
run producer price fluctuations owing to food
price inflation that occurred globally in 2008
rather than a result of potentially sustainable
drivers of growth. Under these circumstances,
agriculture survives primarily due to direct and
indirect support measures such as free
irrigation, a massive fertilizer subsidy, support
prices for rice and ad hoc trade protection
measures for selected crops that are provided
by the government to partly alleviate lack of

that include its strategic location, a growing

alternative employment opportunities in the

middle class, and increased tourist arrivals.

non-farm sector.

5

However, there is global concern about the
challenges

of

financing

agricultural

Agricultural investment is one of the most

development across the developing world; the

important and effective strategies for economic

amount of investment needed to achieve

growth and poverty reduction in rural areas

acceptable levels of agricultural growth far

where the majority of the agrarian poor live. Sri

exceeds the current trends in investment in

Lanka is indeed blessed with myriad of

agriculture by governments and donors.6 Fiscal

opportunities to strengthen its agricultural sector

constraints in Sri Lanka have already led to a

4

World Bank (2015), Poverty in Sri Lanka: Recent Progress and Remaining Challenges, World Bank, Washington, D.C.

5

Weerahewa, J., M. Thibbotuwawa, and P. Samaratunga (2015), Dynamics of Transforming Agriculture in Sri Lanka: Trends,
Challenges and Opportunities, AERA Conference on Transforming Agriculture in Asia, Mumbai, India, 2-4 December, 2015.

6

Hazell, P. et. al. (2011), “Key Issues in Promoting Increased Investments in Agriculture”, Technical Workshop on Policies for
Promoting Investment in Agriculture, FAO, Rome, 12-13 December, 2011.
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marked reduction in government investment in

investments. With these developments,

agriculture. Given the scope of the challenges,

agriculture remains a vital sector in the economy

identifying innovative economic incentives to

through the provision of income, employment,

leverage the existing resources in a more

foreign exchange, food and raw materials.

efficient way and to reverse the decline in
investments for agriculture in Sri Lanka are the

Despite the growth of agricultural GDP over the

main focus areas of this chapter.

past few years, its share in total GDP has
declined until 2012 and then, become fairly

12.2 Agriculture Sector
in the Economy

constant since (Figure 12.1). The share of

Sri Lanka's agricultural sector is dualistic in

further to 7.9 per cent in 2015 due to faster

nature in that it comprises of a well-developed

growth rates recorded by industry and services

export-oriented plantation sector and a less

sectors. Since 2010, the agriculture sector grew

developed, partially market-oriented food crop

at a rate of 4.4 per cent on average. By contrast,

production sector. The former produces tea,

industrial and services sectors have shown

rubber, and coconut in medium to large estates

much higher growth rates of 5.8 per cent and

while the latter producers rice, subsidiary food

6.9 per cent, respectively, for the same period.

crops,

in

The decline in agriculture's contribution to GDP

predominantly small holdings. A significant

whilst contributing to absorb a larger share of

transformation has taken place within the

employment is raising concerns about its

agricultural sector in terms of commercialization

productivity and the future role of agriculture in

of the food crop sector with heavy public

Sri Lanka's economic growth.

and

vegetables

and

fruits

agricultural GDP from total GDP was 8.5 per
cent in 2010. This moderate contribution dipped

Figure 12.1
Agriculture Contribution to GDP (2010-2015)
Agriculture
Industry

GDP value (Rs. mn.)

Agriculture GDP (% of the total)

Agriculture GDP (% of the total GDP)

Services

Source: CBSL, Annual Report, Central Bank of Sri Lanka, Colombo, various years.
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Figure 12.2
Agriculture Contribution to Employment (2010-2015)

Labour force (‘000 persons)

Agriculture labour (% of the labour force)

Agriculture
Industry
Services
Agriculture labour (% total)

Source: CBSL, Annual Report, Central Bank of Sri Lanka, Colombo, various years.

Agriculture still continues to be a significant

employment generation come from rice and tea

source of employment and livelihood,

- the two dominant sectors in the non-plantation

accounting for 28.2 per cent of the employed in

and plantation sectors, respectively. Further, the

2015 (Figure 12.2). The largest shares of

sector utilizes 43.7 per cent of the country's total

Figure 12.3
Agriculture Export Diversification (2010-2015)

Source: CBSL, Annual Report, Central Bank of Sri Lanka, Colombo, various years.

222

Agriculture exports (% of total)

Rubber
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Other

Export value (Rs. mn.)
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land area,7 and remains the mainstay of the

production and imports in 2014. Domestic

rural economy in Sri Lanka.

agriculture still provides more than 80 per cent
of Sri Lanka's food requirement in value terms.

Earnings from agricultural exports too have not

Even at individual commodity level, local

experienced a healthy growth in the past

production of all major food items except for

decade; low volume growth in exports and

sugar, pulses, canned fish and milk powder

limited value addition are part of the problem.

which are imported in bulk quantities exceeds

However, all the major agricultural exports,

70 per cent of the total availability (Table 12.1).

except rubber, have shown positive growth
during 2010-15; export earnings have increased

export commodities and adding value to exports

12.3 Trends in Government Expenditure on
Agriculture

is important. However, Sri Lanka's agricultural

Despite the importance of the agriculture sector

exports are still limited to a few traditional

for the Sri Lankan economy, it is yet to realize

products and others such as spices, vegetables

its full potential. Thus, the agriculture sector

and fruits, with some processing.

could be viewed as a sector that needs further

in value terms, with the share of agricultural
exports in total exports hovering around 25 per
cent during 2010-15 (Figure 12.3). Diversifying

economic and social development. The means

Table 12.1 shows the availability of major food

to

commodity groups categorized by domestic

achieve

this

is

primarily

through

Table 12.1
Food Availability in Sri Lanka by Major Food Groups (2014)
Production
Quantity
(‘000 mt)
Cereals

%

Gross Import
Quantity
(‘000 mt)

%

4,835.36

90.3

522.03

9.7

421.87

77.4

123.2

22.6
90.8

Roots, tubers & other starchy food
Sugar

54.86

9.2

538.97

Pulses & nuts

69.02

30.0

161.23

70.0

1,055.71

85.1

184.26

14.9

Fruits

609.81

90.7

62.48

9.3

Meat

162.05

98.3

2.77

1.7

Eggs

92.81

100.0

0

0.0

512.84

97.0

15.84

3.0

68.2

64.5

37.61

35.5

Tinned fish

1.1

4.9

21.84

95.1

Fresh milk

278.0

100.0

0

0.0

11.6

11.4

89.91

88.6

Vegetable (including onions)

Fish
Dried fish

Whole dried milk
Oil & fats (including coconut)
Total

939.4

98.1

18.54

1.9

9,134.7

83.7

1,779.21

16.3

Source: Department of Social Protection, “Food Balance Sheet 2013/14”.

7

http://data.worldbank.org/indicator/AG.LND.AGRI.ZS.
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enhancement of agricultural productivity via

the country's public investment programme. The

increased investments.

policy of expanding agriculture in the dry zone
through heavy public investment on irrigation

The World Bank has noted that GDP growth in

development and land settlement continued for

agriculture has been at least twice as effective

over half a century from pre-independence era

in reducing poverty as growth originating in

to the late 1980s, when the final stages of the

other sectors. 8 The regions of the world where

Accelerated Mahaweli Development Project

hunger and poverty are most widespread today

(AMDP) were completed.10 Around 45 per cent

have seen stagnant or declining rates of

of agricultural land is provided with irrigation

agricultural investment over the past three

facilities sourced by surplus water from the wet

decades. Eradicating hunger in these regions,

zone through a complex system of river

alleviating agrarian poverty and increasing

diversion

food production requires substantial increases

promotion of green revolution technological

in the level of investment in agriculture. The

package of high-yielding-varieties (HYVs),

Food and Agriculture Organization (FAO)

inorganic fertilizer, farm machinery and agro-

estimates that the yearly investment in

chemicals helped to increase food crop

agriculture needs to rise by more than 50 per

productivity significantly. The gover nment

cent in low and middle income countries.9

invested on research and extension facilities

Since Sri Lanka's independence, investments
on agriculture occupied a priority position in

schemes. The

simultaneous

to develop and promote HYVs and offered
subsidies for purchasing fertilizer imported by
public and private companies.

Transport & communication
Education
Other

Investment (Rs. mn.)

Agriculture & irrigation
Energy & water supply
Health
Agriculture & irrigation (% of total)

Agriculture & irrigation investment (% of total)

Figure 12.4
Public Investments 2005-2015

Source: MOFP, Annual Report, Ministry of Finance and Planning, Colombo, various years.

8

World Bank (2008), World Development Report: Agriculture for Development, World Bank, Washington, D.C.

9

Syed, S. and M. Miyazako (2013), “Promoting Investment in Agriculture for Increased Production and Productivity”, Food and
Agriculture Organization, Rome.

10

AMDP was the biggest and the last major multipurpose (irrigation-land settlement-hydro power) river diversion scheme
implemented in Sri Lanka.
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Over the last decade or so, public investment
has focused more on economic and social
development projects such as roads, ports,
expressways, bridges, etc. Currently, a high
percentage of public investment goes to the
transport and communication sector followed
by energy and water supply, agriculture and
irrigation, education, health and other
investments. The investment on agriculture and
irrigation increased gradually over the past ten
years (Figure 12.4). Official estimates on
agriculture and irrigation investments remained
in the range of 6-7 per cent of government

12.4 Is Sri Lanka's Agricultural Investment
Focused in the Right
Direction?
This section briefly reviews the major
investments and incentives in the agricultural
sector in order to identify their strengths and
weaknesses for sustainable development in the
sector. The main focus areas include irrigation,
R&D, fertilizer subsidy, and guaranteed price
scheme.

capital expenditure during the recent period.
During 2014 and 2015, agriculture and irrigation
investments saw higher shares of 11.7 per cent

12.4.1 Irrigation Development

and 9 per cent, respectively, of government

Sri Lanka being a predominantly rice based

capital expenditure.

agricultural economy has historically been
heavily dependent on irrigation and as a result,

In 2015, the amount of agriculture and irrigation

the country has been endowed with a

investment was Rs. 54,447 million of which a

sophisticated irrigation infrastructure. Public

higher percentage was spent on irrigation

investments on irrigation infrastructure had

development followed by fertilizer subsidy,

been a major focus in agricultural policy even

plantation development and crop cultivation

in the pre-independence era.

subsidies. Public investments in the agriculture
sector are composed of food crops (41 per cent),

Successive governments invested in large-

plantation (27 per cent), fisheries (10 per cent),

scale irrigation projects, and farmers received

livestock (6 per cent) and export agriculture (6

irrigated water for free. There are two main types

per cent). The main public investment in the

of irrigation schemes in Sri Lanka; 'major

food crop sector is the fertilizer subsidy. Apart

irrigation' which comprises at least 650 ha of

from that, public investments are on quality

irrigated land fed by a relatively large reservoir

seeds and planting materials, research and

and a network of canals, and 'minor irrigation'

extension, and for land sector development.

which consists of smaller tanks and small

These have typically been the core elements of

stream diversion projects.11 The two types of

public interventions on agriculture investments

irrigation systems are handled by separate

in Sri Lanka, and all other efforts such as

government agencies. The Irrigation Department

guaranteed price schemes, cultivation loans,

and the Mahaweli Authority are responsible for

etc., can be considered as ancillary to this core

managing major irr igation systems. The

strategy.

Agrarian Development Department has a stake

11

See IPS (2006), “Agricultural Reforms, Irrigation Water Charges and Land Policy” in Sri Lanka: State of the Economy 2006,
Institute of Policy Studies of Sri Lanka, Colombo.
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Figure 12.5
Irrigation Investment Expenditure

Irrigation expenditure (Rs.mn.)

Irrigation expenditure (% of total
government expenditure

Irrigation expenditure (Rs. mn.)

Irrigation expenditure (% of total
government expenditure)

Source: Department of Irrigation, “Annual Administrative Reports”, various years.

in the management of minor irrigation systems.

by inefficient and wasteful use of water, largely

In all, public irrigation investment can be

due to its free provision by the state. On the

categorized into three aspects namely, new

other hand, large sums of capital have been

constructions, rehabilitation of existing

invested initially on these projects and a

constructions, and operation and maintenance

substantial recurrent expenditure on operation

of existing facilities. Expenditure on irrigation

and maintenance (O&M) is being incurred every

management shows an increasing trend over

year. Due to the absence of a mechanism of

the last decade (Figure 12.5).

cost recovery, it is imposing a heavy burden on
the public budget which is worsening over time.

Owing to this structural and organizational

of irrigation water utilization and the rising

12.4.2 Research and Development (R&D)

budgetary burden of providing irrigation water.

The major share of agricultural R&D is still met

Both these factors point to the need for some

by public funds. All national agricultural

form of charging, or pricing, of irrigation water. It

research institutes, except the four plantation

was suggested by the World Bank in 1996 that

institutes, are almost entirely financed by the

Sri Lanka should stop subsidizing irrigation

government.

water and introduce a water charging scheme

supplemented with a few research grants from

in order to minimize inefficiency of water use

local and international sources. However, Sri

and recover the budgetary expenditure on

Lanka's progress in agriculture research in

setting, Sri Lanka's irrigated agriculture sector
currently faces two major problems; inefficiency

12

irrigation.

12

These major schemes are plagued

Government

funding

recent decades appears to be slow. A major

World Bank (1996), Sri Lanka: Non-plantation Crop Sector Policy Alternative, World Bank, Washington D.C.
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in 2000 to 0.3 per cent in 2009
(Figure 12.6). Investment in public
agricultural R&D dropped by onethird from Rs.3.5 billion (or 90.4
million 2011 PPP dollars) in 2000, to
Rs. 2.4 billion rupees (or 61.8 million
PPP dollars) in 2009 (all amounts in
constant 2011 prices).13
The reason for the decline in public
agricultural R&D expenditures is
twofold. First, the country's security
situation pressed the government to
divert resources toward combating
civil unrest at the expense of other
reason is lack of investments on research and

public causes. Second, revenues
from a CESS on the production and export of

brain drain. R&D expenditure has increased

plantation crops were gradually channelled

only marginally since 2000. However, there has

away from R&D.14 However, state intervention

been a sharp decline in R&D expenditure on

is required to promote effective R&D in

agriculture from 0.5 per cent of agricultural GDP

agriculture as R&D in the agriculture sector
shows public good characteristics.

R&D spending (Rs. mn.)
R&D spending (% of AgGDP)

R&D spending (% of AgGDP)

R&D spending (Rs. mn.)

Figure 12.6
Investment Expenditure on R&D

Source: Agricultural Science and Technology Indicators, available at http://www.asti.cgiar.org/sri_lanka.

13

http://www.asti.cgiar.org/sri_lanka

14

Girihagama, P. et. al. (2012), “Recent Developments in Public Agricultural Research in Sri Lanka: Country Note”, Agricultural
Science and Technology Indicators (ASTI), IFPRI.
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Figure 12.7
Actual Expenditure on Fertilizer Subsidy Programme
Cost on fertilizer subsidy (Rs. mn.)
Cost on fertilizer subsidy (% of total
government expenditure

Cost on fertilizer subsidy (Rs. mn.)

Cost on fertilizer subsidy (% of
total government expenditure)

Source: CBSL, Annual Report, Central Bank of Sri Lanka, Colombo, various years.

12.4.3 Fertilizer Subsidy
The fertilizer subsidy scheme was
started in 1962 as a price subsidy. Its
main objective was to increase
productivity by encouraging the use of
fertilizer. Fertilizer is a variable input and
represents a variable cost rather than a
capital investment in farmers' budgets.
However, as a public expenditure, the
fertilizer subsidy can be considered as
an investment for maintaining the
productive capacity of the country's
agricultural land. Public investment on
the fertilizer subsidy programme saw a
remarkable increase during the last
decade (Figure 12.7).

15

fertilizers subsidized, crops that received the
subsidy and the method employed - i.e.,
whether a fixed or variable subsidy (Box 12.1).16

Over the years, there have been several

Several drawbacks have been identified in the

changes to the fertilizer subsidy

process; these include selling subsidized

programme in terms of price, type of

fertilizer, limited storage and transport facilities,

15

2013 saw a sharp reduction in the fertilizer subsidy as a result of excess fertilizer stocks due to bad weather in 2012. In 2014,
expenditures on fer tilizer picked up again as arrears to importers in 2013 were paid off.

16

Herath, H.M.K.V. et. al. (2013), The Impact of “Kethata Aruna” Fertilizer Subsidy Programme on Fertilizer Use and Paddy
Production in Sri Lanka”, Tropical Agricultural Research, 25(1).
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Box 12.1
Major Milestones in the Fertilizer Subsidy Programme
1962:

Introduced fertilizer subsidy programme. Fertilizer subsidy was given for Urea, Sulphate of Ammonia, Muriate of Potash (MOP) and Triple Super Phosphate (TSP) at
different rates according to the type of crop.

1975:

Introduced a uniform subsidy scheme for all crops, but the subsidy rates varied according to the type of fertilizer.

1983:

Introduced a fixed fertilizer price (variable subsidy programme).

1988:

Removal of subsidy for some selected fertilizer types (Sulphate of Ammonia, Rock
phosphate).

1990:

Removal of fertilizer from all sectors of agriculture due to heavy burden on the government budget.

1994:

Re-introduced subsidy for Sulphate of Ammonia, Urea, TSP and MOP.

1997:

Removal of subsidy for all fertilizers except for Urea.

2004:

Fixed retail price on fertilizer until December 2005.

2005:

Introduced 'Kethata Aruna' fertilizer subsidy programme. In this only paddy farmers
received a packet of fertilizer (50 kg) for Rs.350. This packet included Urea, TSP and
MOP.

2011:

'Kethata Aruna' programme was extended to provide 50 kg fertilizer bag for Rs. 1200
for all the other crops.

2016:

Provide fertilizer subsidy as an allowance of Rs. 25,000 to paddy farmers for 1ha land
and for two seasons.

shortage of fertilizer in the market, excessive

have been more volatile than those of

usage of fertilizer, budgetary burden, etc. In

manufactured goods over the last three

2015, the government introduced a mechanism

decades, mainly due to the impacts of changing

to give a hectare based allowance to buy

climate or weather related risks, and price

fertilizer in the market.17

related risks which is inherent to the agriculture
sector.18 This leaves farmers uncertain about

12.4.4 Guaranteed Price Scheme
While providing foods for the rising population,
Sri Lanka's agriculture sector faces a number
of challenges that include production at
competitive prices and meeting local and global
quality standards. Agricultural commodity prices

the prices to be received at the point of sale.
This problem is however, not limited to farm
income, but affects the investment decisions of
farmers as well. In the absence of appropriate
risk management instruments, financial
institutions are reluctant to finance farmers. As

17

CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo.

18

Wijesooriya, N. and J.Champika (2015), “Agricultural Forward Contracts as Pre-harvest Commodity Marketing: Problems and
Prospects”, Research Report No.180, Hector Kobbekaduwa Agrarian Research and Training Institute (HARTI), Colombo.
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sector participation has increased in agricultural

Sri Lanka's
agriculture
sector faces
a number of
challenges
that include
production at
competitive
prices and
meeting local
and global
quality
standards.

marketing, partly due to the obvious failure in
state intervention and partly due to renewed
interest in market based alternatives and
innovation mechanisms.
At present, farmers in Sri Lanka have two
options regarding marketing of their produce;
they can approach government institutions or
private traders. Farmers who are price takers
tend to be exploited by private traders. As a
result, the government declared a guaranteed
price in the case of paddy for instance, with the
intention to ensure paddy stock would be
purchased at the guaranteed price by private
paddy buyers as well. However, this is in fact
not the case in practice. The government had
directed the Paddy Marketing Board (PMB) to
purchase paddy at the guaranteed price as a
possible solution. Unfortunately, the monetary
allocation provided to the PMB was not sufficient
to buy a significant amount of the paddy stock.
Thus, farmers were still dependent on prices
offered by private buyers which are usually well

a result, lack of price risk management has

below the guaranteed price. There are requests

become one of the major reasons that poor

from farmer organizations to gazette the

farmers stay poor.19

purchasing price of paddy. However, such a
situation will violate the principals of demand

Since the early 1970s, successive governments

and supply, and ultimately adversely impact

in Sri Lanka have intervened in agricultural

efficiency of the paddy market further. Even

marketing by various ways, including the offer

under the current guaranteed price system,

of guaranteed prices to farmers for selected

important production factors like cultivation

food crops. The t wo main objectives of

extent, productivity, varietal selection, etc., which

government intervention in agricultural

should be ideally determined by demand and

marketing were to stabilize food prices and to

supply, will no longer be valid.

ensure that farmers receive remunerative prices
for their produce.20 Since 1977, the role of state

Despite lower prices, private marketing agents

intervention gradually diminished and private

may be still preferred by farmers because

19

WBCSD (2004), “Insuring Fair Prices for Farmers in Developing Countries”, World Business Council for Sustainable Development,
Geneva.

20

Weliwita, A. and R. Epaarchchi (2003), “Forward Contracts: A Market Based Alternative to Government Intervention in
Agriculture Marketing in Sri Lanka”, Agricultural Policy Series No. 6, Institute of Policy Studies of Sri Lanka, Colombo.
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spot cash payments, accepting sub-standard

12.5.1 Irrigation Pricing and
Participatory Management

products at discounted prices and credit

The major irrigation schemes are plagued by

services that the PMB never provides. Moreover,

inefficient and wasteful use of water, largely due

rapid and on-going changes are occurring in

to its free provision by the state. At zero pricing

21

of irrigation water, there is no incentive for

with increased quality and food safety

farmers to limit their water use or to adopt water

awareness in the local and global trading

saving technologies. One possible solution for

system which create difficulties in commodity

this is to introduce a water pricing programme.

marketing by small scale producers. Therefore,

However, in developing countries, irrigation

efficient market based mechanisms have to be

water is frequently considered as a free gift of

introduced in order to make the agricultural

nature. This leads to a strong socio-political

sector more productive. However, any

denial of any attempt to charge for irrigation

alternative mechanism should give due

water. Both free supply and under pricing

recognition to the relationship between farmers

practices have resulted in a serious misuse of

and private traders.

water and poor O&M of irrigation in many parts

private buyers provide certain economic
services such as collection at the farm gate,

domestic and export procurement systems,

of the world. The growing scarcity of water calls

12.5 Potential Economic Incentives for Agricultural Development

for a new market based approach that

In the light of weakening productive

Despite its theoretical appeal, pricing has many

investments and looming inefficiencies in

inherent problems, especially in the case of

current interventions, this section looks at

gravity flow irrigation systems. It may even fail

possible economic incentives that could replace

in ensuring water use efficiency due to the very

or supplement the aforesaid incentives for

high implementation costs, particularly in

agricultural development in the country. The idea

relation to water metering. On the other hand,

of incentives is not to strictly forbid/allow, but

pricing and charging usually does not address

rather to provide signals on public objectives

the problem of inequity in irrigation water

while leaving some room for individual and

distribution unless variable charges dependant

22

collective decision-making to respond to them.

on the quality of irrigation services and the

They seek to induce individuals and firms to

productivity of water are introduced. But, equity

change their behaviour to more socially and

will come at the cost of some efficiency loss.

environmentally desirable alternatives.

Therefore, fixing a suitable pricing mechanism

recognizes water as a scarce economic
resource. Hence, the need for proper pricing of
irrigation water is increasing.

21

Product quality standards such as ISO 9000, ISO 14000 certification and process quality standards such as HACCP have
become essential parameters in the food industry.

22

Bailly, D. and R. Willmann (2001), “Promoting Sustainable Aquaculture through Economic and Other Incentives” in R.P.
Subasinghe, et. al. (eds.), Aquaculture in the Third Millennium, Technical Proceedings of the Conference on Aquaculture in the
Third Millennium, Bangkok, Thailand, 20-25 February 2000, FAO, Rome.
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is very important; it will require information on

rather than substitutes. Hence, the long-run

marginal costs, marginal productivity and

solution to the problems of irrigation water use

willingness to pay in relation to irrigation water.

efficiency, equity and cost recovery should
involve a suitable combination of participatory

There is another approach to solve this problem

management and irrigation charges.

based on New Institutional Economics and
participatory irrigation management (PIM) which
is rapidly gaining ground. This approach is often
presented as a better alternative to water
pricing, especially in developing countries.
Although this may be capable of improving
water use efficiency at farm level, it does not
perform the cost recovery function of a water
price. Although there are claims that O&M
expenditure reduced due to the introduction of
PIM, the remaining burden on the Treasury will
be still large.23 The other reason is that PIM is
still far from perfect, despite scattered success
stories. They can be seriously affected by social
non-cohesiveness resulting from social
segmentations due to different factors such as
education, economic background, caste,
political affiliations, etc.
Although a decision to curtail the irrigation
subsidy is politically risky, the ever increasing
O&M expenditure and budget constraints are
certain to force the government to at least
partially reduce its expenditure on irrigation
services provision. In fact, improved institutions
with farmer participation can vastly enhance
efficiency in implementing water pricing
programmes. The PIM looks par ticular ly
attractive considering Sri Lanka's encouraging

The long-run
solution to
the problems
of irrigation
water use
efficiency,
equity and
cost recovery
should involve a suitable combination of participatory
management
and irrigation
charges.

past experiences in this respect.24 In terms of
both efficiency and cost recovery grounds, these
two approaches are viewed as complements

23

IPS (2006), “Irrigation Water Charges for Sri Lankan Agriculture”, in Sri Lanka: State of the Economy 2006, Institute of Policy
Studies of Sri Lanka, Colombo.

24

In 1998, Sri Lanka became one of the first countries to institute sharing responsibility for O&M. PIM programmes was
implemented in a number of major and medium schemes under three government schemes, namely: Integrated Management
of Irrigation Schemes; Management of Irrigation System Programme and Mahaweli Project Systems.
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12.5.2 Intellectual Property Rights
and Private R&D

in agriculture, especially in the seed industry

It is estimated that 94 per cent of agricultural

Related Intellectual Property Rights (TRIPs)

R&D in developing countries is conducted by

agreement. However, if no proper institutional

the public sector. 25

There are several

structure exists to easily enforce them, the

constraints which need to be addressed when

granting of IPRs to innovations is of little value.

promoting private investments in agriculture.

Insecure private property rights frequently arise

Due to lack of strong protection for property

from weak and inefficient institutions, as

rights, private investments in agriculture in

reflected in bureaucratic delays in the provision

developing countries are very limited. The

of civil services, weak contract enforcement,

nature of the agriculture products also

and public takings of private property without

demotivates private investments to a certain

fair compensation. Therefore, encouraging

extent. For example, once seeds in self-

private sector investments by providing a better

pollinated crops are given to farmers, it is

investment climate and establishing a strong

exchangeable within the community and the

institutional system and an IPR system is very

technology would thus be freely shared among

important.

after implementing rules and regulations to
protect new seed varieties under the Trade

them; this can demotivate private investors as
they cannot effectively market their inventions.26
The legal institution of intellectual property
rights (IPRs) - for example, patents, breeders'
rights, copyrights, trade secrets, trademarks,
etc. - is the main mechanism for accomplishing
this. These proper ty rights are created by
countries and enforced by states and
international conventions or treaties. With
patents, breeders' rights, and copyrights, the
discoverer is given an exclusive right to control
the use, including charging a fee for use, for a
finite time period. This provides an added
method by which discoverers can expect to
obtain remuneration from others for the use of
their discoveries.
In the agricultural sector, there is sufficient
evidence to suggest that IPRs have influenced
private investment in R&D as intended,
particularly with respect to crop genetic
improvement. Box 12.2 provides in-depth facts
on how India has attracted private investments

Encouraging
private sector
investments
by providing a
better investment climate
and establishing a strong
institutional
system and
an IPR system
is very
important.

