2018 - ISSUE TWO

Lanka’s Depreciating
04 Sri
Rupee: Avoiding a Money-GoRound
Turkeys, and
08 Chickens,
Tariffs – A First Attempt at
Measuring Border Tax Evasion in
Sri Lanka
Sri Lankans and
16 Sending
Receiving Chinese
Workers: Emerging Trend of
Labour Migration in Sri Lanka
Deep: A Closer Look
32 Digging
at Income Poverty in Sri Lanka

Transitioning
to a High
Middle Income
Economy
TEMag-Issue-1-2018.indd 1

3/29/2019 11:05:04 AM

CONTENTS
04

18

34

Sri Lanka’s Depreciating Rupee:
Avoiding a Money-Go-Round

Sri Lanka’s Human Capital Progress:
Still Less than its Full Potential

A Balancing Act: Can Sri Lanka Overcome Regional IncomeInequalities?

06

20

36

Towards a High Middle Income
Sri Lanka: Recipe for Transition

Education Matters: Addressing
Inequities and Skills Development
Gaps in Sri Lanka

Weathering the Storm: Improving
Disaster Resilience of Rural Workers
in Sri Lanka

22

38

Is Sri Lanka’s Grade Five
Scholarship Exam an Accurate
Predictor of Intellectual Ability?

Contract Farming: A Way to Even the
Playing Field?

08
Chickens, Turkeys, and Tariffs –
A First Attempt at Measuring
Border Tax Evasion in Sri Lanka

10

Do Not Bite Off More than You Can
Chew: Single Window Implementation
Process in Sri Lanka
Final
Fifth stage
(January 2010):
INSW mandatory for all import
procedures in five ports

Final stage:
INSW extended to 21 ports and
all import-export procedures in
the country

5

Fourth stage
(July 2009):
Import procedures for GAs in a
seaport, airport, and dry-port

3rd

Implementation of the
Indonesia National
Single Window (INSW)
Second stage
(July 2008):
INSW covers five seaports

INSW limited to three government
agencies (GAs) in the port of
Tanjung Priok

Improving Sri Lanka’s Learning
Outcomes: Get the ABCs Right before
Following Others!

th

4th

First stage/trial
period (end 2007):

24

26

Third stage:
All import procedures
in the ports

How Disability-Inclusive is Education
in Sri Lanka? A Preliminary Look

2nd

1st

28

12

Dissecting Sri Lanka’s Post Conflict
Growth: Is Sustainability Attainable?

Explore all options! Single window
operational models for sri lanka

30

14
The Role of the Public Sector in
Promoting Economic Growth in Sri Lanka

Sri Lanka’s Sustainable Development
Act: Improving Institutional
Coherence for SDGs

Copyright and Disclaimer

42

Research-based Inputs: Key to
Climate Adaptation in Sri Lanka

44

Inside IPS

46

IPS News

47
Latest Publications

48
Contributors

50

16

Sending Sri Lankans and Receiving
Chinese Workers: Emerging Trend of
Labour Migration in Sri Lanka

40

Building the Future: Sustainable
Condominiums in Sri Lanka

32
Digging Deep: A Closer Look at
Income Poverty in Sri Lanka

In a Nutshell

51
Fast Facts

All material published in the Talking Economics Digest are copyright of the Institute of Policy Studies of Sri Lanka (IPS), unless otherwise specified. It cannot be quoted without due
acknowledgement to the IPS and the author. It cannot be reproduced in whole or in part, without the written permission of the IPS. The content, comments and posts of the Talking
Economic Digest and the IPS blog represent the views of individual authors and do not necessarily represent the views of the IPS.

2

TEMag-Issue-1-2018.indd 2

3/29/2019 11:05:08 AM

EDITORIAL
As Sri Lanka moves towards achieving
high middle-income status, the country
is faced with both challenges and
opportunities. To leverage the maximum
advantage presented by these favourable
circumstances and overcome the
obstacles, reforms are needed in almost all
aspects of the economy. Forging ahead on
this path, the public sector and the private
sector have unique roles to play. Special
attention needs to be paid to the shifts
and the dynamics in the demographic
makeup of the labour force – particularly
the ageing population and the low female
labour force participation Sri Lanka is
currently experiencing.
As Harini Weerasekera points out in
one of her articles, “although Sri Lanka
did not fully capitalise on its post-war
growth dividend, some well-established
recipes for transition have emerged […]
and are long overdue. The successful
implementation of these recipes lies in
effectively pitching the reform message to
public sector officials who roll out reforms,
to the private sector, and to the general
public.”
In such a context, it is fitting that the
theme of this edition of the Talking
Economics Digest focuses on Sri
Lanka’s current and future prospects
in ‘Transitioning to a High Middle
Economy’.
In the same vein, this edition also features
an interview with IPS Research Officer,
Kithmina Hewage, who specialises in
private sector competitiveness and
political economy. Here, he identifies debt
management as the biggest near-term
economic challenge facing Sri Lanka.
Mr. Hewage also notes that it is vital that
the country diversifies its export markets
and improves its access to emerging
economies such as China, India, and
the ASEAN region. This is dependent on
improving the competitiveness of the
economy by discarding protectionist and
populist policies, he further cautions.
On this front, Janaka Wijayasiri outlines the
process in establishing a National Single
Window (NSW) for trade in Sri Lanka – a
timely and crucial initiative to improve
the ease of doing business and to attract
more foreign investment to the country. He
stresses that to successfully implement
the NSW, there must be strong political
will and commitment from the beginning,
throughout the process.

Another area that needs prudent and
well-thought out policies is Sri Lanka’s
macroeconomic environment. As IPS
Executive Director, Dushni Weerakoon
points out in her article, “Sri Lanka’s
excessive reliance on foreign capital to
finance investment under favourable
external financial conditions is now leading
to disruptions, as those conditions change
in a decisive interest rate tightening phase
in the United States. As US monetary
policy becomes tighter and the dollar
strengthens, emerging economies like Sri
Lanka are hit by twin blows from both the
interest rate and currency adjustments.”
She warns that there are testing times for
the Sri Lankan economy ahead.
The Digest also brings to light several
constraints that need to be addressed in
developing Sri Lanka’s human capital –
in the fields of education and health in
particular. Quality of schooling, nutrition,
as well as gender dimensions show
room for improvement, Nisha Arunatilake
argues. Poverty is another key topic that
is discussed in the articles, particularly
when it comes to child poverty. Priyanka
Jayawardena points to an alarming trend;
she notes that children from lower income
groups have less access to education at
higher grades, making access to education
at higher levels more inequitable.
Meanwhile, Ashani Abayasekara questions
whether measures make access to
education more equitable – such as the
Grade Five Scholarship Exam – achieve
their intended objectives. In another article,
she discusses the ways in which learning
outcomes can be improved to produce
better-skilled youth.
You will also find articles discussing a
wide range of issues – uplifting the rural
economy, border tax evasion, agriculture,
climate change, and sustainable
infrastructure, to name a few. In addition,
the Digest also contains the latest
updates from IPS, its recently-released
publications, as well as a snapshot of the
local and global news affecting Sri Lanka’s
economy. While wishing you a pleasant
read, I hope that the Talking Economics
Digest serves as an informative, engaging,
and thought-provoking piece of work. As
always, I welcome your thoughts, insights,
and feedback to make this publication
even better.

Shihara Maduwage

Editor – Talking Economics
shihara@ips.lk
March 2019
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SRI LANKA’S DEPRECIATING RUPEE:
Avoiding a Money-Go-Round
By Dushni Weerakoon

The Sri Lankan rupee (LKR) has depreciated by 10% in nominal
terms by end September 2018, relative to a 2% per cent
depreciation in 2017. Sri Lanka is not alone amongst emerging
economies; in fact, it can be argued that the depreciation of the LKR
looks modest next to the near 14% depreciation of the Indian rupee.
But that is where the comparison ends, because Sri Lanka, unlike
India, is carrying a hefty total external debt stock at 60% of GDP
that makes the economy-wide impacts of currency depreciation far
more risky.
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Sri Lanka’s excessive reliance on foreign capital to finance
investment under favourable external financial conditions is now
leading to disruptions, as those conditions change in a decisive
interest rate tightening phase in the United States. As US monetary
policy becomes tighter and the dollar strengthens, emerging
economies like Sri Lanka are hit by twin blows from both the
interest rate and currency adjustments.

Foreign currency debt at 60% of GDP
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The current vulnerability of the LKR comes primarily from a reversal
of capital flows, although an upswing in international oil prices
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Brakes on non-essential imports and measures to induce
repatriation of export earnings aside, what can work is temporary
capital controls on outflows as successfully applied by Malaysia
during the East Asian financial crisis. But here too, Sri Lanka comes
up against the need to retain foreign investor confidence as it
prepares to refinance a large volume of foreign debt settlements
during 2019-2022. And there lies the economy-wide threats to
the Sri Lankan economy from the currency turmoil. Debt measured
in LKR will balloon; more so, if GDP growth remains at the rather
modest 4% seen in the last six consecutive quarters. Strong
growth is important to lower Sri Lanka’s debt leverage ratios. The
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is affected. Thus, unlike the two most such recent episodes in
2015 and 2012, a more pragmatic and prudent stance is being
implemented. With reserves down from USD 10 billion (5.5 imports
months) in April 2018, to USD 7.2 billion (4 import months) by end
September 2018, policy interventions at hand for Sri Lanka have
dwindled owing to past and current dollar denominated borrowing.
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Non-sterilised intervention in the forex market not only employs
the interest rate channel to nudge short term interest rates, but
it also sends signals of monetary authority intentions to shape
expectations on future monetary and forex policy. But, any leeway
here too will come up against rising inflation as depreciation (and
fuel price adjustments) feeds into prices; already, year-on-year
inflation has climbed from 1.6% in April 2018 to 5.1% in August
2018. The Sri Lankan economy is thus set to face testing times;
dollar revenues need to be generated to match dollar-denominated
debt service as never before, just as the next steps and their
outcomes for the economy are likely to be heavily determined by
the intersection of politics and economics in the count ry.
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role for fiscal policy is limited. To dispel foreign investor concerns
and ensure that confidence is upheld, a sustainable fiscal regime
is necessary. Already, the reversal of foreign investments from
Treasury bills and bonds, and brakes on imports will impact
revenues, while interest servicing costs are likely to nudge up. It
seems, therefore, sensible to do what the CBSL has been doing so
far – allow for only partial sterilisation of forex market intervention
to ensure that interest rates do not go sky-high and stifle private
investment and growth prospects altogether.
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and consumer imports on vehicles added to pressures in the thin
forex market. The Central Bank of Sri Lanka’s (CBSL) sensible
approach to allow a gradual depreciation to take effect, with some
limited intervention to defend the LKR has, however, come under
mounting criticism. This is not surprising perhaps, given that Sri
Lanka is more used to delaying the inevitable, by using up the last
of its official reserves before a forced, and often sharp, devaluation
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*This blog is based on the presentation by Dushni Weerakoon at the
launch of the ‘Sri-Lanka: State of the Economy 2018’ report, on 15
October 2018.
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TOWARDS A HIGH MIDDLE
INCOME SRI LANKA:
Recipe for Transition
By Harini Weerasekera
The closing session of the Saman
Kelegama Memorial Conference, organised
by the IPS, tackled some of the stifling
bottlenecks Sri Lanka faces in its transition
towards a high middle income country
(HMIC). Diversification of the export basket,
a more effective communication strategy
to build support for reform initiatives, and
addressing the skills constraints of the
labor force were cited as top priorities.

Trade is the Name of
the Game

State Minister of National Policies and
Economic Affairs, Dr. Harsha De Silva,
opined that Sri Lanka should identify as
an ‘Indian Ocean Country’ in line with its
rich history of being a strategically located

trading nation. Sri Lanka’s prosperity
has historically been linked with trade
and any deviation from this outwardoriented model in today’s context would
be ill-advised. He made a case for a
“knowledge-based, highly competitive,
social market economy centered in the
Indian Ocean”, where the driving forces
for trade-led growth hinge on removing
barriers that block enterprises from
engaging in trade, getting rid of para
tariffs, and entering global production
networks.
Diversification of the export basket from
its current static state towards more
complex products – albeit long overdue
– was touted in the discussion. Sri Lanka
has lost its competitive edge in the
‘simple products’ space – that many of
its competitors are catering to at lower

6
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production costs – and must therefore
diversify into more complex products
types. Distinguished Fellow of the Centre
for Policy Dialogue Bangladesh, Dr.
Debapriya Bhattacharya, added that this
is a classic case of the ‘middle income
dilemma’, where Sri Lanka has exhausted
its potential in a low wage export structure
and is struggling to move higher. He added
that diversification of not just export
products, but exports markets, is also vital
for growth.

private sector on board is an effective way
of insulating policy reforms from electoral
cycles.

Sri Lanka has exhausted its
potential in a low wage export
structure and is struggling to move
higher.

Sri Lanka should embrace the idea
of a ‘knowledge economy’ –where
citizen participation and active
learning are vital components of
the learning environment and skills
acquisition

Addressing the Skills
Constraint

Central Bank Additional Director, Dr.
Roshan Perera, voiced her thoughts on
how Sri Lanka still has room for ‘catch
up growth’ in terms of labour and capital
augmentation. Low levels of female labour
force participation and low productivity
of SOEs allow some room for catching

Dr. Debapriya Bhattacharya

Dr. Roshan Perera

Effective Communication for
Better Buy-in

up. However, Sri Lanka has surpassed
having the “luxury of labor” in terms of
the demographic transition it is currently
experiencing; the workforce will soon shift
towards an older population, with fewer
economically active people. Given this
scenario, Sri Lanka should embrace the
idea of a ‘knowledge economy’ –where
citizen participation and active learning
are vital components of the learning
environment and skills acquisition.

Advisor to the Ministry of Development
Strategies and International Trade, Anushka Wijesinha, identified three priority areas
for building support for reform initiatives.
First, a concerted effort to bring people on
board, with the narrative on economic reforms, is necessary for success; economic
policymakers need to do much more on
this front. Second, effective communication involves telling people what they
stand to gain from reform. Catering to the
‘me-economy’ is important, since not everyone is enticed by the ‘grand plan’ of a
better economy, but are more likely to subscribe to reforms if they are told what they
stand to gain from it. Third, identification
of winners and losers of a given reform is
vital to be able to actively get the winners
on board and to address the concerns of
the losers. This is a more effective way of
pushing through difficult reforms, rather
than responding to public backlash after
the fact. It was also noted that getting the

IPS Research Fellow, Dr. Bilesha
Weeraratne, pitched in on what migration
policy can do to bring talent into the
country, in the context of addressing the
Sri Lanka’s skill gaps. She explained that
the current policy is focused mainly on
promoting outward migration – sending
migrant workers out and receiving
remittances – rather than an approach
that balances between retaining talent
and sending out the surplus. This is ill
advised since there is a skills deficit in Sri
Lanka. She noted that Sri Lanka can do
more to capitalise from the global talent

pool, by promoting inward migration and
reintegrating talent to fill skill gaps. For
instance, much can be done to incentivise
the large population of second and third
generation migrants to contribute to the
economy – skills gaps in STEMS can
potentially be addressed in this way.
Furthermore, the higher education sector
needs to open up and opportunities should
be given for international students to study
in Sri Lanka.

The current policy is focused mainly
on promoting outward migration –
sending migrant workers out and
receiving remittances – rather than
an approach that balances between
retaining talent and sending out the
surplus.

Dr. Bilesha Weeraratne

The country should give serious thought
to integrating them into the workforce
through programmes such as internships.

Implementing the Recipe

There was general consensus at the
session that the private sector has a
crucial role to play in pushing reform
initiatives forward. Getting the private
sector on board was seen as an effective
means of insulating policy reforms from
electoral cycles.
Although Sri Lanka did not fully capitalise
on its post-war growth dividend, some
well-established recipes for transition
have emerged, as discussed above, and
are long overdue.
The successful implementation of these
recipes lies in effectively pitching the
reform message to public sector officials
who roll out reforms, to the private sector,
and to the general public, rather than
“preaching to the converted”.
7
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Chickens, Turkeys,
and Tariffs – A First
Attempt at

Measuring
Border Tax
Evasion in

Sri Lanka
By Harini Weerasekera

Tax evasion – in all sizes, shapes, and forms – is a reality that exists
in Sri Lanka. It has been cited as one of the many reasons for the
declining tax-to-GDP ratio that the country has experienced since
the 1990s. The Central Bank has called for “close monitoring of high
end transactions to fight widespread tax evasion that has led to a
fall in direct tax revenue” in its Annual Report for 2017.
Although tax evasion by individuals and corporates has been
recognised as a burning issue, especially in the context of Sri Lanka
trying to increase its direct tax take, there is little empirical work
on tax evasion for policymakers to make evidence-based decisions
when setting tax rates. This is mostly due to limitations in the data.
However, a starting point for measuring tax evasion is to consider
‘border tax evasion’, since export and import data is well recorded
for the country, and can act as a source of measuring evasion that
could be taking place at its border.

