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10. Reforming Sri Lanka's Social
Protection System
10.1 Introduction

S
ri Lanka has made significant progress in

reducing poverty over the past decade. The

poverty head count ratio (HCR) at the

national level has declined from 22.7 per cent in

2002 to 6.7 per cent in 2012/13. Poverty levels have

also dropped across districts and sectors of the

country, with the HCR for the urban sector declining

to 2.1 per cent, while the rural and estate poverty

levels have fallen to 7.6 per cent and 10.9 per cent,

respectively in 2012/13.1  Consequently, Sri Lanka

achieved the MDG of halving the poverty level

between 1990 and 2015, well before its target year.

In addition, it is 'on track' to achieve a majority of

MDGs such as achieving universal primary

education, promoting gender equality in education,

reducing child mortality and improving maternal

health.2  With a Human Development Index (HDI)

value of 0.750, Sri Lanka is currently classified as

a 'high human development' country - the only

South Asian country in this category.3

Despite the above achievements, inequality and

vulnerability remain issues of great concern. The

Gini coefficient of household income, although it

shows a slight decline from 0.49 in 2009/10 to 0.48

in 2012/13, has remained around 0.47-0.49 during

the last decade, while the Gini coefficient of

household expenditure too remains around 0.40.

Moreover, the share of household income in the

poorest (income) decile has declined over the past

two decades reaching 1.5 per cent in 2012/13, while

that of the of the top decile has remained at around

38-40 per cent,  indicating considerably high levels

of inequality in the country.4  Fur thermore, a

considerable proportion of the country's vulnerable

population is clustered above the poverty line, facing

the risk of slipping into poverty. For instance, a 10

and 20 per cent increase in the poverty line would

lead to an increase in the poverty HCR to 9.9 per

cent and 13.2 per cent, respectively.5  In the estate

and urban sectors in particular, a 20 per cent

increase in the poverty line would more than double

the poverty HCRs - reaching 22.1 per cent and 5.1

per cent, respectively.

Sr i Lanka is also faced with a number of

demographic and labour market related challenges

such as the rapid ageing of its population and a

large share of informal sector workers (over 60 per

cent). The 60 years and above population is

projected to increase to 24.8 per cent by 2031,

making one-in-every-four of Sri Lanka's population

an elderly person.6  Population ageing raises

concerns on the ability of the social protection

1 DCS (2015), “Household Income and Expenditure Survey 2012/2013- Final Report”, Department of Census and Statistics, Colombo.
2 UN (2015), Millennium Development Goals Country Report 2014- Sri Lanka, United Nations, Colombo.
3 UNDP (2014), Human Development Report 2014, United Nations Development Programme, New York.
4 United Nations (2015).
5 Estimates based on the Household Income and Expenditure Survey 2012/13 (HIES) data.
6 De Silva, I. (2012), “The Age Structure Transition and the Demographic Dividend: An Opportunity for Rapid Economic Take-off in Sri

Lanka”, Sri Lanka Journal of Advanced Social Studies, 2(1).
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system to cater to their needs. Moreover, as the

longevity of females is projected to increase at a

higher rate than that of men, women will account for

a higher share of the elderly. This brings further

concerns, as many females are less likely to have

adequate income at old-age, particularly old-age

retirement benefits, due to the continuing low female

labour force participation rate in the country.

The above discussed challenges related to

inequality, vulnerability and demographic changes

call for a comprehensive social protection system

for Sri Lanka. At present, there are a large number

of social protection programmes implemented by

var ious government ministries/departments,

targeting vulnerable segments of the population,

such as the poor, the elderly, the disabled, those

affected by disaster, children, and women. These

programmes vary from cash and in-kind transfers

to pensions and other retirement benefits, education

programmes, health-care assistance and livelihood

development programmes. They can be broadly

categorised as (i) social insurance programmes that

include old age retirement schemes such as

pensions and provident funds and other insurance

schemes; (ii) social assistance programmes that

largely include cash and in-kind transfers to

vulnerable groups (e.g., Samurdhi/Divineguma

subsidy programme); and (iii) labour market

programmes that include livelihood and skills

development programmes.7  Despite the multitude

of programmes, there are several gaps and

weaknesses such as low coverage, poor targeting,

inadequacy of benefits, lack of coordination among

programmes, budgetary constraints, and inequitable

resource allocation.8

In the above context, this chapter discusses three

key reforms related to social protection in Sri Lanka,

deemed necessary to address vulnerability,

enhance equity and to better face the emerging

demographic challenges. These reforms include: (i)

retirement benefit schemes in Sr i Lanka; (ii)

Samurdhi/Divineguma cash transfer/subsidy

programme - the largest social assistance

programme; and (iii) integrating the social protection

system of Sri Lanka. These three reforms will be

discussed in Sections 10.2-10.4, while Section 10.5

provides some concluding remarks.

10.2 Reforming the Current
Retirement System
10.2.1 Current Status and Coverage of
the Retirement System
The retirement system in Sri Lanka is built around a

number of defined contributions and defined benefit

schemes covering both formal and informal workers.

The retirement schemes are mandatory for formal

sector workers while voluntary schemes are

available for informal sector workers.

The Public Service Pension Scheme (PSPS) is a

defined benefit mandatory scheme that covers civil

servants holding permanent and pensionable posts

with a minimum service period of 10 years. The

pension is payable at age 55 for men and age 50

for women, with 60 being the compulsory age of

retirement. Benefits are funded from general tax

revenue and there is no wage ceiling for pension

entitlements.

The PSPS members are mandatorily covered by

survivor and disability benefit schemes, known as

the Widows and Orphans (W&OP) schemes. Unlike

the PSPS, the W&OP schemes are contributory, with

contributions ranging from 6-7 per cent of the basic

salary of members, depending on the salary scale.

The public sector is further supplemented by the

7 Tilakaratna, G., et al., (2014), “Updating and Improving the Social Protection Index – Sri Lanka Country Report”, Technical Assistance
Consultant’s Report prepared for the Asian Development Bank, Manila, (for thcoming).

8 Tilakaratna, G. (2015), “Addressing Issues of Social Protection to Enhance Equity in Sri Lanka”,  Institute of Policy Studies of Sri Lanka
(http://www.ips.lk/talkingeconomics/2015/02/20/addressing-issues-of-social-protection-to-enhance-equity-in-sri-lanka/).
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Public Service Provident Fund (PSPF), which is a

mandatory contributory system that was set up to

cover government employees not eligible for the

PSPS. Approximately 841,630 workers are covered

by the PSPS, which is around 10 per cent of the

labour force (Table 10.1).

The Employees' Provident Fund (EPF) is a

mandatory provident fund that acts as a retirement

savings scheme for the formal private sector.

Administered and managed by the CBSL on behalf

of the Department of Labour, the EPF is the largest

fund in Sri Lanka in terms of asset size and

Table 10.1
Public Service Pension Scheme Coverage

Source: Department of Pensions; Central Bank of Sri Lanka, Annual Report, various years.