25

World Bank (2008), World Development Report: Agriculture for Development, World Bank, Washington, D.C.

26

Ibid.
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Box 12.2
Private Investments in Indian Seed Industry
India's intellectual property rights in agriculture are closely linked with the seed industry. The seed industry
evolved in the mid-1960s as a SOE. In 1987, India allowed private companies to produce and market seeds.
Further, in 2002, India introduced a strong regulatory framework based on IPRs. At present, the seed
industry comprises of competitive foreign and domestic firms, and the industry is rapidly expanding and
opening up for several market and technology opportunities.
India signed the TRIPs agreement in 1995, and in 2001, the government passed the Protection of Plant
Varieties and Farmers' Rights Act (PPV&FR Act) with the objective of: (i) providing an effective system for
protection of plant varieties; (ii) protecting the rights of farmers and plant breeders; (iii) encouraging the
development of new varieties of plants; (iv) stimulating R&D investment and seed industry growth; and (v)
ensuring the availability of high-quality seeds and planting materials to farmers. It was noticeable that after
1987 and 2001, there was a huge increase in private sector involvement in the seed industry. From 1987 to
1995, the change was more than 150 per cent in some agricultural crops.
Number of Firms in Indian Agriculture in 1987 and 1995
Crop
Sorghum
Pearl millet
Maize
Sunflower
Cotton
Mustard
Rice

1987
10
12
6
10
9
1
0

Number of firms with R&D
1995
% change
27
170
30
150
24
300
26
160
27
200
9
800
15

By 2005, the commercial seed sector was dominated by the private sector with the ratio of private and public
involvement at 76:24, measured by volume. At present, there are five multinational companies, 410 domestic
seed companies (10 large sized, 50 medium, 350 SMEs). The Indian seed industry is growing at an average
rate of 12-13 per cent per year. Further, during 2008-09, the industry generated revenues between US$ 1.31.5 billion and ranked as the world's fifth largest seed market.
Moreover, the private sector has pursued protection under the 2001 PPV&FR Act. In 2008-09, 64 per cent
of the 460 PPV applications received by the PPV&FR Authority were from the private sector, with the
balance from the public sector. The applications were mainly for hybrid varieties - hybrid maize, cotton, pearl
millet, sun flower, etc. Several studies have stated that the private investors were encouraged to invest in
the agriculture sector after implementing proper IPR mechanisms via PPV&FR. After opening up the
markets for the private sector with strong IPRs mechanisms, India is leading the region in agricultural R&D.

Source:
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Kolady, D., et. al. (2010), “Intellectual Property Rights, Private Investments in Research and Productivity
Growth in Indian Agriculture”, IFPRI Discussion Paper 01031, International Food Policy Research Institute,
Washington D.C.; Dewan, M (2011), “IPR Protection in Agriculture: An Overview”, Journal of Intellectual
Property Rights, Vol. 16, pp 131-138.
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12.5.3 Removal of Fertilizer
Subsidy and Organic Agriculture

are truly in need of the subsidy and effective

There are two major steps which can be taken

impor tance. Farmers can be permitted to

in order to overcome the dual problems of
(Rs.inefficient
mn.)
use and budgetary burden attached

purchase fertilizer from any dealer who will be

distribution of subsidized fertilizer by a system
such as a voucher scheme, 28 are of great

able to redeem the voucher, possibly with a

completely, or formation of a better mechanism

commission.
Value

to target farmers who are actually in need of

The Budget 2016 indicated a positive move with

to the fertilizer subsidy; withdrawal of the subsidy

Capital on Treasury

A removal of the subsidy is likely

a surprise proposal to remove the long standing

to see a sharp escalation of fertilizer prices.

fertilizer subsidy and to introduce a cash grant

Wasteful application of fertilizer at subsidized

scheme. Under this, a paddy farmer is entitled

rates can be overcome by increasing their price.

to a maximum of Rs.25,000 per hectare of paddy

At the same time, it will secure the soil from

land. This will allow the farmer to buy fertilizer

nutrient imbalance conditions which may result

from private markets at a competitive rate, and

in long-term adverse effects on soil fertility.

permit private markets to develop. Since the

However, a withdrawal of the subsidy may

impacts of the new scheme are yet to be known,

create serious problems to small scale paddy

the government should take precautionary

farmers, especially in the short run. A likely

actions to minimize the adverse impacts on

increase in the cost of production may cause a

farmers. Research has shown that fertilizer use

shift away from paddy. It may lead to an outflow

is more responsive to farm gate price than the

of foreign exchange due to higher rice imports,

fertilizer price.29 Therefore, one option is to

and to greater poverty and landlessness in the

introduce measures to increase the farm gate

rural sector, as well as increasing malnutrition

price of paddy. Alternatively, subsidies could be

in the rural economy.

provided for organic farming in order to

the subsidy.

27

popularize the new trend towards organic
Thus, what needs to be done is to manage the

agriculture.30

fertilizer subsidy effectively and efficiently,
targeting only the farmers who are in need of
the subsidy. The government's role in this
regard is to support resource poor farmers who

12.5.4 Land Markets and Property
Rights

are in poverty and who do not have enough

Along with the mobility of resources, equity plays

purchasing power to buy fertilizer at market

an equally important role to achieve efficiency

prices or acquire credit to do so. A proper

of land utilization, since poverty may arise from

identification of the proportion of farmers who

an unequal distr ibution of holdings. The

27

Thibbotuwawa, M. (2010), “Better Targeting of Transfers: The Fertilizer Subsidy”, available at http://www.ips.lk/talkingeconomics/
2010/08/16/better-targeting-of-transfers-the-fertilizer-subsidy/

28

Voucher is a coupon carrying the name, predetermined quantity of fertilizer. and cash value given to target farmers.

29

Rajapaksa, R.D.D.P. and K.S. Karunagoda (2009), “Factor Demand for Paddy Cultivation in Sri Lanka with Special Reference
to Fertilizer Subsidy Programme”, Sri Lanka Journal of Agrarian Studies, 13(2).

30

Even today, organic paddy production is only around 5 per cent of the country’s total paddy production. See Rodrigo, C.
(2016), “Reducing Fertilizer Dependency in Paddy Farming in Sri Lanka: Should We Change Our Approach?”, available at http:/
/climatenet.blogspot.com/2016/01/reducing-fertilizer-dependency-in-paddy.html.
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allocation of land in Sri Lanka has mostly taken

the efficient use of the land.33 Therefore, revising

the form of redistributive measures enacted by

outdated regulations on ownership, and

the gover nment at var ious times. These

removing restrictions on transactions of such

redistributive measures have been closely

lands to increase access to land by efficient

linked with certain restrictions, leaving the

farmers, is a requirement in terms of meeting

beneficiaries with no option of selling the land.

the dual objectives of equity and efficiency. By

Urban and plantation sectors are endowed with

creating a context of long-term tenure security,

well-established property rights for both

especially through long-term leases of state

ownership and user rights. The reason for the

owned land, the right incentives will be created

existence of formal property rights in these

to encourage investment in land and adoption

sectors was for commercial reasons because it

of modern technology. Even though securing

was believed that the optimal level of

land rights is an important issue, serious thought

investment takes place only through formal

has to be given to avoid the possible equity

property rights, with long-term tenure security.

implications for marginalized and vulnerable
groups. Measures to mitigate the effects of

However, due to the absence of formal land

imperfections in credit, and input and output

titles in the rural sector, owners are reluctant to

markets have to be undertaken simultaneously

rent out land and also to make substantial

in order to prevent large farmers getting a

investments in their land. This has resulted in

competitive advantage over small farms,

poor tenure security associated with unclear

resulting in a large scale land sell-out by the

ownership or user rights. Presently, a number

rural poor. However, these negative implications

of informal arrangements,31 which are usually

should not be constraints, as there will be net

biased in favour of land owners, are occurring

benefits, especially significant enhancement in

in the rural sector. The lack of formal property

land productivity and production efficiency.

rights, and the rigidity of some formal rights in
practice, has contributed the most towards
existing issues in the agriculture sector; these

12.5.5 Forward Sales Contracts

include environmental unsustainabilit y,

The

overexploitation of scarce resources, low

stabilization such as guaranteed price schemes

investment and declines in household

and the establishment of government marketing

welfare.32

institutions are not sustainable in the long-term.

conventional

solutions

for

price

This is mainly due to difficulties in maintaining
No significant development in property rights,
especially at the policy level, has occurred
during the recent past in Sri Lanka. Insecure

a dual price system continuously, and the
inefficiency of government marketing boards in
functioning as effective marketing institutions.34

property rights have become an impediment to

31

Such as ‘Thattumaru’ and ‘Kattimaru’ (both forms of joint cultivation) and also ‘Ande’ cropping (share cropping).

32

IPS (2004), “Land Market in Sri Lanka”, in Sri Lanka: State of the Economy 2004, Institute of Policy Studies of Sri Lanka,
Colombo.

33

Deininger, K. (2003), Land Policies for Growth and Poverty Reduction, World Bank, Washington D.C.

34

Wijesooriya, N. and J. Champika (2015), “Agricultural Forward Contracts as Pre-harvest Commodity Marketing: Problems and
Prospects”, Research Report No. 180, Hector Kobbekaduwa Agrarian Research and Training Institute (HARTI), Colombo.
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Box 12. 3
Lessons from International Experience
Global experience show that more secure property rights could affect productivity by: (i) improving households' security of tenure and thus their ability to make investments; (ii) providing better
access to credit; and (iii) reducing the transaction costs associated with land transfers.
Secure long-term individual property rights are directly linked to higher demand for investment.
For example, having more secure tenure in Ghana increased the probability that individuals
would plant trees, and undertake a wide range of other investments such as drainage, irrigation,
mulching, etc. Secure ownership rights even without either a formal or permanent title was
found to facilitate improvements in Burkina Faso, Niger, and China.
In addition to enhancing demand for investment, secure formal land ownership can increase
the supply of credit to undertake investment from formal sources, thus making an important
contribution to the evolution of financial markets in more general terms. The importance of this
credit supply effect is supported by evidences from Thailand, Brazil, Honduras, and Paraguay.
With regards to transferability of land, written records of land ownership allow verification of
ownership status of land, making land transactions cheaper to implement. This was the experience in China.
(Source: World Bank (2003), available at http://documents.worldbank.org/curated/en/2003/02/2171986/
sri-lanka-promoting-agricultural-rural-non-farm-sector-growth-vol-2-2-annexes-statisticaltables)

It has become necessary to approach the

A forward sales contract is generally a legally

problem through a system which would be

binding agreement between a buyer and a

effective both in the short-run and in the long-

seller. By this agreement, the seller agrees to

run. Many countries have achieved this by

sell (and the buyer to buy) a given quantity of

establishing different market based instruments

agricultural produce of a specified quality on a

(MBIs) for agricultural produce to guarantee an

given future date at a predetermined price. The

acceptable price for both the seller and the

advantages of such contracts are: (i) they are

buyer in the market. These instruments include

tailor made to the needs of buyers and sellers;

forward sales contracts, futures contracts,

(ii) they ensure a physical market for the

options and commodity swaps. 35 The key

commodities produced; (iii) they enable

advantages of MBIs instruments over price

contracting parties to obtain production or pre-

stabilization schemes are that MBIs provide

export finance; and (iv) they increase the credit

certainty of future revenues and ensure the use

worthiness of the borrower.

of concrete cash flows, rely on market prices
rather than administrative prices, thus shifting

The CBSL introduced commodity forward

risks to viable financial markets that are better

contracts in 1999 under the scheme called 'Govi

able and willing to assume risks.

Sahanaya'. It was the first attempt to introduce
a forward contract system in Sri Lanka on a

35

Weliwita A. and R. Epaarchchi (2003), “Forward Contracts: A Market Based Alternative to Government Intervention in
Agriculture Marketing in Sri Lanka”, Agricultural Policy Series No. 6, Institute of Policy Studies of Sri Lanka, Colombo.
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formal basis. In this scheme, provision was

around investment on irrigation O&M, fertilizer

made for a bank to participate as a facilitator of

subsidy, R&D and price support schemes.

the contract in addition to the buyer and the

Agriculture spending, whether public or private,

seller. This voluntary based tripartite forward

benefits smallholder farmers. However, it is

sale contract arrangement helps the farmer by

highly questionable whether state funding is

assuring a stable price for the produce. The

diverted towards appropriate investments in

option that the price can be fixed by a mark-up

terms of their cost effectiveness and efficiency.

over the cost of production assured a net profit

This is important because increasing the

to the farmer. At the same time, the buyer also

agriculture budget alone, without proper

benefitted due to guaranteed supply at a given

prioritization in allocation, may result in the extra

price.

resources not being spent effectively.

12.6 Conclusion and
Way Forward

Since the 1980s, the policy of agriculture

Agriculture is one of the key sectors of the Sri

settlement, along with simultaneous promotion

Lankan economy with a significant contribution

of a green revolution technological package

to GDP, employment, and income. While the

that include R&D and fertilizer subsidies,

importance of the agricultural sector is well

helped to increase productivity of food crops

recognized, the future trends in agricultural

significantly. However, there was a reversal of

production do not seem adequately supportive

this investment climate with increased focus on

food security or poverty reduction efforts in Sri

popular measures such as subsidies and price

Lanka. Hence, the problem at present is

support in recent years. This strategy of ever

accelerating agricultural growth to meet

increasing government spending on inefficient

growing consumer demand for food, as well as

subsidies such as on fertilizer have

to reduce poverty in rural areas of the country.

continuously crowded out the most important

expansion in the dry zone through heavy public
investment in irrigation development and land

investments like R&D investments. Public
Investments in agriculture play a crucial role in

investments should be prioritized and restricted

fostering development of agriculture in Sri

to pure public goods but not for input subsidies

Lanka because it has the potential to drive

like fertilizer or irrigation.

growth, raise productivity, reduce poverty, and
hence enable sustainable development efforts.

The inefficient use of resources and cost

However, there are concer ns about the

effectiveness of most investments have become

challenges

agricultural

concerns with increasing budgetary burdens

development; the amount of investment needed

over the years. Therefore, new economic

to achieve acceptable levels of agricultural

incentives that address budgetary pressure and

growth far exceeds current investment trends.

are more efficient and effective in agricultural

This chapter attempted to identify innovative

development are needed. In this regard, pricing

economic incentives to leverage existing

irrigation water, taxing fer tilizer (subsidy

resources in a more efficient way.

removal), private property rights and resource

of

financing

ownership, IPRs and contract farming are
Much of the current discussions on agricultural
investments in Sri Lanka evolve primarily
238
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Increasing
the agriculture
budget
alone,
without
proper
prioritization
in allocation,
may result
in the extra
resources
not being
spent
effectively.

affiliation due to a large vote base, etc. Hence,
the current system should first be reformed to
support only the most deserving farmers and to
prevent lengthy and inconvenient procedures
of subsidized fertilizer distribution.
Moreover, a sudden withdrawal of existing
subsidies may create serious problems at least
in the short run to small scale rice farmers,
especially in remote areas with poor
infrastructure and non-functioning credit
markets. Therefore, a gradual withdrawal that
is coupled with provision of adequate R&D and
property rights, improvements to the rural credit
market, and creation of an environment where
farmers get a better price for their product should
be done. These investments will bring about
improvements in resource use efficiency, which
along with a subsidy removal in irrigation and
fertilizer will ease government budgetary
pressure on these investments and improve
farm welfare.
The large sum of money that can be saved from
subsidy removals should be directed towards
more productive investments like improving
R&D. Moreover, private property rights and

A withdrawal of subsidies on irrigation and

resource ownership will lead to increased

fertilizer will have a positive effect on not only

investment, particularly private investments,

the government budget but also on the

and productivity gains. This too needs the

efficiency with which these resources are used.

existence and accessibility of formal credit

Since irrigation pricing and PIM would not

markets so that any pressures on farmers to

deliver better results in isolation, the long run

sell land should not ultimately see farmers

solution to the problems of irrigation water use

return to poverty. The formalization of forward

efficiency, equity and cost recovery would be a

sales contracts with increased private sector

suitable

participation will result in better market

combination

of

participatory

management and irrigation charges.

mechanisms which give a fair price for the
produce of small farmers. These efforts will not

While elimination of the inefficient subsidy on

be effective in the absence of a sustainable

fertilizer is recommended, the transition towards

agricultural policy. Hence, the development of

such a policy framework needs to be done

a sustainable agricultural policy with a long-

gradually due to several reasons such as the

term vision will be the stepping stone to initiate

long standing dependence by farmers, political

these economic incentives.
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13. Sustainable Development Goals:
Challenges in Implementation
13.1 Introduction

A

t the United Nations Sustainable
Development

Summit

on

25

September 2015, the world leaders

agreed to the adoption of the "2030 Agenda for
Sustainable Development". This agenda
includes 17 Sustainable Development Goals
(SDGs) broadly aimed to end poverty and
hunger, combat inequalities within and among
countries, build peaceful, just and inclusive
societies, protect human rights and promote
gender equality and empowerment of women
and girls, and ensure the lasting protection of
the planet and its natural resources.1 To monitor
progress on the 17 goals, 169 targets have been
identified. These are to be achieved by 2030,
with SDGs set to guide decisions on
development and related matters over the next
15 years.
The SDGs go much further than the MDGs
which had only 8 goals and 18 targets; the
SDGs seek not only to build on the MDGs, but
also to balance the three dimensions of
sustainable development - economic growth,

At the
United
Nations
Sustainable
Development
Summit on
25 September
2015, the world
leaders agreed
to the adoption
of the "2030
Agenda for
Sustainable
Development".

environmental sustainabilit y, and social
inclusion. With a broader agenda reflected in

to do so. For SDGs to be successful,

17 goals and 169 targets, it will clearly not be

cooperation across governments, private

an easy task to implement and regularly monitor

sectors, civil society as well as the people will

them, unless proper mechanisms are in place

be critical, with national governments playing

1

Section 3 in the declaration of the Resolution adopted by the General Assembly on 25 th September, 2015 A/RES/70/1.
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a key role. In this context, the Policy Brief
examines the background to SDGs and some
of the implementation challenges for Sri Lanka
in the years ahead.

13.2 What is Sustainable Development?
Sustainable development is defined as
"development that meets the needs of the
present without compromising the ability of
future generations to meet their own needs".2
At the 2005 World Summit it was noted that this
requires the reconciliation of environmental,
social and economic demands - the 'three
pillars' of sustainability. As such, sustainable
development depends entirely on how well the
social, economic and environmental objectives
or needs are balanced, when making decisions
on development and other related issues.
Environmental sustainability is concerned with
the natural environment and how it remains
diverse and productive. As natural resources
are derived from the environment, addressing
climate change and air quality, maintaining
water quality and availability, and protecting
nature, are of particular concern. As natural
resources are also limited, initiatives to
minimize unnecessary over consumption or

With a
broader
agenda
reflected
in 17 goals
and 169
targets,
it will clearly
not be an
easy task to
implement
and
regularly
monitor them,
unless proper
mechanisms
are in place
to do so.

waste of such resources is necessary. Use of
renewable energy; reducing fossil fuel

freshwater resources, as well as forests,

consumption and emissions; adopting

mountains and dry lands, protection of

sustainable agriculture and fishing,3 organic

biodiversity, ecosystems and wildlife etc., are

farming, tree planting to replace what is being

some of the examples of how natural resources

consumed; recycling and better waste

can be protected and preserved for the use of

management; sustainable use of oceans/seas,

future generations as well.

2

World Commission on Environment and Development, 1987.

3

Sustainable agriculture consists of environmentally friendly methods of farming that allow the production of crops or livestock
without damaging the natural systems. It involves preventing any adverse effects on soil, water, biodiversity, surrounding or
downstream resources, as well as to those involved in agriculture activities or those living in agriculture areas or in the
neighbourhoods of agricultural areas.
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Box 13.1
Sustainable Development Goals
1.

End poverty in all its forms everywhere;

2.

End hunger, achieve food security and improved nutrition, and promote sustainable
agriculture;

3.

Ensure healthy lives and promote well-being for all at all ages;

4.

Ensure inclusive and equitable quality education and promote lifelong learning
opportunities for all;

5.

Achieve gender equality and empower all women and girls;

6.

Ensure availability and sustainable management of water and sanitation for all;

7.

Ensure access to affordable, reliable, sustainable and modern energy for all;

8.

Promote sustained, inclusive and sustainable economic growth, full and productive
employment, and decent work for all;

9.

Build resilient infrastructure, promote inclusive and sustainable industrializsation,
and foster innovation;

10.

Reduce inequality within and among countries;

11.

Make cities and human settlements inclusive, safe, resilient and sustainable;

12.

Ensure sustainable consumption and production patterns;

13.

Take urgent action to combat climate change and its impacts;

14.

Conserve and sustainably use the oceans, seas and marine resources for
sustainable development;

15.

Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably
manage forests, combat desertification and halt and reverse land degradation, and
halt biodiversity loss;

16.

Promote peaceful and inclusive societies for sustainable development, provide
access to justice for all and build effective, accountable and inclusive institutions at
all levels;

17.

Strengthen the means of implementation and revitalize the global partnership for
sustainable development

Social issues of sustainable development aim

all to have access to adequate health care

to improve living standards and quality of lives,

facilities and nutrition, with the elderly receiving

both present and for future generations. Access

medical care, social security benefits, pensions,

to certain basic goods and services in order to

etc.

lead a healthy, fulfilling and productive life is a
key tenet. For instance, in the sphere of

Social sector issues are also closely linked to

education, it requires that all people should

economic issues. For example, it is the poor,

have access to life-long learning opportunities,

especially those living in remote rural areas

as well as opportunities to earn and have a

who are least likely to have access to adequate

decent living; in the sphere of health, it calls for

health care, education, family planning
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services, etc. The combined effects of these

stakeholder involvement. The broadness of the

make it difficult for families to meet basic needs

agenda and the complexity of 17 goals and

and escape from the poverty trap. Social issues

169 targets have also drawn criticism. While

are also linked to environmental concerns; for

SDGs appear to be well-intentioned, the

instance, contaminated water increases water-

problem is that they do not reflect effective

borne deseases and create health concerns;

prioritization, which is critical when resources

pollution in areas with a high concentration of

are limited.

industries or excessive use of vehicles can also
lead to health problems. All these in turn will
increase the burden on a country's health care
system.

13.3 Sri Lanka and the
SDGs
Sri Lanka made considerable progress in

It is only when social conditions are looked at

achieving its MDGs. 4 Out of a total of 26

in

and

indicators which had clear targets, only two

environmental issues that the full impact of

combination

with

economic

indicators were not on track to be achieved by

decisions related to development is properly

2015. Free education, universal health care and

understood. As such, any decision to improve

a number of welfare programmes implemented

the quality of life and well-being of the people

for more than six decades have contributed to

today will have to be made without harming the

these impressive achievements in education,

environment and over-exploiting natural

health and living conditions. However, despite

resources. Thus, balancing the social, economic

the success at national level, there are

and environment objectives in development is

variations between regions, as well as between

a central feature of the SDG agenda.

socio-economic groups, which need to be
addressed. In addition, implementing SDGs and

Thus, the SDGs are part of an important shift in

achieving them by 2030 is likely to be more

thinking about development; MDGs were mainly

difficult and challenging; SDGs will require an

about the poor and reducing poverty, focusing

unprecedented joint effort on the part of the

on ending extreme pover ty, hunger, and

government, civil society, private sector, and the

preventable disease. The SDGs recognize that

public with additional funds to be allocated over

poverty is rooted in a whole system of inequality

the next 15 years.

and injustice that calls for a broader focus on

Therefore, the SDGs go far beyond the poor,

13.3.1 Institutional Arrangements
for SDGs

with goals proposed for urbanization,

Sri Lanka has already taken a number of policy

infrastructure, standards of governance, income

initiatives towards sustainable development,

inequality, climate change, etc. The SDGs also

well before the adoption of the 2030 Agenda in

differed by allowing a much wider process of

September 2015. The National Council of

consultation and an unprecedented process of

Sustainable Development (NCSD) was

issues of gover nance, transparency, and
creating peaceful and inclusive societies.