Underreporting and Mislabeling of Imports

Two types of import tax evasion could be taking place in Sri Lanka:
underreporting of imports and mislabeling of imports. By using the
discrepancy between double declarations of the same trade flow
(for example: Sri Lanka’s import of good X from China, as reported
in Sri Lanka’s books, and China’s export of good X to Sri Lanka, as
reported in China’s books is a double declaration of the same trade
flow), it can be discerned whether underreporting and/or mislabeling
of imports might be taking place at the border. Underreporting refers
to under invoicing the true value/quantity of an import in order to
evade taxes. Mislabeling refers to falsely labeling an import as a
‘similar’ import of a lower-taxed variety. As a hypothetical example,
chickens and turkeys are similar goods which are different varieties
of ‘poultry’ and they may have different tax rates. There might be

8
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an incentive to mislabel a chicken as a
turkey, if a turkey has a much lower tax rate
slapped on it.
Tariff

Presence of Border Tax
Evasion: Are we calling
Chickens, Turkeys?

Cess
VAT
Special
Provisions
Levy

hand, do not have reference prices (eg:
clothes, shoes) and are therefore easier
to evade. Hence, the study revealed that
the extent of evasion differs with the ease
of evasion, which in turn depends on the
nature of the product being imported.

Policy Implications

and 2016, including a hike in VAT rates,
several changes to the PAL, NBT, and
frequent amendments to SCL and SPL
for given products. These changes are
not effectively documented, and lead to
confusion among importers and customs
officials alike, or provide more opportunity
for officials to be discretionary. For instance,
a case study of regulatory procedures found
that decisions on granting certain import
tax exemptions in Sri Lanka are subject to
undue official discretion.

Di
f

From the policy perspective of a country
trying to increase its tax take, the presence
of border tax evasion is not good news
for Sri Lanka. Although the government is
focusing on restructuring the tax system
Verbal directives are given by officials on
towards more direct means of taxation,
eligibility
for an exemption, rather than
higher revenue generation from existing
following
a documented and consistent
levels of border taxation is still possible, if
process.
This
type of regulatory inefficiency
no evasion took place. It is possible that
leaves
plenty
of room for tax evasion
evasion at the border is driven by frequently
to
take
place.
In addition, Sri Lanka’s
changing border tax policy, which
border
tax
schedule
is complex, with
allows for more opportunities
ntiated go
e
combinations
of
up to eight different
r
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to evade taxes. Tax reforms
fe
taxes
being
applied
on imports.
are subject to frequent
This
complexity
undoubtedly
adds
amendments – for
to
inefficiency
and
confusion
at
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instance, several changes
border,
which
might
provide
more
took place during the
opportunities for evasion.
research period
between 2014
Therefore, simplifying and streamlining
the border tax schedule by eliminating
para-tariffs, minimising ad hoc changes to
tax code, and having all revisions to the tax
code well documented by approval granting
agencies, is the need of the hour. Efforts
which are currently underway to establish a
National Single Window for trade might help
a
to reduce space for evasion at the border,
v
fe
o
through paperless trade facilitation.
se
ds
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Furthermore, the study found that much
of the identified evasion is taking place
for goods imported from China. This can
be attributed to the type of goods in Sri
Lanka’s import basket from China, relative
to the other import partners considered.
More ‘differentiated goods’ are imported
from China, rather than ‘homogeneous’
goods. Homogeneous goods are those that
have a well-known
eneous g
o
reference price
og
m
(eg: petroleum,
diamonds) and
are therefore more
difficult to evade.
Differentiated
goods on the other

TAX
Rate

Special
Commodities
Levy

on

This positive relationship between tax rates
and tax evasion implies that underreporting
of imports might be taking place. Further,
with every percentage point increase in the
minimum tax rate among a group of similar
products (such as say, poultry) evasion was
found to decrease by 2.1 per cent. Hence,
this negative relationship implies that lower
the tax rate on similar varieties, higher are
the occurrences of mislabeling higher-taxed
varieties as lower-taxed varieties. Relating
to the previous example of ‘poultry’ – if
chickens are the higher-taxed variety and
turkeys are the lower-taxed variety, there
is an incentive to mislabel chickens as
turkeys.

Border

Ports
Authority
Levy

si

A recent study on “Tax Rates and Tax
Evasion: An Empirical Investigation of
Border Tax Evasion in Sri Lanka” examined
border tax evasion under the above
mentioned framework. The study found that
evasion of both varieties – underreporting
and mislabeling – took place at Sri Lanka’s
border, for imports from the country’s top
7 import partners, in 2014. The results
take into consideration the evasion of the
full import tax schedule, since Sri Lanka
has a gamut of taxes slapped on imports,
apart from the general/preferential tariff
rate – VAT, Ports Authority Levy (PAL), Nation
Building Tax (NBT), Special Commodities
Levy (SCL), Cess, and Special Provisions
Levy (SPL). The study found that with every
percentage point increase in the border
tax rate, evasion would increase by 1.7 per
cent.

Ho

Nation
Building
Tax

Ea
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Do Not Bite Off More than
You Can Chew:
Single Window
Implementation Process
in Sri Lanka
By Janaka Wijayasiri

Final
Fifth stage
(January 2010):
INSW mandatory for all import
procedures in five ports

Final stage:
INSW extended to 21 ports and
all import-export procedures in
the country

5th
th

4

Fourth stage
(July 2009):
Import procedures for GAs in a
seaport, airport, and dry-port

3rd

Implementation of the
Indonesia National
Single Window (INSW)
Second stage
(July 2008):
INSW covers five seaports

First stage/trial
period (end 2007):
INSW limited to three government
agencies (GAs) in the port of
Tanjung Priok

Third stage:
All import procedures
in the ports

2nd

1st
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Sri Lanka’s National Single Window (NSW),
when implemented, will allow businesses
to lodge information and documents with a
single entry point, to fulfil all import, export,
and transit-related regulatory requirements.
The implementation of the NSW is also
a legal obligation under the World Trade
Organisation’s (WTO) Trade Facilitation
Agreement (TFA), which Sri Lanka ratified to
improve its business competitiveness.

procedures in the ports. The fourth stage
in July 2009 covered import procedures
for GAs in a seaport, airport, and dry-port.
In January 2010, the fifth stage made the
INSW mandatory for all import procedures
in five ports. In the final phase, the INSW
was extended to 21 ports and all importexport procedures in the country.

NSW initiatives are complex and lengthy
projects, involving many different
stakeholders and activities. When it
comes to NSW ‘implementation’, it can
be interpreted in several ways. For the
purposes of this blog, implementation is
defined as the period from when the NSW
is made operational or rolled-out after
being developed. Currently, Sri Lanka is
at the very beginning of the project life
cycle in the establishment of a NSW, with
the development of a NSW Blueprint to
be released soon. At this point, some
thoughts on the implementation process is
warranted.

However, the risk of a gradual deployment
is that it may result in limited transformation
and insufficient change to make a
significant impact on the overall trade
facilitation in the country. It is, therefore,
necessary to carefully undertake changes
which will have a high impact on trade
facilitation, whilst signalling future (and
more difficult) changes to the NSW. Using a
gradual approach leads to an overall longer
implementation process and there is also
the risk that political support can wane in
the process, or the champion that drove
the process disappears with time. Thus,
both options have their advantages and
disadvantages that need to be considered in
the implementation of a NSW in Sri Lanka.

A Big Bang or Gradual
Approach?

NSW Implementation in
Sri Lanka

It is often appealing to contemplate an
all-at-once type implementation, referred
to as a ’big bang’, where there is a fast
and deep change within a short period of
time. This is politically appealing because
of quick delivery of results. However, in the
majority of circumstances, it is impractical
to implement comprehensive ICT-based
projects in such a radical manner. This is
mainly due to practical limitations on the
capacity to manage a broad change.
The alternative is a more phased
implementation, where change is gradually
introduced over a longer time frame,
starting on a small or limited scale.
A gradual implementation offers the
advantage of overcoming resistance to
change from stakeholders, whilst reducing
the cost of change. As such, a NSW project
usually starts with a selected number of
stakeholders, functions, and geographical
coverage, and is later scaled up.
The implementation of the Indonesia
National Single Window (INSW) provides
a good example of gradual deployment
of the NSW. During the trial period, which
ended in 2007, INSW was limited to three
government agencies (GAs) in the port of
Tanjung Priok.The second stage in July
2008 covered five seaports, while the third
stage expanded the INSW to all import

At a recent public-private consultative on
the NSW implementation in Sri Lanka,
organised by the International Trade Centre
(ITC), in collaboration with Government of
Sri Lanka (GOSL), this issue was deliberated
amongst stakeholders. Based on the
experience of NSWs in other countries, it
was suggested that Sri Lanka should take
a gradual approach and not try to bite off
more than it can chew. More specifically,
it was discussed that improving the
functionality of a NSW is more important
than extending the service to all traders
and geographical locations in the country
at the start of operations. In terms of mode
of transport and geographical coverage,
maritime transport and the Colombo port
should be given priority from the onset.
Opinions varied on prioritising exports and
imports at the start of operations. Some
stated that imports should be included
from the outset, as most exports in Sri
Lanka are import dependent and import
procedures and processes are far more
complex than exports. However, others
thought it would be easier to start the NSW
implementation with exports as it is less
complex and there could be quick benefits
to the trading community. Similarly, it was
observed that transhipment is subject to a
few and simple procedures, and therefore
should be available from the start. In terms

of export sectors to be prioritised in NSW
implementation, agricultural products and
apparels were highlighted in the discussion,
given that they are governed by a number
of GAs and their importance to the
economy, respectively. Those who preferred
imports to be covered at the start of NSW
operations added that products such as
raw materials and inputs for industries (for
example, building materials, fertilizer, textile
inputs and oil) be included. However, some
stakeholders believed that there should not
be a sectoral preference in the roll-out of
the NSW.
Of the 37 government regulatory agencies,
it was suggested that a number of heavy
traffic agencies should be included
in the NSW on a priority basis, while
others are added over time based on
resources available. Some of the notable
heavy traffic agencies include, Sri Lanka
Customs, Department of Import and Export
Control, Animal Quarantine Office of the
Department of Animal Production and
Health, National Plant Quarantine Services
of the Department of Agriculture, Food
Control Administration Unit of the Ministry
of Health, National Medicines Regulatory
Authority, Sri Lanka Standards Institution,
Board of Investment, ports, and airports.
While it was noted that some traders and
agents have the necessary technical,
knowledge and infrastructure to use the
NSW, especially larger businesses, training,
information and infrastructural support
need to be provided to SMEs together
with a lower user fee to encourage their
participation in the NSW. The discussion
underlined that to successfully implement
the NSW, there must be strong political
will and commitment in Sri Lanka from
the beginning. Moreover, to sustain the
implementation process over time and
move things forward, it was suggested
that there should be a strong lead
agency, interagency coordination, proper
communication channels, as well as
collaboration between government and the
trade community.
*Under the EU-Sri Lanka Trade-Related
Assistance project, funded by the Euro
pean Union (EU), and implemented by
the International Trade Centre (ITC), in
collaboration with GOSL, ITC together with
the Institute of Policy Studies of Sri Lanka
organized four public-private consultations
(PPCs) to foster stakeholder discussion on
the NSW.PPC on the implementation of the
NSW was held on the 26th of September
in Colombo with the participation of both
public and private stakeholders.
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Sri Lanka is committed to establishing
a National Single Window (NSW) for
international trade as a policy priority, with
the support of the private sector. A NSW
allows exporters and importers tosubmit
documents at a single location or entry
point, to fulfill all trade-related regulatory
requirements, thereby facilitating crossborder trade.

A specialised government agency,
government corporation, or public-private
partnership (PPP), should be explored as
possible options for the NSW operator.
The operator will be responsible for every
step, from obtaining and establishing
the technology and infrastructure, to the
management, operation, and provision of
services through the NSW.

While Sri Lanka is still at the preparatory
stage of a NSW project lifecycle, it is
important to consider the different options
for its operational model as soon as
possible. A policy decision in this regard
will help determine sources of funding for
the project, its implementation, budget,
and fees to be charged for the services
provided by the NSW operator.

Government Agency

One option for Sri Lanka is to hand
over NSW operations to a specialised
government agency. This could be an
existing government agency, or an entirely
new entity established by the government.
Relying on an existing government agency
(for example, the Customs) as the operator
is a common practice among existing

NSWs in the Asia-Pacific region (See Chart).
For example, the operator of the Philippines
NSW is the Bureau of Customs, which
deals with customs processes required for
export and import trade. This approach is
attractive because the Customs are often
advanced in terms of IT resources and
skills, have an independent budget, and
control all trade transactions. The challenge
is to ensure the participation of other
government agencies in the NSW that will
not only cater to improving the efficiency
of the Customs clearance process, but also
to fulfill the objectives of other agencies.
Alternatively, a new and neutral agency
could be set up. However, this is not a
popular option, given that it potentially
requires additional resources and time for
its creation.

EXPLORE ALL
OPTIONS!
Single Window Operational
Models for Sri Lanka

By Janaka Wijayasiri
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Government Corporation

Another possibility is to establish a
government corporation, whereby the
operator is similar to a private sector
company, except that the government will
own it. Again, this can be an existing entity,
or an entirely new corporation created
just for NSW operations. For example, a
dedicated government corporation called
the ‘INSW Operating Agency’ is established
in Indonesia.

Source: Compiled from
UNESCAP & UNNEX

In the case of a government agency
or corporation, the funding for the
implementation, operation, and evolution
of the NSW is provided solely by the
government and/or the donor. The
Philippines National Single Window (PNSW)
is a fully government-funded project and
is free to all registered users. The only
costs involved are the agency charges
for insurance permits, licenses, and
clearances. In Indonesia, the government
funds the NSW, including its building and
operation. There is no usage fee as all
costs are covered by the government.
While the government may want to fund
the NSW project to improve the business
environment, a major risk lies in the
possible absence of adequate resources
to upgrade the operation. This situation
can adversely impact the performance
of the NSW. Very often, donors support
the implementation of the NSW, while
the government provides funding for its
operation. However, donors can come on
board ultimately to upgrade the NSW.

Public-Private Partnership
(PPP)

A PPP is a popular operational model
around the world, especially in AsiaPacific. Some of the major and emerging
economies in the region, such as Japan,
South Korea, Malaysia, Singapore, and
Thailand, have implemented a PPP model
for NSW. PPP is a contract – often of
medium to long term duration – between
a private company and a government.
The goal of the partnership is to provide a
public service and/or infrastructure. Under
a PPP, the private company bears the risks,
while its remuneration is linked to delivery
and performance of the infrastructure
and the services provided. Generally, the
NSW services established under a PPP
are payable. The user fee is expected to
cover at least the costs of operation and
maintenance, and any incremental costs to
government agencies participating in the
NSW. The PPP model has the advantage of
being complementary to the other sources
of funding, with the possibility to call on the
government or donors if required.
Singapore’s NSW is often cited in literature
as one of the earliest and most successful
examples of a PPP. CrimsonLogic Pvt Ltd
was selected through an open competitive
tender to develop, operate, and maintain
the NSW systems. The PPP model
enabled Singapore Customs to leverage
the capabilities and expertise of the IT
company to build and operate the systems,
while CrimsonLogic was able to recover
its capital investments and operating
expenses through collecting processing
fees from users.

Private Ownership

While private ownership in the NSW is
another option, it is not popular. When the
private sector provides funding for different
stages of the NSW project (for example,
Germany, and Guatemala), its prime
motivation is profit maximisation. This can
result in high cost for the services offered
through the NSW, which is not in the best
interest of facilitating trade.

International Experiences
and Stakeholder
Consultations

Of the 46 countries in Asia and the Pacific,
10 states (32%) have fully or partially
developed NSWs (see chart). About 60% of
the NSWs in operation is publicly owned,
and funded through grants, while the rest is
established as PPPs, with partial funding by
private companies.
While the NSWs operated by government
agencies or corporations rely on the state
for their operational budget, other NSW
operators have secured their funding
from commercial operations. International
experience illustrates the different options
to introducing NSW, but it is difficult to pick
one as the best. While taking international
experience into account is important, the
government of Sri Lanka must decide
the appropriate operational model, in
consultation with individual government
agencies and other stakeholders, including
the private sector.
The strengths and weaknesses of each
option, specifically within the local context,
should be considered when deciding on the
NSW operator.
13
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The Role of the
Public Sector
in Promoting
Economic Growth
in Sri Lanka
By H. N. Thenuwara

Sri Lanka recently announced the establishment of a National Audit
Commission – which was preceded by the establishment of a few
other commissions; Right to Information Commission, the Elections
Commission, and the Independent Police Commission.
Establishment of such commissions is a significant step toward
improving governance in the country. This is especially noteworthy
in view of Sri Lanka’s low international rankings in governance and
competitiveness. The Global Competitiveness Ranking of 2017/18
shows that Sri Lanka ranks 85 out of 137 countries. They also
list 17 factors that are most problematic (Table 1). Among them,
the top most problematic factor is the inefficient government
bureaucracy, followed by labour problems and policy inconsistency.
Table 2 provides further measures of inefficiencies pertaining to Sri
Lanka. According to the World Bank, Sri Lanka ranks 111 among
190 countries in the ‘ease of doing business’ index. The top three
most problematic areas are enforcing contracts, paying taxes, and
registering a property. Table 3 further illustrates the areas where
Sri Lanka has fallen behind. Meanwhile, according to Transparency
International, Sri Lanka ranks 91 out of 180 countries in terms
of corruption perception. Poor governance and ineffective
government have caused economic growth in Sri Lanka to slow
down. During the last 66 years, Sri Lanka’s average per capita
income growth has stagnated at around 3.6 per cent – insufficient
for a country to enhance the standard of living of its population.
Tableproblematic
1 – Most Problematic
in DoinginBusiness
Most
factors for Factors
Doing Business
Sri Lankain Sri Lanka
Inefficient government bureaucracy

At this rate, it will take around 20 years for an average person
in the country to double real income – which is a rather long
time. However, if Sri Lanka could grow at 7 per cent, the time
taken to double income is 10 years, and if it were 10 per cent,
the time would shorten to 7 years. As such, Sri Lanka is planning
to enhance its growth considerably, as stated in the Vision 2025.
To this end, improving governance is essential to enhance the
effectiveness of the government’s role in the economy.