 2008 2009 2010 2011 2012

No. of pensioners (‘000) 326.4 335.1 349.8 366.0 379.9

Public sector employees (‘000) 877.4 927.3 825.5 838.4 841.6

Employed labour force (‘000) 7,648 7,602  7,707 8,197 8,129

Labour force (‘000) 8,082 8,074 8,108 8,555 8,465

Percentage of public sector workers in employed population (%) 11.5 12.2 10.7 10.2 10.4

Percentage of public sector workers in labour force (%) 10.9 11.5 10.2 9.8 9.9

membership. There is no wage ceil ing for

contributing to the EPF, and contributions of 8 per

cent and 12 per cent of gross wages are made by

the employees and employers, respectively. In 2012,

the number of total member accounts stood at 14.6

million of which 2.3 million accounts were active.

This represents a coverage rate of 69 per cent,

based on an estimated 3.4 million private sector

workers eligible for EPF membership (Table 10.2).

Contributory defined benefit pension schemes serve

farmers, fishermen and the self-employed. They

include the Farmers’ Pension and Social Security

Table 10.2
Coverage of Retirement Schemes

 Membership      Eligible     Coverage
      (‘000) Workers (‘000) (as % eligible)

 PSPS 842 842 100

 EPF 2,300 3,357 69

 Farmers 954 1,522 63

 Fishermen 68 148 46

 Self-employed 455 2,650 17

Notes: All figures are for 2012 except membership figures for farmers and fishermen schemes,
which are from 2011. Membership figures do not take into account defaults.  Eligible
population for PSPS based on regular public sector employment for 2012. Eligible
population for EPF based on private sector employees for 2012.

Source: PSPS, EPF membership and population – Central Bank Annual Reports; Farmers/
fishermen membership – Agriculture and Agrarian Insurance Board; Self-employed
membership – Sri Lanka Social Security Board; Farmers/fishermen population estimation
– Labour Force Survey 2012 using occupation codes; Own-account workers estimation
– Labour Force Survey 2012 using status of employment.

Benefits Scheme (FPS), Fishermen’s

Pension Scheme (FSPS) and the

pension schemes implemented by the

Social Security Board (SSB) targeting

self-employed workers.

The Farmers’ Pension Scheme was set

up in 1987 and is administered by the

Agriculture and Agrarian Insurance

Board (AAIB). In 2011, total membership

stood at 954,454, which represents a

coverage rate of 63 per cent based on

an estimated farming population of 1.5

million (Table 10.2). The Fishermen’s

Pension Scheme is also managed by

the AAIB, with a total membership of

67,553 in 2011. However, both the

farmers and fishermen’s pension
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schemes have a high incidence of default, so the

actual coverage is likely to be lower.9

The SSB operates several voluntary contributory

schemes targeting self-employed workers. The two

main schemes currently being operated are: 1)

‘Surakuma’ – aimed at individuals between the ages

of 18-59 years who are not entitled to the PSPS; 2)

‘Arassawa’ – aimed at children under 18 years of

age which can be combined with ‘Surakuma’ at the

age of 18 years. The total enrolment for all SSB

schemes stood at 455,438 in 2012, which represents

a coverage rate of 17 per cent based on an estimated

2.6 million self-employed workers. However, the SSB

schemes are also known to have a high default rate,

so actual coverage is likely to be smaller.

In summing up the coverage of the retirement system

in Sri Lanka, approximately 4.6 million people were

covered from all retirement schemes currently being

implemented based on an employed population

which stood at 8.1 million in 2012. This represents a

coverage rate of 57 per cent of the employed

population. However, when the high default rates

are factored in for the informal sector pension

schemes, the effective coverage rate is likely to be

lower (Table 10.2). In addition, only around 40-50

per cent of the current elders are covered under

some form of social protection/old-age benefit

programme like pension schemes, provident funds

or monthly cash transfers.10

10.2.2 Retirement Income
The benefit amounts provided within the retirement

system varies, with the most generous being the

PSPS. The PSPS pension amount is calculated

based on the last drawn salary with the replacement

rate determined by the years of service. The

replacement rate of the PSPS is fairly generous

compared to the average gross replacement rate of

57.9 per cent for OECD countries. For example,

under the PSPS, a public sector worker would be

entitled to a replacement rate of 85-90 per cent after

30 years of service.11 However, this pension is not

indexed to inflation or wages and has been adjusted

in an ad hoc basis, eroding its value in real terms.

The average monthly pension value in 2012 was

Rs.19,850 (Table 10.3). However, due to the skewed

distribution of pension payments, the median value

of pension payments is likely to be lower. In 2012,

the government expenditure on pensions as a

percentage of current expenditure was 8.1 per cent,

representing 1.2 per cent of GDP.

The EPF pays a lump sum benefit to private sector

employees upon retirement at age 55 years. The

benefit amount is linked to the level of income and

9 Eriyagama, V. and R.P. Rannan-Eliya (2003), “Assessment of the Farmers’ and Fishermen’s Pension and Social Security Benefit Scheme
in Sri Lanka”, Institute of Policy Studies of Sri Lanka, Colombo.

10 IPS (2014), “Demographic Challenges of an Ageing Asia”in Sri Lanka: State of the Economy 2014, Institute of Policy Studies of Sri Lanka,
Colombo.

11 Willmore, L. (2008), “Tackling Poverty in Old Age: A Universal Pension for Sri Lanka”, HelpAge International, London.

Table 10.3
Expenditure and Average Monthly Pension Values for PSPS

 2008 2009 2010 2011 2012

Pension payments (Rs.bn) 62.9 70.1 73.3 80.3 90.5

Average monthly pension (Rs.) 16,045 17,433 17,460 18,285 19,850

Pension exp. as share of total current expenditure (%) 8.5 7.9 7.7 7.9 8.1

Pension exp. as share of GDP (%) 1.4 1.5 1.3 1.2 1.2

Source: Department of Pensions; Central Bank of Sri Lanka, Annual Report, various years.
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years of contr ibutions made. This lump sum

represents the cumulative net contributions (gross

contributions less pre-retirement withdrawals) and

the rate of return credited to individual accounts.

The EPF invests primarily in government securities

and loans. In 2012, 93.6 per cent of the total EPF

investment portfolio of Rs. 1,106 billion comprised

of government securities.12  The rate of return on

the EPF is linked to the interest rates applicable to

government securities, and therefore the return is

low compared to other investment instruments. The

average interest rate paid on member balances has

been in the range of 11.50-13.75 per cent for the

period of 2008-2012. The long-term rate of return

on EPF balances has been very low.13  The

average annual compound growth rate for the

real return on investments for the EPF was 1.4

per cent for the period 1988-2002.14  In 2012,

the average member balance was Rs. 480,970

(Table 10.4). Assuming a 12 per cent interest rate

on investment, a 20 year annuity on this principal

balance would result in a monthly income of Rs.

5,296.