4

UN (2015), “MDG Country Report 2014 – Sri Lanka”, United Nations, Colombo.
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established in 2009, chaired by the Head of

Aside from national level considerations, the

State, to ensure political commitment at the

linkages between planning at national, sub-

highest level to harmonize economic growth

national and local levels also need to be

and

sustainabilit y. The

coordinated. Thus, translating the ambitious

Sustainable Development Unit (SDU) of the

environmental

SDGs into a workable action plan will be a

Ministry of Mahaweli Development and

considerable challenge to a country like Sri

Environment serves as the secretariat to the

Lanka, with limited financial and human

NCSD. The responsibilities of the SDU include

resources at its disposal. At present, ministries,

development of strategic plans for protection of

departments and government agencies which

the environment, disseminating knowledge on

are expected to implement specific SDGs have

sustainable

stakeholder

separate budgets, communication channels

coordination, promotion of a 'green economy'

and monitoring systems. In cross-sectoral

in national development programmes, facilitate

planning, it is necessary for them to effectively

promotion of cleaner production concepts,

collaborate in areas, including sharing of

implementation

water

information, human resources, technology,

management initiatives, etc. These activities

strategy designing, as well as in monitoring and

cover mainly the SDGs 11 to 15, which are

evaluation processes of SDG related activities.

development,

of

sustainable

directly related to environmental issues.
However, the SDGs are much broader than this

Thus, priority must be given to establish a high

and

of

powered coordinating body or inter-ministerial

stakeholders to ensure a successful outcome.

group, and endorsed at the highest political

require

a

wider

participation

level. Whilst MONPEA can take the lead, other
The integrated nature of the SDGs requires a

subject ministries of Finance, Environment,

suitable institutional arrangement, within and

Health, Education, Social Services, Agriculture,

across national and regional administrations,

Labour, Industries, as well as the chambers of

involving multiple ministries, departments and

commerce, the Department of Census and

other government institutions. The Ministry of

Statistics, research institutions and other

National Policies and Economic Affairs

relevant stakeholders must also be represented

(MONPEA) is expected to play a key role in

in this group. Its primary responsibilities should

coordination, as there are many crosscutting

be:

issues to be addressed. Ideally, a high powered
coordinating body should have the necessary

• Coordinate all activities related to SDGs

authority to direct, coordinate, monitor and

and ensure that all three dimensions of

evaluate performance of all activities to be

sustainable development are well

carried out by multiple ministries, departments

balanced in the implementation stage

and other government institutions. It is also
important for the MONPEA to play a lead role in
the planning and implementation of SDGs, as
there should be coherence between SDGs and
national development strategies whereby SDGs
are mainstreamed into national development
planning.
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• Direct planning and development of
SDG implementation strategies at
national, as well as sub-national and
local levels, based on a long-term plan
that maps out targets, milestones, and
steps that need to be taken, including
financing needs
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• Develop

a

national

monitoring

• Consult with key stakeholders to obtain

framework and an accompanying set of

necessary feedback in regard to lagging

national indicators (based on the UN

regions, disadvantaged groups, etc.

recommended set of indicators), as
necessary
• Document present status of SDG related
indicators to monitor progress

13.3.2 Implementing SDGs
On

establishing

a

coordinating

body,

developing an effective awareness programme

• Develop and implement an effective

is a second important step; the complexity and

awareness programme on SDGs to

crosscutting issues between SDG goals need

support implementation

to be spelt out clearly and simply. The UNDP
and other UN agencies can take the lead in

• Compile or update a progress report on

implementing an efficient and effective

SDGs at least once in 3-4 years

Box 13.2
Sri Lanka's Unfinished MDG Agenda
Sri Lanka is still lagging behind in some key areas of the MDG agenda. These items/areas
need to be precisely targeted through effective interventions and policy action if the country
is to achieve the SDGs by 2030. Some of the lagging items/areas are:
Poverty: Although Sri Lanka was successful in achieving poverty targets seven years before
2015, there are regional variations and vulnerable groups. Districts such as Mullaitivu,
Monaragala, Mannar and Batticaloa, and some socio-economic groups such as those living
in households headed by labourers, skilled agricultural workers, disabled persons or persons
too old to work are still lagging behind.
Income inequality: Income inequality in Sri Lanka is high and has remained more or less
unchanged for more than three decades.
Female labour force participation: Female labour force participation at around 35 per cent
remains too low.
Under-nutrition among children under 5 years: Child under-nutrition of around 20 per cent
at the national level and at around 30 per cent in the estate sector is too high.
High school dropout rate after compulsory age for schooling (5 to 14 years): Dropout
rates of around 15 per cent in the age group 15-16 years and around 40 per cent in the age
group 17-18 years are high.
Inadequate facilities for science education: Of schools with A/L classes, only 26 per cent
have facilities for science education. As such, many children in rural areas do not have
access to schools with science education.
Infant mortality/under five mortality/maternal mortality: Although Sri Lanka has been
successful in reducing the mortality rates, there are regional variations.
HIV/AID: Although Sri Lanka remains a low prevalence country, the number of cases is
gradually increasing.
Forest cover: Although Sri Lanka has managed to reverse the loss of forest cover, continuous
attention of relevant authorities is needed, as environmental sustainability is one of the main
concerns in SDGs.
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At the United Nations Sustainable Development Summit on 25th September 2015,
the world leaders agreed to the adoption of the ‘2030 Agenda for Sustainable Development.’ As such it is the responsibility of all countries to develop suitable strategies to implement SDGs with the aim to achieving them during the next 15 years.
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awareness programme. In addition, given the

Another example which is directly related to

many SDG goals and targets to be achieved in

poverty is income inequality. The DCS HIES

the context of limited resources, identifying

2012/13 data indicate that the poorest in Sri

national priorities for implementation is critical.

Lanka are those living in households headed

This requires an initial stock-taking exercise to

by agricultural and non-agricultural labourers

better

for

and those headed by persons who are disabled

implementation. It is important to note that

understand

the

priorities

or too old to work. The SDGs require countries

identifying priorities does not mean choosing

to "progressively achieve and sustain economic

one goal at the expense of another. The SDGs

growth of the bottom 40 per cent of the

are an integrated set, which are interdependent

population at a rate higher than the national

and complementary. As such, prioritization

average". Income inequality in Sri Lanka has

means, identifying those areas lagging furthest

remained more or less unchanged for more

behind and taking necessary policy action to

than 2-3 decades. While the share of household

ensure rapid progress.

income of the poorest quintile has remained
around 5 per cent, the corresponding share of

Since an initial snapshot is a rapid exercise,

the richest quintile has remained at more than

data will have to be obtained from existing

50 per cent throughout; the Gini coefficient for

official statistics, generated through national

household income has remained at around

surveys and censuses, administrative records,

0.48. As such, it would be necessary adopt

satellite imagery and other forms of available

suitable policies, especially fiscal, wage and

data, disaggregated to the greatest extent

social protection policies to ensure progressive

possible. The exercise will also help identify

achievement and sustained income growth of

existing data gaps.

the bottom 40 per cent of the population at a
rate higher than the national average.

After an analysis of the present status and
prioritization, attention must be devoted to

Given the magnitude of the tasks, mobilizing

developing strategies to meet the SDGs across

adequate public and private resources in key

national and sub-national levels. Strategies

sustainable development initiatives is

need to be time bound and focused. For

important. Financial needs assessments should

instance, a new SDG target is to eradicate

be transparent and account for both operating

extreme poverty throughout the country and to

and capital costs. Areas requiring investments

reduce poverty based on national definition to

include health, education, social protection,

at least half by 2030. It is estimated that in 2012/

food security, infrastructure, etc. The private

13, 3.5 per cent of Sri Lankans were in extreme

sector can be incentivized to collaborate in

poverty and 6.7 per cent were below the

areas such as: (i) sustainable production

national poverty line. Although the proportion

process, (ii) regenerative use of natural

of population in poverty is low compared to most

resources, (iii) improved social protection for

developing countries, bringing extreme poverty

labour, (iv) corporate social responsibility

to zero will be a challenging task. To achieve

initiatives, etc.

this, it will be necessary to properly identify
people in extreme poverty and target them more
precisely in welfare programmes.
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13.3.3 Filling Data Gaps to
Monitor SDGs

quantitative

approaches,

to

enhance

understanding on SDGs and thereby to improve
the monitoring and evaluation processes.

The success of the SDG Agenda depends on
careful monitoring of the progress pertaining to

The new demand for statistics in turn will require

each goal. For effective monitoring, it is essential

a substantial increase in financial and human

to have high quality, timely, and reliable data

resources to improve the statistical system and

disaggregated as far as possible by

to build the capabilities of the DCS, as well as

geographical location, gender, age, socio-

other relevant agencies responsible for

economic status, etc. Disaggregated data are

collecting and providing the necessary data/

essential to ensure equitable progress to allow

information. The support of the international

countries to identify progress of any particular

agencies will be essential for this purpose.

group or groups or regions, so that necessary
corrective action can be taken to minimize or
eliminate such inequalities.
Collecting quality data to compile a broad range
of indicators on sustainable development on a
regular basis requires a modernized statistical
system. As such, it is prudent to undertake a
comprehensive needs assessment of data
required to compile SDG indicators and
possible sources for such data, frequency, level
of disaggregation, and the cost of collecting,

13.4 Summary of Recommendations
This Policy Brief concentrated mainly on the
importance of establishing a high powered
coordinating body with necessary authority to
coordinate and monitor the progress of all
activities related to implementation of SDGs,
and what Sri Lanka needs to focus on to achieve
the SDGs by end 2030. A summary of the
recommendations are given below.

processing, analysing and maintaining a
comprehensive data base. The data will allow
governments to make evidence-based course
corrections, periodically.
In Sri Lanka, tracking the progress of SDGs will
increase demands on the DCS to collect,
compile, analyse and disseminate statistical
data in new areas, especially related to the
environment. In addition, the number of
indicators to be monitored has increased by
around four times compared to MDGs.
Moreover, new technologies will need to be
adopted; for example, satellite imagery to
estimate crop and forest cover, disaster impacts,
measuring air quality, etc., to fill the existing
data gaps. Qualitative methods of data collection
may also have to be used together with
248

• Establish a high powered coordinating
body or inter-ministerial group, to plan
and develop SDG strategies to
implement them at national, sub-national,
and local levels
• The above body should coordinate all
activities related the SDGs and it should
specifically ensure that all three
dimensions of sustainable development
- economic growth, environmental
sustainability, and social inclusion - are
well balanced when implementing by the
relevant ministries, departments or any
other government or private agency
• Develop an effective awareness
programme to make all stakeholders
aware of SDGs and their responsibilities
in implementing and achieving the goals
by 2030. The awareness programme
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should also be extended to the general
public including school children as well

of more than one ministry/department/
government agency is required)

• Take stock of the present status of SDG
indicators, using all available information
and identify the data gaps

• Further develop the statistical system and
capabilities of the DCS as well as in other
agencies in which data required for SDGs
are collected and compiled

• Study each SDG and related targets
carefully and develop detailed action
plans to implement each SDG (this may
have to be done by ministries/
departments/government agencies
responsible for each SDG)
• Identify crosscutting issues related to
SDGs (where attention and collaboration

• Collect all data required to compile the
SDG indicators on a regular basis
• Monitor the progress of SDGs regularly,
and take action if any indicators are not
on track
• Prepare SDG progress reports at least
once in 3-4 years.
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14. SDGs to Ensure Healthy Lives
14.1 Introduction
Uplifting the health of a country's population is
vital

for

enhanced

socio-economic

development as affirmed by many international
reports and initiatives over the years.1 In 1998,
the World Health Organization (WHO)
introduced the concept of 'Health for All in the
21st Century'; the MDGs followed up by setting
three goals for health. This progressive
importance on health is even more evident
under the SDGs - amongst the 17 goals and
169 targets, one specific goal with 13 targets
are assigned for health. And unlike MDGs framed to strengthen human development - the
health outcomes in SDGs are integrated
towards sustainable development around three
pillars namely; economic, social, and
environmental. This integration is argued to
make the approach to health in SDGs critically
different from other development agendas.2
Sri Lanka has made impressive inroads in
health care delivery and sound outcomes.
However, with demographic and epidemiological transitions, and rising incomes, the
demand for health care is changing. Maternal
and child care issues, and infectious diseases
are on the decline while non-communicable
diseases (NCDs) are on the rise. Despite good
national level health indicators, regional
disparities continue to persist. Against these

Unlike
MDGs
- framed to
strengthen
human
development
- the health
outcomes in
SDGs are
integrated
towards
sustainable
development
around three
pillars namely;
economic,
social, and
environmental.

challenges, the financial burden of meeting

1
2

World Bank (1993), World Development Report – Investing in Health, World Bank, Washington, D.C.
WHO (2015), “Executive Summary: Towards a Monitoring Framework with Targets and Indicators for the Health Goals of the
Post-2015 Sustainable Development Goals (Draft)”, World Health Organization, Geneva.
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Box 14.1
The 2030 Agenda for Sustainable Development - Health
"To promote physical and mental health and well-being, and to extend life expectancy for
all, we must achieve universal health coverage and access to quality health care. No one
must be left behind. We commit to accelerating the progress made to date in reducing
newborn, child and maternal mortality by ending all such preventable deaths before 2030.
We are committed to ensuring universal access to sexual and reproductive health-care
services, including for family planning, information and education. We will equally accelerate
the pace of progress made in fighting malaria, HIV/AIDS, tuberculosis, hepatitis, ebola and
other communicable diseases and epidemics, including by addressing growing antimicrobial resistance and the problem of unattended diseases affecting developing countries.
We are committed to the prevention and treatment of non-communicable diseases, including
behavioural, developmental and neurological disorders, which constitute a major challenge
for sustainable development."
Source:

UN (2015), “Transforming Our World: The 2030 Agenda for Sustainable Development”, United
Nations, New York.

health needs is falling increasingly on

in addition to maternal and child mortality, and

individuals and households. In this context, the

infectious diseases (HIV/AIDS, Malaria, and

SDG agenda on health comes at a critical

Tuberculosis (TB)), newer infectious diseases

juncture in Sri Lanka's efforts to improve health

have been brought in. Hepatitis B & C (both

care delivery and health outcomes through

common causes of liver cirrhosis and cancer)

national policy initiatives.

have set targets and indicators, but some other
defined diseases (e.g., water-borne diseases,

14.2 Health in SDGs

neglected tropical diseases (NTDs), and other

Of the 17 SDG goals, goal 3 is devoted entirely

identified targets and indicators set.

communicable diseases) are yet to have

towards health, aiming to "ensure healthy lives
and promote well-being for all at all ages",

Importantly, SDGs have incorporated crucial

comprising 13 sub-goals/targets (see Table

changes in morbidity patterns (epidemiological

14.2) and 4 targets which are focused more on

changes) that gave birth to NCDs, which are

implementation/action (see Box 14.2). In order

now the leading cause of deaths and disability

to measure outcomes, more than 15 indicators

in the world.2 Principally, NCDs includes chronic

are listed.

diseases (diabetes, cardiovascular diseases,
respiratory diseases, cancers, etc.), injuries, and

As already mentioned, the focus of the health

mental health issues. Of 56 million global deaths

goal in SDGs is wider compared to that of MDGs.

in 2012, NCDs and mental health are attributed

Whilst emphasis is still given to the same health

to 30 million deaths (52 per cent) while about 8

targets, the SDG targets are more aspirational;

2

WHO (2014), “Global Status Report on Non Communicable Diseases 2014: Attaining the Nine Global Non Communicable
Diseases Targets – A Shared Responsibility”, World Health Organization, Geneva.
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greater risk of getting sick and dying sooner

“To promote
physical and
mental health
and well-being,
and to extend
life expectancy
for all, we
must achieve
universal
health
coverage
and access
to quality
health care.
No one must
be left behind.”

because they are at high risk of being exposed
to risk factors of NCDs (e.g., unhealthy diets,
air pollution, and use of tobacco and alcohol).
Further, the rise of NCDs can never be reversed
or terminated. Therefore, NCDs are predicted
to increase further by 15 per cent between 2010
and 2020, and further accelerated by 20 per
cent in some countries of Africa, the Eastern
Mediterranean, and South-East Asia. 4 Even
though a set of targets for prevention and control
of NCDs was introduced by the WHO, and
technical and financial assistance was given to
member

countries

for

preparing

and

implementing effective interventions, some
areas remain to be addressed. The SDGs aim
to fill this with targets on NCDs (SDG 3.4 on
NCDs and mental health, SDG 3.6 on accident
and injuries) and NCD risk factors (SDG 3.5 on
substance abuses, and SDG 3.9 on exposure
to environmental and chemical pollutions). In
addition, NCD targets are further underpinned
by SDG 3a in which tobacco control
programmes are to be carried out in all countries
as appropriate.
Rising health inequalities within and between
societies is also a key challenge addressed by
SDGs. While a few initiatives are in place, such
as the focus on social determinants of health

million deaths (14 per cent) occurred due to

by the WHO, the SDGs set ambitious targets

injuries. More than 40 per cent of total NCD

with an emphasis on universal health coverage

deaths (38 million) were premature deaths

that pinpoints and addresses the determinants

(under the age of 70 years).

of health within and beyond the health sector.

3

SDG 3.8 on "achieving universal health
Aside from being a cause of death, the rapid

coverage (UHC)" is to act as a platform to

increase in NCDs impedes poverty reduction

integrate all sectors to address health issues

initiatives, particularly in low and middle income

and underpins existing approaches such as

countries. The socially disadvantaged are at

"health in all policies". UHC is defined as "a

3

WHO (2014), “Non Communicable Disease: Country Profiles 2014’, World Health Organization, Geneva.

4

WHO (2010), “Global Status Report on Non Communicable Diseases 2010”, World Health Organization, Geneva.
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The socially
disadvantaged are at
greater risk
of getting
sick and
dying sooner
because they
are at high
risk of being
exposed to
risk factors
of NCDs.
coverage that provides people with the health
services they need while protecting them from
exposure to financial hardship incurred in
obtaining care".5 As per the definition, UHC
has three dimensions: (i) health service
coverage; (ii) financial protection coverage,6 and
(iii) population coverage.

Once all three

dimensions are achieved, inequity in health can
also be removed.
However, achieving UHC is not straightforward;

within a countr y, there can be a variety of
drawbacks and challengers - such as lack of
fiscal space, poor coordination within
programmes, unavailability of adequate
information, inadequate human resources,
poor health literacy, poor quality of medical
supplies, etc. - that hinder the effectiveness of
health interventions/programmes towards UHC.
However, it is important to note that SDGs do
not ignore system issues prevailing within a
country and these are to be rectified through
SDG 3b, 3c and 3d.
Achieving UHC is not the sole responsibility of
the health sector; other sectors must also give
substantial attention to reinforce the outcomes
of health interventions. Hence, other SDGs such
as those on poverty reduction (goal 1),
provision of water and sanitation (goal 6),
urbanization and service delivery in human
settlement (goal 11) have a pivotal role to play
in suppor t of UHC. Another facet is the
importance given to 'ensuring equity', explicitly
recognized in SDGs as well as in the frequent
use of the phrase "no one will be left behind".
While the overall health targets in SDGs is well
valid for all countries, suitable alterations need
to be made in accordance with each country
context.

14.3 Relevance of SDG3
to Sri Lanka

both developed and developing countries are

Sustained basic health outcomes in Sri Lanka

unable to meet either all or any part of the

are the result of effective care delivery by the

dimensions of UHC (WHO, 2015). Apart from

country's public health system with the

regional and global achievement on UHC, even

inception of a free health system.7 Sri Lanka is

5

WHO (2010), “The World Health Report: Health System Financing – The Path to Universal Coverage”, World Health Organization,
Geneva.

6

WHO (2015), “Executive Summary: Towards a Monitoring Framework with Targets and Indicators for the Health Goals of the
Post-2015 Sustainable Development Goals (Draft)”, World Health Organization, Geneva.

7

See Chapter 8 of this report on “Health Care Financing: Challenges and Alternatives”.
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When considering the relevance of each SDG

SDG 3.8 on
"achieving
universal
health coverage (UHC)"
is to act as a
platform to
integrate all
sectors to
address
health issues
and underpins
existing
approaches
such as
"health in all
policies".

health target, the first three targets are the
continuation of MDG health targets. With a good
network of maternal and child health (MCH)
care facilities across the country, Sri Lanka is
enjoying a commendable reduction in maternal
mortality, infant mortality, neonatal mortality, and
under 5 mortality at the national level. The
indicators are even well ahead of SDG targets
(Figure 14.1). However, to sustain these
achievements, further investment in MCH care
is vital, in particular to reduce regional
disparities.8 Hence, the agreed targets in SDG
3.1 and 3.2 regarding MCH care are more
relevant.
Although some SDG 3.3 commitments to "by
2030, end the epidemics of AIDS, TB, malaria,
NTD, Hepatitis, water-borne diseases and other
communicable diseases" have been monitored
through the MDGs, there still remains
challenges for Sri Lanka. While Sri Lanka is
one among Southeast Asian countries whose
HIV prevalence is less than 1 per cent, 9
reported cases have been increasing
considerably over the years. From about 95
cases that were reported in 2009, the figures
doubled to 186 cases in 2012; in 2015, reported
cases stood at 235. 10 Notably, among the
reported cases over the years, the proportion

placed well ahead of countries in the region in

of males is progressively higher than females.

term of infant mortality, newborn mortality, child

For instance, in 2015 the male to female ratio

mortality, maternal mortality, and life expectancy.

increased to 2.8:1, from 1.7:1 in 2014. Further, a

As per the 3rd MDG report, Sri Lanka has

majority of cases are to be found in the age

already met many of the health goals and

group of 25-34 and 35-49 years consistently,

targets while some goals are on track to be

while the proportion of cases reported amongst

attained.

15-24 years has been gradually increasing. In

8

UN (2015), “Millenium Development Goals:Sri Lanka Country Report 2014”, United Nations, Colombo.

9

WHO (2012), “HIV/AIDS in the South-East Asia Region: Progress Report 2011”, SEARO/WHO, Geneva.

10

MOH (2015), “Annual Report 2015: National STD/AIDS Control Programme, Ministry of Health, Colombo.
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Figure 14.1
SDG Targets and Current Status of Maternal, Neonatal, and Under 5 Mortality Ratios

Notes:

DRG-Department of Register General; FHB- Family Health Bureau.

Source: MOH (2014), “Annual Report; Family Health Bureau 2013” and MOH (2015), “Annual Health
Bulletin 2013”, Ministry of Health, Colombo.

2015, the numbers living with HIV are estimated

dengue, despite widely carried out interventions

at around 4,200 with death by AIDS at 130. As

across the country. Each year, about 5,000

per the HIV/AIDS target of SDGs, the number of

dengue cases are reported and nearly 10,000

deaths from AIDS is expected to be reduced by

TB cases are detected and treated. 12 TB

117 from 130 deaths in 2015 base year.

prevalence per 100,000 population in 2012 was
109 while out of 100 TB patients, almost 6

Malaria is ranked as one of the top life

patients die, which is almost 4 times less

threatening diseases. However, Sri Lanka has

compared to the average of WHO-SEARO (25

almost eradicated this epidemic with no deaths

per cent). Further, Sri Lanka has taken steps to

from malaria reported since 2007, and no single

combat water-borne diseases, and Hepatitis by

11

increasing access to safe drinking water across

However, the Ministry of Health (MOH) still

the country (with current coverage of 89.7 per

carries out anti-malaria programmes to ensure

cent), and vaccination coverage. However,

that Sri Lanka remains a malaria free

Hepatitis B and C still exist, albeit with less

environment. By contrast, Sri Lanka is still

prevalence (B and C range from 0.27- 2.5 per

combating the high prevalence of TB and

cent and 0.56-0.97 per cent, respectively).

indigenous case repor ted since 2012.

11

UN (2015), “Millenium Development Goals:Sri Lanka Country Report 2014”, United Nations, Colombo.

12

MOH (2015), “Annual Health Bulletin 2013”, Ministry of Health, Colombo.
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Achieving
UHC is not
the sole responsibility
of the health
sector; other
sectors must
also give
substantial
attention to
reinforce the
outcomes of
health interventions.

Sri Lanka's national targets with regard to
reproductive health are also in line with SDG
goals. In particular, teenage pregnancies (6.5
per cent in 2010), unsafe and illegal abortions
(959.3/100,000 females of reproductive age in
2012), and contraceptive prevalence rate (64.2
per cent in 2010) are some critical areas which
place teenagers/women at greater health
risks.14 Therefore, by incorporating the targets/
indicators of SDGs, current intervention on
sexual and reproductive health care can be
implemented more effectively.
UHC to be achieved through SDGs is an
important concept towards health system
development, with an emphasis on achieving
equity progressively. Sri Lanka has been
enjoying good health outcomes through a well
functioning, publicly financed health system.
However, over the years, the proportion of public
sector finance has been declining while private
sector contribution has increased, of which outof-pocket (OOP) expenditure is the highest at
83 per cent of private health expenditure.
Therefore, Sri Lanka's health system is far

NCDs and mental health are estimated to

below the agreed SDG target of allowing people

account for 75 per cent of all deaths in Sri Lanka,

to stay free of OOP expenditure. Lack of access

while 14 per cent of deaths occur due to

to quality, effective, and essential medicine is

injuries.13 About 18 out of 100 people die before

another critical issue that persists in Sri Lanka.

70 years of age. Moreover, the country's leading

Therefore,

cause of hospital death is Ischaemic heart

sustainability in Sri Lanka's health system is

disease. Sri Lanka has already begun to

pivotal.

addressing

poor

financial

implement interventions in line with the NCD
National Policy; more recently, a 'National

The SDG goal on reducing deaths and illness

Multisectoral Action Plan for the Prevention and

due to chemical exposure is also relevant for

Control of NCDs 2016-2020' was launched. With

Sri Lanka since a majority of people in the

such national initiatives, Sri Lanka stands better

country engage in the agriculture sector. They

placed to accelerate NCD prevention and

are very often exposed to hazardous chemicals,

control in line with SGD goals.

with rising instances of chronic kidney diseases

13

WHO (2014), “Non Communicable Disease: Country Profiles 2014’, World Health Organization, Geneva.

14

MOH (2015), “Annual Health Bulletin 2013”, Ministry of Health, Colombo.
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(CKD) in some areas where paddy farming is

the scale of the challenge, particularly for low

highly concentrated. Such chronic diseases are

and middle income countries.15 As defined by

claimed to be a by-product of exposure to

the WHO, a country can achieve UCH by

pesticides. Thus, exposure to such harmful

spending around 5 per cent of GDP on health,

chemicals needs to be addressed urgently to

and where OOP is less than 40 per cent of total

reduce endocrine imbalances in the human

expenditure on health (TEH).16 As such, Sri

body and long-term health problems.

Lanka is still far from attaining universal
coverage; in 2013, Sri Lanka's TEH was 3.2 per

14.4 Key Challenges
and Recommendations

cent of health expenditure is financed by

Getting accustomed to a new global agenda is

domestic funds. Increasing the country's fiscal

always a challenge for any country in view of

space for higher spending on health to meet

scarcity of resources, and national agendas.

SDGs is a challenge. The private sector too has

While SDG goal 3 itself is very relevant to Sri

a crucial role to play in investing in SDGs. In

Lanka, the real challenge in meeting the targets

many neighbouring economies (Singapore,

is in terms of resources - financial, physical,

Malaysia, and Thailand), the private sector

and human.

plays a key role in bridging the financing gap.

cent of GDP and OOP 83 per cent of total private
spending.17 However, almost more than 75 per

In Sri Lanka too, opportunities for investments
The estimated cost of achieving SDGs globally

by the private sector have to be clearly

is US$ 2.5-4.5 trillion per year with a 'financial

identified, and regulatory reforms carefully

gap' of US$ 2.5 trillion, where sources of

thought through in advance to ensure that the

financing is still unclear. This merely reflects

country's health system is safeguarded.

Table 14.1
Health Target Coverage by Areas
Areas Covered

SDG Target
Numbers

MDG health targets

3.1
3.2
3.3

NCD targets

3.4
3.5
3.6

Mixed targets (financial protection,
health literacy, access to care, exposed
to environmental hazardous etc.)

3.7
3.8
3.9

15

UN (2015), “Transforming Our World: The 2030 Agenda for Sustainable Development”, United Nations, New York.

16

WHO (2009), “Health Financing Strategy for the Asia Pacific Region (2010 – 2015). World Health Organization, Geneva.

17

WHO (2013), “Country Profiles: Sri Lanka”, retrieved from http://www.who.int/countries/lka/en/.

257

STATE OF THE ECONOMY 2016

In addition to fiscal challenges, two other

financing estimates worked out, and monitoring

barriers need to be tackled. The first relates to a

and evaluation systems developed at regional

firm political commitment to establish an

and national levels. The second constraint to

institutional mechanism (apex body) to ensure

be addressed is formalizing coordinated action

effective planning, implementation and

between health and other health related sectors.

monitoring of SDGs. This apex body should be

In this, adopting the concept of 'health in all

representative of the public, private, and INGO/

policies' is essential, to avoid overlaps and

NGO sectors. Thereafter, SDGs need to be

duplications in health interventions.

aligned to national health policy initiatives,

258

Reduce premature mortality from NCDs
through prevention and treatment and promote
mental health and well-being

Strengthen prevention and treatment of
substance abuse, including narcotic drug use
and harmful use of alcohol

4.