The Role of the Government

Any government performs at least four major functions. It resolves
market failures through policies and regulations, provides public
goods, ensures equity, and provides safety nets. The Sri Lankan
government faces several challenges in carrying out these
functions. First, the government has to identify areas of market
failure, the need for public goods and measures needed to ensure
equity, and to provide safety nets. Then, it has to identify public
problems arising from those failures, design public policies
and regulations, finance public goods and safety nets. It is vital
that Sri Lanka strengthen institutions to implement policies and
regulations, especially if it wants to improve its competitiveness
and ease of doing business to attract foreign direct investment.
Further, the institutions have to be staffed with suitable personnel
who are efficient and qualified. With some government employees
and elected officials, Sri Lanka faces the classic bureaucratic
obstacles, which result in bribery, corruption, and other growth
inhibiting problems.
The government has to perform its role effectively for the engine
of economic growth in Sri Lanka to function well. The Vision
2025 policy document outlines a comprehensive set of objectives
and some strategies to achieve them.The document recognizes
the country’s low ranking in international competitiveness, and
promises to raise its ranking. It states that the government will
stamp out corruption by encouraging competition and enabling
transparency.

Poor work ethic in national labor force
Policy instability
Restrictive labor regulations
Government instability/coups
Tax rates
Access to financing
Inadequate supply of infrastructure
Inflation
Corruption
Inadequately educated workforce
Tax regulations
Insufficient capacity to innovate
Foreign currency regulations
Poor public health
Crime and theft
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If this is to succeed, the government should step forward and
outline the institutions responsible for achieving the objectives and
detail the strategies and timelines in achieving them. Policymakers
should recognise that the private sector responds to incentives in
the system. As such, the system should be designed in such a way
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as to promote a genuinely hard working
private sector. Government employees
also respond to incentives in the system.
Therefore, the system needs to be refined
to avoid typical bureaucratic problems, and
to make sure that government institutions
function effectively. The regulatory regime
can also be further refined by deleting
redundant regulations, strengthening
existing regulations, and adding missing
regulations.

Table 2 – Further Indicators of Poor Competition of Sri Lanka

How to Solve the
Bureaucratic Problem:
Lesson from the USA

The bureaucratic problem in government
institutions can be resolved by establishing
a system similar to the USA. This system
was established when the trust on the
US government hit a low point in 1978, in
the aftermath of the Watergate scandal.
To rebuild trust in government agencies,
the US Congress established a system
of Inspector Generals (IGs) overlooking
government institutions. Their role is to
detect and avoid waste, fraud, and abuse in
government institutions. There are over 70
IGs appointed either by the Congress or the
President of the USA.
Their presence and their work in
government institutions ensure that
politicians running the government,
politically appointed heads of institutions,
or career heads of institutions have very
little incentive to use their powers in any
abusive manner. Those heads of institutions
have to perform as per guidelines laid
down for those institutions.
IGs investigate government employees,
external government contractors, and any

recipients of government assistance. They
have the authority to issue subpoenas for
information and documents, administer
oaths for taking testimony, and hire
staff and contract personnel. IGs are
often alerted of abuse in government
institutions by employees of the institutions
and sometimes IGs conduct their own
investigations. They are overseen by a
committee called Integrity Committee of
the President’s Council on Integrity and
Efficiency (PCIE). They report their findings
to the head of the government institution,
to the Congress and to the Attorney
General.
IGs have come under pressure from time
to time. For example, the National Public
Radio of the USA reports that “in 2003, the
IG of the Department of Health and Human

Services, Janet Rehnquist, resigned after
charges that she delayed a Florida pension
fund audit at the request of then-Governor
Jeb Bush. She denied the charge”. Sri
Lanka could benefit from establishing a
system of IGs. However, Sri Lanka has to
be cautious of IGs becoming subservient
to politicians and heads of institutions. If
that happens, IGs will become a mere fiscal
burden on the country.
Despite unresolved governance problems,
Sri Lanka has many positive attributes.
It is a functioning democracy with a
considerable institutional independence.
Its major cities are safe compared with
many crime ridden cities in the world.
Its problems are well understood and
documented, and only needs the people to
come together to provide lasting solutions.

Table 3 – Ease of Doing Business Ranking of Sri Lanka
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Sending Sri Lankans and Receiving
Chinese Workers:

Emerging Trend of Labour
Migration in Sri Lanka

Kamal, a construction labourer living
on-site in Colombo, finds it difficult to
make ends meet with his daily wage of Rs.
1,500. On the other hand, Hong Chua, a
Chinese construction worker in Colombo,
who works 10 hours a day, says “we are
paid a daily wage of Rs. 1,000 and food.
accommodation is provided free of charge.
So, we are okay”

From Sending to Receiving

A recent study identifies three phases
of aggregate migration– net emigration
(out migration) phase, transition phase
(growth in immigration numbers despite
net emigration), and net immigration (in
migration is greater than out migration)
phase. Sri Lanka is still a net emigration
country. Nevertheless, a new trend is
emerging in terms of labour migration. In
recent years, the gradual rise in immigrant
workers in Sri Lanka coincided with the
decline in the departure of Sri Lankans
for overseas employment. In fact, worker

Figure 1: Migration to and from Sri Lanka: 2014-2016

Resident visa
(new and extensions),
53,583
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300,000
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Worker departures
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240,000
220,000
200,000

56,000

48,000
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Workers like Kamal are looking for
employment opportunities outside Sri
Lanka because the job opportunities and
working conditions in the country are not
attractive enough to retain them, while
similar working conditions and wages are
attracting foreign workers like Hong Chua
to Sri Lanka. This is an apparent reality
in the local labour market; the Sri Lankan
economy is gradually transitioning from
a mere labour sending economy into one
that both sends and receives workers.
The same employment opportunities,
working conditions, and demand and supply
conditions that necessitated outmigration

of Sri Lankans workers is now attracting
foreign workers in to Sri Lanka. The only
difference here is the relative point of
reference of each group. In the eyes of Sri
Lankans like Kamal, the local opportunities
pale in comparison to those available in
destinations such as Saudi Arabia, while
from the point of view of Chinese immigrant
workers like Hong Chua, the opportunities
in Sri Lanka are rosy compared to their
opportunities in the country of origin.

Departures

By Bilesha Weeraratne
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Worker departures depicted in Y axis on left and Resident visas depicted in Y axis on right.
Source: Departure statistics from CBSL of varius years, Resident visa statistics from Performance Report of the Department of
Immigration and Emigration,various years.

16

TEMag-Issue-1-2018.indd 16

3/29/2019 11:05:44 AM

departures from Sri Lanka have
been experiencing a downward
trend since 2014, and have
dropped to 212,162 departures
in 2017. At the same time,
issuance and extension of
resident visas for foreign
nationals to reside in Sri Lanka
have been on the rise to reach
53,583 in 2017 from 41,306 in
2014 (Figure 1).

Figure 2: Composition of Resident Visas Issued /
Extended in 2017

As per the current regulatory
framework in Sri Lanka,
employment is allowed for
certain types of resident visas.
As shown in Figure 2, in 2017,
out of the total 53,583 resident
visas issued or extended to foreigners, 24%
was for employment in the private sector.
Almost equal shares of 16% each were
for resident visas allocated for foreigners
extending their services to the public sector
and workers of Board of Investment (BOI)
projects.
In addition to these employment-related
resident visas, two notable employment
visa cohorts are students/scholarship
holders and resident visas for medical
purposes. As noted, 16% of resident visas
are allocated for students and scholarships
for foreigners, while those seeking resident
visas for medical grounds account for
2%. Within the 16% identified as ‘other’,
various types of resident visas, such as
children of Sri Lankan parents, clergy, as
well as a separate category for construction
sector workers are included. Department
of Immigration and Emigration reports that
in 2017 there were 82 such ‘construction
worker’ type resident visas issued, in
addition to construction worker visas
that may be already included under the
category of workers for BOI projects. Figure
2 suggests that nearly 60% of resident
visas or the approximate 30,000 issued/
renewed in 2017 are for employment
purposes. Additionally, there may be other
lawfully residing foreigners who would
have obtained or renewed their visas for
employment before 2017. As shown in
Figure 3, apart from these lawfully residing
and working foreigners, another group
is made up of unauthorised foreign
workers. They consist of those working
without work authorisation for their visa
type, those over-staying their resident
visas for employment, and
those who have illegally
entered Sri Lanka. The
exact numbers of such
unauthorised foreign

Source: DIE Performance Report, 2017

workers in Sri Lanka remain unknown.
Despite the absence of a clear estimate of
the number of such unauthorised foreign
workers, statistics for 2017 from the
Department of Immigration and Emigration
show that there were 793 investigations
and 392 removals of foreign national for
violating the Immigration and Emigration
Act No. 20 of 1948.

Immigration and
Emigration Act

The existing Immigration and Emigration
Act in Sri Lanka is archaic. Despite the
amendments in 1993, 1998, 2006, and
2015, the Immigration and Emigration
Act No. 20 of 1948 still needs revising to
address the current mobility of individuals
in and out of Sri Lanka, including the skills
deficits and labour shortages in the labour
market, and the demographic transitions of
the native population.
The limitations of the existing Act include
the absence of a separate visa category to
facilitate employment of foreign nationals,
Figure 3: Composition of Foreign
workers in Sri Lanka

the inability to allow the domestic
labour market to benefit from the
large proportion (16% of resident
visas) of foreign students that reside
in Sri Lanka, and not facilitating
family members of diplomatic and
employment purpose resident visa
holders to contribute to the local
labour market. The process to repeal
the existing the Immigration and
Emigration Act by way of a drafting a
new Immigration and Emigration Bill
and paving the path for a new Act is
already under way, and it is expected
to be finalised and effective in mid2019.

Institutional Framework

Along with an updated Act to govern
immigration in to the country, Sri Lanka also
needs a matching institutional framework
to ensure efficient and foolproof operation
of related activities, such as ensuring
employers do not penalise native workers,
authorisation of work permits, validation
of foreign qualifications, experience and
credentials, and continuous monitoring
of foreign workers in Sri Lanka in terms
of aspects such as their welfare, health,
integration to the local society, and return
to their country of origin at the end of their
working period. In formulating such an
institutional framework, it is important to
note that migration transition is a long,
complicated, and dynamic phase. Research
hints that, initially, immigrants would be
socially marginalised in Sri Lanka, followed
by increased family reunification when
more skilled immigrants start to pursue
settlement in Sri Lanka with their families.
At the tail end of the migration transition
would be a phase that requires attention
to long-term inclusion and integration of
immigrants in the Sri Lankan society. Once
this immigration transition is complete
Sri Lanka may embark on an era of net
immigration.

Future

Source: Author's Illustration

As such, new laws, regulations and institutions that are being drafted at present
ought to be sufficiently forward thinking
to take Sri Lanka beyond the incipient
beginning of immigration to all the way
across the migration transition phase and
to a possible scenario of net immigration.
The country cannot afford any weakness
in the institutional framework in
immigration to foster a breeding
ground for hostility and friction
between natives and foreign
born workers.
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Sri Lanka’s

Human Capital Progress:
Still Less than its Full Potential
By Nisha Arunatilake
The World Bank has launched its Human Capital Project (HCP)
intended to improve the human capital of people. Through this, it
aims to facilitate equity and economic growth. The project rightly
recognises that, to be productive, people need to improve their
skills, health, knowledge, and resilience. The project has three
main components. The first is an index to measure the human
capital of people (i.e., The Human Capital Index). The other two
are initiatives to improve the measurements and research on
human capital. Countries are expected to boost their human
capital, based on the findings of research.

Ordinary Level (O-Level) exam, mainly due to failing mathematics.
A recent IPS study revealed the need to improve the training of
teachers and principals, and streamline recruitments so that
subject qualifications are taken into account when allocating
teachers to schools.

Health Indicators

The HCI comprises of two health indicators. The first is a measure
of nutrition adequacy of children. It is measured by the fraction of
children under-five who are not stunted. According to data, only
83 per cent of under-five year olds in the country are not stunted.
The Human Capital Index (HCI) summarises the ‘amount of
The Sri Lanka Human Development Report 2012, compiled by IPS,
human capital a child born today could expect to attain by age
showed that poor nutrition accounts for 30
18’. Sri Lanka’s HCI for 2018, the best in
per cent of multidimensional poverty in the
the South Asian region, is 0.58. However,
country. Although the country has initiated
As a result, after
a score of 0.58 indicates that Sri Lanka’s
several programmes in this regard, the
performance is 42 per cent less than its
adjusting for learning, the nutrition levels of under-five year olds have
potential. Climbing up in this index can
improved only marginally. For example,
years of schooling index
enhance both economic productivity and
research highlights that from 2006 to 2016
economic growth. As such, rather than being
in Sri Lanka drops to 8.3
the percentage of underweight children in
pleased about its achievements in the HCI
the country has reduced by less than one
years, indicating that
relative to that of other countries in South
percentage point, from 21.1 per cent to
Asia, Sri Lanka needs to ask how it can
nearly five years of the 13 20.5 per cent.
improve its human capital potential. A closer
years of schooling does
examination of the sub-indices of the HCI
The second health indicator measures the
shows areas that need attention.
not result in additional
survival rate of adults. It is captured by the
The HCI shows that Sri Lanka performs well
in the child survival index. Accordingly, a
child born today has a 99 per cent chance of
surviving to age five. Further, both girls and
boys have the same chance of surviving to
age five. But, Sri Lanka’s performance in all
other components of human capital leaves
much to be desired.

Education Indicators

learning. According to
the Ministry of Education
(MoE), close to half the
students fail the G. C. E.
Ordinary Level (O-Level) exam, mainly due to
failing mathematics.

One area where Sri Lanka is doing poorly
is in quality-adjusted years of schooling.
According to the HCP, the expected number of years of schooling
for a child born in Sri Lanka today is 13 years. This is not too bad,
as the international best practices expect children to have 14
years good quality schooling by age 18 years. But the HCP does
not only look at years of schooling. It also includes a measure of
quality of schooling, based on harmonised test scores, which can
range from 325 to 600. Sri Lanka’s harmonised test score of 400
is at the lower end of the spectrum.As a result, after adjusting for
learning, the years of schooling index in Sri Lanka drops to 8.3
years, indicating that nearly five years of the 13 years of schooling
does not result in additional learning. According to the Ministry
of Education (MoE), close to half the students fail the G. C. E.

probability of a 15 year old surviving till
age 60. According to the HCP, the overall
adult survival rate for Sri Lanka is 0.87 –
indicating that Sri Lanka has achieved 87
per cent of its potential for adult survival.
The rate itself is satisfactory, considering
the world average for adult survival is 85
per cent. But what is of concern is the
gender disparity in this index. While the
adult survival rate for girls is 93 per cent in
Sri Lanka, the adult survival rate for boys
is only 81 per cent. This indicates a 12
percentage point gap in the survival rates
of 15 year old girls and boys. Moreover, the adult survival rate
for boys is less than the world average. More studies need to be
conducted to ascertain the reasons for poor survival of boys.
The World Bank’s Human Development Project should be
commended for several reasons. First, the HCI is an improvement
from the earlier indices, as it also pays attention to quality
aspects. Also, the project recognises that any measure of human
capital needs to be continuously reviewed and revised to match
the needs and demands of a changing world. Lastly, it aims
to use the results of HCI and its sub-components to prioritise
interventions for enhancing human capital.
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Education Matters:
Addressing Inequities and Skills
Development Gaps in Sri Lanka
By Priyanka Jayawardena
According to the 2016-2017 rankings of the Global
Competitiveness Index (GCI), Sri Lanka is placed at 68 out of 138
countries on the higher education and training pillar. Sri Lanka’s
performance is mainly constrained by the sub-index on gross
tertiary education enrollment. In this sub-index, Sri Lanka does
poorly at 98th place.
Poor children, in particular, have limited access to skills
development programmes. Figure 1 shows the variations in
tertiary enrollments among 15-29 year olds, by income groups.
Most school-dropouts, especially children from poor households,
usually engage in casual jobs or low-skilled employment. In fact,
these inequities are not only limited to tertiary education; these
disparities are evident even at higher grades of school education.
As Sri Lanka enters an increasingly competitive international
environment, with a renewed enthusiasm to transform itself into
a modern economy, the importance of promoting technological
innovations and generating an educated workforce, possessing
market-oriented skills, cannot be over emphasised. High quality
human resources and a skilled labour force are vital to improve
the country’s global competitiveness.
As of 2014, only around 10 per cent of age 20 and above
population has had formal professional or technical training
relevant to their occupation.[i] In this back drop, this blog
explores Sri Lanka’s existing inequities in accessing education
and skills development gaps that hinder the country from
attaining a dynamic and skilled labour force.