The voluntary defined benefit pension schemes for

the informal sector provide a lifetime flat rate pension

amount based on the age of entry and the

contributory schedule. However, the pension

payments are not index-linked to inflation, and the

adequacy of the pension payments is a major source

of concern for all the programmes currently being

implemented.

The pension entitlement for the farmers and

fishermen's pension schemes is in the range of Rs.

1,000-4,167. However, these pension payments are

not inflation protected. For example, a person joining

these schemes at the age of 18 can expect to receive

a pension of Rs. 4,167 a month. But, at the age of

60, this value would only be worth Rs. 76 in real

terms assuming an inflation rate of 10 per cent.15

Table 10.4
EPF Members' Balances and Benefit Amounts

   Active Total Balance Average Account Monthly Annuity Monthly Annuity
Members    (Rs. Mn.)    Balance (Rs.)  for 6% Interest for 12% Interest
  (000’s)      Rate (Rs.)        Rate (Rs.)

2008 2,296 644,955 280,904 2,012 3,093

2009 2,052 752,219 366,578 2,626 4,036

2010 2,165 869,199 401,478 2,876 4,421

2011 2,211 986,046 445,973 3,195 4,911

2012 2,338 1,124,508 480,970 3,446 5,296

12 CBSL (2014), Annual Report 2013, Central Bank of Sri Lanka, Colombo.
13 Gaminiratne, N. (2004), “Population Ageing, Elderly Welfare, and Extending Retirement Cover: The Case Study of Sri Lanka”, Overseas

Development Institute, UK; Gaminiratne, N (2007), ‘Population Ageing, Policy Responses and Options to Extend Retirement Coverage:Case
Study of Sri Lanka’ Institute of Policy Studies of Sri Lanka, Colombo.

14 Karunarathne,W. (2005), “Mandatory Savings and Retirement Adequacy: Portfolio Simulation of EPF in Sri Lanka”, National University of
Singapore, Singapore.

15 Willmore (2008).

Source: Estimated based on data from the Central Bank of Sri Lanka.
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The defined benefit schemes for self-employed

workers offered by the SSB suffer a similar fate as

the AAIB schemes. The lack of formal indexation for

the flat rate pensions severely erodes its value at

the age of retirement for members. For an 18 year

old individual joining the scheme today, the

purchasing power of a flat rate pension amount of

Rs. 1,000 paid at the age of 60 will only be worth

Rs. 18 assuming an inflation rate of 10 per cent.

10.2.3 The Need for Reform
An ageing population, a large informal sector

workforce and issues related to adequacy and

sustainability of existing retirement schemes call for

a host of reforms.

Sri Lanka's demographic trends suggest a rapidly

ageing population that will test the ability of the

current retirement system to support the elderly, and

strain intergenerational relations.16  This is a

particularly pertinent issue given how important

traditional family support mechanisms have been

to the elderly population in Sri Lanka. The World

Bank Sri Lanka Ageing Survey (2006) found 77 per

cent of the elderly to be living with their children,

with co-residence forming an important source of

support; around 48.9 per cent of the elderly

population in Sri Lanka receives income support

from their children. However, there is evidence to

suggest that as income and education levels

increase, co-residence is likely to decline in Sri

Lanka.17  This would leave a large proportion of the

elderly population without access to a sufficient

retirement income.

Sri Lanka's labour force characteristics point to a

growing informal sector, with 61.1 per cent of total

employment comprised of informal sector

employment in 2012.18  A vast majority of them lack

social security coverage. Thus, the inadequacy of

the benefits provided by the current informal sector

pension schemes is a major concern. The pension

amounts are not formally indexed to inflation and

fail to provide sufficient old age income security.

Further, the farmers and fishermen's pension

schemes have been found to be fiscally

unsustainable and high default rates are prevalent

in both programmes.

The adequacy and sustainability of the formal sector

retirement schemes are debatable given that the

PSPS represents a large fiscal cost to the

government (see Table 10.1). It is the most generous

scheme within the current retirement system, but

only covers a relatively small proportion of the

population. The pension amounts under the PSPS

are calculated based on final salary contrary to the

lower average salary. It is also fairly generous in

terms of pre-retirement benefit deductions, where

the replacement rate is only reduced by 2 per cent

for each year below the required 30 years of service.

Further, the PSPS has a generous commutation

scheme, where public sector workers can receive a

lump sum payment equivalent to two years of

pensions in commutation for a pension reduced by

10 per cent compared to the unreduced pension for

the first 10 years.19

However, it is important to note that the PSPS is not

formally indexed to inflation, eroding the real value

of its generosity. Further, there is a pay differential

between the public and private sectors. The

generosity of the PSPS is often viewed as a way of

compensating for this pay differential and an

important incentive to attract and retain workers in

the public sector. Therefore, in considering reform

options for the PSPS, it is important to strike a

balance between adequacy and sustainability.

16 World Bank (2008), “Sri Lanka: Addressing the Needs of an Ageing Population”, World Bank, Washington, D.C.
17 Ibid.
18 DCS, “Labour Force Survey 2012”, Department of Census and Statistics, Colombo.
19 World Bank (2000), “Review of Superannuation Benefit Programmes in Sri Lanka”, World Bank, Washington, D.C.
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The EPF fails to provide adequate old-age financial

protection to its members. Since the scheme does

not provide its members with a pension or an option

to convert the lump sum benefit payment into regular

periodic payments after retirement, the longevity risk

and the burden of effective investment of the lump

sum payment after withdrawal is fully transferred to

the member. However, even if the lump sum

payments were to be converted to an annuity, the

level of replacement income would be very low (see

Table 10.4).

10.2.4 Reform Options for Sri Lanka's
Retirement System
In assessing the reform options for Sri Lanka's

retirement system, it is important to consider the

desired objectives. The two main principle objectives

of a retirement system in a country should be: to 1)

provide minimum income support to old people; and

2) enable retired individuals to smooth consumption

over the life-cycle.

Government intervention has a key role to play in

achieving the first objective. Traditional family

support mechanisms and other institutions cannot

reliably protect the elderly from deprivation. While

there is a debate about the level of government

intervention that is required, there is a general

consensus that some form of government

intervention is crucial to achieve the first objective.20

The second objective of consumption smoothing

over the life-cycle could be achieved through

occupational pension schemes or through public

and private retirement income schemes. As

discussed in the previous section, Sri Lanka's

retirement system fails in providing an adequate

income replacement. Therefore, in thinking about

reforming the current income replacement schemes,

attention should be paid to the desired benefit

amount (targeted replacement level), mode of

payment (lump sum vs. monthly payment) and

parametric choices such as the age at which

retirement benefits should be provided.

Providing basic income protection to the
elderly: In line with the first objective, ensuring

minimum income support for the elderly should be

the foundation of Sri Lanka's retirement system. It

is apparent that the current social security schemes

fail to provide old-age financial protection to a large

portion of the population, particularly those working

in the informal sector. This situation is not unique to

Sr i Lanka. Many developing countries have

struggled to expand contributory social security

beyond a small proportion of the labour force.21

Similar to Sri Lanka, many other countries in South

Asia have large informal sectors and contributory

schemes mostly cover formal sector workers.