5.

Combat hepatitis, water-borne diseases and other
communicable diseases

Neglected Tropical Diseases

Malaria

TB

HIV

End the epidemics of AIDS, TB, malaria and
NTD

3.

Alcohol per capita consumption

Suicide-related mortality per 100,000
population

10% reduction in suicide-related mortality
10% reduction of alcohol per capita
consumption

Probability of dying of cardiovascular disease,
cancer, chronic respiratory disease or diabetes
at ages 30-70

Hepatitis B antibody prevalence in children (age 5)

One-third reduction of premature mortality
from NCD

90% reduction in hepatitis B and C incidence
rate
Water-borne diseases
Other communicable diseases

Multiple resolutions and targets for 2015 and 2020,
often related to elimination

Malaria incident cases per 1000 person years
Malaria deaths per 100,000 population

90% reduction in global malaria case
incidence
90% reduction in global malaria mortality
rate
No targets for 2030 at present

TB incidence per 1000 person years
TB deaths per 100,000 population

HIV/AIDS deaths per 100,000 population

HIV incidence rate per 100 adult person years
HIV incidence rate per 100 children person years

80% reduction in tuberculosis incidence rate
(< 20 cases per 100,000 population)
90% reduction in tuberculosis deaths

90% reduction in new adult HIV infections,
including among key populations
Zero new infections among children
90% reduction in AIDS-related deaths

Neonatal mortality per 1,000 live births

All countries reduce neonatal mortality to
less than 12 /1,000

End preventable newborn and under-5 child
deaths

2.

Indicator
Maternal deaths per 100,000 live births
Under-five mortality per 1,000 live births

Reduce the global MMR to less than 70 and
no country to have MMR above 140

Life expectancy at birth
(including 40% reduction in premature deaths before
age 70

Indicator

All countries to reduce under-5 mortality to
less than 25 /1,000

Target specifics

Reduce the global maternal mortality ratio to
less than 70 per 100,000 live births

1.

Increase (healthy) life expectancy by: 6 years
in developing and 2 years in developed
countries

Ensure healthy lives and promote well-being for all at
all ages

Sub-goal

Target specifics

Overall goal

Table 14.2
Summary of SDG Health Sub-goals/Targets and Indicators
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All populations, independent of household income,
expenditure or wealth, place of residence or sex, have at
a minimum 80% essential health services coverage
Everyone has 100% financial protection from out-ofpocket payments for health services

No specifics

8. Achieve UHC, including financial risk protection,
access to quality essential health-care services and
access to safe, effective, quality and affordable
essential medicines and vaccines for all

9. Substantially reduce the number of deaths and
illnesses from hazardous chemicals and air, water
and soil pollution and contamination

Morbidity: attributed to the same risk factors

Mortality attributed to:

household air pollution

outdoor ambient pollution at levels

water and soil pollution and contamination

hazardous chemicals

Coverage with a set of tracer interventions for prevention
and treatment services*
Fraction of the population protected against impoverishment
by out-of-pocket health expenditures,
Fraction of households protected from incurring catastrophic
out-of-pocket health expenditure.

Adolescent birth rate
Contraceptive prevalence rate
Unmet need for FP
Antenatal care use (4+ visits)

Number of deaths due to road traffic accidents

Indicator

Source: WHO. (2015). Executive Summary: Towards a monitoring framework with targets and indicators for the health goals of the post-2015 Sustainable Development
Goals (Draft). WHO.

The tracer interventions may vary by country but all should include for prevention - FP, ANC (4+ visits), immunization (full or DTP3), non-tobacco use, and
adequate water source and sanitary facilities - and for treatment - skilled birth attendance, TB treatment, ARV therapy, diabetes and hypertension treatment.

Ensure universal access to sexual and reproductive
health care services

7. Ensure universal access to sexual and reproductive
health-care services, including for family planning,
information and education, and the integration of
reproductive health into national strategies and
programmes

Note:*

Halve the number of global traffic deaths (from 1.2 mln to
600,000)

Target specifics

6. Reduce deaths and injuries due to road traffic
accidents

Overall goal

Contd.....Table 14.2
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Box 14.2
Implementation Targets
3a

: Strengthen the implementation of the World Health Organization Framework
Convention on Tobacco Control in All Countries, as appropriate

3b

: Support the research and development of vaccines and medicines for the
communicable and non-communicable diseases that primarily affect developing
countries, provide access to affordable essential medicines and vaccines, in
accordance with the Doha Declaration on the TRIPS Agreement and Public
Health, which affirms the right of developing countries to use to the full the
provisions in the Agreement on Trade-Related Aspects of Intellectual Property
Rights regarding flexibilities to protect public health, and, in particular, provide
access to medicines for all

3c

: Substantially increase health financing and the recruitment, development, training
and retention of the health workforce in developing countries, especially in
least-developed countries and small island developing states

3d

: Strengthen the capacity of all countries, in particular developing countries, for
early warning, risk reduction and management of national and global health
risks
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15. SDGs to Improve Nutrition
15.1 Background
unger and food insecurity were key

H

incomes of small scale farmers coupled with

topics of discussion at the Sustainable

ensuring environment sustainability.2

encompassed in the SDG 2: End Hunger,

While Sri Lanka has done commendably well

Achieve Food Security, Improve Nutrition and

on most human development indicators, it has

Promote Sustainable Agriculture. The targets

struggled with nutrition indicators, particularly

under this goal are expected to be achieved by

in relation to nutritional status of children,

2030.

adolescents and women. Thus, this Policy Brief

Development Summit which is

will examine the implications of the SDG 2 on
This goal has a series of interrelated

nutrition for Sri Lanka's policy intervention.

components. Agriculture is viewed as the central
element of goal 2, therewith endorsing an
agricultural,

food-based,

rural-centred

approach. It is nonetheless complex to achieve
goal 2 targets because there is insufficient
evidence on how to successfully scale up food
security and nutrition strategies. To alleviate
hunger and to improve nutrition, nonagricultural factors, conflict reduction or
prevention, clean water and sanitation, bridging
gaps in inequality and social security policies
have been overlooked.1 Although there is a
strong focus on food security and nutrition as
observed in the title of the goal, it is merely two
targets which directly address food security
issues, whereas the remaining targets relate to
food availability. Significant trade-offs within this
goal are apparent. In particular between targets
of doubling agricultural productivity and

15.2 From MDGs to SDG
Nutrition Targets
The inter-linked SDGs are an integrated set of
priorities that are built on the unfinished
business of the MDGs (Table 15.1). From a
regional

perspective,

Sri

Lanka

is

advantageously placed in the field of child and
maternal health and nutrition in South Asia. This
is attributed mainly to sound governmental
policies to strengthen the country's public
health care system over the years, which in turn
has decreased the burden of diseases.
Nonetheless, a comparison of SDG targets and
the status quo as depicted in Figure 15.1
indicate that Sri Lanka will need to pay
considerable attention to necessary policy

1

Scholes, M., et al, (2015),” Review of Targets for the Sustainable Development Goals: The Science Perspective”, International
Council for Science (ICSU), Paris.

2

Burchi,F.,and Holzapfel, S., (2015),” Translating an Ambitious Vision into Global Transformation: The 2030 Agenda for
Sustainable Development”, German Development Institute, Bonn.
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Table 15.1
Comparison of MDG and SDG Targets
Targets
MDGs

•
•
•

.
SDGs

•

•

•
•
•

Halve, between 1990 and 2015 the proportion of people who suffer from
Hunger.
Reduce by two-thirds between 1990 and 2015, the under-five mortality
rate.
Reduce by three quarters, between 1990 and 2015, the maternal mortality
ratio
By 2030, end hunger and ensure access by all people, in particular the
poor and people in vulnerable situations including infants, to safe, nutritious
and sufficient food all year round.
By 2030, end all forms of malnutrition, including achieving by 2025 the
internationally agreed targets on stunting and wasting in children under
five years of age, and address the nutritional needs of adolescent girls,
pregnant and lactating women, and older persons.
40 per cent reduction in the number of children under-5 who are stunted.
30 per cent reduction in low birth weight.
Reduce and maintain childhood wasting to less than 5 per cent.

interventions to achieve some of the key SDG

additional US$ 8.50 per child per year to meet

targets.

the global stunting target. In aggregate, it is
estimated that the total additional investment

According to available data, the occurrence of

required to scale up this package of

stunting in Sri Lanka declined from 18.4 per

interventions is US$ 49.6 billion over the next

cent in 2000 to 17.3 per cent in 2007; at the

10 years, with smaller annual investments in

same time the percentage of underweight

the first five years and increasing gradually as

children dropped from 15.5 per cent to 14.7 per

coverage increases. 5

3

This cost entails

cent. For Sri Lanka to achieve its given targets

improving maternal nutrition and young child

by 2025 further targeted investment in child

feed practices, such as exclusive breastfeeding

health is central, especially to reduce gaps

for the first six months of life; and improving

across geographic regions.4

child

Although local cost estimates are not available,
the World Bank, in partnership with the Gates

nutrition

through

micronutrient

supplementation and the provision of nutritious
complementary foods.

Foundation and Children's Investment Fund,
has estimated that it will cost approximately an

3

DCS, “Demographic and Health Survey 2006/07”, Department of Census and Statistics, Colombo.

4

For example, according to DHS 2006/07 data, regional variations indicate wasting ranges from 10.5 per cent to 28.1 per cent.

5

World Bank “Reaching the Global Target to Reduce Stunting: How Much Will it Cost and How Can We Pay for it?”, available at
http://thousanddays.org/tdays-content/uploads/Stunting-Costing-and-Financing-Overview-Brief.pdf
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Figure 15.1
SDG Targets Compared with Status Quo
are

Source: DCS, “Demographic and Health Survey 2006/07”, Department of Census and Statistics, Colombo;
WHO (2014), “Indicators for the Global Monitoring Framework on Maternal, Infant and Young
Child Nutrition”, World Health Organization, Geneva.

For Sri Lanka
to achieve its
given targets
by 2025, further targeted
investment
in child health
is central,
especially to
reduce gaps
across
geographic
regions.
6

SDGs unlike the MDGs encompass the need
for nutrient sufficiency and diet quality in goal
2, both necessary in the short and long-terms
to improve nutrition. This requires efforts to
enhance access to healthy diets, improved
knowledge for food choices, stronger resilience
of food systems to economic, climatic and
human-made shocks, and remediation of foodborne threats to consumers.
The food security situation in Sri Lanka in
particular has improved significantly over the
years. Inter national Food Policy Research
Institute (IFPRI) report on Global Hunger Index
(GHI) 2014 ranks Sri Lanka at the 39th position
among 76 countries; indeed, a comparison of
the 1990 GHI and the 2014 GHI depicts a
noteworthy progress with a decrease of 42 per
cent in the country's GHI index score.6

All of

these factors suggest that a multi-sectoral
approach is central to achieve SDG targets on
nutrition sufficiency.

Thibbotuwawa,M.,(2015),” Food Security: Does it Matter for Sri Lanka?” http://www.dailymirror.lk/94013/food-security-doesit-matter-for-sri-lanka
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Gates Foundation and
Children's
Investment
Fund, has
estimated
that it will
cost approximately
an additional
US$ 8.50 per
child per
year to meet
the global
stunting
target.

limiting the maternal mortality rate to 32.5 per
100,000 live births by 2013, the infant mortality
rate to 8.6 per 1,000 live births by and a steady
rise in the life expectancy to 74.3 years by
2013, are significant achievements.7 However,
Sri Lanka performs poorly on nutrition
indicators. The nutritional status of children,
adolescents and women are unsatisfactory.
Data highlight that 20 per cent of children under
five years are underweight, nearly 16 per cent
of babies born have low birth weight and 16
per cent of women within the reproductive age
(15-59) are malnourished. 8 Malnutrition is

15.2.1 Current Nutritional Status
in Sri Lanka

predominantly caused by household food

Continued support towards providing free

services. Socio-economic status, educational

universal health services has led to a steady

attainment, type of employment, and cultural

improvement in Sri Lanka's health indicators,

norms and beliefs play a role in determining

particularly in relation to maternal and infant

the extent of malnutrition. Inadequate dietary

mortality and life expectancy. For example,

intake and disease are often the immediate

insecurity, inadequate care for mothers and
children, poor access to health and environment

7

CBSL, Annual Report 2015, Central Bank of Sri Lanka, Colombo.

8

Jayawardena, P., (2014),”Underlying Causes of Child and Maternal Nutrition in the Estate Sector of Sri Lanka”, Journal of
South Asia Studies,2(3).
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reveal that 17 per cent of children under five
are stunted or short for their age, while 15 per
cent of children under five are wasted or too
thin for their height. Overall, 21 per cent of
children are underweight, which may reflect
stunting, wasting, or both.
The most critical period for the onset of child
malnutrition is during the 1,000 day window
from conception to two years of age. During
pregnancy and while breast feeding, the health
and nutritional status of the mother is critical;
the practice of optimal feeding and care
practices drives child nutritional status.
Maternal undernourishment underlies a high
rate of low birth weight (LBW), while prepregnant Body Mass Index (BMI) is an indication
of the birth weight of the newborn which affects
causes of under-nutrition. This increases the
likelihood of illness, due to weakened immune
levels, and illness leads to a loss of appetite
and poor absorption which worsens undernutrition.
Nutrition outcomes of women and children less
than five years of age are primary indicators of
household nutr ition securit y. Stunting or
'shortness for age' is a measure of chronic
malnutrition and results from prolonged lack of
adequate nutrition, repeated infections or both.
Similarly, wasting or 'low weight for height' is a
measure of acute malnutrition which results
from sudden deprivation of nutrients. According
to the Family Health Bureau (FHB) data, during
2007-2013 nearly 12-13 per cent of newborns
weighed less than 2.5 kilograms at birth.9 The
Demographic and Health Survey 2006/07

the child's nutrition. Approximately 23 per cent
of pregnant mothers were found to be
underweight and this proportion remained
constant over the past seven years.10 LBW is
closely associated with heavy labour demands
of agriculture particularly for women since they
engage in strenuous activities throughout
pregnancy and fail to obtain adequate sleep
and nutrition. Thus, they run the risk of bearing
LBW babies translating to an increased risk of
child malnutrition. Apart from women engaging
in heavy labour, maternal knowledge and
cultural factors influence the utilization of health
services and available food. While poverty is
an important basic determinant of child undernutrition, other major determinants of
malnutrition in the country include inappropriate
feeding practices, micronutrient deficiencies,
and disease.11

9

Family Health Bureau (2013), Annual Report 2013, Ministry of Health, Colombo.

10

Ibid.

11

WFP (2015), “Sri Lanka Food Security Atlas: Livelihoods, Food Security and Resilience”, World Food Programme.
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Figure 15.2
Distribution of Low Birth Weight: 2007-2013

A higher
prevalence
of malnutrition
is
observed
in poor
resource
settings.

A higher prevalence of malnutrition is observed

Approximately 30 per cent of children below

in poor resource settings. The highest

five years of age in the plantation sector are

prevalence of LBW is in the estate sector where

underweight, with one-in-three babies born

access to and utilization of health services

recording LBW and one-third of women in

between the estate sector and the rest of the

reproductive age identified as malnourished.13

country shows a marked disparity.12 District-

Consumption of protein rich foods, other

wise, Nuwara Eliya report the highest

essential nutritional foods such as fruits,

percentage (20.6 per cent) of newborns with

vegetables rich in Vitamin A and cereals are

LBW; districts with higher percentages of estate

lower among estate children than the average.

population, namely Badulla (17.5 per cent) and

It has been observed that as a mother's

Kegalle (16.9 per cent), and rural districts such

education levels increase, the prevalence of

as Ratnapura (16.3 per cent), Ampara (15.8 per

stunting declines, reinforcing the importance

cent) and Polonnaruwa (15.3 per cent) also

of maternal education. Stunting is highest in

report a higher percentage of newborns with

the estate sector of the country where water

LBW (Figure 15.3).

and sanitation is poor and access to good
quality health services is lower.14

12

Jayawardena, P., (2014),”Underlying Causes of Child and Maternal Nutrition in the Estate Sector of Sri Lanka”, Journal of
South Asia Studies,2(3).

13

Ibid.

14

Ibid.
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Figure 15.3
Nutritional Status of Infants and Children 2013

Source: Family Health Bureau, Annual Report 2013, Ministry of Health, Colombo.

15.3 Challenges and
Recommendations for
Improving Nutrition

counsel pregnant women and mothers. This

A majority of nutrition programmes and

clinic if illnesses are detected, where Thriposha

expenditures are incurred by the government.

is prescribed as the remedy. However, irregular

However, impact evaluations of nutr ition

supplies and the tendency to share food

interventions are scarce and only limited

supplements with the family results in some

information is available.15 Maternal and child

children and mothers receiving insufficient

health (MCH) programmes have proven to be

amounts of the food supplement. Health

effective for providing maternal and child health

professionals are not equipped to provide

services through routine nutrition services such

counselling and to assess other potential

as the provision of Iron foliate and Vitamin C

causes of under nutrition.16 This deficiency is

supplements, although there has been a failure

partially explained by a medical incentive

to provide adequate nutrition counselling and

system that rewards medical professionals for

education. This is largely blamed on public

treating patients and dissuades medical

health midwives being overworked and

students from focusing on preventive health

overburdened, leaving them insufficient time to

issues. As a result of these rigid attitudes, there

illustrates the institutional incapacities to
effectively deliver services. It is noted for
example, that undernourished children are
either advised to eat more food, or referred to a

15

World Bank (2008), ”Policy and Programmatic Responses to Malnutrition: What is being Done?”, available at http://
siteresources.worldbank.org/ SRILANKAEXTN/Resources/233046-1222978473355/ch4LKNutritionOct2008-2.pdf.

16

Weerasinghe, M., and S. Bandara (2015), “Health and Socio-economic Determinants of Malnutrition in the Plantation Sector
of Sri Lanka: A Review”, Working Paper Series No. 21, Institute of Policy Studies of Sri Lanka, Colombo.
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sector, but it is also likely to require the allocation

Irregular
supplies
and the
tendency
to share
food supplements with
the family
results in
some
children
and mothers
receiving
insufficient
amounts of
the food
supplement.

of more resources towards improving the quality
of services. Moreover, it is essential to identify a
package of direct nutrition services which are
cost effective and is responsive to the
epidemiology profile. Being cost effective also
implies that a package of services needs to be
targeted to the populations that need it the most.
A critical path towards reducing malnutrition
and meeting the SDG goal 2 in Sri Lanka is to
meet nutrient requirements from an increasingly
diverse diet, including processed, fortified foods
for pregnant and lactating women and children
of 6-23 months of age. Regionally more than a
half of households in the Eastern Province could
not afford an adequately nutritious diet.17 In the
Uva Province it ranged between 39-48 per cent,
while in the Northern and Central Provinces
the share ranges between 27-36 per cent. This
indicates a direct link between diets and
malnutrition outcomes; the inability of
households to access sufficient nutritious food
is a key contributing factor of malnutrition in the
country. Interventions directed at preventing and
reducing malnutrition should therefore either
supplement incomes, make nutrient rich foods
available or facilitate market functioning in
addition to programmes focusing on nutrition
awareness, improvement in water and sanitary
facilities and access to health facilities, to make

is little cross-sectoral collaboration at the

an impact on nutrition outcomes.

community level across health, agriculture,
education, and poverty reduction/social

School-based nutrition services are necessary

development sectors.

to activate nutrition aspects of many agricultural
development projects and programmes. For

MCH programmes however have the potential

example, promotion of traditional cropping

to substantially improve the quality of nutrition

systems should be accompanied by extension-

services provided through the public health

based education services. These services

17

WFP(2014),”Minimum Cost of a Nutritious Diet in Sri Lanka”, available at http://documents.wfp.org/stellent/groups/public/
documents/ena/ wfp 280059.pdf.
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would

encourage

crop

diversification,

distribution of high-nutrient foods accompanied

It is essential
to identify
a package
of direct
nutrition
services
which are
cost
effective and
is responsive
to the
epidemiology
profile.

by education and social marketing efforts to
encourage increased intake of these foods.
Promotion of gardens in schools, communities
or individual households increases awareness
regarding the importance of good nutrition,
building local capacity, and increasing the
physical availability of fruits and vegetables.18
Education programmes that are an extension
or school-based can also promote food safety.
Promotion of preser vation techniques to
maintain micronutrient levels in foods not only
reduces post-harvest losses but, when coupled
with education services to improve nutrition
education, will play an essential role in dietary
diversity and improve intake patterns.
Availability of and access to nutritious products
should be increased by collaboration between
the private and the public sector. The private
sector can produce and market special
nutritious foods, while the public sector sets
standards, promotes healthy food choices, and
ensures access to special nutritious foods for
the poorest, for example through social safety
net programmes.

18

Gates Foundation (2014), “Sustainable Agriculture, Food Security and Nutrition in the Post 2015 Framework”, available at
https://docs. Gatesfo undation.org/documents/Post%202015%20Food%20Security%20Discussion%20Paper.pdf.
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16. Financing the SDGs
16.1 Transitioning to SDGs from MDGs

F

inancing for sustainable development is

an integral part of the development
discourse

in

the

post-2015

UN

development agenda. Efforts are already under
way to explore ways in which new resources
can be mobilized and used effectively to meet
the next generation of goals. Quantifying the
financing needs is a necessarily imprecise and
complex process and, therefore, studies vary
widely in their estimates. According to UN
estimates, annual financing needs for
infrastructure alone, amount to US$ 5-7 trillion
globally. A further US$ 3.5 trillion will serve the
unmet need for credit for small and mediumenterprises. 1 Aggregating industry estimates
suggests that meeting the new goals could
require as much as US$ 11.5 trillion a year (US$
172.5 trillion over the 15-year time frame,
although this omits the potential for synergies
between industries). This number eclipses the
estimated financing needs of the MDGs, which
were estimated at $40-60 billion a year.2
Therefore, financing for development requires
a holistic approach, one that encompasses all
stakeholders and also enables developing
countries to better finance their own
development. The reform agenda will need to

Financing for
development
requires a
holistic
approach,
one that
encompasses all
stakeholders
and also
enables
developing
countries to
better finance
their own
development.

improve domestic resource mobilization,
including by strengthening tax administration,

1

UN (2014), “Report of the Intergovernmental Committee of Experts on Sustainable Development Financing”, United Nations,
New York.

2

Devarajan, S., et. al. (2003), “Development Goals: History, Prospects and Costs”, World Bank Policy Research Working
Paper, World Bank, Washington, D.C.
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Figure 16.1
Schematic Framework of the Sources of Financing for Sustainable Development
Sources
Domestic
- Public Sources
(e.g. tax revenue)

Enablers

Institutions

Domestic
Policies and
Institutions

Government
- National Financial

Tools

National
Social

Institutes

‐

- Development Banks
Blended
Institutions

- Private Sources
(e.g. corporations)

‐

‐
‐

Private Sector

- Public Sources
(e.g. Multilateral
development
institutions)
- Private Sources
(e.g. Multinational
Corporations)

- Institutional
investors

International
and Regional
Policies and
Institutions

Concessional
Guarantees

- Institutional
financial institutions

- Poverty reduction
- Social investment

- Infrastructure

Environment
‐

International
and regional
institutions

Government
spending
Subsidies

Economics

- Public-private
partnerships

International

Goals

Foreign direct
investment
‐

Small-scale
investors

- Regional financial
institutions

- Climate
adaptation and
mitigation

International
and Regional
(e. g. regional public
goods)

Source: Schematic Framework taken from ESCAP (2015), “Sustainable Development Financing: Perspectives from
Asia and the Pacific” United Nations Economic and Social Commission for Asia and the Pacific, Bangkok.

better harnessing natural resource revenue,
and curbing illicit financial flows. Governments
also have a catalytic role to play in attracting
private sector financing, such as in infrastructure
investment.3

16.2 The Role of Official
Development Assistance (ODA)
Aid has historically been an essential
component of the financing agenda, helping
low-income countries to accelerate growth
above what would otherwise be achievable.
ODA represents the third largest capital inflow
into developing economies, after FDI and
remittances. Despite the shift in attention
towards harnessing alternative sources of
finance, ODA will remain a critical input to
achieving the new goals. This is particularly true
of the poorest economies and fragile states with
limited access to capital markets.
Goal 8 of the MDGs "Develop a Global
Partnership for Development" outlines

3

World Bank (2013), “Financing for Development Post-2015”, World Bank, Washington, D.C.
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Constant 2011 US$ bn.

Total ODA
ODA as percentage of GNI

ODA as percentage of GNI

Figure 16.2
Trends in ODA

Source: Data taken from OECD (2015), “Development Co-operation Report 2015: Making Partnerships Effective Coalitions for Action”, OECD, Paris.

commitments of developed nations in providing
ODA, market access and debt relief to
developing nations. It stipulates that net ODA
from donor countries should reach at least 0.7
per cent of Gross National Income (GNI), and
net ODA to the least developed countries should
make up 0.15 per cent of GNI. Overall trends
suggest ODA has been r ising steadily,
increasing in real terms by 83 per cent from
2000-2015 (Figure 16.2). However, the overall
commitment remains significantly below target;
preliminary estimates for 2015 show net ODA
from the 28 member countries of the
Development Assistance Committee (DAC) was
US$ 131.6 billion, representing only 0.30 per
cent of GNI. Moreover, the Euro Zone crisis and
turmoil in the Middle East and North Africa
(MENA) have impacted on a number of
traditional donors reducing the availability of
ODA. In 2015, aid spent on refugees in host
countries more than doubled in real terms to
US$ 12 billion as an unprecedented 1.5 million

Given the
budget
constraints
confronting
many DAC
donors, a
substantial
increase in
ODA is unlikely
in the near
future to meet
the investment
jump required.

refugees claimed asylum in OECD countries.4

4

OECD (2016), “Development Aid Rises Again in 2015, Spending on Refugees Doubles,” Development Co-operation Directorate,
Organization for Economic Cooperation and Development, Paris.
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Figure 16.3
ODA Commitments of DAC Member Countries, 2015
Sweden
Norway
Luxembourg
Denmark
Netherlands
United Kingdom
Finland
Switzerland
Germany
Belguim
France
Ireland
Austria
Canada
Australia
New Zealand
Iceland
Japan
Italy
United States
Portugal
Slovenia
Korea
Greece
Spain
Czech Republic
Slovak Republic
Poland
ODA/GNI (%)

Source:

Estimates taken from OECD, “ODA Preliminary Data 2015 – Press Release”.