Majority of Poor Children Abandon School
Education after O-Levels

Access decreases for higher levels of school education. Sri
Lanka’s basic education is almost universalised, but education
participation levels fall at higher levels of education. With an
island-wide network of state funded schools and other welfare
measures, Sri Lanka has made remarkable progress in terms
of access to education. Net enrollment rates at primary (grade
1-5) and junior secondary levels (grade 6-9) are 97 per cent and
94 per cent, respectively. However, net enrollment rates have
been falling at higher levels. Only 87 per cent of the students in
the appropriate ages are enrolled at the upper secondary level
(grade 10-11), while net enrolment rates were only 51 per cent
at the Advanced Level (A-Level)(grade 12-13).
Further, equitable access to education decreases in higher
grades.Children from lower incomegroups have even less access
to education at higher grades. This makes access to education
at higher levels more inequitable. Particularly, children from

Figure 1: Tertiary Enrollment 15-29 Year Olds by Income
Groups, 2016
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Source: Author’s calculations using HIES 2016 data.
Note: Tertiary education is enrolment in university, TEVT, and other educational institutes.

lower income groups have less access to education at the
A-Levels, where enrollment rates vary from 29 per cent in the
poorest decile to 73 per cent in the richest decile (Figure 2). This
is partly due to disparities in Ordinary Level (O-Level) success
rates by income groups. There are also disparities in education
completion rates by income groups.These are most prominent
in the O-Level and A-Level success rates (Figure 3). Around 67
per cent of children in the richest 10 per cent of households
have passed O-Levels, while only 27 per cent children belonging
to the poorest 10 per cent of households have succeeded at
the O-Level examination. Similar disparities are seen in A-Level
success rates as well. Also, completion rates at all levels of
education has room for improvement.
One of the reasons for such variations is the affordability of
Out-of-Pocket (OOP) expenditure for education. Although state
education services are provided free of charge, households
which reported education expenditure, had to spend, on average,
Figure 2: Opportunity Curves for Access to Education, 2016

Source: Author’s calculations using HIES 2016 data.
Note: Net enrolment rates measure enrollment of the official age group for a given level of education
expressed as a percentage of the corresponding population
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Figure 3: Completion Rates in Major Education Cycles, 2016







Source: Author’s calculations using HIES 2016 data.
Note: Completion rate is defined as percentage of children in the official age group completing
the education
around
Rs.cycle
3,870 per month for educational expenses. As such,
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households have
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examination

many students discontinue their school education due to poor
performance at the national level examinations coupled with
financial difficulties.

What are the Driving Costs of
Education OOP?

Private tuition fees and stationery costs are the main educationrelated costs for lower income groups (Figure 4). Around 45 per
cent of education OOP expenses incurred by the lowest decile of
households are spent on private tuition fees, followed by 37 per
cent of OOP education expenses spent on stationaries. Tuition
has become a crucial ingredient for succeeding at the national
examinations.
Even the poorest 10 per cent of households that reported
spending on private tuition fees, spent around Rs.1,000 per
month for private tuition, while the poorest households which
reported spending on stationaries, spent around Rs. 470
per month for stationaries. Given that average total monthly
expenditure of the poorest 10 per cent of households was around
Rs. 19,720, affordability of these costs is questionable. More
importantly, these costs may negatively affect school attendance
of poor children. Further, the households that spend on tertiary
education, spent on average, Rs. 12,930 per month for tertiary
education. Figure 4, highlights that only the richest 20 per cent
of households bear tertiary education related costs.

Addressing Critical Concerns of Inequities
in Skill Development Opportunities

Many students leave the school system at the O-Levels and
A-Levels and do not enroll for skill development programmes.
Inequities in access to school education at higher grades
and skill development programmes are clearly evident. As Sri
Lanka aims to accelerate growth, it is vital to develop human
capital needed to compete globally. Hence, it is essential for the
government to carefully plan and critically examine the present
needs of the education sector, and find effective means of
catering to these needs, by improving resource mobilisation of
education services.
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households have passed
A-Levels

children belonging to the
poorest 10 per cent of
households have
succeeded at the
examination

from lower income groups abandon school life after O-Levels.
Thus, policies should look at ways to improve access to higher
grades of education, as well as provide tertiary education to
poorer students. With existing public finance constraints, aligning
these education sector needs with dynamic labour market needs
is a major challenge. As such, the government should consider
introducing more targeted financial assistance programmes
for needy students,to follow A-Levels or technical training
programmes.
[i] Jayawardena, P and R. Miller, (2017), “Bridging Skills for
Employment in Sri Lanka” in “Sri Lanka Fostering Workforce
Skills Through Education – Employment Diagnostic Study”, Asian
Development Bank and International Labour Organization
Figure 4: Distribution of Out-of-Pocket Expenditure
on Education, 2016

Thus, it is important to identify the reasons for gaps in access
to education and improve access to students coming from low
income backgrounds. Also, it is worth to note that, with the
current systems of free education for all, richer people benefit
more at the higher grades of school education, as many children
Source: Author’s calculations using HIES 2016 data.

21

TEMag-Issue-1-2018.indd 21

3/29/2019 11:05:47 AM

IS SRI LANKA’S GRADE
FIVE SCHOLARSHIP EXAM
an Accurate Predictor of
Intellectual Ability?
By Ashani Abayasekara
It is the time of the year when 10-year olds across the country feel
like their academic futures hang in the balance. With the recent
release of the 2018 grade five scholarship exam results, young
students, parents, teachers, and even principals are engrossed in
comparing marks, praising or disparaging students, and looking at
opportunities that lie ahead. An IPS blog released around this time
last year drew attention to the shortcomings of the exam in meeting
its two main objectives: (1) admitting academically talented
students to good schools, and (2) providing bursaries to bright, but
economically disadvantaged, students. This blog deals with another
aspect that has come under scrutiny: the validity of the exam as a
predictor of intellectual ability. In other words, it examines whether
top-performing students at the scholarship exam continue to do
well in subsequent exams at higher levels.
This was analysed using a sample of high scoring students at the
scholarship exam in 2008, and tracking their performance at the
G.C.E. Advanced Level (A-Level) examination in 2017, assuming
that a student who is in grade five in 2008 would have sat for the
A-Levels in 2017.

Figure 1: Composition of University Qualified
Students by Subject Stream
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Technology
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Source: Own calculations using data on scholarship exam and A-Level
performance from the Ministry of Education and the Department of
Examinations, respectively.
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In particular, from a total of 32,405 students who scored above
the cut-off mark at the 2008 scholarship exam, a sample of the
highest scoring 859 students was chosen. The 2017 A-Level
results of these students—a majority of who have subsequently
moved to better schools across the country for secondary
education—were then examined.

Figure 3: Shares of University Qualifying Students among
Scholarship Exam Top and Low Performers

What Share of Top-Performing Students
Qualify for University Admission?

Analysis shows that 80% of the selected sample of scholarship
exam high scorers subsequently passed the A-Level exam and
qualified for university admission—an impressive figure. Further,
a majority of these students qualified from the science stream
(Figure 1), comprising of subjects which are considered important
in today’s knowledge-driven economy.

Is Performance Similar across Income
Levels?

Another important question relates to the subsequent
performance of scholarship exam high scorers from
disadvantaged backgrounds, given that the scholarship exam
aims to assist such students. Encouragingly, as Figure 2 shows,
both the overall shares of university qualifying students, and
succeeding shares by different subject streams, appear quite
similar between students from poor and non-poor households.
Poor students, in fact, account for slightly larger shares in the
biological science and technology streams.
Figure 2: Shares Qualifying for University Admission by Income Level

Note: District names refer to districts in which each school is located; school names are not
disclosed to maintain anonymity.
Source: Own calculations using data on scholarship exam and A-Level performance from the
Ministry of Education and the Department of Examinations, respectively.

Colombo school, the share of scholarship exam top performers
who subsequently qualified for university is lower than the
corresponding share among scholarship exam low performers.

Looking Ahead

The fact that many high scoring scholarship students continue to
do well at their A-Levels, nine years on, across subject streams
and income levels, is uplifting. This observation, however, does
not necessarily support the argument that the scholarship exam
identifies the most intelligent students; in the sample of schools
considered, even those who do not score top marks in grade
five, subsequently perform well at the A-Levels. It is possible that
students who enter good schools from grade one itself put less
effort into performing well at the scholarship exam since they
have less of a need to do so.
Another explanation is that access to high-quality education in
urban privileged schools, and to tuition classes in surrounding
areas, enable students to do well at the A-Levels, irrespective
of performance at the scholarship exam. The importance of the
scholarship exam is, therefore, to provide opportunities to rural
disadvantaged students to enter such good schools for secondary
education. I

Source: Own calculations using data on scholarship exam and A-Level performance from the Ministry
of Education and the Department of Examinations, respectively.

Do Scholarship Top-Scorers Really
Outperform Others?

While the sustained satisfying performance of high-scoring
scholarship students is a positive observation, it could well be
the case that all students in these schools—irrespective of
scholarship exam performance—do well at the A-Level exam,
given that they are placed in the most prestigious schools in Sri
Lanka. This indeed appears to be the case: Figure 3 compares
average A-Level exam performance in 2017 between scholarship
exam top scorers and low scorers, or those who scored well
below the cutoff mark,in the 10 schools accommodating the
largest number of students.
As can be seen, there is no significant difference in the average
shares of university qualifying students between the two student
groups, particularly in the Colombo-based schools. In fact, in one
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n this context, the fact that only around 20% of students do get
a chance to enter such schools based on the scholarship exam,
as noted in the previous IPS blog, is a pity. This number should
be increased by providing more quotas for scholarship holders to
enter good schools. This will have to be taken into account during
the grade one admission stage and in interim grades, in addition
to the current practice of increasing the number of classes from
grade six onwards in several large national schools. Another
essential and more long-term option is to improve the quality of
education in more schools—particularly those in rural areas—so
that more students have access to better-quality education.
Moreover, as practiced several decades ago under the Central
School system, it is important to consider reestablishing highquality distinct primary and secondary schools, as opposed to the
current system, where a majority of good schools are ‘all-through’
schools, offering education from grades one to 13. All graduating
students from primary schools will then have a fair chance
of gaining admission to good secondary schools, based on
scholarship exam performance, rather than having to compete for
a few spaces in all-through schools, where many students gain
automatic entrance from grade one, based largely on locational
advantage.
23

3/29/2019 11:05:49 AM

Improving
Sri Lanka’s Learning
Outcomes:

Get the ABCs
Right before
Following Others!
ALIGNMENT
Learning

By Ashani Abayasekara

mathematics, 42% for science, and 36% for English in 2016.

Sri Lanka’s National Child Protection Authority (NCPA) recently put
forward a proposal to eliminate all examinations until students
reach 17 years of age, following in the footsteps of world’s top
Finnish education system. The proposal was made considering
the high levels of stress and anxiety students are subject to, as a
result of the highly competitive examination system in Sri Lanka.
While recognising and dealing with undue pressures of exams
are important, can we simply borrow system elements from other
countries and expect them to work well in our home contexts?

Education systems fail to function effectively due to both
‘misalignment’ and ‘incoherence’, which, if left unaddressed,
impede the effectiveness of interventions to improve learning
implemented at the school and student levels.

The answer is “no”, according to the World Bank’s 2018 World
Development Report (WDR). This is because large, country-wide
differences exist in the quality of different education systems. In
fact, the WDR argues that poor quality education systems are a
main underlying cause for the ‘learning crisis’ engulfing many
countries around the world; while countries have made significant
headway in enrolling children in school, progress in ensuring
that these children actually learn and acquire much-needed
skills is far less impressive. Although reputed as an overachiever
in the developing world in school enrollment and completion
rates, Sri Lanka too performs poorly when it comes to learning
outcomes: results from national assessments among grade eight
students indicated notably low national mean scores of 51% for

Lack of Alignment toward Learning

Alignment requires the goal of learning to be shared by all
components or actors of the system. This becomes difficult
when actors have goals other than learning, and learning is
not prioritised as the most important. For instance, in a school
building project, construction firms and bureaucrats can collude
to provide poor-quality infrastructure, since their priority could
be maximising profit, rather than improving learning conditions.
Or, principals could place more importance on salaries and
favouritism over effective and committed leadership, particularly
when there are no exams to monitor student progress, and
thereby hold principals accountable for schools’ performance.
While this does not necessarily indicate that actors involved
in the education sector do not care about learning, in poorly
managed systems, such competing interests may overshadow
learning-aligned interests (Table 1). Finland’s education success
is largely owing to its well-aligned system, where all education
stakeholders, from national officials to local authorities, are
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COHERENCE
LEARNING

educators, and every school shares the same set of national
goals.

Incoherence among Actors

Coherence means that the system components reinforce each
other in achieving the goals set by the system and requires
all actors to work together for a policy to have an impact. For
example, in line with eliminating exams, if Sri Lanka is to adopt a
new curriculum that increases emphasis on active learning and
creative thinking, that alone will not have a significant impact,
unless all actors in the system work together to ensure its
effectiveness.
Teachers need to be trained on how to use different teaching
methods, and they need to be motivated enough to change from
previously followed old rote learning approaches which may
require less effort. Similarly, students need to be incentivised
to learn, even in the absence of exams. Such an approach has
worked in Finland, as teachers are some of the best qualified,
paid, and respected professionals, and are highly motivated and
work together with other actorsto develop novel teaching methods
to cater to the needs and interests of students. In contrast, in
Sri Lanka, where teachers are poorly trained and paid, they may
have little incentive to work with other stakeholders to adopt
new innovative ways of teaching and promote student learning if
children’s progress is not systematically measured.

Way Forward

Given that Sri Lanka’s current examination system overly burdens
a child, restricts creative and critical thinking, and has failed to
produce good learning outcomes, changes to this system are
no doubt important. But, to ensure that adopted changes will
indeed lead to positive outcomes, Sri Lanka should first focus on
improving the alignment and coherence of its education system.
Proper assessment of learning is a crucial first step in this regard.
Credible and reliable information generated from well-developed
learning matrices, if presented in a salient and acceptable
manner, can encourage active and collaborative engagement

and better service delivery. International assessments can
also be powerful political tools; by raising awareness of how
a country lags behind its peers in building human capital—a
critical ingredient of creating knowledge-based competitive
economies which is a common goal of country leaders—it
can move policymakers to action. While Sri Lanka does not
currently participate in any international assessments, the 2018
budget allocates Rs. 25 million to conduct the Programme for
International Student Assessment (PISA), a good starting point in
this regard.
To ensure that better information enables reform and garners
adequate support for prioritising learning, forming coalitions
to advocate for broad-based learning is important. Mobilising
all parties who have a stake in learning via information and
communication campaigns has proved effective in several
countries. For instance, information on poor learning outcomes
can be used to gather support for reforms to strengthen teacher
accountability. When teachers take more responsibility for student
learning, proposals aimed at restructuring exams are also likely to
deliver better results.
Moreover, given the vast amount of evidence from diverse
settings, and the need for country-specific home-grown solutions,
innovation, agility, and adaptation are essential ingredients to
deciphering which approaches work best for Sri Lanka. This
involves using evidence to identify viable starting points, and
then using metrics to monitor output and adjust interventions
accordingly. If Sri Lanka is serious about doing away with
traditional exams, education stakeholders will need to identify other
possible mechanisms to ensure that students master necessary
competencies, what methods have worked in other countries and
under which conditions, and how such techniques can be best
adapted to suit the local context. For instance, it might be prudent
to focus on a gradual reduction of exams and assess the effects of
such a change, rather than eliminating all exams at once.
*This blog is based on a chapter written for the forthcoming
‘Sri-Lanka: State of the Economy 2018’ report, IPS’ annual flagship
publication.
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How DisabilityInclusive is
Education in
Sri Lanka?
A Preliminary
Look
By Ashani Abayasekara

Per centage (%)

Figure 1: Shares of Students Engaged in School Education, 2012
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One in eight people worldwide experiences some form
of disability. Children with disabilities are often excluded
from educational opportunities, and are overlooked when
it comes to school completion and learning outcomes.
Evidence from 19 developing countries points to a worrying
trend of increasing gaps in school completion rates and
literacy skills, between children with and without disabilities.
The globally-embraced, 2030 agenda for Sustainable
Development reiterates the importance of ensuring that
children with disabilities have the same opportunities
for learning as other children, particularly in its inherent
principle of “leaving no one behind”.
As a signatory to many international conventions on
protecting the rights of persons with disabilities and the
introduction of its own National Policy on Disability in
2003, Sri Lanka has a well-established disability-specific
legislation, covering many areas. With respect to education,
several circulars have been developed focusing on special
access facilities for special needs students and teacher
appointments, training, and incentive payments. However,
there is a lack of comprehensive data to examine the actual
circumstances of persons with disabilities, while there is
also little analysis done based on available data. This blog
takes a look at existing data on education for children with
disabilities in Sri Lanka and highlights some key areas that
require policy attention.