Countries with a labour force having a high share of

informal sector workers have low rates of pension

coverage.

The current
social security
schemes fail to
provide old-age
financial pro-
tection to a
large portion of
the population,
particularly
those working
in the informal
sector.

20 World Bank (1994), Averting the Old Age Crisis, Oxford University Press, U.K.
21 Barrientos, A. (2007), “New Strategies for Old-age Income Security in Low Income Countries”, Technical Report, International Social

Security Association.
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Therefore, trying to expand contribution based

pension systems to those on low incomes might not

be feasible. Contributory pension schemes should

be viewed as a mechanism for consumption

smoothing for those with sufficient income to save

for old age. A non-contributory basic pension can

ensure old-age income security for the entire

population of the country, regardless of earnings or

occupation.22  Non-contributory pensions could be

means-tested, targeting the elderly who are too poor

to support themselves or universal non-means

tested, which would cover all elderly individuals. Both

approaches have their pros and cons, and it is

important to choose an approach that best suits the

needs of a country.

The means-tested approach has the benefit of

eliminating some of the inherent disadvantages of

a universal non-means tested approach. Since it is

targeted, funds will only be distributed to those most

in need, making it more equitable and progressive.

Means-testing also eliminates the potential

disincentive effects a non-means tested universal

pension could have.23  However, means-tested

programmes are difficult to administer. Countries like

India and Bangladesh that have put in place means-

tested pensions have struggled with effective

targeting. For example, 45 per cent of pension

benefits from India's National Old Age Pension went

to those who are better off. Inability to effectively

reach the poor has also been a feature of

Bangladesh's means-tested pension.24  There are

some weaknesses in Sri Lanka's administrative

structure to effectively execute a mean-tested

pension programme. This is apparent from the

targeting problems inherent in the Samurdhi

programme (see Section 10.3).  Therefore, it would

be better in a way for Sri Lanka to adopt a non-means

tested approach.

In assessing the fiscal cost of implementing a non-

means tested universal pension, it was found that

for a monthly benefit amount of Rs. 2,321 (national

poverty line for 2007), a universal pension aimed at

individuals above the age of 70 years would cost

0.8 per cent of GDP and 4.3 per cent of current

government expenditure, which is an amount that

is well below the expenditure on the PSPS.25  For

this particular benefit amount, assuming per capita

GDP growth of 3.6 per cent, the cost would actually

reduce to 0.6 per cent of GDP in 2041. The current

poverty line has increased to Rs. 3,815 and this

would have to be taken into consideration in deciding

the benefit amount of a universal pension. However,

based on above, the fiscal cost would still be

manageable with an increased benefit amount,

assuming moderate GDP growth.

Therefore, implementing a universal (social) pension

seems a viable option for Sri Lanka.  It will be

politically popular, and with the correct parameters

set in its design, the fiscal cost could be kept under

control (below the current PSPS expenditure levels).

Once the administration for the programme has been

set up and strengthened, there will be an opportunity

to convert it to a mean-tested pension, which would

further reduce costs and improve the progressivity

of the programme.

Reforming the formal sector retirement
schemes: The formal sector retirement schemes

have an important role to play in achieving the

second desired objective of enabling consumption

smoothing over an individual's life-cycle. Therefore,

reforms should focus on providing adequate

retirement income while ensuring sustainability.

The PSPS represents a significant fiscal cost to the

government to cover a relatively small proportion of

22 Willmore, L. (2007), “Universal Pensions for Developing Countries”, World Development, 35(1):24-51.
23 Hu, Y., and F. Stewart (2009). “Pension Coverage and Informal Sector Workers: International Experiences”, OECD Working Papers on

Insurance and Private Pensions, No. 31, OECD, Paris.
24 Willmore (2008).
25 Ibid.
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the elderly. Therefore, a commonly prescribed

solution is to convert the PSPS into a contributory

system, as was attempted in 2002, which required

civil servants to make a contribution of 8 per cent of

their salaries with the government contributing 12

per cent. The initiative failed due to it being politically

unpopular, and the PSPS rever ted to a non-

contributory scheme in 2006. A key insight from this

reform attempt was that it would have only resulted

in modest expenditure savings for the government.

The sustainability of the scheme was in question

because of the high return on investment that was

required relative to wage growth. It was estimated

that the scheme would run cash flow deficits in 45

years.26

A further deterrent to structural reforms of the PSPS

is the relatively low wages public sector workers earn

compared to private sector workers. Converting the

PSPS into a contributory system would require the

government to increase wages in order to make the

contributions affordable. Therefore, the burden of the

PSPS on tax payers will not reduce.

In light of this, it is prudent to focus initially on

parametric reforms. One of the most sensible ways

to ensure the sustainability of the PSPS is to

increase the mandatory retirement age. The current

retirement age of 60 is too low considering the high

life expectancy of Sri Lankans. Many developed

countries have already done this to ease the burden

of their pension systems. Increasing the retirement

age improves the passivity ratio (number of years

worked relative to number of years spent in

retirement). This would increase the country's labour

supply and reduce the size of the pensioner stock,

which would ultimately reduce the pension bill.

However, in the long run, raising the retirement age

within a non-contributory system would not result in

substantial fiscal savings because the government

will have a larger wage bill. Therefore, following this,

it would be feasible to convert the PSPS into a

contributory system since raising the retirement age

would reduce the required contribution rate.

Raising the mandatory retirement age would also

benefit the EPF. This is because increasing the

investment returns alone would not substantially

increase the benefit amounts. Even if a high real

rate of return of 4 per cent is assumed, this would

only increase the lump sum amount by 50-100 per

cent, which would still convert to very low annuities.27

A central reason for the low lump sum benefits is

the low contribution period. Raising the retirement

age would increase the overall period of

contributions, boosting the value of the retirement

benefits.

In 2011, an attempt was made to introduce a

mandatory contributory pension scheme to cover

private sector workers. The proposed Employee

Benefit Pension Fund was to be designed as an

additional benefit to other retirement benefits private

sector workers were already entitled to such as the

EPF. The contribution was to be 2 per cent of the

employee's monthly gross salary from both the

The PSPS
represents a
significant
fiscal cost to
the govern-
ment to cover
a relatively
small propor-
tion of the
elderly.

26 World Bank (2008).
27 Eriyagama and Rannan-Eliya (2003).
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employee and employer for a total contribution of 4

per cent. It was further proposed that 10 per cent of

the total gratuity payable by an employer to the

employee at the termination of employment would

go to the fund. A minimum contributory period of 10

years was set for eligibility, with the pension payable

at the age of 60.