Only six of the 28 DAC countries - Denmark,

Aid remains an essential source of funds in

Luxembourg, The Nether lands, Norway,

countries where private investment and capital

Sweden and the UK - met the UN target to keep

market access is limited. However, given the

ODA at or above 0.7 per cent of GNI (Figure

budget constraints confronting many DAC

16.3). In value terms, the top five largest donors

donors, a substantial increase in ODA is unlikely

were the US, UK, Germany, Japan and France.

in the near future to meet the investment jump
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required for the transition to the new

required simply to maintain the forward

development agenda.

momentum of the collaborative effort for FfD.
The outcome document, nine months in the

16.3 The Broader Financing for Development
(FfD) Agenda

making, will form the memorandum of

The Third Inter national Conference on

new commitments that can play an important

Financing for Development (FfD) was held in

role for the SDGs. For example, the commitment

July 2015 in Addis Ababa, Ethiopia. The

to a 'new social compact', targeted at carrying

discussions centred on the various financing

forward the progress made by the MDGs and

strands that could be explored and developed

eliminating extreme poverty. This commitment

in conjunction to drive the SDGs. On the agenda

focusses on the delivery of social protection

were methods for improvements in domestic

and essential public services for all. Major

public resources, domestic and international

strides forward in addressing financing for

private finance and investments, international

universal secondary education targets came in

development cooperation, international trade,

the form of scaling up international investments

and debt restructuring. However, the weak

such as the Global Partnership for Education.

global backdrop for the conference was a

In light of infrastructure's large share of the SDG

known headwind - with flat-lined under-

investment gap, elevated infrastructure efforts

investment in global public finance.

were well-received (including launching a new

understanding for development financing for
the next 15 years.
In the document, there were some promising

global infrastructure forum to improve alignment
Overall, the agreements received a mixed

among the world's diversity of infrastructure-

reception from the international development

focussed efforts). Women's equal economic

community. Many observers had initial hopes

rights were addressed with a pledge to

of more specific pledges and larger

undertake legislation and administrative

commitments. However, much energy was

reforms to give women equal access to men for

Figure 16.4
Remittances and Migrant Stock

Total migrant stock
Total migrant flows

Source: UN Population Division, “Trends in International Migrant Stock: The 2015 Revision” and World
Bank, “Annual Remittances Data”.
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ownership and control over land, credit,

These flows are significant and although the

inheritance, natural resources, and other forms

majority of remittances go to basic goods for

of property. Commitments were also made to

receiving households, studies indicate that

improve municipality financing in order to tackle

globally about US$ 80 billion - 20 per cent of

their technological and technical limitations,

remittances - could be available for investment

keeping pace with the devolution of

purposes if such options were readily

expenditures and investments in sustainable

available.6

development to the sub-national level.5
Additional initiatives were announced outside

16.3.1 Remittances

of the formal text. Amongst the most promising

Global diaspora resources represent a key

was the Addis Tax Initiative under which the US

source of funding for development. There are

and other developed countries will double

an estimated 244 million migrants in the world,7

support for helping developing countries to

and they sent an estimated US$ 435 billion in

build their domestic resourcing systems.

recorded remittances to developing countries

Another is the Global Partnership for

in 2015 (an increase of 2 per cent over the

Sustainable Development Data, targeting the

previous year). Actual remittances are

strengthening of data ecosystems which could

perceived to be much higher, as many

herald a new approach to public accountability

resources are transferred through informal

systems.

channels.8 These resource flows represent
more than three times the value of development

Another financing opportunity addressed in the

aid.

outcome document was the role of remittances.

5

McArthur, J. (2015), “What Happened at the Addis Financing for Development Conference?,” Brooking Institute, Washington,
D.C.

6

Nwanze, K.F. (2015), “Empowering Families to Finance Development with Remittances and Diaspora Savings”, available at
http://www.brookings.edu/blogs/future-development/posts/2015/07/08-financing-remittances-diaspora-nwanze. 7 “Trends in
International Migrant Stock: The 2015 Revision”, available at www.unmigration.org.

7

“Trends in International Migrant Stock: The 2015 Revision”, available at www.unmigration.org.

8

World Bank (2013), “Financing for Development Post-2015”, World Bank, Washington, D.C.
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SDGs and the Addis Ababa Action Agenda on

Data from Remittance Prices Worldwide (RPW)

FfD advocate the need for reductions in the

shows that the global average cost of sending

costs of transacting remittances. The target is to

remittances was 7.3 per cent in 2015 compared

reduce the average transaction cost of migrant

with an average of 8.8 per cent in 2011 (Figure

remittances by 2030 to less than 3 per cent of

16.5). Although significant progress is being

the amount transferred. Competition is the most

made, average costs remain far above the

effective method of reducing costs. It follows

targets stipulated in the FfD Agenda.

that the cost of transferring funds is found to be
highest in smaller remittance markets. The

There is also significant disparity in the costs of

Agenda commits to a further goal of ensuring

transacting through different types of

no remittance corridor charges amount to more

intermediaries. Non-bank financial institutions

than 5 per cent by 2030, an ambitious ceiling

have the highest costs at 12.8 per cent, owing

for these smaller markets. According to World

to the higher costs that they themselves incur

Bank estimates, cutting prices by 5 percentage

in facilitating the transfer (Figure 16.6). The FfD

points can save up to US$16 billion a year in

Agenda will seek to increase coordination

9

transaction costs.

among national regulatory authorities to remove

Figure 16.5
RPW Index on Transfer Cost
Cost (%) per 200 US$
remitted

Source: World Bank, “Remittance Prices Worldwide”.

Figure 16.6
Remittance Costs by Intermediary Type

Bank

Money transfer operator

Non-bank FI

Post office

Source: World Bank, “Remittance Prices Worldwide”.

9

World Bank, Remittances Worldwide database at https://remittanceprices.worldbank.org/en
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Figure 16.7
Remittance Cost by Region
Dec. 13
Dec. 15

East Asia &
Pacific

Europe & Central
Asia

Latin America &
Caribbean

Middle East &
North Africa

South Asia

Sub-Suharan
Africa

Global average

Source: World Bank, “Remittance Prices Worldwide”.

obstacles to non-bank remittance service

typically far more dependent on remittances as

providers accessing payment infrastructure.

a share of GDP.10 The most transparent are

Increased pressure to transparently disclose

money transfer operators (MTOs) - with 98 per

pricing will further incentivize a reduction in

cent disclosing full information to their

these costs.

customers; for banks, this figure is 76 per cent
whilst Post Offices are just 45 per cent.11

Figure 16.7 illustrates the disparity in pricing
bet ween regions. All regions have seen
declines in costs since 2014 with the largest
improvements in Sub-Saharan Africa (-3.1 per
cent) and MENA (-2.7 per cent). South Asia has
the lowest costs at just 5.5 per cent but still
remains above the Agenda's 5 per cent target.

16.3.2 Climate Finance
Linking climate finance and development
finance ensures that in striving to achieve
sustainable development, sustainability and
climate effects are considered collectively such
that one does not adversely impact the other

Competition is essential to lower these costs.

and vice versa. Developed countries have

Large remittance corridors by volume tend to

committed to mobilizing US$ 100 billion a year

have a greater number of money transfer

by 2020 for climate action in developing

operators and more competition, leading to

countries. This initial commitment was made at

lower prices and more transparency. Prices are

COP15 in Copenhagen in 2006 and there has

decreasing in bigger volume corridors, but

been significant progress in meeting this goal.

remain high in smaller remittance markets,

Climate finance funds reached US$ 52 billion

involving transfers to smaller countries that are

in 2013 and US$ 62 billion in 2014.12

10

World Bank (2013), “Financing for Development Post-2015”, World Bank, Washington, D.C.

11

World Bank (2013), “Migration and Development Brief 20”, World Bank, Washington, D.C.

12

OECD and Climate Policy Initiative (CPI) (2015), “Climate Finance in 2013-24”.
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Developed
countries
have
committed
to mobilizing
US$ 100
billion
a year by
2020 for
climate
action in
developing
countries.

Figure 16.8
Mobilized Climate Finance in 2013 and
2014, by Funding Source

US$ bn.
Bilateral public finance
Export credits

Multilateral public finance
Private co-financed mobilized

Source: Climate Policy Initiative, OECD.

more competitive, thereby levelling the playing
field for private companies committing to these
substantial investments.
An innovative tool for generating climate
finance is cap-and-trade schemes. The 'cap'
sets a limit on the quantity of emissions that a
company can release. The idea is that this limit
is lowered over time as companies become
more efficient and less pollutive. The 'trade'

Total finance from all sources reached in excess

element creates a market for emission

of US$ 391 billion in 2014, of which 62 per cent

allowances, incentivizing companies to

came from private investment and 38 per cent

maximize their energy efficiency and come in

came from public climate finance (Figure 16.8).

under their allocated limit. In doing this, they

Public actors can set the groundwork for global

are able to profit from selling their unused credit

climate finance by reducing the costs and risks

on the carbon markets. The scheme also creates

of

strengthening

incentive for project developers to invest in low-

knowledge and technical capacity, and paving

emissions projects (these include renewable

the way in new technologies and enhancing

energy, waste management, reforestation) as

the confidence in such investments.

these generate carbon offsets which can also

climate

investments,

be sold on the carbon markets.
Carbon pricing policies, such as carbon taxes
or emissions trading combined with auctioning

Overall, the size of these markets remains small

of allowances, are all promising concepts in

and is yet to become mainstream. The total

their scope to mobilize larger private investment.

value of the carbon market reached a peak of

The use of pricing policies can alter incentives

US$ 176 billion in 2011. However, since then,

such that low-carbon technologies become

external factors (Euro Zone recession and
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commodity markets slump) have driven down

nuclear tests, double the amount initially

the price of carbon credits, limiting their capacity

sought.14 However, emulating their success has

to incentivize good practices. Low carbon prices

yielded mixed results. In 2009 and 2010, Nepal

mean that, left to market forces, existing

raised a fraction of its target when it offered

technologies largely remain more attractive

yields below 10 per cent over five years on

than green technologies.

rupiah bonds, well below local rates at the
time.15 Moldova also decided against issuing

16.3.3 New Financing Instruments
The Post-2015 FfD Agenda also addresses the
need for innovation of new financial
instruments. Instruments should be constructed
such that they facilitate investment from specific
target markets. Some of the examples include
diaspora bonds, infrastructure bonds and
blended finance.
Diaspora bonds and remittance-backed bonds
have the potential to direct diaspora funds into
infrastructure projects and other development
projects in diaspora home countries. Diasporas
tend to have lower perceptions of risk compared

diaspora bonds, concluding that Moldovans
abroad who were willing to invest in its currency
would prefer local bank accounts that pay 25
per cent interest.16 The failure of Ethiopia's
2009 bond to fund a hydro-electric dam was
attributed to the government's inability to
convince investors it would repay the debt. The
more recent second issuance raising funds for
the Grand Ethiopian Renaissance Dam
(GERD) aims to dispel these fears with new
features such as payment of interest every six
months. The bond also comes in denominations
as small as US$ 50, ensuring that participation
is not exclusive to wealthier citizens.17

to traditional investors, due to existing ties to

Getting the pitch correct requires investment in

their home countries. This, combined with a

knowledge of the diaspora's ties back home as

certain willingness to 'give back' to their country

well as their size, income and wealth

of origin can help lower the cost of these funds.

character istics. There are instances of

Evidence of home bias also makes these

countries attempting to build this capacity -

investments more stable than traditional foreign

Georgia as an example, established a Ministry

financing.13

of Diaspora Affairs and organises regular
diaspora events in the capital. Maintaining

India and Israel have been the first countries to

diaspora ties to the country is essential as the

successfully pioneer this funding strategy.

first step to tapping into these capital flows.

Diaspora funds in India saved it from a 1991
BOP crisis and raised US$ 4.2 billion in 1998

Infrastructure bonds are another means of

to offset international sanctions imposed after

tapping funds for infrastructure investment in

13

Okonjo-Iweala, N., and D. Ratha (2011), “A Bond for the Homeland,” Foreign Policy, May 24, 2011.

14

Ratha, D. (2007), “Development Finance via Diaspora Bonds: Track Record and Potential”, Policy Research Working Paper
4311, World Bank, Washington, D.C.

15

Rahman, M. and T. Yong (2015), International Migration and Development in South Asia, Routledge.

16

Reuters (2016), “Countries Look to Draw Expatriate Cash with Diaspora Bonds”, available at http://www.reuters.com/article/
us-emerging-bonds-diaspora-idUSKCN0XE0ID.

17

Fatunla, D.M. (2012), “Are Diaspora Bonds Worth the Risk for Diaspora Africans?”, available at http://www.huffingtonpost.com/
dele-meiji-fatunla/diaspora-bonds-in-africa_b_1377010.html.
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Table 16.1
Investment Needs and Private Sector Participation in Developing Countries
2015 - 2030
Sector

Estimated
Current
Investment
(latest available
year) $ billion
A

Total
Investment
Investment
Gap
Required
Annualized $ billion
(constant price)
B

Average Private Sector
Participation in Current
Investment
Developing Developed
Countries
Countries

C=B-A

Per cent

Power

~260

630-950

370-690

40-50

80-100

Transport

~300

350-770

50-470

30-40

60-80

Telecoms.

~160

230-400

70-240

40-80

60-100

Water and sanitation

~150

~410

~260

0-20

20-80

Source: UNCTAD (2014), World Investment Report 2014, United Nations, New York and Geneva.

developing countries. New forms of financing

guarantees.18 In Peru, these were issued by

can be achieved through the mobilization of

the project operator as the project advances

local currency bond markets to issue project-

and carry a government certificate of

specific bonds. The benefits lie in that they

completion. Peruvian pension funds were

secure capital for a specific project.

allowed to invest in these bonds from 2001 and

Repayments should also come from revenues

have since established an infrastructure trust

generated by the project; thereby insulating the

fund to invest in project debt.

investment from the performance of other
In Africa, with the main exception of South Africa,

projects.

pension funds are still relatively new and
In order for these types of investment to flourish,

infrastructure project investments are very few

governments need to establish the appropriate

and highly restricted by regulations. However,

regulatory, supervisory and tax frameworks. For

progress is taking place slowly. Since 2009, the

example, improving investment conditions and

Kenyan

enhancing local market liquidity through

infrastructure bonds targeted at specific

government bonds will create stimulus for the

infrastr ucture projects. The bonds have

growth of corporate bond markets. Thriving local

maturities ranging from 8-20 years and have

bond markets ultimately facilitate infrastructure

been packaged with more incentives than

and asset-backed financing.

typical government bonds. These bonds have

government

has

issued

five

proved popular with pension funds, which have
The success of these financial instruments often

taken significant portions of the total issue. In

incorporates some form of public sector

addition, a Kenyan energy generating company

participation. For example, the success of

(Kengen Ltd.) issued an infrastructure bond in

infrastructure bonds in Chile and Peru stems

2009 to fund a number of new projects. The

partly

bond issuance raised more than 160 per cent

18

from

the

presence

of

various

Stewar t,F. and J. Yermo (2012), ”Infrastructure Investment in New Markets: Challenges and Opportunities for Pension
Funds”, OECD Working Papers on Finance, Insurance and Private Pensions, No. 26, OECD, Paris.
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of the original target; pension schemes

The MDGs process was relatively successful

accounted for around 40 per cent of the total

for Sri Lanka. By 2013, Sri Lanka was on track

take-up.19

to achieve 24 of the 26 targets laid out. However,
the MDGs were less demanding for Sri Lanka

Blended finance is another option. Neither the

due to the head start it had in a number of key

public sector nor private sector is able to fill the

areas including health and education. As early

financing gap alone. Blended finance use

as the 1950s, policies had been in place to

development finance to mobilize private capital

develop these areas and, therefore, the funding

flows to developing countries. Blended finance

required to meet these goals was very

instruments serve to lower investment-specific

achievable without recourse to the steps

risks. A recent survey of blended finance funds

described. The SDGs by comparison pose a

identified 74 pooled public and private funds,

significant challenge for Sri Lanka, particularly

accounting for a total of US$ 25.4 billion in

in light of the country's weak domestic public

20

committed assets.

These funds are already

finance situation. Furthermore, Sri Lanka's

having an impact in sectors where blended
finance occurs most often, including climate
resilience and clean energy; financial services;
food and agriculture; healthcare; and
infrastructure.
The construction and use of blended finance
instruments requires careful planning.
Outcomes in the past have seen the public
sector taking on all the risk whilst the private
sector earns the returns.21 Projects involving
blended finance, including PPPs, should share
risks and reward fair ly, include clear
accountability mechanisms and meet social
and environmental standards.

16.4 Conclusion
The outcome document adopted at the
Financing for Development Conference in
Addis Ababa set out a blueprint for financing
the needs of sustainable development.
Resources must be channelled into these 'new'

The SDGs,
by comparison
to MDGs,
pose a
significant
challenge
for Sri Lanka,
particularly in
light of the
country's weak
domestic
public finance
situation.

forms of financing to plug the funding gap left
by traditional forms of development finance.

19

OECD (2015), “Risk and Return Characteristics of Infrastructure Investment in Low Income Countries”, OECD, Paris.

20

WEF and OECD (2015), “Blended Finance: A Primer for Development Finance and Philanthropic Funders”, OECD, Paris.

21

UN (2014) Report of the Intergovernmental Committee of Experts on Sustainable Development Financing.
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graduation from low income to middle incomes

these factors, Sri Lanka can re-examine

status in January 2010 limits its access to

opportunities to diversify its bond offering into

concessional funding sources and thereby

diaspora bonds and infrastructure bonds.

increases its reliance on international capital
markets and other non-concessional sources

Remittances are an important source of savings

of borrowing. In light of these trends, Sri Lanka

and investment for Sr i Lanka. The main

needs to look to less traditional forms of

remittance transfer corridors for Sri Lanka are

financing in order to effectively meet its funding

Australia, Canada, Italy, Qatar, Saudi Arabia,

needs.

Singapore, Switzerland, UAE and United
Kingdom. Transfer costs range from 14.6 per

Sri Lanka is still relatively inexperienced in the

cent and 8.9 per cent in Switzerland and

new financing instruments explored in this

Australia to just 2.9 per cent in Singapore. For

chapter. Two potential areas that can be looked

many higher cost source countries, averages

at in the near term are various types of bonds

are skewed by uncompetitive high bank charges

as financing instruments and raising volumes

in comparison to more specialized Money

of remittances through lower transfer costs. In

Transfer Operators. However, even excluding

February 2009, the country attempted to

the banks, transaction costs from several of

generate funds from issues of diaspora bonds;

these source destinations are higher than the 5

however, the context of the final stages of the

per cent target cap level and, therefore, a

war and strained relations with sections of the

reduction in line with FfD targets will ensure

diaspora organizations would have hampered

benefits in terms of encouraging remittance

demand significantly. Now, far-removed from

flows into Sri Lanka.

22

Data available at https://remittanceprices.worldbank.org/.
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Appendix A: Macroeconomic Indicators (Statistical Base)
Table A1: Socio-Economic Indicators
1. Basic indicator
Area:
Mid year population (2015)
Population growth rate (2015)
Life expectancy at birth (2014)
Infant mortality rate (2013)
Gross school enrolment ratio (2005)(a)
Adult literacy rate (2014)
Human development index (HDI) (2014)
Human poverty index (HPI) (2005)

Unit
Sq. km.
('000)
%
years
per 1000 live births
%
%
Value
Value

65,610
20,966
n.a.
74.9
8.2
62.7
93.3
0.757
17.8

2. Output, labour force and employment
GNP at current market prices
GDP at current market prices
GDP per capita at current market prices
Labour force (p)
Labour force participation
Unemployment

Rs. bn.
Rs. bn.
US$
mn.
%
%

2011
6,471.0
7,219.0
3,129.0
8.6 (l)
47.8 (l)
4.2 (l)

2012
7,424.0
8,732.0
3,351.0
8.5 (l)
52.6 (l)
4.0 (l)

2013
8,448.0
9,592.0
3,610.0
8.8 (l)
53.8 (l)
4.4 (l)

2014
9,545.0
10,448.0
3,853.0
8.8 (l)
53.3 (l)
4.3 (l)

2015(e)
11,183.0
3,924.0
9.0 (l)
53.8 (l)
4.6 (l)

3. Real output growth (g)
GDP
Agriculture, forestry, and fishing
Mining and quarrying
Manufacturing
Construction
Services

%
%
%
%
%
%

8.4
4.6
18.6
3.5
26.3
8.9

9.1
3.9
24.6
3.2
21.2
11.2

3.4
3.2
7.6
2.3
7.5
3.8

4.9
4.9
2.2
2.3
6.6
5.2

4.8
5.5
-0.9
4.7
-0.9
5.3

% change
% change
% change
% change

6.7
10.6
7.9

7.6
3.5
8.9

6.9
9.2
6.7

3.3
3.2
5.1

0.9
1.0
-

% change
% change

-2.0
-0.1

13.8
-3.7

-1.2
-2.7

0.4
6.7

1.9
27.0

% of GDP
% of GDP
% of GDP
% of GDP
% of GDP

79.8
33.4
20.2
26.3
-13.2

72.8
39.1
27.2
33.3
-11.9

75.4
33.2
24.6
29.9
-8.6

76.0
32.0
24.0
29.5
-8.0

77.4
30.1
22.6
27.8
-7.4

% of GDP
% of GDP
% of GDP
% of GDP
% of GDP

13.4
19.9
14.2
5.7
-0.8

12.0
17.8
13.0
4.9
-0.9

11.9
17.4
12.6
4.8
-0.7

11.4
17.2
12.7
4.5
-1.2

13.0
20.5
15.2
5.3
-2.2

% of GDP
% of GDP

-1.3
-6.2

-0.9
-5.6

-0.8
-5.4

-1.5
-5.7

-2.9
-7.4

% of GDP
% of GDP

32.3
38.8

31.7
37

30.9
40

29.8
40.9

31.7
44.3

4. Prices & wages
CCPI (2002=100) - annual average
CCPI (2006/07=100) - annual average (n)
WPI - annual average
Implicit GNP deflator (g)
Real wage rates (q)
Workers in wages boards trades
Government employees
5. Consumption, Investment, and Savings (g)
Consumption
Gross domestic capital formation
Gross domestic savings
Gross national savings
Net Imports of Goods and Services
6. Government finance (g)
Revenue
Expenditure & net lending
Current expenditure
Capital expenditure & net lending
Current a/c balance
Budget deficit
Primary deficit
Overall deficit (before grants)
Public debt
External
Domestic

i
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7. External trade
Terms of trade
Import price index
Export price index
Import volume index
Export volume index
8. External finance (g)
Trade balance
Current account balance
Capital & financial account balance
Foreign direct investments
Foreign portfolio investments
Import capacity
External debt
Debt-service ratio (m)
9. Exchange rates (year end)
U.S.A.
U.K.
Japan
European Union
India
SDR
10. Money supply
Narrow money supply (M1)
Broad money supply (M2)
Domestic credit
External banking assets
11. Interest rates
Treasury bill yeild rates
3 month
12 months
Call money rates
Average prime lending rate
Commercial banks saving
NSB saving
Commercial banks fixed deposits
NSB fixed deposits
12. Share market indicators
Annual turnover
Companies listed
Market capitalisation
Net purchases by non-nationals
Share price indices
CSE Share
CSE Sensitive(f)
Notes:

Unit

2011

2012

2013

2014

2015(e)

% change
% change
% change
% change
% change

-8.9
22.0
11.1
23.6
10.2

-1.5
-5.8
-7.3
0.5
-0.2

4.6
-4.7
-0.3
-1.5
6.7

4.3
-1.5
2.7
9.5
4.3

2.3
-11.8
-9.8
10.6
4.6

% of GDP
% of GDP
% of GDP
% of GDP
% of GDP
months of imports (d)
% of GDP
% of exports

-14.9
-7.1
6.5
1.4
-0.3
4.7
50.2
13.2

-13.8
-5.8
6.4
1.3
0.4
5.4
54.2
19.7

-10.2
-3.4
4.2
1.2
0.3
5.7
53.7
26.8

-10.4
-2.5
-1.8
1.1
0.2
6.1
53.6
20.8

-10.2
-2.4
-2.7
0.8
-0.1
5.9
54.4
27.7

113.9
175.4
1.5
147.4
2.2
174.9

127.2
205.5
1.5
168.1
2.3
195.3

130.8
215.6
1.2
180.5
2.1
201.4

131.0
204.0
1.1
159.4
2.1
189.9

144.1
213.6
1.2
157.4
2.2
199.6

% change
% change
% change
% change

7.7
19.1
34.3
-74.0

2.6
17.6
21.7
-126.3

7.7
16.7
13.7
-195.5

26.3
13.4
10.5
119.8

16.8
17.8
23.5
-2071.2

% per annum
% per annum
% per annum
% per annum
% per annum
% per annum
% per annum
% per annum

8.7
9.3
9.0
10.8
8.5
5.0
11.0
8.5

10.0
11.7
9.8
14.4
10.5
5.0
17.0
12.5

7.5
8.3
7.7
10.1
9.1
5.0
16.0
9.5

5.7
6.0
6.2
6.3
8.0
5.0
12.0
6.5

6.5
7.3
6.4
7.5
8.0
5.0
15.0
7.3

Rs. bn.
No.
Rs. bn.
Rs. mn.

546.3
272
2,214
-19,039

213.8
287
2,168
38,661

200.5
289
2,460
22,783

340.9
294
3,105
21,217

253.3
294
2,938
-5,372

(Index, 1985=100)
(Index, 1998 Dec =1000)

6,074.4
5,229.2

5,643.0
5,119.1

5,912.8
-

7,299.0
-

6,894.5
-

Rs./US$
Rs./UK Pound
Rs./Yen
Rs./Euro
Rs./Rs. Indian
Rs./SDR

(a):
(b):
(c):
(d):
(e):
(f):
(g):

Combined first, second, and third level gross enrolment ratio.
Excluding Northerm and Eastern Provinces.
Average of four quarters.
Months of same year imports.
Provisional
The Milanka Price Index(MPI) was introduced in Janaury 1999, (1998 December=1000) to replace the Sensityive Price Index.
From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics and from 2010 onwards
rebased GDP estimates (base year 2010) have been used.
(h): Excluding Northern Province.
(i): Excluding Mullaitivu and Killinochchi districts.
(j): From 2007 onwards, trade indices have been calculated with a wider coverage using 2010 as the base year.
(k): Estimates from 2006 onwards are based on National Accounts data of the Department of Census and Statistics.
(l): Data covers the entire island.
(m): The rebased CCPI (2006/07=100) has replaced CCPI (2002=100).
(n): Overall debt service ratios were reclassified to capture debt servicing“of government, short-term debt in accordance with the
External Debt Statistics Manual (2003) “of the IMF."
(p): Data up to 2011 for household population aged 10 and above “while that of 2012 onwards for those aged 15 and above"
(q): Real wage rate indices are based on CCPI (2006/07=100).
(r): The data is based on the base year 2010 GDP estimates of the Department of Census and Statistics.

Sources: IPS database.
Central Bank of Sri Lanka, Annual Report, various issues.
Colombo Stock Exchange, Annual Report, various issues.
UNDP, Human Development Report, various issues.
Dept. of Census and Statistics, Quarterly Report of the Sri Lanka Labour Force Survey, various issues.
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Table A2: Gross Domestic Product (GDP), Mid-year Population (POP), Per Capita GDP
(PGDP), and their Growth Rates, 1993-2015
Constant Prices (c)
GDP
PGDP
Rs. mn.