Low Educational Engagement at
Higher Education Levels

Sri Lanka’s latest Population Censusof 2012 indicates that
around 2% of children between the ages 5-14 have some
form of disability, of which around only three-fourths attend
school, compared to the near universal enrollment of other
children. In addition, this share falls considerably with age;
as shown in Figure 1, the share of total disabled students
engaged in educational activities ranges from a high of
80% among 5-9-year-olds who attend primary school, to
only 45% among 15-19-year-olds, including students at
the upper secondary (grades 10 and 11) and collegiate
(grades 12 and 13) levels. While school attendance shares
also decline with age for other children, the drops are less
pronounced. The largest gap between school engagement
of children with disabilities and others is at the upper
secondary and collegiate level.

and United nations, (2015), Sri Lanka Millennium Development Goals Country Report 2014
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interviews suggest that a combination of
factors, including the challenging nature
of the job, particularly in the context
of poor infrastructure facilities, social
stigma attached to special education,
and the higher status accorded to regular
education teachers, induce many teachers
to switch from special education to regular
education after serving in the former for a
few years.

Per centage (%)

Figure 2: School Enrollments by Type of Disability, 2017
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Figure 2 indicates that the collegiate level
is also marked by a skewed composition
in enrollments by type of disability,
compared to a more balanced distribution
at the primary and secondary levels. The
share of students with visual impairments
increases with the level of education,
and make up half of collegiate student
enrollments. Students with other types of
disabilities, however, account for negligible
shares at the collegiate level. This
observation could be partly attributed to
the relatively large population of persons
with visual impairments in the country. It
is also understandable that students with
intellectual disorders would find it hard to
continue at higher levels of education.
Nevertheless, the large drops at higher
grades in other types of disabilities,
such as speech, physical, and hearing
difficulties, is concerning. Interviews
with education sector officials suggest
that the lack of supportive infrastructure
to accommodate their specific needs,
including classroom facilities and
learning resources, is a key contributory
factor. For instance, many schools and
universities have well-developed Braille
learning facilities and specially-designed
examination papers for subjects like
science and mathematics, with the
exclusion of graphs and figures, for
visually impaired students. However,
similar facilities for other disability types,
such as sign language interpreters for
students with hearing problems, are
scarce.

Shortage of Special
Education Teachers

The shortage of special education teachers
(Figure 3) is another potential reason
causing children with disabilities to leave
school early. This is in contrast to an
excess of regular teachers at the national
level, as noted in a recent IPS study. Even
more concerning is that a fair number of
teachers appointed for special education
are not actually engaged in special
education. In national schools, for instance,
those who have been absorbed into
special education teacher service, but who
are no longer in service, is seven times the
number of the recorded special education
teacher shortages. As reflected in the total
numbers, had appointed teachers been
actually engaged in special education,
there would be no special education
teacher deficit at the national level. While
more research is needed to uncover the
reasons behind this trend, preliminary

Despite Sri Lanka’s well-established
legislation promoting disability-inclusive
education, the above analysis suggests
that there are large gaps between policy
and practice. Using existing data to
advocate for implementing identified policy
priorities, in line with existing legislation, is
important in moving forward.
For instance, the observed positive
association between facilities available for
the visually impaired and their enrollments
at the collegiate level provides a strong
basis to advocate for more assistive
facilities for other types of disabilities,
such has hearing, speaking, and physical
impairments. Similarly, the high tendency
of teachers to abandon their special
education appointments calls for strict
monitoring of teacher movements. In fact,
recognising this problem, the Ministry
of Education issued a recent circular
stipulating strict disciplinary action and
withdrawal of a 10% bonus of the basic
salary for special education teachers
vacating their respective postings. Such
monitoring should also take into account
teacher training and appointments by type
of disability, to ensure that children with
all types of disabilities have access to
competent teachers.

Figure 3: Special Education Teacher shortages and special education appointed
teachers not in special education service, 2014
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DISSECTING SRI LANKA’S
POST CONFLICT GROWTH:
Is Sustainability Attainable?
By Chinthani Sooriyamudali
Sri Lanka’s post-conflict development
trajectory has been a story of mixed
results. In the aftermath of the conflict, Sri
Lanka adopted many strategies to improve
livelihood opportunities and reduce
poverty and inequality, hoping to ensure
harmony through better connectivity.
Over the years, Sri Lanka has performed
commendably in terms of reducing overall
poverty; the poverty headcount rate has
reduced from 8.9% in 2009/10 to 4.1%
in 2016. However, there are significant

regional disparities, especially in the case
of previously conflict-affected districts.
Kilinochchi, Mullaitivu, Batticaloa, and
Trincomalee record the highest poverty
rates in the country.
As such, the Session on ‘Smarter
Development for Sustaining Peace’, at the
Saman Kelegama Memorial Conference,
dissected the strategies post-conflict Sri
Lanka adopted to ensure inclusive and
sustainable growth. It focused on the
successes and failures of these strategies,
in terms of facilitating smart development;
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poverty levels lack connections to regions
that are more economically dynamic.
As such, Prof. Gunawardena stated that,
in the case of Sri Lanka, economic and
social exclusion is a result of the lack of
connectivity. Improving connectivity is a
vital step towards addressing inequalities
in the country. Meanwhile, calling
attention to the differing causes of poverty
among multifarious groups, Dr. Tilakaratna
highlighted the need for more targeted
and tailor-made solutions for poverty
alleviation.

IPS Research Fellow, Dr. Ganga
Tilakaratna, identified two major sectors
that have fallen behind in the country:
a) the estate sector, and b) districts in
the Northern and Eastern Provinces.
These sectors are lagging behind in
terms of access to services, with
relatively high rates of poverty.

Livelihood revival in the
post-conflict setting

i.e. ‘development that does not impede
natural resources, is inclusive across all
dimensions, and ensures social cohesions
and economic productivity.’

Persistent inequalities
hindering inclusive growth

Although Sri Lanka has performed
commendably in terms of poverty
reduction over the years, there are
significant disparities across regions and
population groups.
IPS Research Fellow, Dr. Ganga
Tilakaratna, identified two major sectors
that have fallen behind in the country: a)
the estate sector, and b) districts in the
Northern and Eastern Provinces. These
sectors are lagging behind in terms of
access to services, with relatively high
rates of poverty. Citing the map on the
spatial distribution of poverty, published
by the Department of Census and
Statistics (DCS), Professor of Economics
at the University of Peradeniya, Dileni
Gunawardena opined that it is remoteness
that causes inequality: there is regional
polarisation, where the regions with higher

Access to livelihood opportunities is key
to alleviate poverty. As such, livelihood
intervention strategies are central to
ensure inclusive growth and sustainable
development. This was evident in the
immediate aftermath of conflict, when
many livelihood related projects were
carried out in the North and the East
by various governmental and nongovernmental bodies.
Executive Director of Centre for Poverty
Analysis (CEPA), Dr. Udan Fernando,
touted the Local Empowerment through
Economic Development (LEEDS) Project,
implemented by the International Labour
Organisation (ILO), as a success story in
reviving livelihoods in the conflict affected
regions.
Among the key success factors of the
project identified by Dr. Fernando were,
the selection of viable economic activities,
the focus on value chain development,
the scale of the project (medium to large,
as opposed to the small scale projects
introduced by many implementers), and
the time taken to learn from mistakes and
adjust the project as necessary.

An independent consultant, Dr. Ramani
Gunatilaka, also referred to the LEEDS
project, attributing its success to the time
taken to identify the needs and the issues
of the relevant areas and design the
project as appropriate, as well as to the
institutional structures set up to support
the process.
However, she noted that most livelihood
interventions in the post-conflict North
and East were designed to push or keep
people in agriculture. This is especially
problematic in the case of women who
would prefer not to engage in a brawnbased industry like agriculture. As such,
Dr. Gunatilaka highlighted the need for
livelihood interventions to concentrate on
the non-farming sector, while guaranteeing
that they are market-oriented.
On a related note, according to Professor
of Economics at the Griffith University,
Jayatilaka Bandaralage, in the aftermath
of the conflict, the government recognised
tourism as a leading industry that could
play a big role in the national reconciliation
and re-integration process, while
improving livelihood opportunities in the
North and the East.
As such, successive governments have
launched comprehensive and ambitious
strategies to develop the tourism sector,
geared towards increasing the earnings
from tourism and improving total
employment in the industry, both direct
and indirect. However, Prof. Bandaralage
was of the opinion that the post-conflict
tourism boom did not generate adequate
benefits to the grass-roots; he identified
the lack of relevant skills as a key reason
for this.

To leave no one behind

As a signatory to the Sustainable
Development Goals, Sri Lanka has
committed to ensure inclusive and
sustainable development that leaves no
one behind. The session concluded that
there is need for further action to address
the inequalities and disparities among
regions and population groups.
The need for better targeted policies
was highlighted in this regard. Livelihood
interventions also have a key role to play
in poverty alleviation. However, there
is a need for these interventions to be
formulated with a firm understanding of
the grass-root level realities and from a
long-term, sustainable point of view.
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Sri Lanka’s Sustainable Development Act:

Improving Institutional Coherence
for SDGs
By Ganga Tilakaratna and Chinthani Sooriyamudali
Improving institutional coherence is key to delivering the
Sustainable Development Goals (SDGs). Sri Lanka’s Sustainable
Development Act came into effect in October 2017. It represents
an important step towards implementing the SDGs in the country.
This blog looks at the challenges and opportunities that lie ahead
for the Act and gives recommendations on how to make its
implementation more efficient.
The SDGs are vastly ambitious. The inter-linkages among the 17
SDGs and the cross-cutting themes embedded in its framework
have resulted in a complex global agenda for development.
As such, achieving the SDGs requires a coordinated action
across policy areas. All government institutions need to act in
collaboration.
This is of particular significance to Sri Lanka, where the
government’s institutional mechanism consists of a large number
of public sector organizations – around 800. This includes several
ministries, departments, local authorities and other public entities.
This well-entrenched governance system consists of three layers
of institutions:
1. National government institutions;
2. Provincial government institutions;
3. Local government bodies.
Regional branches of line agencies and a system of district
administration represent the national government at the local
level. Locally elected representatives govern the provincial and
local government. All these institutions must act collaboratively to
achieve the SDGs in Sri Lanka.

public organizations can take collaborative measures across
cross-cutting themes.

Coordination at the National Level

As a step towards improving the institutional coherence in
implementing the SDGs, in October 2017 Sri Lanka enacted the
Sustainable Development Act No. 19 of 2017. The Act provides
for the establishment of a Sustainable Development Council
as the national coordinating body for implementing the SDGs.
The Council is tasked with preparing the National Policy and
Strategy for Sustainable Development. This strategy sets a legally
sanctioned framework for the implementation of the SDGs. It
provides guidance on all matters related to the SDGs in Sri Lanka.
All government entities are required to prepare Sustainable
Development Strategies in line with the national strategy. The
Council monitors the implementation of the national strategy.
As an additional measure, the Council is also in charge of issuing
guidelines on sustainable development for new development
projects. The Act compels all public entities to carry out
environmental and social audits for new development projects.
These entities are further required to report to the Council on the
progress of implementing their individual development strategies.
The Act has thus established a clear policy framework for a
shared national vision on sustainable development. It provides the
legal framework for implementing SDGs in Sri Lanka, employing
the existing institutional mechanism. It further contributes to
adapting national institutions to implement the SDGs.

However, institutional fragmentation can be identified as a
major challenge in terms of implementing SDGs in Sri Lanka.
Government institutions have become accustomed to operating
in silos, concerned with, to a large extent, their specific subject
areas. Improving institutional coherence is important, so that
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Challenges Ahead

It is evident that the Act is a pivotal step in Sri Lanka’s journey
towards achieving the SDGs. The Council established by
the Act has a definitive role to play in guiding this journey.
However, much depends on the successful operationalization
of the Act. This raises the question of whether Sri Lanka has
the capacity to fully attain the vision embedded in the Act.
The nature of the authority vested in the Council in terms
of ensuring the adherence to sustainable development
of all public organizations is by no means a simple feat.
For example, the Council’s authority over hitherto largely
independent government bodies, like Provincial Councils,
could cause friction. As a new entity, the Council’s capacity
will need to be rapidly developed. This includes capacities
related to policy-making, monitoring and supervision, as well
as effective stakeholder engagement.
It is also important to build the capacities of all government
bodies. They too, are required to formulate and implement
institutional sustainable development strategies.
Furthermore, we cannot rely solely on the Act to ensure
institutional coherence. The reclusive, solitary tendencies
of government bodies need to be overcome. This is in the
interest of creating an environment where everyone works
together and in synergy. Only then can the government’s
institutional mechanism effectively and efficiently implement
the SDGs in Sri Lanka.
Despite these challenges, the Sustainable Development Act
highlights Sri Lanka’s commitment to achieving the SDGs. It
sets the legal framework for implementing the SDGs in the
country. Its role in terms of ensuring institutional as well as
policy coherence will be key in Sri Lanka attaining the vision
prescribed by the 2030 Agenda.
*This blog was originally published on southernvoice.org
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DIGGING DEEP:
A Closer Look at
Income
Poverty in Sri Lanka

By Wimal Nanayakkara
Income poverty (IP) has been decreasing steadily in Sri Lanka
during the last three decades. However, there is much more to
be done in terms of “ending poverty in all its forms everywhere,”
as envisaged in the first Sustainable Development Goal (SDG).
In Sri Lanka, around 412,000 persons are living just above the
poverty line, and are at risk of slipping back to poverty if their
circumstances change for the worse, even slightly. Furthermore,
as there are wide variations among regions and different socioeconomic groups, it is not sufficient to consider the incidence of
IP only at the national level, when monitoring poverty.
However, the discussion in this article focuses only on incidence
of IP at the national level, based on the National Poverty Lines
(NPLs), determined by the Department of Census and Statistics
(DCS) and the Global Poverty Lines (GPLs) of the World Bank
(WB). The latest GPLs introduced by the WB for “extreme poverty”
is defined as an income below $1.90 a day. The other GPL
recommended to measure “moderate poverty”, in Lower Middle
Income Countries (LMICs) is a daily income of $3.20 or below.
This article also looks at the variation in IP at the national level
by age. All estimates for 2016 are based on the latest Household
Income and Expenditure Survey (HIES), conducted by the DCS in
2016. The poverty estimates based on GPLs are done using 2011
Purchasing Power Parity (PPP), which puts each country’s poverty
rates in globally comparable terms.

Where does Sri Lanka Stand?

Sri Lanka has managed to bring IP based on NPLs, down from
26.1 per cent in 1990/91 to 4.1 per cent in 2016. Extreme
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Figure 1: Incidence of Poverty Based on National Poverty Lines and Global Poverty
Lines- 1990/91 to 2016

(8.7 per cent). These two groups account
for more than 45 per cent of the poor in
Sri Lanka.

Broad Recommendations

As there are significant differences in
the estimates based on different poverty
lines, it is important to consider not just
the estimates based on NPLs, but also the
GPLs, when developing strategies to end
extreme poverty and reduce all forms of
poverty.
Note: National Poverty Line (NPL); Global Poverty Line (GPL); Lower Middle Income Countries (LMIC)
Soruce: Estimates based on Povcal Net of the World Bank and HIESs 1990/91 to 2016 of the DCS.

Who is More Likely to be
Poor?

The incidence of IP among children and
elderly persons is high compared to those
in the young, middle, and upper middle
age groups (Figure 2). The incidence of IP
based on NPL remains comparatively high
(more than 5 per cent) up to the age of 14
years. Thereafter, IP gradually declines up
to the age group of 60-64 years. From 65
years onwards, incidence of IP increases
again.
Poverty based on the GPL $3.20 a day,
also shows (red broken line) the same
pattern, but the incidence of poverty is
more than twice the level based on NPL
(black line), for all age groups. The pattern
matches exactly with the incidences of
poverty estimated, if NPL is increased by
23 per cent (blue dotted line). As such,
it is essential to consider not only the
poverty estimates based on the NPL, but
also GPLs, especially the $3.20 a day,
which has been recommended for LMICs,
when monitoring poverty in the country.
Although extreme poverty (estimated
based GPL $1.90 a day) is low in Sri

Lanka (0.73 per cent or 151,000), the
incidence of extreme poverty for children
under 15 years is marginally higher
compared to the older age groups. Poverty
estimates based on both NPL, as well as
GPLs for LMICs (less than $3.20 a day),
show that in Sri Lanka, around one-third
of the poor are children under 15 years
of age.
The children in this age group account for
36.4 per cent of all persons in extreme
poverty, surviving on less than $1.90 a
day. Out of 5.2 million children, younger
than 15 years, 12.9 per cent are living in
the poorest 10 per cent of households,
while the percentage in the richest 10 per
cent of households was only 6.9 in 2016.
These data clearly show that the poorest
families have more children than richer
families.
As such, a large proportion among the
poor is children below 15 years. In the
case of the elderly population (65 years
and above), although the incidence of IP
is high, their share among the poor is low

Ensuring quality education for all children,
irrespective of their family background,
where they live, their ethnicity, and
whether they are disabled or not, is the
key to breaking the intergenerational
poverty trap. Meanwhile, rapid ageing of
the population may lead to a strain on
traditional family support systems and
formal income support systems, which
can contribute to vulnerabilities among
the elderly in the future. As such, existing
systems need to be improved further
to ensure precise targeting of the most
vulnerable in such systems.
If Sri Lanka, is to “end poverty in all its
forms everywhere”, it is essential to
pay attention to the existing regional
variations, disparities between socioeconomic groups, the multidimensional
nature of poverty, and related issues.