Subsequently, the proposed Bill was withdrawn after

stiff opposition from trade unions. A main point of

contention was the mandatory nature of the scheme

because it was not viewed as beneficial to all

workers, par ticularly FTZ and garment factory

workers who are unlikely to meet the minimum

contributory period of 10 years.28  The low pension

benefit amount was another issue. The proposed

pension benefit structure would have resulted in 15

per cent of the monthly salary being paid for a

contributory period of 10-19 years, 30 per cent for a

contributory period of 20-29 years and 60 per cent

of the monthly salary for a contributory period of

more than 30 years. It was argued that this would

have resulted in very low benefit amounts for workers

earning relatively low salaries, particularly those with

a contributory period of less than 30 years. However,

given that this proposed pension scheme was

designed to be a fully funded scheme to supplement

the EPF/ETF, this would have been a beneficial

scheme for most private sector workers, provided

the fund was managed in a sustainable manner.

Given the failure of this reform effort, the EPF still

remains the main retirement benefit scheme for the

formal private sector. In order to address the lack of

periodic payments for this sector, the EPF should

provide a pension benefit instead of a lump sum.

This is particularly important given the poorly

developed annuities market in the country. The EPF

offering a monthly pension through a centrally

administered system would be cheaper for

beneficiaries than if they had to rely on annuities.

This would enable better risk pooling and a modest

amount of redistribution could be introduced to

improve the progressivity of the fund. However, this

structural reform effort should be undertaken in

consultation with all stakeholders, including trade

unions and employers in order to mitigate the issues

that arose with the proposed Employee Benefit

Pension Fund in 2011.

Finally, limitations should be imposed on pre-

retirement withdrawals. The current lump-sum

benefit provision increases the longevity risk to

members. The EPF allows pre-retirement

withdrawals under numerous circumstances such

as using the fund balance as collateral for housing

loans or women leaving the labour force after

marriage. This further aggravates the longevity risk

for these individuals and therefore should be limited.

10.3 Reforming the
Samurdhi/Divineguma
Subsidy Programme
10.3.1 Current Status of the Samurdhi/
Divineguma Subsidy Programme
The Samurdhi/Divineguma programme is currently

the main social protection initiative for the poor in

Sri Lanka. It has multiple components, including the

subsidy (or the cash transfer) programme, social

security (or insurance) programme, microfinance

programme and livelihood development. At present,

this programme is administered by the Department

of Divineguma Development.29

28 Azwer, M., (2011) , “Workers Vow to Defeat Private Sector Pension Scheme”, The Sunday Leader, 29 May 2011, http://www.thes
undayleader.lk/2011/05/29/workers-vow-to-defeat-private-sector-pension-scheme/.

29 Until 2014, the Samurdhi subsidy programme and social security programme were administered by the Department of Commissioner
General of Samurdhi (DCGS) while the Microfinance and the Livelihood Development Programmes were under the purview of the Samurdhi
Authority of Sri Lanka (SASL). In 2014, the Department of Divineguma Development was established under the Divineguma Act, No.1 of
2013 by amalgamating the DCGS, SASL and three other entities namely the Southern Development Authority of Sri Lanka, Upcountry
Development Authority and Department of Upcountry Peasantry Rehabilitation.
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The Samurdhi/Divineguma subsidy programme is

the largest social assistance programme in the

country - both in terms of the budget and the number

of beneficiaries. Under the Samurdhi subsidy

component, identified families are given a cash

transfer on a monthly basis. Since April 2015, the

amount of the monthly cash transfer /subsidy has

been increased to a maximum of Rs. 3,500 and a

minimum of Rs. 420. The amount given depends on

the size of the family, except in the case of

'empowered families' (i.e., families that are

considered to have graduated out of poverty over

time) who receive a minimum subsidy amount of

Rs. 420 per month (Table 10.5).

The entitled (net) amount of the Samurdhi/

Divineguma subsidy is debited to the personal

account of the beneficiaries at the Divineguma

Table 10.5
Benefits of the Samurdhi/Divineguma Subsidy Programme (Since April 2015)

Category of Samurdhi/    Total Net Subsidy Compulsory  Contribution Contribution
Divineguma Beneficiary Monthly    Amount    Savings    to Social  to Housing
Families Subsidy      (Rs.)       (Rs.)               Security Fund       Fund (Rs.)

   (Rs.)       (Rs.)

1-2 member families 1,500 1,345 100 45 10

3-5 member families 2,500 2,245 200 45 10

6 or more members 3,500 3,145 300 45 10

Empowered families 420 n.a 365 45 10

Source: Department of Divineguma Development.

Community Based Bank (formerly known as the

Samurdhi Banks). There are deductions from the

total monthly subsidy amount to different

components such as the compulsory savings, social

security fund and the housing fund. An amount of

Rs. 100-365 is deducted from the subsidy amount

as compulsory savings. Its initial purpose was to

promote a savings culture among poor families and

to increase their financial habits. However, at

present, these compulsory savings can only be

withdrawn after a beneficiary reaches the age of 60

years, if he/she suffers from a serious illness or for

an investment need. In addition to the compulsory

savings, an amount of Rs. 45 and Rs. 10 is deducted

from the monthly subsidy for the social security fund

(to use as a premium for the social security

programme) and the housing fund, respectively.

Figure 10.1
Number of Beneficiaries of the Samurdhi/Divineguma Subsidy Programme (2009-2015)

Source: CBSL, Annual Report 2014; Department of Divineguma Development.
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By June 2015, the Samurdhi/Divineguma cash

transfer programme had 1,470,262 beneficiaries.

The number of beneficiaries has shown a decline

over the past six years from around 1,600,000

(Figure 10.1).

10.3.2 Weaknesses in the Samurdhi/
Divineguma Subsidy Programme
and Need for Reforms
Despite being in operation for nearly two decades

and having a substantial coverage of families, the

Samurdhi/Divineguma subsidy programme has

several weaknesses related to targeting, quality of

benefits, etc.

The Samurdhi/Divineguma programme has been

widely criticized for lapses in its targeting - both

inclusion errors (i.e., including those who are not

eligible to receive benefits) and exclusion errors (i.e.,

excluding the eligible person).30  According to HIES

2012/13 data, 16.4 per cent of households have

received Samurdhi cash transfers, more than three

times the share of poor households (5.3 per cent),

and much higher than the poverty HCR (6.7 per

cent). However, as shown in Figure 10.2, only less

than 40 per cent of households in the poorest decile

Figure 10.2
Share of Households Receiving
Samurdhi Subsidy by Decile (2012/13)

received Samurdhi/Divineguma cash transfers, while

around 3-15 per cent of households in the top five

deciles were also receiving benefits under this

programme.

A more disaggregated analysis of the HIES 2012/

13 data shows that the share of households

receiving Samurdhi benefits is almost double the

share of poor households in many districts. However,

in almost all districts, only a fraction of poor

households are covered by this programme while a

higher share of beneficiar ies are non-poor

households. Except in the districts of Hambantota,

Nuwara Eliya, Batticaloa, Ampara and Ratnapura,

less than a half of the poor households receive

Samurdhi benefits. Such exclusion errors are

particularly higher in the districts of Trincomalee,

Jaffna, Mannar, Killinochchi, Mullaitivu and Colombo

where less than 25 per cent of poor households

receive Samurdhi benefits. Overall, only 38 per cent

of poor households received the Samurdhi subsidy,

indicating that 60 per cent of poor households are

not beneficiaries. These figures indicate the severity

of the targeting issues suffered by the Samurdhi cash

transfer programme at present.