Notes:

POP(b)

Rs.mn.

(‘000)

Growth Rates
GDP
PGDP

POP

1993

602,171.5

34,125.1

17,646

6.9

5.6

1.3

1994

636,061.5

35,552.0

17,891

5.6

4.2

1.4

1995

670,742.2

36,984.0

18,136

5.5

4.0

1.4

1996

695,934.0

37,954.5

18,336

3.8

2.6

1.1

1997

739,763.0

39,840.7

18,568

6.3

5.0

1.3

1998

774,796.0

41,247.7

18,784

4.7

3.5

1.2

1999

808,340.0

42,419.2

19,056

4.3

2.8

1.4

2000

857,035.0

44,866.2

19,102

6.0

5.8

0.2

2001

843,794.0

44,889.8

18,797

-1.5

0.1

1.6

2002

877,284.0

46,365.6

18,921

4.0

3.3

0.7

2003(c )

1,733,222.0

90,399.1

19,173

5.9

4.6

1.3

2004

1,827,597.0

94,036.4

19,435

5.4

4.0

1.4

2005

1,941,671.0

98,843.0

19,644

6.2

5.1

1.1

2006

2,090,548.0

105,274.9

19,858

7.7

6.5

1.1

2007

2,232,656.0

111,415.5

20,039

6.8

5.8

1.2

2008

2,365,501.0

116,837.9

20,246

6.0

4.9

1.1

2009

2,449,214.0

119,613.9

20,476

3.5

2.4

1.1

2010

6,413,668.0

310,213.7

20,675

8.0

7.0

1.0

2011

6,952,720.0

333,160.2

20,869

8.4

7.4

1.0

2012

7,588,517.0

371,549.0

20,424

9.1

11.5

0.9

2013

7,846,202.0

381,272.3

20,579

3.4

2.6

0.8

2014

8,228,986.0

396,176.7

20,771

4.9

3.9

0.9

2015(d)

8,622,825.0

411,276.6

20,966

4.8

3.8

0.9

(a): Up to 2002 data are based on 1996 prices , from 2003 onwards data are based on 2002 prices and from 2010 onwards data
are based on 2010 prices.
(b): From 2001 figures are based on Census of Population and Housing - 2001.
From 2012 figures are based on Census of Population and Housing - 2012.
From 2011 figures are provisional.
(c): From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics and from 2010 onwards
rebased GDP estimates (base year 2010) have been used.
(d): Provisional.

Source: Central Bank of Sri Lanka, Annual Report, various issues.

iii

iv

(a): Provisional.

Department of Census and Statistics, National Accounts of Sri Lanka.

Notes:

Source:

2. Real output growth
Agriculture, forestry & fishing
Manufacturing, mining and quarrying and other industries
Construction
Wholesale and retail trade, transportation and storage, accommodation
and food service activities
Information and communication
Financial and insurance activities
Real estate activities (including ownership of dwelling)
Professional, scientific, technical, administration and support service activities
Public administration, defense, education, human health and social work activities
Other services (excluding own?services)
GDP

1. Structure of output
Agriculture, forestry & fishing
Manufacturing, mining and quarrying and other industries
Construction
Wholesale and retail trade, transportation and storage, accommodation
and food service activities
Information and communication
Financial and insurance activities
Real estate activities (including ownership of dwelling)
Professional, scientific, technical, administration and support
service activities
Public administration, defense, education, human health and
social work activities
Other services (excluding own?services)
1.7
10.3
9.2

% of total output
% of total output
% of total output

4.6
5.1
26.3
12.6
6.8
11.5
6.8
13.7
0.0
8.6
8.4

% growth
% growth
% growth
% growth
% growth
% growth
% growth
% growth
% growth
% growth
% growth

2011/10

22.8
0.5
5.3
4.8

% of total output
% of total output
% of total output
% of total output

Unit

8.5
21.4
5.2

2010

% of total output
% of total output

Unit

9.1
8.5
13.5
12.7
22.3
10.2
13.6
9.1

3.9
5.5
21.2

2012/11

9.5
9.2

1.8

23.6
0.5
5.5
4.7

8.2
20.7
6.1

2011

9.6
9.6

2.1

23.6
0.5
5.7
4.9

7.8
20.0
6.8

2012

2.7
7.7
5.3
12.8
4.0
-5.5
10.0
3.4

3.2
2.9
7.5

2013/12

Table A3: Structure and Growth of Output, 2010-2015

4.0
11.6
9.6
6.5
2.8
5.5
4.7
4.9

4.9
2.5
6.6

2014/13

8.7
10.2

2.1

23.5
0.5
5.8
5.3

7.8
20.0
7.1

2013

4.6
12.5
14.8
9.6
-7.1
3.2
2.9
4.8

5.5
4.4
-0.9

2015/14(a)

8.8
10.2

2.0

23.3
0.5
6.1
5.4

7.8
19.5
7.2

2014

8.7
10.0

1.8

23.2
0.6
6.7
5.6

7.9
19.4
6.8

2015(a)
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(a): Provisional.

Source: Department of Census and Statistics, National Accounts of Sri Lanka.

Notes:

2. Composition of industrial production (%)
Food, beverages & tobacco products
Textiles, wearing apparel and leather related products
Wood and of products of wood and cork, except furniture
Paper products, printing and reproduction of media prod
Coke and refined petroleum products
Chemical products and basic pharmaceutical products
Rubber and plastic products
Basic metals and fabricated metal products
Machinery and transport equipment
Electricity, gas, steam and air conditioning supply
Construction
Total

1. Value added, current prices (Rs. mn.)
Food, beverages & tobacco products
Textiles, wearing apparel and leather related products
Wood and of products of wood and cork (including furniture)
Paper products, printing and reproduction of media production
Coke and refined petroleum products
Chemical products and basic pharmaceutical products
Rubber and plastic products
Basic metals and fabricated metal products
Machinery and transport equipment
Electricity, gas, steam and air conditioning supply
Construction
Total

30.2
18.5
5.8
1.8
1.6
4.8
4.4
2.2
2.5
4.8
23.4
100

433,769
264,905
82,720
26,094
22,281
69,450
63,257
31,665
35,909
68,491
336,381
1,434,922

2010

35.5
17.0
5.0
1.7
0.3
2.4
3.9
1.7
2.0
4.0
26.5
100

604,367
289,134
85,044
28,325
5,872
41,293
66,871
29,705
34,119
67,665
451,714
1,704,109

2011

36.3
15.7
3.8
1.2
1.8
2.5
3.9
1.5
1.5
3.6
28.2
100

798,849
346,377
82,913
26,989
40,339
54,254
85,188
32,086
33,735
78,833
621,140
2,200,703

2012

34.0
15.5
3.6
1.2
2.8
2.7
3.2
1.5
1.5
3.8
30.3
100

801,748
365,685
85,331
28,261
66,064
62,740
74,995
34,300
34,584
90,539
715,455
2,359,702

2013

38.1
14.9
3.5
0.8
0.5
3.3
2.7
1.4
0.9
3.0
30.9
100

969,402
379,633
90,118
21,294
11,869
83,855
69,071
35,014
21,694
76,370
786,393
2,544,713

2014

2015(a)

40.3
14.1
3.4
0.8
1.2
3.2
2.7
1.4
0.8
1.7
30.2
100

1,099,149
384,746
92,716
22,530
33,909
87,789
73,639
39,162
22,973
45,620
823,519
2,725,752

Table A4: Value Added in Industry and Industrial Production, 2010-2015
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v

vi

(a): Average export price of the three major coconut products only.
(b): Guaranteed price.
(c): 20.9 kg. of paddy = 1 bushel of paddy.
(d): Revised.
(e): Provisional.

231.9
242.2
245.9
259.0
277.4
280.7
284.2
306.8
296.3
310.6
304.8
309.4
317.2
310.8
305.2
318.7
291.0
331.4
327.5
328.4
340.0
338.0
329.0

Price
Colombo (net)
Export (f.o.b.)
Rs/kg.
Rs/kg.
68.88
91.16
65.12
91.32
72.21
102.31
103.88
139.56
119.40
158.39
134.35
184.94
115.31
162.39
135.53
184.73
143.96
208.89
149.30
216.26
149.05
221.01
180.74
248.38
185.84
263.81
198.87
279.97
279.10
364.28
301.63
430.55
360.80
470.11
371.54
496.27
360.68
510.41
392.40
563.94
445.83
623.91
459.01
649.44
401.46
593.08

Tea

Source: Central Bank of Sri Lanka, Annual Report, various issues.

Notes:

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015(d)

Production
Mn. kg.
104.2
105.3
105.7
112.5
105.8
95.7
96.6
87.6
86.2
90.5
92.0
94.7
104.4
109.2
117.6
129.2
136.9
152.9
158.2
152.0
130.4
98.6
88.6

Production
Mn. kg.

Price
Colombo (RSS 1) Export (f.o.b.)
Rs/kg.
Rs/kg.
35.48
44.34
50.36
51.81
72.04
83.69
67.88
79.73
56.71
75.42
49.83
67.72
45.35
53.73
54.91
66.87
54.77
66.17
68.76
69.53
93.60
105.25
127.20
127.26
140.99
147.98
202.23
204.70
234.22
234.48
269.51
278.39
211.65
202.30
403.02
377.54
508.80
535.40
416.47
420.74
376.90
389.91
286.05
362.83
248.17
342.03

Rubber

2,164
2,622
2,755
2,546
2,631
2,504
2,828
3,096
2,796
2,392
2,562
2,591
2,515
2,785
2,869
2,909
2,853
2,584
2,808
2,940
2,513
2,870
3,056

6.31
5.67
6.08
9.42
9.63
8.31
9.95
7.35
7.05
12.06
9.98
11.03
13.04
12.08
16.26
23.46
18.23
24.64
39.15
28.80
29.36
39.08
54.54

Coconut
Production
Price(a)
Mn.nut
Rs./nut

Table A5: Major Agricultural Crops, Production and Prices, 1993-2015

2,570
2,684
2,810
2,061
2,239
2,692
2,857
2,860
2,695
2,859
3,071
2,628
3,246
3,342
3,131
3,875
3,652
4,301
3,894
3,846
4,621
3,381
4,819

155.00
155.00
155.00
155.00
155.00
155.00
155.00
155.00
-

Paddy
Production
Price(b)
‘ 000 Mt
Rs./bushel(c)
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Table A6: Labour Force Participation of the Household Population
All Island, 2003-2015
Household
population
(10 yrs. & over)
No. mn.
2003 (a)

Labour
force
No. mn.

Labour
force
participation
rate (%)

Labour force
Employed
No. mn.

Unemployed
Rate

No. mn.

Rate

q1
q2
q3
q4

15.6
15.6
15.7
15.8

7.6
7.5
7.6
7.8

49.1
48.3
48.6
49.6

6.9
6.9
7.0
7.2

90.8
91.9
91.6
92.1

0.7
0.6
0.6
0.6

9.2
8.1
8.4
7.9

q1 (b)
q2 (e)
q3 (e)
q4 (e)

16.3
16.5
16.7
16.7
16.9

8.0
8.0
8.0
8.2
8.1

49.0
48.6
47.8
48.8
48.3

7.3
7.3
7.3
7.5
7.5

91.9
91.0
91.5
91.8
92.3

0.7
0.7
0.7
0.7
0.6

8.1
9.0
8.5
8.2
7.7

q1
q2
q3
q4

14.8
14.8
15.0
15.0

7.6
7.5
7.6
7.6

51.7
51.1
50.7
51.0

7.1
7.1
7.1
7.1

92.8
93.7
93.6
93.7

0.5
0.5
0.5
0.5

7.2
6.3
6.4
6.3

q1
q2
q3
q4

15.0
15.0
15.0
15.1

7.5
7.4
7.5
7.6

49.8
49.0
50.2
50.1

7.0
6.9
7.1
7.2

93.8
93.5
94.4
94.5

0.5
0.5
0.4
0.4

6.2
6.5
5.6
5.5

q1
q2
q3
q4

16.3
16.3
16.3
16.4

8.0
8.0
8.2
8.2

49.1
49.0
50.3
49.7

7.6
7.6
7.7
7.7

94.9
94.5
94.5
94.6

0.4
0.4
0.4
0.4

5.1
5.5
5.5
5.4

q1
q2
q3
q4

16.6
16.5
16.7
16.6

8.2
8.0
8.1
8.1

49.2
48.3
48.7
48.5

7.7
7.5
7.6
7.6

94.5
93.8
94.1
94.3

0.5
0.5
0.5
0.5

5.5
6.2
5.9
5.7

q1
q2
q3
q4

16.9
16.8
16.8
17.0

8.1
8.1
8.0
8.3

48.2
47.9
47.4
48.8

7.7
7.6
7.6
7.9

95.0
94.6
95.1
95.5

0.4
0.4
0.4
0.4

5.0
5.4
4.9
4.5

q1
q2
q3
q4 (f)

16.9
17.2
17.1
-

8.1
8.3
8.3
-

48.0
48.3
48.3
-

7.8
8.0
7.9
-

95.7
95.8
96.1
-

0.3
0.4
0.3
-

4.3
4.2
3.9
-

q1 (f)
q2
q3
q4
2013 (e)(g)
q1
q2
q3
q4
2014 (e)
q1
q2
q3
q4
2015 (e)
q1
q2
q3
q4

17.8
17.8
18.1

8.3
8.4
8.7

46.4
47.2
48.1

7.9
8.1
8.4

96.1
95.9
96.1

0.3
0.3
0.3

3.9
4.1
3.9

16.4
16.4
16.4
16.4

8.9
8.9
8.8
8.7

54.2
54.2
53.8
53.0

8.5
8.5
8.4
8.3

95.4
95.6
95.6
95.9

0.4
0.4
0.4
0.4

4.6
4.4
4.4
4.1

16.4
16.5
16.6
16.6

8.8
8.8
8.9
8.8

53.4
53.6
53.2
52.9

8.4
8.4
8.5
8.4

95.9
95.5
95.8
95.6

0.4
0.4
0.4
0.4

4.1
4.5
4.2
4.4

16.6
16.6
16.7
16.7

8.9
9.0
9.0
8.9

53.6
54.3
53.8
53.6

8.5
8.6
8.6
8.6

95.3
95.5
95.0
95.7

0.4
0.4
0.5
0.4

4.7
4.5
5.0
4.3

2004

2005 (c)
2006 (d)

2007(d)

2008 (a)

2009 (a)

2010 (a)

2011 (a)

2012 (e)

Up to 4th quarter 2002, data excludes both Northern and Eastern provinces.
(a) Including Eastern province but excluding Northern province.
(b) Excluding Vavunia,Mullaitivu ,Kilinochchi districts.
(c) Quarterly labour force survey was conducted as a one off survey in August 2005.
(d) Excluding Northern & Eastern provinces.
(e) All the districts are included.
(f) Labour Force Survey was not conducted for this quarter.
(g) All persons of age 10 years and over are considered to be in the working age (Labour Force) , before 2013. However, this was
changed as age 15 and over from 2013 onward.
Source: Department of Census and Statistics, Quarterly Report of the Sri Lanka Labour Force.
Notes:

vii

viii
-

20,570
17,611
23,595
23,328
29,923
33,960
35,210
41,132
42,346
31,812
46,285
51,262
94,347
105,938
170,604
262,602
308,811
2,929,107

1,522,847
1,896,225
2,533,056
2,809,789
2,808,720

Total
21.1
23.6
22.1
20.9
21.0
21.8
24.1
24.8
19.0
18.9
17.5
20.2
19.5
21.3
20.0
19.3
17.3

4.1
3.0
3.5
3.0
3.4
3.3
3.2
3.3
3.0
2.0
2.5
2.5
3.8
3.6
4.8
6.0
6.4

Private(a)
Public(b)
(As % of GDP)

26.2

23.7
26.3
29.0
29.3
26.9

Total

Source: Central Bank of Sri Lanka, Annual Report, various issues.

-

11084.7
14693.4
17533.3
13238.1
21738.4
26399.3
60572.3
46486.6
21556.3
35563.2
62,531.2
47,961.4
46,049.7
55,307.3
51,006.0
52,313.4
142,140.5
-

2165.3
1893.7
2808.9
1927.9
3479.4
4042.9
8002.3
6139.1
3415.0
3787.1
9,075.5
5,825.2
9,071.8
9,375.0
12,186.0
16,110.6
52,340.8
-

Private(a)
Public(b)
(At constant prices(c)(e))

Private sector and public corporations.
Government and public enterprises.
Current series deflated by GDP deflator.
Provisional.
Up to 1995 data are based on 1982 prices. From 1996-2002 data are based on 1996 prices. 2003-2009
data are based on 2002 prices. 2010 onwards data are based on 2010 prices
(f): From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics.

(a):
(b):
(c):
(d):
(e):

-

2015(g)

Notes:

105,305
136,649
147,280
160,181
186,950
221,754
266,518
311,460
267,298
298,731
318,909
422,060
478,917
624,972
714,084
852,708
838,629
-

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003(e)
2004
2005
2006
2007
2008
2009
2010(f)
2011
2012
2013
2014

Private(a)
Public(b)
(Rs. mn., current market prices)

1,394,812.9

208,609.2
499,006.6
234,542.2
453,191.8
720,184.6

Total

-

28.3
32.6
19.3
-24.5
64.2
21.4
129.4
-23.3
-53.6
65.0
75.8
-23.3
-4.0
20.1
-7.8
2.6
171.7
-

58.8
-12.5
48.3
-31.4
80.5
16.2
97.9
-23.3
-44.4
10.9
139.6
-35.8
55.7
3.3
30.0
32.2
224.9
-

Private(a) Public(b)
(Growth in real terms)

Table A7: Gross Domestic Fixed Capital Formation, 1993-2015

93.7

139.2
-53.0
93.2
58.9

Total
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6.2
-1.7
6.2
20.3
4.5

Net imports of goods and non-factor services (b)

Net factor income from abroad

Net private transfers

Gross national savings

Foreign savings
5.1

19.5

6.6

-1.5

6.7

14.4

21.2

5.6

22.0

6.5

-1.0

8.8

16.4

25.3

2004

5.9

23.8

7.1

-1.2

8.9

17.9

26.8

2005

5.3

22.3

6.7

-1.4

11.0

17.0

28.0

2006

5.7

23.3

6.8

-1.1

10.4

17.6

28.0

2007

3.9

17.8

6.3

-2.4

13.7

13.9

27.6

2008

Sources: IPS database; Central Bank of Sri Lanka, Annual Report, various issues.

(c): From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics.
(d): From 2010 ,data are based on the base year 2010 GDP estimates of the Department of Census and Statistics.

5.5

21.5

6.4

-0.9

6.0

16.0

22.0

2002 2003 (c)

(b): Also referred to as external inflow or the resources gap.

(a): Provisional.

15.8

Gross domestic savings

Notes:

22.0

Gross domestic capital formation

(As % of GDP)

2001

Table A8: Saving and Investment, 2001-2015

5.8

23.7

7.0

-1.2

6.5

17.9

24.4

2009

5.4

28.5

6.5

-1.1

-7.3

23.1

30.4

2010

6.1

26.3

7.1

-1.0

-13.2

20.2

33.4

2011

6.1

33.3

7.9

-1.8

-11.9

27.2

39.1

2012

5.3

29.9

7.6

-2.4

-8.6

24.6

33.2

2013

5.5

29.5

7.8

-2.3

-8.0

24.0

32.0

5.2

27.8

7.5

-2.2

-7.4

22.6

30.1

2014 2015(a)
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ix

x
13
0.1

11.4
0.1

13.1
0.2

13.9
0.2

14.3
0.2

14.6
0.3

14.5
0.5

14.9
0.7

15.8
0.9

16.3
1.0

16.1
1.4

15.4
0.4

15.7
0.5

Revenue

Grants

-7.4
2.1
5.3
5.3
2.6
2.7
-

-5.7
2.0
3.6
3.8
1.2
2.5
-0.1
-

-5.9
1.4
4.5
4.4
3.4
1.0
0.1
-

-6.5
3.8
2.7
2.7
1.7
0.9
-

-6.9
3.4
3.5
3.6
2.9
0.7
-0.1
-

-8.0
4.4
3.6
3.4
3.5
0.2
-

-9.9
4.8
5.1
4.9
1.0
3.8
0.2
-

-7.7
-0.1
7.1
7.0
4.4
2.6
0.1
-

-7.7
2.8
3.6
3.6
0.4
3.1
-

-8.0
1.4
5.6
5.6
2.7
2.9
-

-8.7
2.0
5.2
5.0
1.1
3.9
0.2
-

-8.2
1.8
5.8
5.5
2.1
3.4
0.2
0.1

-8.0
2.4
4.5
4.5
-1.2
5.7
0.6

Primary deficit

Overall deficit (before grants)
Financing budget deficit

Foreign financing

Domestic financing

Market borrowings
Bank

(a): Since 1994, privatization proceeds have been shifted from the capital expenditure and net lending category to the financing section.
(b): Provisional.
(c): From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics.
(d): From 2010 ,data are based on the base year 2010 GDP estimates of the Department of Census and Statistics.

Source: Central Bank of Sri Lanka, Annual Report, various issues.

Notes:

Privatisation proceeds(a)

Other borrowings

Non-bank

-2.2
-2.9

-1.2
-1.5

-0.8
-0.8

-1.0
-1.1

-1.1
-1.4

-2.1
-1.7

-3.7
-3.5

-2.0
-2.2

-1.6
-2.6

-2.4
-2.9

-2.7
-3.6

-3.9
-2.2

-3.3
-0.9

Current account balance

15.2
5.3
12.7
4.5

13.9
5.4

14.9
5.6

15.4
6

16.7
6.1

18.2
6.7

16.9
5.7

17.4
6.1

18.6
5.6

18.7
6.0

19.2
4.3

19.0
4.7

Current expenditure
Capital & net lending

Expenditure

2015(b)

2014

2013

2012

2011

2010

2009

2008

2007

2006

2005

2004

2003 ( c)

(As % of GDP)

Table A9: Summary of Government Fiscal Operations, 2003-2015
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12.6
20.7

% growth
% growth

4.0
11.7

6.3
29.1
21.4
19.9

7.0
31.8

2009

83,892.0
-10.5
432,888.0
17.1
93,915.0
45.3
325,927.0
10.5
-106,660.0
-9.5

12.8
13.3

9.8
32.4

1999

20.9
18.0

6.3
28.3

2010(c)

59,448.0
-29.1
549,927.0
27.0
147,304.0
56.8
364,369.0
11.8
-136,035.0
-27.5

9.1
13.0

9.4
32.2

2000

7.7
20.9

6.1
30.4

2011

80,019.0
34.6
638,876.0
16.2
201,311.0
36.7
396,754.0
8.9
-163,867.0
-20.5

3.2
11.4

8.7
32.0

2001

2.6
18.3

5.2
29.7

2012

101,717.0
27.1
680,396.0
6.5
192,994.0
-4.1
444,371.0
12.0
-168,544.0
-2.9

14.0
13.2

8.8
32.3

2002

7.7
18.0

5.1
31.9

2013

129,487.0
27.3
731,872.0
7.6
176,236.0
-8.7
519,444.0
16.9
-181,111.0
-7.5

16.0
13.8

8.9
31.9

2003(b)

22.4
19.6

9.4
33.6

2005

26.3
13.1

5.9
33.1

16.8
17.2

6.4
36.3

2014 2014-2015(a)

129,152.0 167,147.0
-0.3
29.4
895,942.0 1,067,385.0
22.4
19.1
220,462.0 249,565.0
25.1
13.2
634,310.0 801,149.0
22.1
26.3
-207,515.0 -246,438.0
-14.6
-18.8

16.6
18.5

9.0
32.9

2004

225,989.0
88,760.0 358,554.0 390,284.0 150,916.0 112,395.0 133,808.0 318,203.0
206,923.0
22.2
-60.7
304.0
8.8
-61.3
-25.5
19.1
137.8
-35.0
1,607,786.0 1,897,500.0 1,907,748.0 2,262,861.03,037,970.03,696,131.04,200,783.04,640,146.0 5,732,013.0
16.3
18.0
0.5
18.6
34.3
21.7
13.7
10.5
23.5
374,100.0 582,907.0 640,326.0 627,185.0 833,610 1,045,232 1,301,342 1,435,900
1,759,470
4.7
55.8
9.9
-2.1
32.9
25.4
24.5
10.3
22.5
1,184,519.0 1,267,601.0 1,194,189.0 1,491,099.0 2,005,860 2,358,421 2,534,343 2,758,199
3,449,577
19.3
7.0
-5.8
24.9
34.5
17.6
7.5
8.8
25.1
-431,759.0 -452,423.0 -503,460.0
-548,895 -644,287
-741,230 -706,605 -779,418
-867,954
-23.8
-4.8
-11.3
-9.0
-17.4
-15.0
4.7
-10.3
-11.4

2.7
15.6

7.4
32.1

2008

93,724.0
5.0
369,517.0
14.4
64,618.0
42.8
294,868.0
12.0
-97,425.0
-22.0

12.1
9.7

9.5
31.1

1998

Data have been reclassified starting from 1990. For more information, see Annual Report 1995, Central Bank of Sri Lanka.
(a): Provisional; (b): From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics; (c ): From 2010 ,data are based on the base year 2010 GDP
estimates of the Department of Census and Statistics.

Rs. mn.
185,005.0
% growth
10.7
Rs. mn. 1,382,004.0
% growth
29.5
Rs. mn.
357,289.0
% growth
43.2
Rs. mn.
993,159.0
% growth
24.0
Rs. mn.
-348,644.0
% growth
-41.5

8.8
33.8

M1/GDP
M2/GDP

2007

Rs. mn.
61,861.0
% growth
-7.0
Rs. mn.
292,395.0
% growth
11.3
Rs. mn.
47,131.0
% growth
21.9
Rs. mn.
229,773.0
% growth
9.1
Rs. mn.
-66,813.0
% growth
1.7
2006

89,292.0
44.3
323,046.0
10.5
45,250.0
-4.0
263,198.0
14.5
-79,874.0
-19.5

4.0
10.8

% growth
% growth

Unit

9.8
13.8

10.2
33.0

9.6
32.4

1997

M1/GDP
M2/GDP

1996

Table A10: Money Supply and Underlying Factors, 1996-2015

Source: Central Bank of Sri Lanka, Annual Report, various issues.

Notes:

3.3 Other Liabilities

3.2.2 to Private Sector

3.2.1 to Government

3.2 Domestic Credit

1. Financial depth
Narrow Money Supply
Broad Money Supply
2. Monetary Expansion/Contraction
Narrow Money Supply
Broad Money Supply
3. Causal Factors
3.1 External Banking Assets

Contd..

3.3 Other Liabilities

3.2.2 to Private Sector

3.2.1 to Government

3.2 Domestic Credit

1. Financial depth
Narrow Money Supply
Broad Money Supply
2. Monetary Expansion/Contraction
Narrow Money Supply
Broad Money Supply
3. Causal Factors
3.1 External Banking Assets

Unit
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xi

xii
7.4
7.2
7.0
8.3
7.4
9.0
7.3
2.1
5.0
7.8
5.0
7.0

9.9
9.9
9.8
10.9
10.3
12.2
11.0
3.5
6.0
11.0
7.5
10.0

Central Bank of Sri Lanka, Bulletin, various issues.