Figure 2: Incidentce of Poverty based on NPL and GPLs by Age - 2016

% of persons below specifide poverty line

poverty (based on $1.90 a day), has
declined from 13.27 per cent to just
0.73 per cent, during the same period.
However, the incidence of poverty based
on the GPL $3.20 a day for LMICs, has
declined from 43.1 per cent in 1990/91
to only 9.5 per cent in 2016. It should
be noted however, that this is more than
twice the estimated incidence of IP based
on the NPL. The estimated number of
persons living in poverty in 2016 based on
the NPL was 844,000, while the estimate
based on GPL $3.20 a day was 1,964,000,
which gives a significant difference.
This disparity cannot be ignored when
developing strategies to reduce poverty in
Sri Lanka.

As children under age of 15 years and
those who are 65 years and above
account for more than 45 per cent of the
poor in Sri Lanka, it is essential to develop
suitable strategies to identify and locate
such poor children and elderly persons,
who are deprived and most vulnerable,
and help them move out of poverty.

14.00
12.00
10.00
8.00
6.00
4.00
2.00
0.00

s
les

n

tha

s
ar 5-9 0-14 5-19 0-24 5-59 5-29 0-34 5-39 0-44 5-49 0-54 0-64 5-69 0-74 5-79 0-84 85 +
1 1 2 5 2 3 3 4 4 5 6 6 7 7 8

e
5y

Age Group

Incidence of poverty Based on NPL
Incidence of Poverty in extreme poverty (based on Global poverty line $1.90 day 2011PPP
Incidence of Poverty when NPL is increased by 23%
Incidence of poverty based on Global poverty Line for “Lower middle income countries
[below $3.20 a day (2011 PPP) ]

Source: Authors estimates based on HIES-2016, conducted by DCS

33

TEMag-Issue-1-2018.indd 33

3/29/2019 11:06:06 AM

By Wimal Nanayakkara
Although Sri Lanka has managed to
reduce income poverty from 26.1 per
cent in 1990/91 to 4.1 percent by
2016, income inequality has remained
unchanged for more than four decades.
The richest 20 per cent enjoy more than
half the total household income of the
country, while the poorest 20 per cent
get only 5 per cent. The situation of the
poorest 10 per cent of the households
is worse, with the share of household
income being just 1.8 per cent or less.
Furthermore, income gaps between
different regions is even wider than the
income inequality at the national level.
Recognising the importance of reducing
these income gaps, the 2030 Agenda
of the Sustainable Development Goals
(SDGs) has given high priority to curbing
inequality, both as a standalone goal
as well as a cross-cutting issue. The
success of most of the SDGs will depend
on reducing all forms of inequalities.
For instance, the eradication of poverty
in all its forms is intrinsically linked
to inequality, as a more balanced and
equitable distribution of a country’s
economic and environmental resources is
a crucial component of poverty alleviation.
Given its importance, this blog focuses
on regional income inequalities in Sri
Lanka, based on the Household Income
and Expenditure Survey (HIES), 2016,
conducted by the Department of census
and statistics (DCS).

Spatial Income Inequality
Needs Urgent Attention

Households receiving a monthly income
of Rs. 81,372 or more (in the richest 20
per cent in the National Household Income
Deciles (NHIDs) scale) are considered
the ‘richest group’ in this analysis. The
households receiving less than Rs. 36,500
(in the poorest 40 per cent in the NHIDs
scale) are considered the ‘poorest group’.
Using these common national level scales
allows for a comparison of household
income distribution in each district,
relative to the corresponding household
income distribution at the national level.
The figure below gives the shares of
Household Incomes and Percentages of
Households falling into richest 20 percent
and poorest 40 percent in each district,
based on this common national scale.
As observed, in the Colombo district the

A BALANCING ACT:
Can Sri Lanka
Overcome Regional
IncomeInequalities?
’richest group’ enjoy 72.9 per cent of the
district’s total household income. More
than 41 per cent of the households in this
district are in the ’richest group’, with a
monthly income of Rs. 81,372 or more.
The other districts with a high share of
household income enjoyed by the ’richest
group’ are Gampaha (53.3 per cent),
Kalutara (54.5 per cent), Polonnaruwa

(51.6 per cent) and Puttalam
(50.2 per cent).
The highest percentage of households
falling into the ‘poorest group’, with a
monthly household income of less than Rs.
36,500, is in the Mullaitivu district (71.6
per cent) followed by Killinochchi (66.6 per
cent) and Batticaloa (65.2 per cent). On the
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most deserving in the social protection
programmes also adds to this prevailing
undesirable situation.

Way Forward

other hand, only 16 per cent of households
in the Colombo district fall into the ‘poorest
group’. But in absolute terms, Colombo
has more than five times the number
of households in the ‘poorest group’
compared to the corresponding number in
Mullaitivu. It should also be noted that in
districts such as Mullaitivu, Killinochchi,
Mannar, and Vavuniya, the shares of the
households in the ‘poorest group’ out
of the total in Sri Lanka, are extremely
small (less than 1.0 percent), although
the percentages within each of these
districts are high. As such, it is important
to consider both the percentage as well as
the absolute number of households with
very low levels of income, when taking
any action to improve the living conditions
of people living in poorer households, to
prevent leaving anyone behind.

those engaged in agricultural activities.
In rural areas, the majority depend on
agriculture. Many of them are also affected
by frequent natural disasters, especially
floods and droughts. As such, if adequate
attention is not given to these issues, it
would be difficult to reduce the prevalent
spatial income inequality in Sri Lanka.
Another reason for the persistent income
inequality is the low female labour force
participation in Sri Lanka (only around
36 per cent), especially in rural areas.
This is mainly due to the inadequacy of
decent employment opportunities in their
villages. Weaknesses in targeting the

The imbalances in opportunities and
wide gaps in income levels, as well as
in living conditions, among regions and
between the rich and the poor need to be
addressed immediately. Sri Lanka needs
to ensure an inclusive growth process
which yields broad based benefits to
all, by providing equitable access to
economic participation among all citizens,
particularly aiming at improving the
livelihoods of the poorer 40 per cent of
the households. It is also vital to provide
access to quality education to all children.
Greater investment in skill development
is important, as the demand for skilled
workers increase with technological
advances. The agriculture sector needs
special attention to reduce the spatial
inequality, as most of the people in less
developed regions in Sri Lanka depend
mainly on agriculture and produce food
for 21 million people in the country.
This should not be disregarded when
developing strategies to reduce spatial
income inequalities.
*This blog is based on a chapter written
for the ‘Sri-Lanka: State of the Economy
2018’ report, IPS’ annual flagship
publication.

Shares of Household Incomes and Percentages of Households Falling in to Richest
20% and Poorest 40% (based on common national scale applied to each district)
by Districts

Reasons for Income
Inequality in Sri Lanka

Inadequacy of opportunities in
predominantly rural districts in Sri Lanka is
one of the main reasons for the significant
gaps in income levels among regions.
The main contributing factor for this is
the inadequacy of infrastructure facilities,
especially connectivity between remote
rural/estate areas and the urbanised areas,
where there are more opportunities for
employment, higher quality education,
better health services, and increased
access to public services.
Another important factor is the inadequate
attention given to the agricultural sector;
27 per cent of the employed population
are engaged in agricultural activities and
nearly 30 per cent of the moderately poor
(based on global poverty line of $3.20 a
day) are living in households headed by

Share of the HH income of the Richest 20% based on National HHIncome Deciles
% of Households with HH Income greater than Rs.81,380 (lower limit for richest 20% in National HH Income Deciles)
% of Households with HH Income less than Rs.36,500 (upper limit for poorest 40% in National HH Income Deciles)
Source: Author's estimates based on Household Income and Expenditure Survey 2016, DCS
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Weathering the Storm:
Improving Disaster Resilience of
Rural Workers in Sri Lanka
By Nisha Arunatillake
Droughts, floods, landslides, and cyclones have frequented the
Sri Lankan newspapers in 2018. From February to March this
year, nearly one million people in six provinces in the country
were affected by a severe drought, according to Sri Lanka’s
Disaster Information Management Centre (DIMC). In May 2018,
floods and landslides, triggered by the Southwest monsoon
rains, adversely affected 1,537,122 people in 19 districts. The
ongoing heavy rains are again causing floods and disrupting
livelihoods. Climate change and related vagaries of weather
have increased the vulnerability of the Sri Lankan population
to natural disasters. Rural households and livelihoods are more
affected by such calamities (Figure1), which increases the
risk of rural families sliding into poverty. Therefore, improving
the quality of jobs and livelihoods of the rural population is
important to build these communities’ capacity to withstand
such natural disasters.
According to the Labour Force Survey 2016, of the 20.7 million
population in Sri Lanka, 17 million (or 82 per cent) reside in the
rural (16.1 million) and estate (0.9 million) sectors, implying

that despite urbanisation and rural to urban migration, the rural
economy remains an integral part of the economy. The rural
and estate sectors are home to 92 per cent of the poor in the
country. In addition, a large proportion of the population, mainly
in rural areas, lives just above the poverty line, making their
situation precarious when disasters strike. Rural employment is
dominated by agricultural employment. In 2016, 30 per cent of
those employed in the rural sector were engaged in agriculture,
compared to only 5 per cent of employed in agriculture in the
urban sector. However, despite the dominance of agriculturebased livelihoods, the non-agricultural sector is the main source
of employment in rural areas.

Rural employment in Sri Lanka

Better jobs are created in well-functioning labour markets. Such
labour markets are efficient, fair and are concerned about the
welfare of the workers. According to the International Labour
Organisation (ILO), a labour market is said to be efficient if all
workers who wish to participate can find jobs that are suitable,
given their education, skills and experience levels. The labour
market is fair, if the available jobs pay the workers a wage that
is commensurate with the contribution of the worker. A well-
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functioning labour market also provides social protection from
the loss of income due to some adverse shocks, by allowing
them to find a new job quickly or by providing assistance while
they find a new job.
Employment in the rural sector, on the other hand, is
characterised by low quality employment. A majority of
vulnerable workers — who are not covered by social protection,
such as paid holidays, paid sick and maternity leave, and
pensions — live in rural areas. For example, 95 per cent of
the self-employed, agricultural workers and 90 per cent of the
contributing family members are in the rural sector.
Further, agriculture activities are seasonal, which makes it
harder for employers to provide work throughout the year,
leading to informal employer-employee relations in the rural
sector. Sri Lanka has three main pension schemes aimed
at informal workers engaged in agricultural, fishing, and
self-employment activities, administered by the Agricultural
and Agrarian Insurance Board (AAIB). Several studies have
highlighted the inadequacy of these schemes. For example,
a recent IPS study shows that the pensions scheme for the
farmers only cover 38 per cent of them. Further, the benefits
from these schemes were all under the poverty line.

How to improve the quality of rural
employment?

Studies for other countries show that education and skills,
research and development (R&D), rural infrastructure, and
irrigation can improve productivity of rural economic activities
by reducing transaction costs and enabling greater access to
input and final markets. Education and skills are directly linked
to better employment. But, people in the rural areas are often
less educated and less skilled.
Even in Sri Lanka, where education in public institutions is free,
the quality varies widely between the rural and urban areas.
Access to high quality and relevant education facilities can
help increase productivity in many ways. This is especially the
case in today’s fast changing market place, and in the face of
climate-induced, varying weather patterns. Better educated
persons are able to access and process information better
and manage their resources to make the best use of available
market opportunities.
R&D activities in Sri Lanka are constrained by many factors.
Although there are several institutions conducting research on
various aspects in the country, these are poorly resourced and
research outputs are limited. Even developed research does not
always reach the potential beneficiaries, or even when they do,
these beneficiaries are unable to make use of research findings
due to the lack of funds and other resources. As revealed at
a recent workshop on Climate Resilient Jobs, organised by
the ILO, although funding is available for relief efforts, once a
disaster happens, little money is at hand to mitigate damages
caused by disasters.
Well-targeted and practical R&D and effective dissemination
can improve the ability of farmers to respond to changes in
the weather. On a positive note, rural infrastructure has been
upgraded in the last several years. This has a direct impact in
improving productivity of rural enterprises. The road network

Figure 1: Percentage Distribution of Households Affected by
Calamity, by Sector
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Source: Department of Census and Statistics. (2016). Househlod income and expenditure
survey 2016 - Hies final report 2016. Colombo, Sri Lanka: Department of Census and
Statistics.

in Sri Lanka has developed considerably in the last couple of
decades. This improvement is evident in all types of roads,
indicating better connectivity within the urban areas, as well
as between rural and urban areas. Access to electricity in Sri
Lanka is very high. In 2016, 96.9 per cent of the houses used
electricity for lighting purposes. Information and communication
technology (ICT) is being used increasingly to give information to
farmers on agricultural practices and markets, although its use
can be further widened.
Despite these developments, knowledge and services that
could improve operations of enterprises do not reach rural
workers. For example, R&D activities carried out by the research
institutions on improving productivity and resilience of crops
often do not reach the rural farmers. A study by Prasanna
Perera, on the tea smallholder sector in Walapane region in the
Nuwara Eliya District, conducted in 2012, shows that a majority
of the smallholders surveyed do not test their soil before
determining its fertiliser needs, a practice proven to improve
value addition of tea according to the Tea Research Institute
(TRI). As such, the productivity of their lands is not even close to
reach its potential.
Many agricultural areas in the country are irrigated, which
makes them less susceptible to the vagaries of weather. But,
there is potential to improve access to irrigated water. In the
2016/2017 Maha season, close to a half of the sown extent
received water from major irrigation schemes (48 per cent),
while the rest received water from rains (32 per cent) or minor
irrigation schemes (20 per cent).

Conclusion

With more than 82 per cent of Sri Lanka’s population, including
92 per cent of the poor, living in rural areas, developing the rural
economy is necessary to help them withstand the vagaries of
weather and improve living standards. Better jobs are the best
means of increasing earnings. The above discussion highlighted
the importance of better education, better institutions, better
infrastructure, and better coverage of social protection to uplift
the livelihoods of the rural population. Such policy initiatives are
especially important to improve the living standards of the rural
population, in the face of climate change and frequent adverse
economic shocks experienced by the rural population.
*This blog is based on a chapter written for the ‘Sri-Lanka: State
of the Economy 2018’ report, IPS’ annual flagship publication.
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Contract
Farming:

A Way to
Even the
Playing Field?

By Nimesha Dissanayaka
The economic importance of Sri Lanka’s agriculture sector
cannot be overemphasised. It employs nearly one third of
the population, while thousands of others’ livelihoods are
indirectly dependent on agriculture. But, the majority of
the farming community still occupies the lower rungs of
the income ladder. Farmers in rural areas struggle with the
lack of agricultural inputs, outdated technology used in
agronomic practices, unpredictable weather, and difficulties
in finding better markets with reasonable prices for their
harvest. In most areas, small-scale farmers are sidelined
when there are large scale players in the production field.
One of the possible solutions to uplift these farmers’
livelihoods, while developing the agricultural sector, is by
integrating traditional farmers into existing modern value
chains. According to World Bank research, Contract Farming
(CF) can help with this process.

Contract Farming as a Developmental
Strategy

As described in Food and Agriculture Organisation (FAO)’s
Contract Farming-Partnerships for growth, CF is an

agreement between farmers and an agricultural firm. Here,
agribusiness firms supply the farmers with inputs such
as seeds, fertilizer, and chemicals on credit, as well as
technical assistance, prior to the farming process. These
firms also ensure a market for the produce, on a contract
basis. However, such contracts pose both opportunities
and challenges to farmers. The opportunities are clear.
By signing contracts with companies which have already
built strong market channels, farmers are able to share
the market risk, as well as reap more profits. According to
the FAO, CF is considered to be an attractive strategy to
integrate poorer farmers into an open-market economy and
to generate higher incomes to rural farmers. In other words,
theoretically, CF is a sound development strategy.