30 Tilakaratna, G., et al., (2013), “Safety Nets in Sri Lanka: An Overview”, report prepared for the World Bank, Colombo (unpublished).

In almost all
districts, only a
fraction of poor
households are
covered by the
Samurdhi
programme while
a higher share of
beneficiaries are
non-poor house-
holds.Notes: Some households have multiple recipients of Samurdhi.

Source: Based on data from DCS, Household Income and Expenditure Survey 2012/13.
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The Samurdhi/Divineguma subsidy programme also

suffers from the lack of a clearly defined criterion

for selecting beneficiaries, a key factor in targeting

errors. The selection criteria for beneficiaries, stated

at the inception of the programme, was family

income being less than Rs. 1,500 a month. In 2007,

there was an attempt to improve the beneficiary

selection process by adopting a par ticipatory

methodology where potential beneficiaries were to

be selected by the community members. However,

at present, there is no clear eligibility criterion for

selecting beneficiaries while the families that have

been identified initially have simply continued to

receive benefits.31

The Samurdhi /Divineguma subsidy programme also

lacks an entry and exit mechanism to identify non-

poor households who fall into poverty due to various

risks and vulnerabilities (i.e., the so called 'new

poor'), and to remove those households who have

moved out of poverty over time ('non-poor').  At

present, the new entrants are added to the

Samurdhi/Divineguma programme mostly as a

replacement for a beneficiary who voluntarily exits

the programme or who is deceased. In such an

event, the next person in the priority list (managed

by the Divisional Secretary) becomes eligible. The

lack of an entry and exit mechanism also has

contributed to targeting errors.

Although the Samurdhi/Divineguma subsidy

amounts have increased in recent times, the

amounts are far below the minimum required per

person per month to meet his/ her basic needs,

estimated at around Rs. 3,815 as per the Official

Poverty Line (OPL) for Sri Lanka.32  Under the

Samurdhi/Divineguma programme, the maximum

amount of Rs. 3,500 per month (Rs. 1,500 until end

2014) was received by households with four or more

family members, leaving only around Rs. 875 or less

per person per month in the family. Indeed, the

inadequacy of benefit amounts is found to be a key

reason for dissatisfaction with the Samurdhi subsidy

programme by its beneficiaries,33  in addition to

politicization and political interference, which is

considered another major weakness.

10.3.3. Reform Options for the
Samurdhi/Divineguma Subsidy
Programme
The Samurdhi/Divineguma cash transfer programme

has undergone a few waves of reforms during the

last decade. These reforms were aimed at improving

the quality of benefits and the structure and the

design of the programme. Since its inception (and

until 2012), there were seven categor ies of

beneficiaries, including four categories based on

family size, families who were beneficiaries of the

former Janasaviya programme, empowered families

and self-exited families  (see Table 10.6). In 2006,

the amount of subsidy given to these categories was

31 Ibid.
32 DCS (2015), ‘District Official Poverty Lines’ (http://www.statistics.gov.lk/poverty/monthly_poverty/index.htm).
33 Tilakaratna, G., et al., (2015), “Social Protection in Sri Lanka: A Household Level Analysis” report prepared for UNICEF, Colombo

(unpublished).
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increased by 50 per cent in 141 Divisional

Secretariat (DS) divisions, identified as the poorest

in Sri Lanka. Accordingly, the maximum amount

given was increased from Rs.1,000 to Rs.1,500 while

amounts given to other beneficiary categories

(except for the so-called 'empowered families') in

the 141 DS divisions were also increased to some

extent. By contrast, there was only a little or no

change in the subsidy amounts received by the

Samurdhi beneficiary families in other DS divisions.

For instance, only the social security component of

the subsidy was raised from Rs. 30 to Rs. 45 for

some categories of beneficiaries, including families

with 3-5 members and families with six or more

members, raising the total subsidy amount received

by these families by only Rs. 15 per month (Table

10.6).

Table 10.6
Changes to Samurdhi/Divineguma Subsidy Programme (2006-2015)

Source: Department of Divineguma Development; Tilakaratna, G., et al. (2013), “Safety Nets in Sri Lanka: An Overview”, report prepared
for and funded by the World Bank (unpublished).

Although the
Samurdhi/
Divineguma
subsidy amounts
have increased in
recent times, the
amounts are far
below the mini-
mum required per
person per month
to meet his/ her
basic needs.

Beneficiary Categories Pre-2006                             Changes in 2006
(Amounts in Rs.)  Amounts Increased         Amounts to

  by 50% in 141 DS            Beneficiaries in other
    Divisions (Rs.)   DS Divisions (Rs.)

1 member families 250 375 250

2 member families 350 525 350

3-5 member families 600 900 615

6 or more member families 1,000 1,500 1,015

Empowered families 155 210 155

Janasaviya families 400 415 415

Self-exit families 55 55 55

Beneficiary        2012- 2014 Beneficiary  Jan-March 2015 April 2015 –
Categories   (Amounts in Rs.) Categories (Amounts in Rs.)    (Amounts in Rs.)
since 2012 since 2015

1-2 members 750    Less than 1,000 1,500
   3 members

3-5 members 1,200    3 members 2,000 2,500

6 or more 1,500    4 or more 3,000 3,500
members    members

Empowered 210    Empowered 420 420
families    families
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In 2012, the Samurdhi cash transfer programme

underwent another set of reforms, where changes

were made to the beneficiary categories, amounts

of benefits as well as the nature of the benefits. The

number of beneficiary categories was simplified in

2012 by bringing it down to four, with four different

amounts ranging between Rs. 210 and Rs. 1,500.

In addition to the changes to the subsidy amounts,

notable changes were made to the method of

payment of the subsidy. Prior to 2012, the subsidy

was provided to the beneficiaries through printed

stamp cards where part of the  subsidy was given

as a commodity stamp that could be used to

purchase some selected items from the cooperative

shops, while the other part was given in the form of

a cash stamp. However, commodity stamps had

many weaknesses such as the quality of goods

available to purchase and the mismatch between

the type of goods available at cooperative shops

and the needs of beneficiaries.  This method of

stamp cards was changed in 2012 and the full net

subsidy amount was directly transferred to the

Samurdhi Bank accounts of the recipient, while the

compulsory deductions (e.g., compulsory savings,

contribution to social security fund and housing fund)

were transferred directly to the relevant funds.  One

of the objectives of the change was to promote

capital investment among the poor by improving

saving habits. It was also expected to promote

beneficiaries to use financial institutions like banks.