Sources: Central Bank of Sri Lanka, Annual Report, various issues.

15.0

18.0

Bank rate
Treasury bills, yield rates
3 month
12 month
Repurchase rate
Call money rate
Maximum
Minimum
Weighted average prime lending rate
Commercial bank saving
Maximum
Minimum
NSB saving
Commercial bank fixed deposit (one year)
Maximum
Minimum
NSB fixed deposit (one year, paid on maturity)

2003

2002

(%, end of period)

9.8
5.5
8.0

7.8
3.0
5.0

10.6
9.5
10.2

7.3
7.7
7.5

15.0

2004

11.5
5.5
9.0

10.3
3.0
5.0

11.0
10.5
12.1

10.1
10.4
8.8

15.0

2005

14.0
5.5
11.0

10.5
3.0
5.0

15.1
12.8
14.7

12.8
13.0
10.0

15.0

2006

20.0
8.5
15.0

16.5
3.0
5.0

40.0
16.0
17.0

21.3
20.0
10.5

15.0

2007

20.3
8.5
15.0

16.5
3.0
5.0

20.0
13.3
19.2

17.3
19.1
10.5

15.0

2008

Table A11: Interest Rates, 2002-2015

19.0
7.3
9.5

10.5
1.5
5.0

9.1
8.0
11.1

7.7
9.3
7.5

15.0

2009

17.0
5.1
8.5

9.5
1.5
5.0

8.4
7.8
9.3

7.2
7.6
7.3

15.0

2010

11.0
5.6
8.5

8.5
1.0
5.0

9.1
8.8
10.5

8.7
9.3
7.0

15.0

2011

17.0
5.0
12.5

10.5
0.8
5.0

9.9
9.5
14.3

10.0
11.7
7.5

15.0

2012

16.0
6.0
9.5

9.1
0.8
5.0

7.8
7.5
10.0

7.5
8.3
6.5

15.0

2013

12.0
4.0
6.5

8.0
0.5
5.0

6.5
6.0
6.4

5.7
6.0
6.5

15.0

2014

15.0
4.0
7.3

8.0
0.5
5.0

6.4
6.4
7.4

6.5
7.3
6.0

15.0

2015
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Table A12: Basic Indicators of the General Price Level, 1995-2015
CCPI
CCPI
CCPI
WPI
(1952=100) % change (2002=100) % change (2006/07 % change (1974=100) % change
(b)
(c)
=100)

GDPD
(1996=100) % change

1995

1,644.6

7.7

950.3

8.8

89.2

8.4

1996

1,906.7

15.9

1,145.1

20.5

100.0

12.1

1997

2,089.1

9.6

1,224.3

6.9

108.6

8.6

1998

2,284.9

9.4

1,298.7

6.1

117.8

8.4

1999

2,392.1

4.7

1,295.3

-0.3

123.1

4.4

2000

2,539.8

6.2

1,317.2

1.7

131.3

6.7

2001

2,899.4

14.2

1,471.2

11.7

147.6

12.4

2002

3,176.4

9.6

100.0

1,628.9

10.7

160.0

8.4

2003

3,377.0

6.3

105.8

1,679.1

3.1

168.2

5.1

2004

3,632.8

7.6

115.3

9.0

1,889.0

12.5

183.0

8.8

2005

4,055.5

11.6

128.0

11.0

2,105.9

11.5

202.1

10.4

2006

4,610.8

13.7

140.8

10.0

2,351.5

11.7

224.9

11.3

2007

5,416.1

17.5

163.1

15.8

2,924.4

24.4

256.4

14.0

2008

199.9

22.6

129.2

3,653.6

24.9

298.3

16.3

2009

206.8

3.4

133.6

3.5

3,500.9

-4.2

315.8

5.9

2010

219.1

5.9

141.9

6.2

3,893.0

11.2

338.9

7.3

2011

226.5

6.9

151.5

6.7

4,306.5

10.6

351.8

3.8

2012

-

-

162.9

7.6

4,457.3

3.5

389.9

10.8

2013

-

-

174.2

6.9

4,867.9

9.2

414.3

6.2

2014

-

-

179.9

3.3

5,022.1

3.2

430.3

3.9

2015(a)

-

-

181.5

0.9

5,072.7

1.0

439.5

2.1

Notes:

(a): Provisional.
(b): Represents the consumption basket of low income households in the Colombo Municipality. Compilation of this index was
discontinued“since May 2008.
(c): Represents the consumption basket of urban households within the Colombo District. Compilation of this index was
discontinued“since June 2011.
CCPI: Colombo Consumers Price Index.
WPI: Wholesale Price Index.
GDPD: GDP Deflator.

Sources: Department of Census and Statistics.
Central Bank of Sri Lanka, Annual Report, various issues.
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Table A13: Wage Rate Indices, 1994-2015
(December 1978=100)
Workers in wages boards trades(a)
Nominal

Nominal

Real

1994

712.4

111.7

735.5

115.4

1995

740.3

107.7

792.5

115.4

1996

801.7

100.7

818.2

103.0

1997

849.1

97.3

906.5

104.0

1998

953.3

99.9

1,001.4

104.9

1999

977.6

97.8

1,001.4

100.2

2000

1,000.4

94.3

1,084.7

102.1

2001

1,049.3

86.6

1,310.8

108.1

2002

1,126.5

84.9

1,525.3

115.0

2003

1,205.2

85.4

1,525.0

108.1

2004

1,233.0

81.3

1,872.1

123.3

2005

1,329.7

78.5

2,417.5

142.7

2006

1,358.2

70.5

3,150.8

163.5

2007

1,648.8

73.6

3,828.4

171.6

2008

2,070.4

75.5

4,116.1

150.4

2009

2,171.4

76.7

4,502.8

159.0

2010

2,865.3

95.3

4,651.6

154.7

2011

2,996.1

93.3

4,964.5

154.7

2012

3,662.0

106.2

5,304.7

153.8

2013

3,869.2

104.9

5,568.3

150.9

2014

4,012.2

105.3

6,058.0

159.0

2015(c)

4,127.0

107.3

8,021.6

208.6

Notes:

The wage rates used in the calculation of index numbers are minimum wages.
(a): Combined index for workers in agriculture, industry and commerce, and services.
(b): Combined index for non-executive officers and minor employees.
(c): Provisional.
(d): Based on CCPI (2002=100) from 2007 to 2009 and based on CCPI (2006/07=100)
from 2010 onwards

Source: Central Bank of Sri Lanka, Annual Report, various issues.
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Government employees(b)

Real
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Table A14: Sri Lanka's Direction of Foreign Trade, 1998-2015
Unit

1998

1999

2000

2001

2002

2003

2004

2005

2006

1,890 1,792 2,193
530
604
737
232
216
230
196
159
230

1,926
576
198
186

1,763
590
199
140

1,777
640
232
162

1,869
779
274
158

1,988
777
272
145

2,006
880
329
164

1. Exports to selected countries and groupings
U.S.A
U.K.
Germany
Japan

US$Mn.
US$Mn.
US$Mn.
US$Mn.

EC
Germany
UK

% of total exports
% of exports to EC
% of exports to EC

33.6
17.9
41

35.3
16.2
45

33.4
15.2
48.5

27.2
15.4
44.8

30.0
14.1
41.6

30.0
15.1
41.6

32.5
14.6
41.6

30.9
13.9
39.6

33.7
14.2
37.9

ASEAN
Singapore
Malaysia

% of total exports
% of exports to ASEAN
% of exports to ASEAN

3.0
38.1
10.1

3.1
37.9
6.0

3.5
38.7
5.0

2.5
48.1
5.7

2.5
60.3
7.2

2.0
62.7
11.9

2.2
68.6
7.1

2.3
54.4
9.9

2.8
38.5
12.7

SAARC
India

% of total exports
% of exports to SAARC

3.0
33.2

3.8
33.7

4.2
30.6

3.3
45.6

5.4
66.4

6.8
70.0

8.8
77.3

10.3
86.7

8.7
81.6

NAFTA
USA
Canada

% of total exports
% of exports to NAFTA
% of exports to NAFTA

51.5
95.4
3.1

49.8
95.1
3.1

50.5
95.4
3.1

42.9
95.1
3.4

39.4
94.6
3.3

36.6
94.6
3.4

34.4
94.5
3.6

33.3
94.1
3.7

30.9
94.2
3.6

APEC
USA
Japan
Singapore

% of total exports
% of exports to APEC
% of exports to APEC
% of exports to APEC

58.9
83.4
8.6
1.9

56.3
84.1
7.5
2.1

57.8
83.5
8.7
2.3

55.2
73.8
7.1
2.2

51.5
72.6
5.8
3.0

48.4
71.5
6.5
2.7

44.9
72.2
6.1
3.3

43.6
71.9
5.2
2.9

42.3
68.9
5.6
2.6

556
539
411
230
305
379

561
512
459
216
251
347

646
600
516
255
311
390

337
602
501
267
221
323

355
834
491
218
263
288

448
1,073
560
198
273
276

412
1,439
619
240
312
291

380
1,835
648
205
277
279

450
2,173
659
201
303
275

2. Imports from Selected Countries and Groupings
Japan
US$Mn.
India
US$Mn.
Hong Kong
US$Mn.
U.S.A
US$Mn.
U.K.
US$Mn.
Taiwan
US$Mn.
EC
Germany
UK

% of total Imports
% of Imports from EC
% of Imports from EC

23.3
20.2
30.3

19.4
15.8
29.1

18.8
16.5
32.8

16.0
15.9
25.5

15.2
13.2
28.6

16.5
13.0
24.8

15.7
15.4
24.8

14.5
13.9
21.6

13.7
15.8
21.5

ASEAN
Singapore
Malaysia

% of total Imports
% of Imports from ASEAN
% of Imports from ASEAN

19.6
36.8
22.8

21.1
48.2
18

21.0
46.7
20.5

19.4
44.8
22.7

19.1
46.0
21.7

19.8
46.2
25.6

20.0
51.2
24.1

20.5
48.2
25.7

21.7
52.9
23.7

SAARC
India

% of total Imports
% of Imports from SAARC

15.1
83.3

14.2
81.4

14.0
84.8

13.2
84.4

15.5
89.2

17.6
91.5

19.7
91.4

22.4
92.6

22.9
92.4

NAFTA
USA
Canada

% of total Imports
% of Imports from NAFTA
% of Imports from NAFTA

7.1
75.0
13.6

5.5
89
9.3

6.0
84.1
15.6

5.4
91.5
8.2

3.9
93.8
5.8

3.5
85.4
14.3

3.6
84.4
15.3

3.2
71.2
28.0

4.1
48.0
51.5

APEC
USA
Japan
Singapore

% of total Imports
% of Imports from APEC
% of Imports from APEC
% of Imports from APEC

45.9
11.6
28.1
15.7

53.4
9.1
23.6
19

54.9
9.2
23.2
17.8

55.6
8.4
10.6
12.9

52.1
7.0
11.4
13.8

49.2
5.7
13.0
15.1

46.4
6.1
10.4
17.6

44.0
4.9
9.2
17.8

43.8
4.1
9.1
20.2
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Cont../
Unit

2007

2008

2009

2010

2011

2012

2013

2014

2015(a)

1,970
1,018
438
160

1,869
1,090
405
159

1,576
1,024
347
139

1,701
990
400
171

2,145
1,112
510
223

2,126
1,059
455
217

2,494
1,078
468
224

2,731
1,116
498
237

2,810
1,029
476
216

1. Exports to selected countries and groupings
U.S.A
U.K.
Germany
Japan

US$Mn.
US$Mn.
US$Mn.
US$Mn.

EU
Germany
UK

% of total exports
% of exports to EU
% of exports to EU

37.6
15.2
35.4

37.4
13.4
35.9

38.5
12.7
37.6

33.3
13.9
34.4

33.9
14.3
31.1

33.0
14.1
32.8

31.5
14.3
32.9

31.4
14.3
32.0

28.8
15.7
34.0

ASEAN
Singapore
Malaysia

% of total exports
% of exports to ASEAN
% of exports to ASEAN

3.0
34.4
15.5

3.2
29.0
16.8

3.9
31.4
17.0

5.5
107.7
15.4

6.9
56.1
13.5

4.1
25.3
17.4

2.8
35.6
15.9

3.9
32.6
10.4

2.8
27.9
12.4

SAARC
India

% of total exports
% of exports to SAARC

8.5
79.8

6.9
74.5

6.2
73.0

7.2
76.8

6.6
74.1

7.8
74.4

7.4
70.4

7.9
70.9

8.5
72.2

NAFTA
USA
Canada

% of total exports
% of exports to NAFTA
% of exports to NAFTA

27.6
93.3
3.7

24.9
92.4
4.4

24.1
92.2
4.3

21.6
91.5
5.0

22.4
90.5
5.4

24.3
89.6
6.1

26.4
90.8
5.5

27.1
90.6
5.7

29.5
90.7
5.8

APEC
USA
Japan
Singapore

% of total exports
% of exports to APEC
% of exports to APEC
% of exports to APEC

39.2
65.8
5.3
2.7

37.8
60.9
5.2
2.5

37.7
59.0
5.2
3.3

37.5
52.6
5.3
15.8

38.5
52.7
5.5
10.1

38.3
56.8
5.8
2.7

39.9
60.2
5.4
2.5

41.6
58.9
5.1
3.0

43.6
61.4
4.7
1.8

2. Imports from Selected Countries and Groupings
Japan
US$Mn.
413
India
US$Mn.
2,610
Hong Kong
US$Mn.
725
U.S.A
US$Mn.
412
U.K.
US$Mn.
230
Taiwan
US$Mn.
264

426
3,447
695
279
250
251

224
1,820
517
259
254
201

584
2,570
580
168
267
264

1,025
4,431
632
266
304
352

552
3,640
605
234
297
365

668
3,171
430
416
281
435

941
4,023
351
492
290
443

1,389
4,268
365
471
364
460

EU

% of total Imports
% of Imports from EU
% of Imports from EU

12.4
16.4
16.5

12.5
16.0
14.2

12.6
19.3
19.8

10.9
17.2
18.2

9.2
18.3
16.4

9.3
17.9
16.7

9.2
23.1
16.9

8.2
20.6
18.3

8.9
20.6
21.6

ASEAN
Singapore
Malaysia

% of total Imports
% of Imports from ASEAN
% of Imports from ASEAN

17.4
56.9
14.4

18.3
48.2
13.9

18.3
57.1
15.4

19.2
60.7
14.9

16.1
65.2
21.0

14.8
59.3
28.6

19.2
48.6
16.5

16.9
38.3
22.6

14.1
40.0
19.1

SAARC
India

% of total Imports
% of Imports from SAARC

24.9
92.7

26.0
94.0

20.1
88.6

21.4
89.3

23.7
92.1

21.0
90.2

19.9
88.4

22.3
92.7

24.4
92.3

NAFTA
USA
Canada

% of total Imports
% of Imports from NAFTA
% of Imports from NAFTA

4.4
83.5
16.1

4.7
42.2
57.3

5.3
48.2
51.3

3.3
37.4
62.2

3.2
41.1
58.4

3.0
41.2
58.1

3.6
64.0
35.2

4.2
60.8
38.3

4.1
60.8
37.8

APEC
USA
Japan
Singapore

% of total Imports
% of Imports from APEC
% of Imports from APEC
% of Imports from APEC

46.3
7.9
7.9
21.4

45.2
4.4
6.7
19.5

45.4
5.6
4.8
23.0

45.9
2.7
9.5
25.4

45.0
2.9
11.2
23.3

43.6
2.8
6.6
20.1

52.7
4.4
7.0
17.7

53.5
4.7
9.1
12.1

54.8
4.5
13.4
10.2

Germany
UK

Note:
(a): Provisional.
Sources: International Monetary Fund, Direction of Trade Statistics, various issues; Central Bank of Sri Lanka, Annual Report, various issues
and Trade Map -http://www.trademap.org/Index.aspx.
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1. Consumer goods
Value (US$ mn.)
Growth
% of total imports
1.1 Food
Value (US$ mn.)
Growth
% of total imports
1.2 Other
Value (US$ mn.)
Growth
% of total imports
2. Intermediate goods
Value (US$ mn.)
Growth
% of total imports
2.1 Petroleum
Value (US$ mn.)
Growth
% of total imports
2.2 Textiles
Value (US$ mn.)
Growth
% of total imports
3. Investment goods
Value (US$ mn.)
Growth
% of total imports
4. Total imports
Value (US$ mn.)
Growth
1,084.0
5.2
18.5
642.0
7.5
10.9
442.0
2.1
7.5
3,235.7
8.9
55.2
539.5
12.4
9.2
1,386.9
18.7
23.7
1,324.0
10.1
22.6
5,864.0
7.8

597.0
14.4
11.0
433.0
-6.1
8.0
2,971.0
2.4
54.6
479.9
24.1
8.8
1,168.8
0.9
21.5
1,203.0
1.2
22.1
5,439.0
2.4

1997

1,030.0
4.9
18.9

1996

5,889.0
0.4

1,477.0
11.6
25.1

1,397.0
0.7
23.7

345.0
-36.1
5.9

3,108.0
-3.9
52.8

532.0
20.4
9.0

596.0
-7.2
10.1

1,128.0
4.1
19.2

1998

5,979.0
1.5

1,565.0
6.0
26.2

1,320.0
-5.5
22.1

500.0
44.9
8.4

3,168.0
1.9
53.0

581.0
9.2
9.7

551.0
-7.6
9.2

1,131.0
0.3
18.9

1999

7,320.0
22.4

1,737.0
11.0
23.7

1,471.0
11.4
20.1

901.0
80.2
12.3

3,916.0
23.6
53.5

696.0
19.8
9.5

566.0
2.7
7.7

1,261.0
11.5
17.2

2000

5,974.0
-18.4

1,081.0
-37.8
18.1

1,320.0
-10.3
22.1

731.0
-18.9
12.2

3,430.0
-12.4
57.4

581.0
-16.5
9.7

545.0
-3.7
9.1

1,126.0
-10.7
18.8

2001

6,105.0
2.2

1,169.0
8.1
19.1

1,321.0
0.1
21.6

789.0
7.9
12.9

3,622.0
5.6
59.3

623.0
7.2
10.2

566.0
3.9
9.3

1,189.0
5.6
19.5

2002

Table A15: Structure of Commodity Imports, 1996-2015

6,672.0
9.3

1,320.0
12.9
19.8

1,372.0
3.9
20.6

838.0
6.2
12.6

3,948.0
9.0
59.2

780.0
25.2
11.7

564.0
-0.4
8.5

1,344.0
13.0
20.1

2003

8,000.0
19.9

1,670.0
26.5
20.9

1,514.0
10.3
18.9

1,209.0
44.3
15.1

4,828.0
22.3
60.4

844.0
8.2
10.6

596.0
5.7
7.5

1,440.0
7.1
18.0

2004

8,863.0
10.8

1,869.0
11.9
21.1

1,531.0
1.1
17.3

1,655.0
36.9
18.7

5,458.0
13.0
61.6

891.0
5.6
10.1

611.0
2.5
6.9

1,503.0
4.4
17.0

2005
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xviii
803.0
35.6
7.1
862.0
6.5
7.6
6,983.0
13.3
61.8
2,516.0
21.5
22.3
1,724.0
11.5
15.3
2,597.0
15.6
23.0
11,296.0
10.2

757.0
6.1
7.4
1,024.0
-15.8
10.0
6,161.0
12.9
60.1
2,070.0
25.1
20.2
1,546.0
1.0
15.1
2,246.0
20.2
21.9
10,254.0
15.7

14,091.0
24.7

2,852.0
9.8
20.2

1,788.0
3.7
12.7

3,392.0
34.8
24.1

9,019.0
29.2
64.0

918.0
-31.2
6.5

1,089.0
-14.3
7.7

2,006.0
20.5
14.2

2008

10,207.0
-27.6

2,093.0
-26.6
20.5

1,529.0
-14.5
15.0

2,184.0
-35.6
21.4

6,158.0
-31.7
60.3

632.0
82.8
6.2

933.0
41.7
9.1

1,565.0
-22.0
15.3

2009

(a): Provisional.
Categories are reclassified from 2007 based on National Import Tariff Guide - 2010

1,665.0
-6.6
14.7

2007

1,782.0
18.6
17.4

2006

Sources: Central Bank of Sri Lanka, Annual Report, various issues; IPS database.

Notes :

1. Consumer goods
Value (US$ mn.)
Growth
% of total imports
1.1 Food
Value (US$ mn.)
Growth
23.9
% of total imports
1.2 Other
Value (US$ mn.)
Growth
14.9
% of total imports
2. Intermediate goods
Value (US$ mn.)
Growth
% of total imports
2.1 Petroleum
Value (US$ mn.)
Growth
% of total imports
2.2 Textiles
Value (US$ mn.)
Growth
% of total imports
3. Investment goods
Value (US$ mn.)
Growth
% of total imports
4. Total imports
Value (US$ mn.)
Growth

Contd…./

13,451.0
31.8

2,758.0
31.8
20.5

1,812.0
18.5
13.5

3,041.0
39.2
22.6

8,054.0
30.8
59.9

1,155.0
80.7
8.6

1,322.0
18.5
9.8

2,476.0
58.2
18.4

2010

20,269.0
50.7

4,286.0
55.4
21.1

2,321.0
28.1
11.5

4,795.0
57.7
23.7

12,275.0
52.4
60.6

2,087.0
-19.0
10.3

1,567.0
-16.8
7.7

3,654.0
47.6
18.0

2011

19,190.0
-5.3

4,590.0
7.1
23.9

2,266.0
-2.4
11.8

5,045.0
5.2
26.3

11,578.0
-5.7
60.3

1,691.0
7.3
8.8

1,304.0
4.9
6.8

2,995.0
-18.0
15.6

2012

18,003.0
-6.2

4,253.0
-7.3
23.6

2,046.0
-9.7
11.4

4,308.0
-14.6
23.9

10,554.0
-8.8
58.6

1,814.0
22.3
10.1

1,368.0
19.4
7.6

3,182.0
6.2
17.7

2013

19,417.0
7.9

4,152.0
-2.4
21.4

2,328.0
13.8
12.0

4,597.0
6.7
23.7

11,398.0
8.0
58.7

2,219.0
39.1
11.4

1,634.0
-0.4
8.4

3,853.0
21.1
19.8

2014

18,935.0
-2.5

4,567.0
10.0
24.1

2,296.0
-1.4
12.1

2,700.0
-41.3
14.3

9,638.0
-15.4
50.9

16.3

3,086.0

8.6

1,628.0

4,713.0
22.3
24.9

2015(a)
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Table A16: Structure of Commodity Exports, 1996-2015
1996

1997

1998

1999

2000

2001

2002

2003

947.0
932.0 1005.0
938.0

932.0
965.0

2004

2005

1. Agricultural exports
Value (US$ mn.)

702.1
961.0

829.0 1088.0
961.0 1060.0
1060.0
947.0 1088.0
1005.0

938.0 1,153.8
965.0
1065.2

Growth

7.1
15.9

18.1
10.3

15.9
2.6

10.3
-13.0

2.6
6.1

-13.0
-7.3

6.1
0.6

-7.3
2.9

0.6
10.4

2.9
8.3

% of total exports

21.9
23.5

21.8
22.8

23.5
22.7

22.8
20.5

22.7
18.2

20.5
19.3

18.2
20.0

19.3
18.8

20.0
18.5

18.8
18.2

1.1 Plantation crops
Value (US$ mn.)

572.73
829.0 695.00
916.0 829.00
918.0 916.00
783.0 918.00
850.0 783.00
796.0 850.00
771.0 796.00
815.0 771.00
903.3 815.00
970.4

Growth

7.1
19.3

21.3
10.5

19.3
0.2

10.5
-14.7

0.2
8.6

-14.7
-6.4

8.6
-3.1

-6.4
5.7

-3.1
10.8

5.7
7.4

% of total exports

17.8
20.2

18.3
19.7

20.2
19.1

19.7
17.0

19.1
15.4

17.0
16.5

15.4
16.4

16.5
15.9

16.4
15.7

15.9
15.3
683.0
810.2

1.1.1 Tea
Value (US$ mn.)

424.2
615.0

481.0
719.0

615.0
780.0

719.0
621.0

780.0
700.0

621.0
690.0

700.0
660.0

690.0
683.0

660.0
738.9

Growth

2.8
27.9

13.4
16.9

27.9
8.5

16.9
-20.4

8.5
12.7

-20.4
-1.4

12.7
-4.3

-1.4
3.5

-4.3
8.2

3.5
9.6

% of total exports

13.2
15.0

12.6
15.5

15.0
16.3

15.5
13.5

16.3
12.7

13.5
14.3

12.7
14.0

14.3
13.3

14.0
12.8

13.3
12.8

72.5
104.0

111.0
79.0

104.0
44.0

79.0
33.0

44.0
29.0

33.0
24.0

29.0
27.0

24.0
39.0

27.0
51.3

39.0
46.9

13.3
-6.3

53.1
-24.0

-6.3
-44.3

-24.0
-25.0

-44.3
-12.1

-25.0
-17.2

-12.1
12.5

-17.2
44.4

12.5
31.5

44.4
-8.6

2.3
2.5

2.9
1.7

2.5
0.9

1.7
0.7

0.9
0.5

0.7
0.5

0.5
0.6

0.5
0.8

0.6
0.9

0.8
0.7

1.1.2 Rubber
Value (US$ mn.)
Growth
% of total exports
1.1.3 Coconut kernel products
Value (US$ mn.)

50.1
81.0

69.0
82.0

81.0
56.0

82.0
84.0

56.0
77.0

84.0
41.0

77.0
41.0

41.0
48.0

41.0
58.6

48.0
48.8

Growth

30.9
17.4

37.7
1.2

17.4
-31.7

1.2
50.0

-31.7
-8.3

50.0
-46.8

-8.3
0.0

-46.8
17.1

0.0
22.1

17.1
-16.7

1.6
2.0

1.8
1.8

2.0
1.2

1.8
1.8

1.2
1.4

1.8
0.9

1.4
0.9

0.9
0.9

0.9
1.0

0.9
0.8

% of total exports
1.2. Minor agricultural crops
Value (US$ mn.)

129.2
132.0

134.0
145.0

132.0
170.0

145.0
165.0

170.0
155.0

165.0
136.0

155.0
168.0

136.0
150.0

168.0
161.9

150.0
183.4

Growth

7.0
-1.5

3.7
9.9

-1.5
17.2

9.9
-2.9

17.2
-6.1

-2.9
-12.3

-6.1
23.5

-12.3
-10.7

23.5
7.9

-10.7
13.3

% of total exports

4.0
3.2

3.5
3.1

3.2
3.5

3.1
3.6

3.5
2.8

3.6
2.8

2.8
3.6

2.8
2.9

3.6
2.8

2.9
2.9

Value (US$ mn.)