Challenges of Involving Farmers in CF

There are many challenges. According to Milou Vanmulken’s
research, while contract farming schemes (CFS) are
applauded for linking millions of farmers to national and
global markets, they are not free of disadvantages. Many
bottlenecks are observed within the existing CF systems.
Farmers sometimes sell the inputs such as chemicals and
fertilizer supplied by the firm, or use them on other crops.
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There are instances where farmers sell the products to an
entirely different company or to a small trader who visits
their farm, breaching the contractual agreement. PublicPrivate Partnerships (PPPs) are identified as a solution to
such bottlenecks in value chains. But, this is not enough;
smallholder agriculture will have to play a much greater
role in the agricultural sector in supplying enough food to
meet the demand. A new concept, Public-Private-ProducerPartnerships (4P) models, has been introduced.
The 4P approach is used as a “pull” mechanism to finance
business plans submitted jointly by private companies and
farmer organisations. In these partnership agreements, both
parties take risks, invest, and share the benefits. There are
many successful case studies emerging from the 4P model.
For instance, the Los Fonchanos Milk Cooperative in El
Salvador notes that this strong relationship and investment
using the 4P model has led to a 70% increase in production.
It is evident that the 4P model is a way to overcome the
existing challenges in CF.

Figure 1: Selling Behaviout of Contract Farmers
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Source: Calculated based on survay data

He maintains that if the firm had lived up to their end of
the bargain, he would have never breached the terms and
conditions of the contract, but since the company did not
honour the contract, he felt that it was acceptable to sell to
someone else.

Meanwhile, a farmer who was waiting to sign a contract
with a company was concerned that he was already too
late. “I could not sign a contract with the firm and now
Farmers’ Behaviour in Existing CF
I am worried because neighboring farmers who signed
Systems
contracts have already achieved higher yields than me.”
The University of Peradeniya conducted a study in the
From these discussions, it is clear that CF can help to
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further/Never
independent farmers in the area
Participate
participate
with the system, they will leave the
were open to the idea of entering
system for good.
Non-contract
Contract
into a CF partnership with an
Farmers
Farmers
agricultural firm in the area, but
In Sri Lanka, the National Agribusiness
Source: Calculated based on survay data
those who have tried out CF
Development Programme (NADeP)
already were not satisfied, due
has introduced innovative models for
to the above-mentioned reasons.
inclusive and sustainable agribusiness development. It is
However, based on survey data, the harvests of contract
a testament to the success of using 4P models in contract
farmers are higher than those of independent growers.
farming. There are about 17 ongoing innovative 4P schemes
Therefore, non-contract farmers who have witnessed their
across the country catering to different agribusiness ventures
neighboring contract farmers’ successes are more likely to
that include dairy farming, hybrid maize, bee keeping,
register with contractors (Figure 2).
gherkin, fruits and vegetables, sea weed and hybrid seed.
One farmer, speaking on his experience with CF, noted “a few
years ago, a private firm came to our village and asked us to
join with them in CF. They got us an interest free loan scheme
to buy inputs and promised us to visit our farms once a week.
But they did not follow through. So we ended up selling our
harvest to another buyer.”

These 4P schemes are expected to benefit the farmers by
helping them improve the quality of their produce and lead to
higher incomes. Therefore, the CF concept is being integrated
through successful models such as 4P, which helps to
stabilise well integrated value chains and develop inclusive
and sustainable agribusinesses.
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Building the
Future:
Sustainable
Condominiums
in Sri Lanka
By Kanchana Wickramasinghe and
Chathurga Karunanayake

The recent upswing in the condominium market in Sri Lanka
(inclusive of all three types of condominiums, irrespective of their
status quo – super-luxury, luxury, and semi-luxury) signals important
developments for the construction industry. According to the
certifications issued by the Condominium Management Authority
(CMA), the absolute rate of growth of condominiums during the past
decade is 34%, while it has increased by an unprecedented 64% in
2017 alone, compared to 2016. Condominiums are now a popular
solution to the growing housing demand in Sri Lanka, owing to land
scarcity, high land prices, and high population density in urban areas.
However, environmental concerns are being largely ignored in these
developments. Although condominiums provide solutions to land
scarcity, they can lead to other negative environmental impacts, if
eco-friendly practices are not adopted. Thus, given their increasing
popularity, Sri Lanka should pay attention to the environmental
concerns that are an inevitable side effect of the condominium
boom, and take appropriate measures. Environmental impacts can
vary across different types of condominiums depending on market
segmentation (super-luxury, luxury, etc.). However, there is next to no
research-based evidence so far on the environmental implications of
condominiums in Sri Lanka.

Recent Trends

The CMA data reveal that over 92% of condominiums have been built
in the Western Province alone during 2007-2017. Colombo, being Sri
Lanka’s commercial capital, has already become the prime choice
for these developments, with the highest number of condominiums
already built, and many more in the pipelines.
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The CMA data also show that there is an upward trend in both the
number of condominiums and parcels (housing units) in Colombo.
The total number of condominiums built in Colombo during the
past decade is 727, and constitutes a total of 12,643 parcels,
making it obvious that condominiums are fast becoming a popular
housing choice in Colombo.
Discussions with officials at the Central Environmental Authority
(CEA) suggest that there is an alarming increase in the number of
complaints by neighbours against the residents of condominiums
for environmental malpractices; these include sound pollution,
insufficient space to dispose garbage, improper mechanisms
of waste disposal, and using drinking water to wash vehicles.
Therefore, Sri Lanka should pay attention to adopting good
environmental management practices in condominiums.

Greening Condominiums: Challenges Ahead

Waste management is of particular relevance to residents living
in condominiums as it is a growing concern in urban areas,
especially in the Colombo district. As there is no land space to
dispose solid waste in the case of condominiums, it is vital to
have effective mechanisms in place to collect and dispose waste.
Retrofitting of waste storage areas and lack of cooperation by
residents in condominiums for effective waste management are
common issues. Similarly, waste water has to be either disposed
to sewage systems or there needs to be dedicated onsite disposal
facilities. Sewage, waste water, and solid waste management
are key technical issues, especially in condominiums built for
low income households in Sri Lanka. If appropriate measures
are not taken, the condominium boom will worsen the waste
management problem Sri Lanka is currently facing.
Structural measures at the building design stage are needed
to ensure efficient energy and water usage by the residents.
Unfortunately, there is next to no information in Sri Lanka
about these aspects. However, there are enough examples of
condominiums using resources efficiently in other countries. The
world’s first sustainable condominium, unveiled by the GLOBE
Foundation in Canada, features an environmentally-friendly
design, with energy saving appliances and building strategies
such as utilising renewable, recyclable, durable, and non-toxic
materials made from local sources.
Meanwhile, initiatives such as the installation of water saving
devices in the common area toilets, rainwater harvesting, and
creating awareness among residents about the importance of
saving water have helped the N-Park Condominium in Penang,

Malaysia reduce its overall water consumption by 30%.
In Sri Lanka, condominium approvals are given by many
government bodies. There are several aspects that the CEA
takes into account when approving condominium projects.
These include reducing water pollution, forming proper sewage
plants, eliminating sound pollution, having proper septic tank
arrangements, sump locations, central A/C systems, central gas
systems, and properly discarding rain water. However, in Sri
Lanka, there are no proactive measures or proper monitoring
mechanisms to inspect if these aspects are in place. It is vital
that the approval process has a clear vision for at least 30 years
ahead, as condominiums are likely to play a pivotal role in framing
living conditions at present and in the future. A senior official at
the CEA stated that “to preserve valuable land, we must have
condominiums, but with proper infrastructure”. The official also
emphasised that “the most problematic element in condominiums
is the lack of a monitoring process.”

Next Steps

Environmentally-conscious real estate developments bring
considerable benefits, by using resources more efficiently and
saving costs. Evidence shows that sustainable environmental
approaches have reduced water and energy usage and have
encouraged proper management of solid waste and waste
water. Thus, it provides economic incentives for both real estate
developers and residents to build and live in condominiums which
adopt good environmental practices. The ‘green label’ can also
be used as a marketing tool by the sellers. Green condominiums
contribute to lower carbon emissions through reduced energy
consumption.
It is, therefore, timely to introduce a ‘Green Certificate’ system
to condominiums that need to be renewed periodically to make
sure environmentally-friendly measures are being practiced in
condominiums. While this can serve as an important marketing
tool, it also encourages cost savings.
Furthermore, a green rating system can be introduced based on
condominiums’ environment friendliness. Having such a system
will encourage the buyers to seek environmentally-friendly
condominiums, which will lead to smart and sustainable living in
future. A holistic and a futuristic approach should be maintained
when building condominiums. Environmental considerations
should be integrated into the approval process for the ‘design’ of
the condominiums. And awareness creation should be an integral
component of this.
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Research-based Inputs:
Key to Climate Adaptation in Sri Lanka
By Kanchana Wickramasinghe and Athula Senaratne

IPS’ Policy Engagement

Sri Lanka ranked in the fourth place among countries most affected by
extreme weather events in 2016, according to the Global Climate Risk
Index (CRI). The average CRI for Sri Lanka for the last 20 years (19972017) was recorded as 48. While the CRI fluctuates, depending on the
disaster impacts on annual basis, the 2016 rank clearly indicates that
Sri Lanka’s vulnerability to natural disasters has increased dramatically.
This suggests the need to take appropriate policy measures in a timely
manner to combat the negative impacts of such calamities.

Evidence-based research is the basis for formulating effective climate
policies. Research is vital to improve knowledge on climate change and
to design suitable interventions. Sound research is particularly important
to address policy level issues in facing the challenges of climate change.
This is at the heart of the environment policy research programme of
the Institute of Policy Studies of Sri Lanka (IPS). In 2009, the IPS came
up with a framework for a national agenda to mainstreaming climate
change for sustainable development in the country. The report served as
the platform for climate change research at IPS, which later evolved into
a comprehensive research programme. Over the years, IPS has made
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significant contributions towards linking research with practical policy
formulation.
The National Adaptation Plan for Climate Change Impacts in Sri Lanka
2016 – 2025 (NAP) was prepared by a team of researchers from IPS,
for the Ministry of Mahaweli Development and Environment. As the NAP
highlights, Sri Lanka needs to concentrate on five gaps in adapting to
the impacts of climate change – thus advocating for a Five-Gap Model
for climate adaptation in Sri Lanka. These gaps include information
gaps, technological gaps, policy and governance gaps, institutional and
coordination gaps, and resource mobilisation gaps. This model is also
applicable to many other developing countries which face similar issues.
In an effort to further enhance its role in climate policy research, IPS
conducted a policy engagement forum in May 2018.
The deliberations at the forum reiterated that timely, comprehensive,
and evidence-based research is a key pillar in mitigating the impacts of
climate change. The event was attended by climate experts representing

the government, the non-government, and the private sectors. The first
session of the forum focused on sharing key inputs from IPS research on
climate change with the stakeholders. Several important issues, ranging
from the impacts of climate change to policy interventions in areas such
as agriculture, health, water and irrigation, and infrastructure, were
discussed. The lack of evidence-based research was highlighted as a
major obstacle to effective policymaking. This lesson-sharing discussion
was followed by a dialogue on potential areas for future research.

Key Issues in Climate Adaptation
Based on the participants’ insights, a comprehensive cause and effect
diagram (fishbone diagram) was developed to explore options for climate
adaptation in Sri Lanka. Information gaps, communication gaps, poor
policy environment and institutional problems, poor access to reliable
options for adaptation, inadequate risk management options, and
increased exposure to climate related risks emerged as the main areas
which needed urgent attention when adapting to climate change.
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The need for accurate climate information was also highlighted during
the discussions. In this regard, the IPS has undertaken an action
research programme to bridge the climate information gaps among
farmers. A pilot project is being carried out in selected study sites in six
districts – Anuradhapura, Badulla, Batticaloa, Hambantota, Kurunegala
and Ratnapura – representing all agro-ecological zones in the country.
The IPS has collaborated with the Department of Meteorology,
Janathakshan, and the South Asian Network for Development and
Environmental Economics (SANDEE) to conduct the study. The potential
for climate insurance in Sri Lanka was also explored as a part of the IPS
research. A study conducted with the support of Global Development
Network (GDN) showed that it is technically feasible to implement
index-based insurance in Sri Lanka and identified the challenges that
need to be addressed.
The deliberations during the forum also pointed to the need for a
dynamic platform to share climate information and data. While,
research-based inputs are being generated by research institutes,
universities, and government agencies, such information is not
effectively shared among those who make use of the information.
Besides, climate vulnerability assessments and raw data are available
in a scattered manner. Therefore, a centralised information sharing
system is vital, especially since Sri Lanka is now taking necessary
actions to combat climate change. IPS research, looking into loss
and damage assessments due to climate change impacts, has also
suggested that the country should have an effective data sharing
mechanism for climate disasters. This should be given importance
when designing a climate information management system in the
future.
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The outputs from the group work completed by stakeholders also
emphasised the need for better coordination, both horizontally
and vertically, across different levels. As the IPS highlighted in its
first publication, mainstreaming climate change into Sri Lanka’s
development agenda is a prerequisite to implement adaptation policies
at all levels. It is necessary to understand the barriers that hinder
coordination among key figures when trying to implement policies. In
addition to climate information and climate insurance, IPS research
has also covered several important areas, such as climate impacts
on agriculture, urban climate issues, and disaster risk reduction, and
continues to provide more inputs to be fed into climate related policy
formulation in Sri Lanka.
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Q: Can you briefly describe
your journey at IPS so far?

INSIDE IPS

Kithmina Hewage
In this edition of the Talking Economics Digest, we
feature Kithmina Hewage, Research Officer at IPS. He
is a member of the World Economic Forum’s Expert
Network and a visiting lecturer at the Bandaranaike
Centre for International Studies (BCIS). Mr. Hewage’s
work is mainly based on international political economics, foreign direct investment, international trade
policy, and private sector development. He completed
his undergraduate degree at the Johns Hopkins University and graduated from University College London
(UCL) with an MSc. in International Public Policy. He
has published articles in several international journals
and other international outlets. Mr. Hewage is also a
member of the Talking Economics team.

I first worked at IPS as a summer intern
in 2011. After completing my Masters, I
joined as a Research Assistant in 2015
and by pure coincidence I happened to
join the same research unit in which I
had interned. A year after joining I was
promoted to Research Officer.

Q: What is your research
specialisation at IPS?
My research specialisation is in private
sector competitiveness and political
economy. This means that I look at
areas of economic policy related to
a wide spectrum of local and foreign
investment, industrial economics, and
regulatory issues that hinder or improve
the competitiveness of the Sri Lankan
economy.

Q: As Sri Lanka moves towards
becoming a high middle
income economy, what should
be the country’s top priorities?
Sri Lanka’s top priorities should be to
stabilise its macroeconomic fundamentals,
while finding a path that can catalyse
economic growth at a sustainable rate, in
the long term. This requires that we shift
our focus from government-led growth to
private sector-led economic growth.
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“

Economic policy discussions in Sri Lanka
are usually dominated by a specific age and
gender demographic. As a result, young
researchers often feel frustrated by the lack
of new ideas and opportunities to contribute
to the policy discourse.

Q: In your opinion, what are the
biggest challenges facing the
Sri Lankan economy
in the near term ?
Sri Lanka’s biggest near-term economic
challenge is managing its debt obligations.
Historically, since gaining independence,
successive Sri Lankan governments across
the political spectrum have relied on
debt-led development strategies. However, since graduating to middle income
status in 2010, we no longer qualify for
most concessionary loans and have to
borrow at market rates. Failure to adapt
to this reality has placed a significant
debt burden that we need to carefully
manage over the next 2-3 years. Given
that economic growth is forecasted to be
relatively low, around 4%, the margin for
error is very small, and requires prudent
and responsible economic policymaking.

Q: The dynamics of the global
economy are changing rapidly,
especially with the rise of China
as an economic superpower
and protectionist policies of the
West. How do you think these
changes will affect Sri Lanka?
I agree that Sri Lanka finds itself caught
in the crosswinds of a shift in global
economic dynamics. However, whilst
this poses plenty of challenges, there
are plenty of opportunities for Sri Lanka
to benefit as well. Growing populism
in the West means that the Sri Lankan
export sector should be cautious about its
exposure to external shocks. For instance,
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there is widespread concern that Brexit
may lead to an economic recession in the
UK – our second largest destination of
exports – and may have wider impacts on
the EU as well. Therefore, it is vital that
Sri Lanka works towards diversifying its
export markets and improves its access
to emerging economies such as China,
India, and the ASEAN region. Whilst our
geographic location is advantageous,
successfully leveraging it to diversify
our export destinations and export
basket depends entirely on improving
the competitiveness of our economy by
discarding protectionist and populist
policies.

Q: In what ways can IPS
contribute more to Sri Lanka’s
ongoing policy discussions?
IPS is already contributing heavily to socioeconomic policy discussions thanks to
its diverse areas of specialisation, strong
track record of independent research,
and acceptance amongst policymakers
and other key stakeholders. In terms of
areas of improvement, one key area is
our communication to the wider public in
Sinhala and Tamil. Unfortunately, a majority
of discussions on economic issues take
place in English and protectionist special
interest groups fill the vacuum in other
languages. Whilst I agree that this is not
solely IPS’ role, I think we can do better.