Moreover, as stamp cards are not printed under this

new method, an overall cost reduction of the

programme was also anticipated.34

The Samurdhi/Divineguma beneficiary categories

and the subsidy amounts were revised again in

January 2015. The beneficiary families were re-

categorised based on their family size, i.e., families

with less than three members, three-member

families and families with four or more members (in

addition to the so called empowered families), while

the amounts were increased with a maximum of Rs.

3,000  and a minimum of Rs. 420 per month. The

subsidy amounts received by all categories of

beneficiaries except the 'empowered families' were

raised again in April 2015 with a maximum amount

of Rs. 3,500 per month.

Although the reforms in recent years have improved

the quality of the benefits (and the programme

design), the cost of the programme has increased

substantially. As shown in Figure 10.3, following the

reforms in 2012, the cost of the cash transfers

34  Tilakaratna et al., (2013).
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increased to over Rs. 15 billion in 2013 (from around

Rs 10.5 billion in 2012 and Rs. 9 billion in 2011).

With the increase in the benefit amounts in 2015,

the cost of the programme is expected to increase

by over 150 per cent in 2015 from its 2014 level. For

instance, the estimated expenditure of the Samurdhi/

Divineguma subsidy programme would be over 40

billion in 2015.35

The rising cost of the Samurdhi/Divineguma subsidy

programme stresses the need to improve its

targeting by br inging down the number of

beneficiaries while ensuring that the  benefits are

received by the 'most needy' groups, which in turn

would help reduce the cost of the programme and

ensure its sustainability. Improving targeting errors

would first require identifying a criterion or a set of

criteria to select beneficiaries, keeping in mind that

the Samurdhi/Divineguma programme aims to

reduce poverty and vulnerability.

The best way to identify the poor (and the vulnerable)

is perhaps to define the selection criterion on the

OPL for Sri Lanka, estimated at present to be Rs.

3,815. Accordingly, based on HIES 2012/13 data,

Figure 10.3
Expenditure of the Samurdhi/Divineguma
Subsidy Programme (2009-2015)

6.7 per cent of the population or 5.3 per cent of

households are currently estimated to be poor. In

addition, there are a considerable number of

households/persons that are just above the OPL,

facing the risk of falling in to poverty due to various

shocks. For example, a 10 per cent increase in the

OPL would raise the share of the poor population to

9.9 per cent and poor households to 7.9 per cent,

while a 20 per cent increase raises these figures to

13.2 and 10.7 per cent, respectively.

Thus, it is important that the Samurdhi/Divineguma

subsidy programme aims to cover the poor as well

as the vulnerable households. Accordingly, the

selection criteria for the subsidy programme can be

10 per cent or perhaps 20 per cent above the OPL.

For instance, it can be defined at around Rs. 4,600

per person per month (20 per cent increase). As

such, a household with four members would be

eligible to receive a Samurdhi subsidy only if their

monthly income is Rs. 18,400 or less, while a

household with two members would be eligible for

the subsidy only if the household income is not more

than Rs. 9,200 per month.

The above proposed reforms can reduce the total

number of beneficiaries, while targeting the 'most

deserved' ones. It can also reduce the cost of the

programme (with the reduced number of

beneficiaries), which will in turn help increase the

subsidy amount in the long run to make it adequate

to cover minimum needs. As discussed earlier,

despite the improvements in Samurdhi/Divineguma

subsidy amounts in recent years, these amounts still

remain rather low and inadequate.

Identifying eligible households/beneficiaries based

on the criterion discussed above is complex and

requires resources (both human and financial) at

the beginning. However, it can be easily done by

pooling together existing human resources at the

divisional level such as the Samurdhi Development/

Source: CBSL, Annual Report 2014; and data from the Department of
Divineguma Development.

35 Estimations are based on the allocation of funds per month for Samurdhi/Divineguma subsidy programme as per the data from the
Department of Divineguma Development. Monthly allocation for March 2015 was around 2.9 billion while it is around 3.5 billion after the
increase in the subsidy amounts in April.
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Divineguma Officers, Grama Niladaris and officials

at the DS level (including the divisional statistical

officers). Moreover, it is important to revise the

threshold level/selection criteria at least every 2-3

years based on the OPL. It is also important to

conduct rapid surveys at least every two years to

identify the 'new poor' who should be included in

the subsidy programme and those who have clearly

moved out of poverty. The proposed reforms to

improve targeting of the Samurdhi/Divineguma

programme, however, may not appear to be

politically appealing as it will involve removing a

considerable share of 'undeserving' beneficiaries

from the programme (although it will also include

some new 'deserving' groups who are currently not

receiving benefits). Nevertheless, such reforms will

undoubtedly bring considerable benefits in the long

run both in terms of reducing poverty, vulnerability

and inequality, as well as reducing the costs and

ensuring the sustainability of the programme.

10.4 Integration of the
Social Protection System
of Sri Lanka
10.4.1 Current Status of Sri Lanka's
Social Protection System
Sri Lanka has an extensive social protection system

in place. However, these programmes are managed

and implemented by numerous departments and

agencies and there is little or no coordination

between them (Table 10.7). The Department of

Pensions administers the public sector pensions,

while the EPF is managed and administered by the

Department of Labour and the Monetary Board of

the CBSL. The AAIB and the SSB were set up under

the Ministry of Finance and Planning to offer pension

schemes to informal sector workers.

The social assistance programmes are disparate

and spread out amongst many departments and

agencies. The Samurdhi programme was managed

by the Department of the Commissioner General of

Samurdhi with the labour market component

handled by the Samurdhi Authority. However, after

the change in government following the 2015

Presidential election, the programme has been

brought under one roof under the Department of

Divineguma Development. The National Secretariat

for Elders and the National Secretariat for Persons

with Disabilities offer social assistance programmes

targeting the elderly and disabled. Assistance

programmes for children are implemented by many

departments and agencies in addition to the Ministry

of Child Development and Women's Affairs.

Finally, in addition to social assistance programmes

carried out by the central government, several

programmes are implemented by Provincial

Councils, with the main programme being the Public

Assistance Monthly Allowance (PAMA) cash transfer

scheme. Provincial Councils also implement several

assistance programmes targeting the chronically ill

and disabled.

10.4.2 The Need for Integration
Many of the current social protection programmes

have been set up in an ad hoc, reactive and isolated

manner and as a result, operate in a fragmented

fashion. This has resulted in there being programme

overlap. For example, elderly beneficiaries of the

PAMA and Samurdhi programmes are also eligible

to receive a cash transfer benefit from the National

Secretariat for Elders. Therefore, a single beneficiary

could potentially receive cash benefits from multiple

programmes implemented by different departments.

This programme over lap and duplication of

beneficiaries result in high administrative costs and

misallocation of human resources.