86.9
96.0

87.0
90.0

96.0
60.0

90.0
64.0

60.0
97.0

64.0
86.0

97.0
90.0

86.0
84.0

90.0
120.0

84.0
143.3

Growth

14.7
10.3

0.2
-6.3

10.3
-33.3

-6.3
6.7

-33.3
51.6

6.7
-11.3

51.6
4.7

-11.3
-6.7

4.7
42.9

-6.7
19.4

2.7
2.3

2.3
1.9

2.3
1.3

1.9
1.4

1.3
1.8

1.4
1.8

1.8
1.9

1.8
1.6

1.9
2.1

1.6
2.3

2. Mineral exports

% of total exports
3. Industrial exports
Value (US$ mn.)

2,398.9
3,006.0 2,870.0
3,436.0 3,006.0
3,607.0 3,436.0
3,551.0 3,607.0
4,283.0 3,551.0
3,710.0 4,283.0
3,631.0 3,710.0
3,977.0 3,631.0
4,506.1 3,977.0
4,948.4

Growth

14.1
4.7

19.6
14.3

4.7
5.0

14.3
-1.6

5.0
20.6

-1.6
-13.4

20.6
-2.1

-13.4
9.5

-2.1
13.3

9.5
9.8

% of total exports

74.8
73.4

75.4
74.1

73.4
75.2

74.1
77.0

75.2
77.6

77.0
77.0

77.6
77.3

77.0
77.5

77.3
78.3

77.5
78.0

3.1 Textile & garments
Value (US$ mn.)
Growth
% of total exports

1,551.9
1,902.0 1,853.0
2,274.0 1,902.0
2,460.0 2,274.0
2,425.0 2,460.0
2,982.0 2,425.0
2,543.0 2,982.0
2,424.0 2,543.0
2,575.0 2,424.0
2,808.9 2,575.0
2,894.5
9.9
2.6

19.4
19.6

2.6
8.2

19.6
-1.4

8.2
23.0

-1.4
-14.7

23.0
-4.7

-14.7
6.2

-4.7
9.1

6.2
3.0

48.4
46.4

48.7
49.0

46.4
51.3

49.0
52.6

51.3
54.0

52.6
52.8

54.0
51.6

52.8
50.2

51.6
48.8

50.2
45.6

80.1
104.0

85.0
97.0

104.0
73.0

97.0
74.0

73.0
98.0

74.0
68.0

98.0
73.0

68.0
65.0

73.0
99.6

65.0
130.9

1.7
22.4

6.1
-6.7

22.4
-24.7

-6.7
1.4

-24.7
32.4

1.4
-30.6

32.4
7.4

-30.6
-11.0

7.4
53.2

-11.0
31.4

2.5
2.5

2.2
2.1

2.5
1.5

2.1
1.6

1.5
1.8

1.6
1.4

1.8
1.6

1.4
1.3

1.6
1.7

1.3
2.1

3.2 Petroleum products
Value (US$ mn.)
Growth
% of total exports
4. Total commodity exports inc. petroleum
Value (US$ mn.)
Growth

4,095.0 3,806.6
4,639.0 4,095.0
4,798.0 4,639.0
4,610.0 4,798.0
5,522.0 4,610.0
4,817.0 5,522.0
4,699.0 4,817.0
5,133.0 4,699.0
5,757.2 5,133.0
6,346.7
3,208.6
7.6
13.3
3.4
-3.9
19.8
-12.8
-2.4
9.2
12.2
10.2
12.0
18.6
7.6
13.3
3.4
-3.9
19.8
-12.8
-2.4
9.2

5. Total commodity exports excl. petroleum
Value (US$ mn.)
Growth

3,128.5
3,991.0 3,721.6
4,542.0 3,991.0
4,725.0 4,542.0
4,536.0 4,725.0
5,424.0 4,536.0
4,749.0 5,424.0
4,626.0 4,749.0
5,068.0 4,626.0
5,657.6 5,068.0
6,215.8
12.3
19.0
7.2
13.8
4.0
-4.0
19.6
-12.4
-2.6
9.6
7.2
13.8
4.0
-4.0
19.6
-12.4
-2.6
9.6
11.6
9.9
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2006

2007

2008

2009

2010

2011

2012

2013

2014

2015(a)

2,527.8 2,331.5 2,581.1

1. Agriculture exports
Value (US$ mn.)

2,793.9

2,481.5

Growth

1,292.7 1,507.2 1,854.8
12.0

16.6

23.1

1,690.3 2,306.4
-8.9

36.4

9.6

-7.8

10.7

8.2

-11.1

% of total exports

18.8

19.7

22.9

23.9

26.7

23.9

23.9

24.8

25.1

23.6

1,963.3 1,745.9 1,818.1

1.1 Plantation crops
Value (US$ mn.)

2,030.0

1,718.3

Growth

1,098.2 1,275.8 1,567.6
13.2

16.2

22.9

1,449.9 1,779.6
-7.5

22.7

10.3

-11.1

4.1

11.7

-15.4

% of total exports

16.0

16.7

19.3

20.5

20.6

18.6

17.9

17.5

18.2

16.4

1,490.9 1,411.9 1,542.2

1.1.1 Tea
Value (US$ mn.)

881.2 1,025.2 1,271.5

1,628.3

1,340.5

8.8

16.3

24.0

-6.8

21.6

3.5

-5.3

9.2

5.6

-17.7

12.8

13.4

15.7

16.7

16.7

14.1

14.4

14.8

14.6

12.8

Value (US$ mn.)

93.1

109.4

125.1

98.6

173.2

206.4

125.1

71.3

45.3

26.1

Growth

98.5

17.5

14.4

-21.2

75.7

19.2

-39.4

-43.0

-36.5

-42.4

1.4

1.4

1.5

1.4

2.0

2.0

1.3

0.7

0.4

0.3
-

Growth
% of total exports

1,185.1 1,440.6

1.1.2 Rubber

% of total exports
1.1.3 Coconut kernel products
Value (US$ mn.)

52.8

60.3

82.4

58.2

55.4

-

-

-

-

Growth

8.2

14.2

36.7

-29.4

-4.8

-

-

-

-

-

% of total exports

0.8

0.8

1.0

0.8

0.6

-

-

-

-

-

1.2. Minor agricultural crops
194.6

231.5

287.3

240.4

71.6

88.7

76

101.3

165.2

160.4

Growth

Value (US$ mn.)

6.1

19.0

24.1

-16.3

-70.2

23.9

-14.3

33.3

63.1

-2.9

% of total exports

2.8

3.0

3.5

3.4

0.8

0.8

0.8

1.0

1.5

1.5

119.9

127.8

97.8

88.7

24.2

32.9

61.3

51.6

59.5

28.4

-16.3

6.6

-23.5

-9.3

-72.7

36.0

86.3

-15.8

15.3

-52.3

1.7

1.7

1.2

1.3

0.3

0.3

0.6

0.5

0.5

0.3

7,991.7 7,371.2 7,749.4

8,262.0

7,975.6

2. Mineral exports
Value (US$ mn.)
Growth
% of total exports
3. Industrial exports
Value (US$ mn.)

5,401.1 5,967.3 6,158.0

Growth
% of total exports

5,305.4 6,096.1

9.1

10.5

3.2

-13.8

14.9

31.1

-7.8

5.1

6.6

-3.5

78.5

78.1

75.9

74.9

70.7

75.7

75.4

74.6

74.2

75.9

4,191.2 3,991.1 4,508.3

4,929.9

4,820.2

3.1 Textile & garments
Value (US$ mn.)

3,080.4 3,339.6 3,468.7

Growth
% of total exports

3,274.2 3,356.0

6.4

8.4

3.9

-5.6

2.5

24.9

-4.8

13.0

9.4

-2.2

44.8

43.7

42.8

46.2

38.9

39.7

40.8

43.4

44.3

45.9

188.4

168.9

254.9

134.7

263.4

552.7

463

427.7

338

373.9

43.9

-10.4

50.9

-47.2

95.5

109.8

-16.2

-7.6

-21.0

10.6

2.7

2.2

3.1

1.9

3.1

5.2

4.7

4.1

3.0

3.6

3.2 Petrolium products
Value (US$ mn.)
Growth
% of total exports
4. Total commodity exports inc. petroleum
Value (US$ mn.)
Growth

6,882.7 7,640.0 8,110.6
8.4

11.0

6.2

7,084.5 8,625.8 10,558.8 9,773.5 10,394.3 11,130.1 10,504.9
-12.7

21.8

22.4

-7.4

6.4

7.1

-5.62

5. Total commodity exports excl. petroleum
Value (US$ mn.)
Growth
Note:

6,694.3 7,471.1 7,855.7
7.7

11.6

5.1

6,949.8 8,362.4 10,006.1 9,310.5 9,966.6 10,792.1 10,131.0
-11.5

(a): Provisional.

Sources: Central Bank of Sri Lanka, Annual Report, various issue; IPS database.

xx

20.3

19.7

-7.0

7.0

8.3

-6.1

Unit

1996

31,963
44,748

No.
No.

14,218
27,117
47.8
734,421
756,735
55,649
77,909

No.
No.
No.
No.

559,603
128,719
5,793
42,586
410.0
83.4
10.4

No.
No.
%

No.
No.
000
Rs. mn.
US$ mn.
US$
Nights

2006

488,055
494,258

No.
No.

Unit

11,600
22,040
40.3

302,265
12,863
2,947
9,559.1
173.0
57.9
9.8

No.
No.
%

No.
No.
000
Rs. mn.
US$ mn.
US$
Nights

1997

60,516
84,722

817,524
862,011

14,604
27,500
46.2

494,008
98,432
4,940
42,519
384.4
79.1
10.0

2007

34,006
47,608

482,850
530,712

12,370
22,944
49.1

366,165
18,265
3,680
12,980.0
216.7
58.6
10.1

1998

51,306
71,828

900,815
966,337

14,793
28,698
43.9

438,475
87,695
4,166
37,094
319.5
76.7
9.5

2008

34,780
48,692

481,793
518,050

12,770
23,373
52.8

381,063
27,629
3,944
14,868.0
230.5
59.5
10.4

1999

52,071
72,899

914,584
962,786

14,461
28,344
48.4

447,890
89,526
4,075
40,133
349.3
81.8
9.1

2009

36,560
51,184

521,073
496,963

12,918
24,216
57.6

436,440
28,335
4,479
19,297.3
274.9
61.4
10.3

2000

55,023
77,032

1,081,417
1,122,212

14,714
28,978
70.1

654,476
112,497
6,548
65,018
575.9
88.0
10.0

2010

37,943
53,120

514,448
524,212

13,311
24,953
52.3

400,414
44,518
4,056
19,162.2
252.8
62.3
10.1

2001

2002

2012

38,821
54,349

493,947
533,565

13,818
25,956
43.1

393,171
63,560
3,989
24,202.0
253.0
63.4
10.1

15,510
30,880
71.2

57,786
80,899

67,862
95,007

1,210,951 1,210,914
1,239,290 1,268,792

14,653
28,844
77.1

855,975 1,005,605
119,875
126,523
8,560
10,056
91,926
132,427
838.9
1038.3
98.0
103.0
10.0
10.0

2011

33,710
47,194

487,356
505,341

13,626
25,595
42.1

336,794
60,084
3,342
18,863.3
211.1
63.1
9.9

Source: Ceylon Tourist Board, Annual Statistical Report, various issues; Central Bank of Sri Lanka, Annual Report, various issues.

Notes: (a): Provisional.

Receipts per tourist per day
Average duration
Accommodation
Rooms
Beds
Occupancy rate
Sri Lanka nationals
Arrivals
Departures
Employment
Direct
Indirect

Tourist arrivals
Excursionist arrivals
Tourist nights
Earnings

Contd…/

Receipts per tourist per day
Average duration
Accommodation
Rooms
Beds
Occupancy rate, graded
Sri Lanka nationals
Arrivals
Departures
Employment
Direct
Indirect

Tourist arrivals
Excursionist arrivals
Tourist nights
Earnings

Table A17: Tourism, 1996-2015
2003

112,550
157,600

1,200,778
1,261,711

16,223
32,284
71.7

1,274,593
140,009
10,961
221,147
1715.5
156.5
8.6

2013

46,761
65,465

560,602
561,126

14,137
26,511
53.2

500,642
82,066
5,093
32,810.0
340.0
66.8
10.2

2004

129,790
170,100

1,263,494
1,311,063

18,078
35,976
74.3

1,527,153
138,097
15,119
317,502
2431.1
160.8
9.9

2014

53,766
75,272

646,990
680,248

14,322
26,854
59.3

566,202
110,000
5,742
42,666.3
416.8
72.2
10.1

2005

135,930
183,506

1,361,877
1,356,411

18,954
37720
74.5

1,798,380
195,134
18,163
405,492
2980.6
164.1
10.1

2015(a)

52,085
72,919

683,169
727,301

13,162
24,740
45.4

549,308
119,618
4,754
36,377
362.3
74.6
8.7
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xxi

xxii

22.9
11.5
-5.9
-9.0
0.4
0.9
15.5
15.6
42.9
19.1
18.2
14.6
13.1

50,757
57,300
52,352
38,300
35,213
44,730
63,339
55,898
47,339
52,370
72,251
84,627
654,476

31.9
67.7
53.7
47.0
42.3
47.9
50.0
35.7
24.6
39.4
63.1
48.8
46.1

2010
No.
Growth

49,950
43,584
38,418
30,672
30,162
32,119
50,525
48,675
51,525
59,442
64,971
66,159
566,202

74,197
65,797
75,130
63,835
48,943
53,636
83,786
72,463
60,219
69,563
90,889
97,517
855,975

No.

38,187
36,645
50,418
42,261
40,878
45,699
56,745
51,216
43,536
44,095
48,457
51,171
549,308

No.

46.2
14.8
43.5
66.7
39.0
19.9
32.3
29.6
27.2
32.8
25.8
15.2
30.8

2011
Growth

-23.5
-15.9
31.2
37.8
35.5
42.3
12.3
5.2
-15.5
-25.8
-25.4
-22.7
-3.0

2005
Growth

85,874
83,549
91,102
69,591
57,506
65,245
90,338
79,456
71,111
80,379
109,202
122,252
1,005,605

No.

52,103
52,687
54,746
49,776
43,825
44,066
55,354
52,931
38,485
38,815
37,591
39,224
559,603

No.

15.7
27.0
21.3
9.0
17.5
21.6
7.8
9.7
18.1
15.5
20.1
25.4
17.5

2012
Growth

36.4
43.8
8.6
17.8
7.2
-3.6
-2.5
3.3
-11.6
-12.0
-22.4
-23.3
1.9

2006
Growth
No.

110,543
113,968
113,208
80,737
74,838
90,279
107,016
123,269
90,339
107,058
109,420
153,918
1,274,593

No.

56,553
43,051
35,031
33,039
26,307
30,810
44,142
44,742
37,104
37,011
45,102
61,116
494,008

Monthly growth figures reflect percentage changes compared to the same month in the previous year.
(a): Provisional.
Source: Ceylon Tourist Board, Annual Statistical Report, various issues and Monthly Statistical Bulletin, 2012.
Ceylon Tourist Board, Monthly Statistical Bulletion, 2012.

Note:

January
February
March
April
May
June
July
August
September
October
November
December
Total

Contd../

January
February
March
April
May
June
July
August
September
October
November
December
Total

2004
No.
Growth

28.7
36.4
24.3
16.0
30.1
38.4
18.5
55.1
27.0
33.2
0.2
25.9
26.7

2013
Growth

8.5
-18.3
-36.0
-33.6
-40.0
-30.1
-20.3
-15.5
-3.6
-4.6
20.0
55.8
-11.7

2007
Growth
No.

146,575
141,878
133,048
112,631
90,046
103,175
133,971
140,319
105,535
121,576
119,727
178,672
1,527,153

No.

56,916
40,551
38,049
29,747
31,140
27,960
32,982
30,672
29,529
35,103
36,901
48,925
438,475

Table A18: Monthly Tourist Arrivals, 2004-2015

32.6
24.5
17.5
39.5
20.3
14.3
25.2
13.8
16.8
13.6
9.4
16.1
19.8

2014
Growth

0.6
-5.8
8.6
-10.0
18.4
-9.3
-25.3
-31.4
-20.4
-5.2
-18.2
-19.9
-11.2

2008
Growth

2009
-32.4
-15.7
-10.5
-12.4
-20.6
8.1
28.0
34.3
28.6
7.0
20.1
16.2
2.1

Growth

156,246
165,541
157,051
122,217
113,529
115,467
175,804
166,610
143,374
132,280
144,147
206,114
1,798,380

6.6
16.7
18.0
8.5
26.1
11.9
31.2
18.7
35.9
8.8
20.4
15.4
17.8

2015(a)
No.
Growth

38,468
34,169
34,065
26,054
24,739
30,234
42,223
41,207
37,983
37,575
44,311
56,862
447,890

No.
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Table A19: Tourist Arrivals by Country of Residence, 2004-2015

North America
Canada
U.S.A.

2004

2005

2006

2007

2008

2009

No. Growth

No. Growth

No. Growth

No. Growth

No. Growth

No. Growth

29,759

18.5

46,457

56.1

35,323

-24.0

28,355

-19.7

24,311 -14.3

24,948

2.6

14,633

31.1

21,185

44.8

14,623

-31.0

11,869

-18.8

10,258 -13.6

10,707

4.4

8.5

25,272

67.1

20,700

-18.1

16,486

-20.4

14,053 -14.8

15,126

Western Europe
Germany

284,440

11.5 227,191

-20.1 228,445

14,241

1.3

0.6 194,448

-14.9 167,187 -14.0 170,123

1.8

58,258

-1.1

46,350

-20.4

47,402

2.3

35,042

-26.1

30,625 -12.6

29,654

-3.2

United Kingdom 106,645

14.3

92,629

-13.1

88,306

-4.7

94,060

6.5

81,331 -13.5

81,594

0.3

10,594 30.9

15,886 50.0

France

29,996

4.9

26,653

-11.1

22,693

-14.9

8,091

-64.3

Italy

18,862

20.5

10,192

-46.0

12,424

21.9

11,451

-7.8

9,126 -20.3

7,514 -17.7

Netherlands

21,455

17.9

15,156

-29.4

19,360

27.7

17,526

-9.5

13,030 -25.7

11,291 -13.3

Asia

198,068

Japan

19,641

India

105,151

11.7 223,351
14.8

17,148

12.8 242,132
-12.7

16.1 113,323

16,189

7.8 128,370

8.4 202,480
-5.6

-16.4 173,039 -14.5 174,534

0.9

14,274

-11.8

10,075 -29.4

10,926

8.4

13.3 106,067

-17.4

85,238 -19.6

83,634

-1.9

7,373

-6.5

Pakistan

9,638

-0.7

11,029

14.4

11,145

1.1

10,204

-8.4

Australasia

26,540

15.6

29,738

12.0

25,127

-15.5

22,924

-8.8

21,839

-4.7

26,068 19.4

-3.5

23,239 19.0

Australia
Other(a)
Total

7,885 -22.7

23,247

16.5

25,986

11.8

21,849

-15.9

20,241

-7.4

19,536

27,395

36.7

22,571

-17.6

28,576

26.6

45,801

60.3

52,099 13.8

566,202

13.1 549,308

-3.0 559,603

1.9 494,008

52,217

0.2

-11.7 438,475 -11.2 447,890

2.1

Contd…/
2010

2011

No. Growth
North America
Canada
U.S.A.
Western Europe
Germany
United Kingdom

2012

No. Growth

2013

No. Growth

2014

No. Growth

2015(b)

No. Growth

No. Growth

40,216

61.2

49,057

22.0

59,236

20.7

65,616

10.8

72,653

10.7

84,943 16.9

21,123

97.3

24,671

16.8

29,329

18.9

30,926

5.4

33,282

7.6

37,732 13.4

19,093

34.1

24,386

27.7

29,907

22.6

34,690

16.0

39,371

13.5

47,211 19.9

256,861

51.0

315,210

22.7

373,063

18.4

421,037

12.9

479,007

13.8

552,442 15.3

45,727

54.2

55,882

22.2

71,642

28.2

85,470

19.3

102,977

20.5

115,868 12.5

105,496

29.3

106,082

0.6

114,218

7.7

137,416

20.3

144,168

4.9

161,845 12.3

France

31,285

96.9

48,695

55.6

56,863

16.8

64,388

13.2

78,883

22.5

86,126

Italy

11,423

52.0

13,527

18.4

15,871

17.3

17,982

13.3

21,116

17.4

24,293 15.0

Netherlands

9.2

17,861

58.2

23,966

34.2

26,754

11.6

22,281

-16.7

24,196

8.6

32,742 35.3

244,124

39.9

333,841

36.8

380,289

13.9

509,653

34.0

650,810

27.7

822,272 26.3

Japan

14,352

31.4

20,586

43.4

26,085

26.7

29,923

14.7

39,136

30.8

India

126,882

51.7

171,374

35.1

176,340

2.9

208,795

18.4

242,734

16.3

316,247 30.3
32,300 27.0

Asia

39,358

0.6

Pakistan

9,148

24.1

14,724

61.0

16,056

9.0

25,336

57.8

25,424

0.3

Australasia

37,290

43.0

46,467

24.6

57,776

24.3

60,836

5.3

65,252

7.3

71,672

9.8

Australia

33,456

44.0

41,728

24.7

51,614

23.7

54,252

5.1

57,940

6.8

63,554

9.7

75,985

45.5

111,400

46.6

135,241

21.4

217,451

60.8

259,431

19.3

267,051

2.9

654,476

46.1

855,975

30.8 1,005,605

Other(a)
Total
Notes:

17.5 1,274,593

26.7 1,527,153

19.8 1,798,380 17.8

(a): Latin America & the Caribbean, East Europe, Africa, and Middle East.
(b): Provisional.

Source: Ceylon Tourist Board, Annual Statistical Report, various issues and Monthly Statistical Bulletin, 2012.
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US$ mn.

US$ mn.

Private long-term (net)

Government long-term

1.6

531

Central Bank of Sri Lanka, Annual Report, various issues.

0.7

204

-165

101

577

672

31

548

1,251

1,828

269

6.5

2,097

-4.3

-1,402

0.3

97

6.8

2,214

-1.1

-358

0.9

302

-11.3

-3,657

2007

Source:

2.1

501

-105

51

610

491

-35

451

907

1,517

291

6.4

1,808

-5.3

-1,499

0.4

101

6.7

1,904

-1.4

-389

0.9

257

-11.9

-3,370

2006

(a): Provisional.
(b): Valuation adjustments, errors, and omissions.
(c): From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics.

-1.0

-72

60

176

554

11

234

798

974

250

5.0

1,224

-2.7

-650

0.4

93

7.1

1,736

-1.2

-299

1.4

338

-10.3

-2,516

2005

Notes:

-205

US$ mn.

% of GDP

11. Overall balance

-189

11

-112

US$ mn.

US$ mn.

439

14

227

680

567

10 Other (b)

Foreign portfolio investment

US$ mn.

US$ mn.

Foreign direct investment

9. Short-term

US$ mn.

Long-term

US$ mn.

8. Financial account

3.1

% of GDP
64

631

US$ mn.

-3.1

US$ mn.

Capital and financial a/c

-648

US$ mn.

0.1

% of GDP

% of GDP

30

6.5

US$ mn.

% of GDP

-1.0
1,350

US$ mn.

% of GDP

2.0
-204

% of GDP

US$ mn.

419

-10.9

US$ mn.

-2,243

US$ mn.

2004

% of GDP

Capital account

7.

6. Current account balance

5. Net official transfers

4. Net private transfers

3. Income, net

2. Services balance

1. Trade balance

Unit

-3.4

-1,385

728

60

466

252

74

691

1,016

1,483

291

4.4

1,774

-9.5

-3,886

0.2

101

6.3

2,565

-2.4

-972

1.0

401

-14.7

-5,981

2008

6.5

2,725

346

-6

1,058

840

79

384

1,304

2,361

233

6.2

2,594

-0.5

-214

0.2

77

7.0

2,927

-1.2

-488

0.9

391

-7.4

-3,122

2009

1.6

921

-881

-230

334

1,796

149

435

2,379

2,713

164

5.1

2,877

-1.9

-1,075

0.1

52

6.4

3,608

-1.1

-617

1.2

707

-8.5

-4,825

2010

Table A20: Balance of Payments, 2004-2015

-1.6

-1,059

-708

-171

790

2,237

175

896

3,308

4,098

164

6.5

4,262

-7.1

-4,615

0.1

60

7.0

4,583

-1.0

-647

1.7

1,099

-14.9

-9,710

2011

0.2

151

-412

272

1,676

992

724

871

2,587

4,263

130

6.4

4,393

-5.8

-3,982

0.1

53

7.8

5,339

-1.8

-1,219

1.8

1,262

-13.8

-9,417

2012

1.3

985

-594

226

750

841

605

868

2,314

3,064

71

4.2

3,135

-3.4

-2,541

0.0

21

7.6

5,619

-2.4

-1,751

1.6

1,180

-10.2

-7,609

2013

1.7

1,369

393

178

-432

646

429

894

1,968

-1,536

58

-1.8

-1,478

-2.5

-1,988

0.0

28

7.7

6,199

-2.3

-1,808

2.3

1,880

-10.4

-8,287

2014

-1.8

-1,489

-308

-58

1,136

470

-16

681

1,135

-2,271

46

-2.7

-2,224

-2.4

-2,009

0.0

27

7.5

6,167

-2.5

-2,097

2.8

2,325

-10.2

-8,430

2015(a)
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S.L. Rs. per Pound

S.L. Rs. per Euro

S.L. Rs. per Ind. Rs.

U. K.

Europeon Union

India

REER 2006=100 (a)

Real effective exchange rate (REER)

Sources: Central Bank of Sri Lanka, Annual Report, various issues.

Notes: (a): From 2006 onwards, NEER 2010=100.

NEER 2006=100 (a)

Nominal effective exchange rates (NEER)

24 currency

S.L. Rs. per Yen

S.L. Rs. per US$

Unit

Japan

U.S.A.

Nominal exchange rates

Currency

90.60

104.32

2.40

142.32

201.37

1.02

104.61

2004

97.43

104.06

2.27

120.96

175.94

0.87

102.12

2005

81.02

110.94

2.44

141.58

211.29

0.91

107.71

2006

78.07

98.96

2.77

160.27

217.15

0.97

108.72

2007

95.19

100.07

2.36

159.45

163.28

1.25

113.14

2008

97.36

99.85

2.46

163.72

181.75

1.24

114.38

2009

2010

100.00

100.00

2.48

147.56

171.41

1.36

110.95

Table A21: Exchange Rate Behaviour, 2004-2015

101.84

99.84

2.15

147.42

175.45

1.47

113.90

2011

95.80

90.44

2.33

168.13

205.47

1.48

127.16

2012

100.61

91.39

2.11

180.45

215.58

1.25

130.75

2013

2015

1.20

96.61

2.17

101.94 106.18

91.99

2.07

159.42 157.37

204.04 213.57

1.10

131.05 144.06

2014
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