Q: What are some of your most
memorable moments at IPS?
I have benefitted greatly from the
unparalleled exposure IPS gives its young

researchers both at home and abroad, so
there are many memorable moments. If
I were to pick one, it would be initiating
the New Thinkers’ Symposium (NTS) last
year. Economic policy discussions in Sri
Lanka are usually dominated by a specific
age and gender demographic. As a result,
young researchers often feel frustrated by
the lack of new ideas and opportunities
to contribute to the policy discourse.
We wanted to change this through the
NTS by hosting an event exclusively for
those under 35 and results were almost
immediate. We had gender-balanced
panels, had some vibrant discussions,
and even ran on time. I am hoping that
in years to come, the NTS will expand
beyond being an annual event and become
a worthy platform and network for young
people interested in public policy to
meaningfully contribute towards a better
policy vision.

Q: What advice do you have for
other young researchers who are
starting out their
careers in this line of work?
Be mindful that there is a significant gap
between the theoretical economics we
learn in universities and the application
of it when it comes to policy-related
work. So, when you start your career,
come with an open mind to explore new
areas of research and do not think of your
undergrad thesis subject as your area of
specialisation. More often than not, it is
not!
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IPS NEWS
July – December 2018

Sri Lanka Needs to Refocus its
Migration Policy Priorities: IPS
The economic impact of immigration,
human trafficking and forced labour,
reintegration of migrant workers, debt as
a driver of migration, education standards
of children left behind by migrants, and
health of migrant workers are some of the
key areas where there are gaps in research
and policy, a recent Policy Engagement
Forum on Migration, identified. The Forum
was organised by the IPS on 31 July 2018.
Research Fellow and Head of IPS’ Migration
and Urbanisation research programme, Dr.
Bilesha Weeraratne, noted that migration
trends and patterns in Sri Lanka have
changed over recent years, especially with
more males migrating than females.

Sri Lankan Farmers Need
Localised Climate Forecasts
to Battle Climate Change: IPS

Climate change and climate uncertainty
has increased the demand for climate
information products (CIPs) in Sri Lanka, an
expert pointed out recently. Speaking based
on ground level experience, IPS Research
Fellow, Dr. Athula Senaratne, noted that
there is a clear demand for localised,
improved climate forecasts.
He made these remarks at the Lesson
Sharing Workshop on ‘Bridging the
Climate Information and Communication
Gaps for Effective Adaptation Decisions:
An Integrated Climate Information
Management System (ICIMS)’, organised by
the IPS, in collaboration with Janathakshan
and the Department of Meteorology of Sri
Lanka (DOM), held on 30 -31 August 2018.

Implementation Issues
Concerning the National Single
Window for Trade in Sri Lanka
Political commitment is considered to be
a key success factor in the National Single
Window (NSW) implementation.
This observation was made at the fourth
Public-Private Consultation on the NSW
implementation for Sri Lanka, organised
by the International Trade Center (ITC),
in collaboration with the National Trade
Facilitation Committee (NTFC) of the
Government of Sri Lanka. The event, which
discussed tasks at start of operations
and deployment, deployment strategy,
monitoring and reporting along with
international country experiences of NSW
implementation was held at the Hilton
Residencies, Colombo on 26 September
2018.

IPS Draws Attention to the Current
Economic Outlook at ‘State of the
Economy’ Report Launch
Despite positive elements in Sri Lanka’s
macroeconomic environment, economic
growth has remained sluggish, at under
4% for six consecutive quarters, while
debt accumulation has been accelerating,
pointed out IPS Executive Director, Dushni
Weerakoon. She noted that, while the
current depreciation of the rupee is not
unusual for Sri Lanka alone, the economywide impacts of this trend is much more
serious for Sri Lanka due to the country’s
large stock of external debt, amounting to
60% of its GDP.
She made these remarks at the launch
of ‘Sri Lanka: State of the Economy
2018’, IPS’ annual flagship report, on 15
October 2018, at the Dr. Saman Kelegama
Auditorium.
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IPS Participates in the TTI Exchange
2018 (TTIX)
IPS participated in the TTI Exchange 2018
(TTIX), held in Pullman Bangkok King Power
Hotel, on 12 – 14 November 2018. The
event focused on the theme ‘Sustainable
Organisations for Sustainable Development:
Into the Future – How Can Think Tanks
Continue to Contribute to Building More
Equitable and Prosperous Societies?’.
After almost a decade of organisational
support, the Think Tank Initiative brought
together representatives of thinktanks,
policymakers, donors, and other researchto-policy actors for a final Think Tank
Initiative Exchange to mark the last year of
the program.

Kanchana Wickramasinghe Highlights
Importance of Disaster Education
Disaster education can play an imperative
role in promoting disaster resilience,
pointed out IPS Research Economist,
Kanchana Wickramasinghe, recently.
Though there have been developments
in education and awareness aspects of
disaster risk reduction in Sri Lanka, still
there are areas which need improvements.
She made these remarks while making a
presentation at the Sub-forum for Disaster
Risk Reduction of the Belt and Road Forum
for Education Cooperation in 2018, held in
Chengdu, China from 16 – 18 December
2018.
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LATEST PUBLICATIONS
Child Poverty in Sri Lanka: Issues Related to their
Education and Access to Safe Water and Sanitation

Firm-level Analysis of Manufacturing Sector
Investments in Sri Lanka
By Kithmina Hewage and Harini
Weerasekera

By Wimal Nanayakkara
The impact of poverty during childhood
can have adverse effects on children, which
are irreversible. Sustainable eradication of
childhood extreme child poverty requires urgent
attention of the planners and policy makers,
as extreme child poverty could lead to an
intergenerational poverty cycle. Free education
including university education, compulsory
education
for all children from age 5 to 14 years, universal
health care facilities, are provided even in the most remote areas and
a range of other welfare programmes have been implemented for
more than six decades. These have contributed to impressive results
in education, health and reduction of poverty and improving the living
conditions of people across the country. However, there is more to
be done.vulnerable children in Sri Lanka, who are faced with various
deprivations, related to access to education, safe water and sanitation.

August 2018
Working Paper Series No. 29 Although Foreign
Direct Investment (FDI) inflows to Sri Lanka have
‘recovered’ in 2017, hitting the much touted USD
1 billion landmark, the underlying bottlenecks of
poor ease of doing business, attracting the wrong
‘types’ of
investments, and policy uncertainty have prevented
Sri Lanka from ushering in optimal FDI gains throughout the post-war
period. This study delves into firm-level investments in Sri Lanka’s
manufacturing sector to further explore these bottlenecks.
Three firm-level datasets of Board of Investments (BOI) enterprises
for the years 2002, 2009, and 2016 were used for this purpose, and a
comparative analysis between datasets was conducted.

Sri Lanka: State of the Economy 2018
Climate Change, Food Security and Disaster Risk Management

The IPS’ annual flagship report Sri Lanka:
State of the Economy provides a critical
assessment of the country’s economic
performance and near term outlook for
growth and macroeconomic stability. Each
year, the report also examines crucial medium
term policy priorities to achieve sustained
growth and strengthen socio-economic
development outcomes for the country.
Sri Lanka’s most significant economic milestone
in 2017 was the
gradual reclaiming of macroeconomic stability
with prudent fiscal, monetary and exchange rate policy management.
Stronger economic fundamentals, and the expected boost to investor
sentiment, offer a transformative promise of sustained and lasting
growth. The question is whether despite the positive progress on the
macroeconomic front, private investors will hold-off, uneasy at the
prospect of what promises to be testing electoral times ahead for the
country. Within a narrow growth corridor, the Sri Lankan economy
remains exposed to both domestic and external shocks as never before.
The immediate worries on the external front are the threat of rising oil
prices and a shift to a more decisive phase of interest rate tightening
in advanced economies. On the domestic front, Sri Lanka’s economic
vulnerability to climatic-related shocks is on the rise. Massive losses due
to disasters within a relatively short time period have seen the country
climb up the ranks to fourth place in the Global Climate Risk Index for
2018. Against this backdrop, the Sri Lanka: State of the Economy 2018

report draws attention to ‘Climate Change, Food Security and Disaster
Risk Management’ as its main thematic focus to examine the many
interrelated socio-economic impacts that need policy consideration.
Climate change impacts exacerbate prevailing conditions of inequality.
Disasters have a disproportionate impact on those with low incomes;
they face higher risks from poorer living conditions, and are more reliant
on vulnerable sectors like agriculture for livelihoods.

The report addresses key topics on:

 Transitioning Sri Lanka towards a Climate Resilient Low Carbon
Economy

 Climate Change, Food Security and Rural Livelihoods in Sri
Lanka

 Climate Change and Disasters: Managing the Risks in Sri Lanka
 China’s Belt and Road Initiative (BRI): A Sustainable Partnership
for Sri Lanka?

 Linkages in Climate Change, Migration and Remittances in Sri
Lanka

 Building Resilience: Public Investments to Improve Sri Lanka’s
Rural Economy

 Managing Risks through Sri Lanka’s Microinsurance System
 Addressing Nutritional Risks: A Persistent Problem in Sri Lanka

Visit our YouTube Channel ‘IPS Sri Lanka’ for Interviews with the Authors.
For Details on IPS Publications Contact:
Amesh Thennakoon, Publication Officer, 011 214 3107 or 011 214 3100 | amesh@ips.lk or publications@ips.lk
47

TEMag-Issue-1-2018.indd 47

3/29/2019 11:06:45 AM

CONTRIBUTORS
48

TEMag-Issue-1-2018.indd 48

3/29/2019 11:06:47 AM

Ashani Abayasekara

Nisha Arunatilake

Kithmina Hewage

Priyanka Jayawardena

Ashani Abayasekara is a
Research Officer with research
interests in labour economics,
economics of education,
development economics, and
microeconometrics.

Nisha Arunatilake is the Director of
Research at the IPS. She heads the
Labour, Employment and Human
Resource Development research
unit. Her research interests include
labour market analysis, education
and skill development, migration
and development and health
economics.

Kithmina Hewage is a Research
Officer with research interests in
international political economy
including WTO issues, trade
and development, export
competitiveness, and Foreign
Direct Investment. Kithmina is
also a member of the Talking
Economics Team.

Priyanka Jayawardena is a
Research Economist at the Labour,
Employment and Human Resource
Development research unit at IPS.
Her research interests include
education and skills development,
labour economics, inequality
analysis, health economics and
child nutrition.

Nimesha Dissanayaka

Shihara Maduwage

Chathurga Karunanayake

H. N. Thenuwara

Nimesha Dissanayaka is a
Research Assistant at the IPS.
Her focus in research lies
on agricultural economics,
econometrics and economic
modeling, poverty and
development policy, contract
theory, agricultural risk and
technology adoption.

Shihara Maduwage is Manager
- Communications & Strategic
Outreach at the IPS and the Editor
of Talking Economics.

Chathurga Karunanayake is a
Research Assistant at IPS, with
research interests in regulatory
governance, poverty and
development policy, international
economics and trade, health
economics and policy, economics
of education, and environmental
economics.

H. N. Thenuwara is a Distinguished
Fellow of IPS and an Adjunct
Assistant Professor at the
University of Iowa, USA.

Wimal Nanayakkara

Athula Senaratne

Chinthani Sooriyamudali

Ganga Tilakaratna

Wimal Nanayakkara is a Senior
Visiting Fellow of the IPS with
research interests in poverty, and
is a specialist in sampling.

Athula Senaratne is currently a
Research Fellow and Head of
Environmental Economic Policy
research at the IPS. His current
research interests include climate
adaptation, institutions and
property rights, and environment,
and macroeconomic policy.

Chinthani Sooriyamudali is a
Research Officer with research
interests on poverty and
development policy, econometrics
and economic modelling,
macroeconomic policy and
planning, and international
economics and trade.

Ganga Tilakaratna is a Research
Fellow and the Head of Poverty
and Social Welfare Policy Unit at
IPS. er research and publications
cover areas related to financial
inclusion, social protection,
sustainable development goals
(SDGs), poverty and ageing.

Harini Weerasekera

Bilesha Weeraratne

Janaka Wijayasiri

Charmaine Wijesinghea

Harini Weerasekera is a Research
Assistant at IPS, working in
the areas of macroeconomic
policy and planning, labour and
migration, and econometrics and
economic modeling.

Bilesha Weeraratne is a Research
Fellow at IPS focusing on internal
and international migration and
urbanization. She is also interested
in labour economics, economic
development, and economics of
sports. She is a member of the
Talking Economics Editorial Team.

Janaka Wijayasiri is a Research
Fellow at IPS. He has over 12 years
of experience on trade policy issues
and heads the International Economic
Policy Unit. He is a member of the
Talking Economics Editorial team.

Charmaine Wijesinghe is Manager –
Publications & Events at IPS and is
a member of the Talking Economics
Team.

Dushni Weerakoon

Kanchana Wickramasinghe

Dushni Weerakoon is the Executive
Director of the IPS and Head of
Macroeconomic Policy research
at the Institute. Since joining
the IPS in 1994, her research
and publications have covered
areas related to regional trade
integration, macroeconomic policy
and international economics.

Kanchana Wickramasinghe is a
Research Economist at the IPS,
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The Sri Lankan
economy is transitioning
from a mere labour
sending economy into
one that both sends and
receives workers. In this
new reality, Sri Lanka
needs an updated Act to
govern immigration in to
the country
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In most areas, smallscale farmers are
sidelined when there
are large scale players
in the production field.
Contract Farming can
help even the playing
field by integrating
traditional farmers into
existing modern value
chains.
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Although Sri Lanka has
managed to reduce
income poverty, income
inequality has remained
unchanged for more
than four decades.
Furthermore, income gaps
between different regions
is even wider than the
income inequality at the
national level.

Climate change
has increased the
vulnerability of the
Sri Lankan population
to natural disasters.
Improving the quality of
jobs and livelihoods of
the rural population is
important to build these
communities’ resilience
to natural disasters.
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The Sri Lankan rupee
has depreciated by 10%
in nominal terms by end
September 2018, posing
significant economywide risks in view of a
hefty total external debt
stock at 60% of GDP at
end 2017.
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Sri Lanka had climbed to
the fourth place among
countries most affected
by extreme weather
events in 2016, according
to the Global Climate
Risk Index (CRI). This
means that appropriate
climate policies are more
important than ever
before.
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Sri Lanka’s National
Single Window (NSW),
when implemented,
will allow businesses
to lodge information
and documents with a
single entry point, to fulfil
all import, export, and
transit-related regulatory
requirements.
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Improving institutional
coherence is
key to delivering
the Sustainable
Development
Goals (SDGs). Sri
Lanka’s Sustainable
Development Act
came into effect in
October 2017. What
are the challenges and
opportunities that lie
ahead for the Act?

This article attempts
to measure ‘border tax
evasion’, since export
and import data is well
recorded for the country,
and can act as a source
of measuring evasion
that could be taking
place at its border.

With the recent
upswing in the
condominium market
in Sri Lanka, it is
important to take
environmental
implications of these
constructions into
consideration.
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Children with disabilities
are often excluded
from educational
opportunities, and
are overlooked when
it comes to school
completion and learning
outcomes. Despite Sri
Lanka’s well-established
legislation promoting
disability-inclusive
education, there are
large gaps between
policy and practice.
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IN A NUTSHELL

16

As Sri Lanka enters
an increasingly
competitive international
environment, with a
renewed enthusiasm to
transform itself into a
modern economy, it is
important to promote
technological innovations
and generate an
educated workforce.
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FAST FACTS
The Excise Duty on liquor bases
on alcohol volume resulted in
11% decreased sales of alcohol
during the six months up to
August 2018.

August 11 marked the 190th
anniversary of the establishment of the Nuwara Eliya
town, otherwise known as
‘Little England.’ The town’s
origins date back to August
11, 1828, when the British
Governor of then Ceylon, Sir
Edward Barnes, established a
rest area in Nuwara Eliya for
British troops.

The Asian Development Bank
(ADB) committed USD 3 billion
over the next three years
(from 2018) to Sri Lanka.
India and Sri Lanka
signed two Memoranda
of Understanding (MOUs)
to build 1200 houses
through an Indian
government grant of Rs.
600 million in October.

Sri Lanka was plunged
into a constitutional
crisis with the sudden
removal of Prime Minister Ranil Wickremesinghe and the appointment
of former President
Mahinda Rajapaksa as
his replacement by
President Sirisena.

Sri Lanka’s Digital Literacy has
reached 39% and ICT exports
have surpassed USS 1 billion
making ICT the 5th largest foreign
exchange revenue earner.
Violent protests erupted across
France in opposition to President
Macron’s controversial decision
to impose a fuel tax.

Sri Lanka was named the “Best
Travel Destination for 2019” by
Lonely Planet.

Sri Lanka’s e-commerce
business sector is projected to
hit US $ 400 million by 2022.

In November, British Prime Minister, Theresa
May, presented a negotiated Brexit deal
between the UK and the EU, which included an
agreement on withdrawal payments and the
establishment of a “Irish backstop”, until a
permanent trade agreement is negotiated.
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