Lack of integration also has negative implications

on potential beneficiar ies. The existence of

overlapping programmes undermines transparency

in the beneficiary selection process. It also results

in potential beneficiaries being left out of the social

protection system. Integration would promote

synergies between interventions. This in turn would

increase the probability of an intervention being
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successful. International experience in countries

such as Chile, Brazil and Colombia points to

institutional models that have enabled these

countries to successfully integrate their social

protection system. The key features are a centralised

Table 10.7
Social Protection Programmes and Implementing Agencies

and unified database of beneficiaries, standardised

mechanisms to target them, and the development

of a clear and coherent social protection policy with

a single ministry - such as the Ministry of Planning

- given the role of central coordinator.36

Notes: Implementing agencies for 2010-2015 administration.
Source: Tilakaratna G., S. Jayawardena Y. Ellepola (2014), “Updating and Improving the Social Protection Index – Sri Lanka Country Report”, Asian Development

Bank, Manila.

Social Protection Programmes Implementing Agency

Public Servants Pension Scheme, W&OP, Department of Pensions - Ministry of Public Administration &
Public Service Provident Fund (PSPF) Home Affairs

Employees’ Provident Fund (EPF) Department of Labour - Ministry of Labour and Labour Relations
and the Monetary Board of the CBSL

Employees’ Trust Fund (ETF), ETF Employees’ Trust Fund Board - Ministry of Finance and Planning
related health and education assistance

Social Security Board Pension Schemes Sri Lanka Social Security Board - Ministry of Finance and Planning

Farmers’ Pension and Fishermen’s Agricultural and Agrarian Insurance Board - Ministry of Finance and
Pension Schemes Planning

Migrant Workers’ Insurance Ministry of Foreign Employment Promotion and Welfare

Public Sector Health Insurance National Insurance Trust Fund (NITF) - Ministry of Economic
Development

Assistance programmes  for the elderly National Secretariat for Elders - Ministry of Social Services

Assistance programmes  for children Department of Probation and Child Care Services, Ministry of
Education, Ministry of Economic Development, Department of
Commissioner General of Samurdhi, Sri Lanka Transport Board,
Ministry of Child Development and Women’s Affairs, Sri Lanka
Bureau of Foreign Employment

Disaster relief Ministry of Resettlement,  Ministry of Disaster Relief, Ministry of
Economic Development

Assistance programmes for the disabled Department of Social Services and National Secretariat for Persons
with Disabilities - Ministry of Social Services, Provincial Councils

Assistance for poor, Samurdhi Social Department of Commissioner General of Samurdhi, Ministry of
Security Economic Development, Samurdhi Authority, Provincial Councils

Labour market programmes for Department of Social Services and National Secretariat for
vulnerable groups Persons with Disabilities - Ministry of Social Services

Labour market programmes for Ministry of Economic Development
disaster affected

Livelihood development assistance Samurdhi Authority, Ministry of Education, Ministry of Economic
programmes Development

36 Rosero, L., (2013), “Social Protection Systems in Latin America and the Caribbean”, Economic Commission for Latin America and the
Caribbean (ECLAC), Colombia.
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10.4.3 Reform Options for Social
Protection
Integrating the current social protection system in

Sri Lanka would be an intensive process requiring

the build-up of administrative capacity, political will

and designing a unifying social protection

framework. Therefore, it is important to approach

integration in a pragmatic way, with clearly defined

medium and long-term goals.

Developing a centralised beneficiary registry is a

vital component in an integrated social protection

system. Crucially, a ministry has to be identified and

given a central role in managing this registry.

Typically, this has tended to be the ministry assigned

the subject of planning, and appears to make sense

for Sri Lanka to adopt the same. Such a registry, as

the focal point, would assist in unifying the current

social assistance programmes with overlapping

objectives. In addition, a centralised registry would

enable means-testing to be done in an efficient and

effective manner.

Integrating the
current social
protection
system would
be an intensive
process requir-
ing the build-up
of administra-
tive capacity,
political will and
designing a uni-
fying social
protection
framework.

Reforms could be enacted in the medium-term to

improve formal sector pension mobility, which would

be an important step towards integration. Pension

portability is an impor tant component of an

integrated social protection system. The dualistic

nature of the private and public sector pensions limits

labour market mobility between the two sectors.

Enacting the reforms suggested in the pension

reforms section, would be a step towards pension

mobility and social protection integration.

In the long-term, establishing a national social

protection framework is critical. The framework must

specify the roles and responsibilities of all institutions

involved in implementing social protection

programmes (including Provincial Councils) with

well-defined objectives and outcomes. In addition,

the framework must clearly establish standards in

terms of selecting beneficiaries. This would help

reduce programme fragmentation and overlap. It

would also make monitoring and evaluation cost

effective and efficient. Within a shared framework,

programmes can be coordinated to allow the

expected outcome of the programme to be achieved

and benefits maximised.

10.5 Summary and Con-
clusion
Despite Sri Lanka's progress in poverty reduction

and achieving a number of MDGs, inequality and

vulnerability remain high. The country also faces a

number of demographic and labour market related

challenges such as rapid ageing of its population

and a large informal sector workforce with little or

no social security. These challenges emphasize the

need for reforms in the social protection system -

that at present comprises a large number of

programmes implemented by several ministries and

targeting various vulnerable groups, and suffers from

a number of weaknesses such as poor targeting,

inadequate coverage and lack of integration. In this

context, three key reforms discussed - the current

retirement benefit schemes; the Samurdhi/
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Divineguma cash transfer/ subsidy programme; and

integrating the social protection system - are

fundamental to address poverty and vulnerability,

enhance equity and allow Sri Lanka to face emerging

demographic challenges.

The retirement system in Sri Lanka fails to cover a

large proportion of the elderly population. Moreover,

the level of retirement income provided by most of

the existing schemes is inadequate. People working

in the informal sector are particularly vulnerable in

this regard. In light of Sr i Lanka's ageing

demographics and large informal sector, it is

important to implement reforms that would expand

coverage and provide an adequate retirement

income.  A universal pension designed to provide

basic income security to the elderly population is

an impor tant reform option. In addition, a

combination of parametric and structural reforms is

needed to ensure the viability and sustainability of

the current formal sector retirement schemes.

The Samurdhi/Divineguma subsidy programme,

despite being the largest social assistance

programme in Sri Lanka, has many limitations such

as poor targeting, inadequate benefits, the lack of

clearly defined eligibility criteria, and an entry and

exit mechanism. These, together with the rising cost

of the programme, signal the need to improve

targeting measures and to cover the 'most needy'

groups, which in turn will help bring down costs and

ensure sustainability. It is suggested to define the

selection criterion, using the OPL as a basis, with a

20 per cent increase, to cover the poor as well as

the vulnerable segments clustered just above the

poverty line. This selection criterion should be

revised every 2-3 years based on the OPL, while

also revising the beneficiary list by including the 'new

poor' and removing those who have clearly moved

out of poverty.

Sri Lanka has a fragmented social protection system

that has resulted in programme overlap and high

administrative costs. Integrating the social protection

system will promote synergies between programmes

and improve their efficiency and outcomes. A national

social protection framework that utilises a centralised

registry of beneficiaries will enable the country to

effectively implement social protection programmes

within a unified and coordinated structure.


