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1. Policy Perspectives

T
he direction of Sri Lanka's post-war socio-

political and economic development took a

decisive turn in January 2015 with the

election of Maithripala Sirisena as Sri Lanka's sixth

Executive President, ending a tumultuous 10 year

rule by former President Mahinda Rajapaksa. In

those 10 years, Sri Lanka overcame the most visible

challenge to its statehood since Independence by

finally claiming victory over a 30-year armed

separatist conflict in May 2009. Credited with

overseeing the war, it also marked the peak of

popularity of the incumbent - winning a second term

handsomely in 2010 and presiding over an

unassailable two-third majority in Parliament. The

unprecedented concentration of political power,

however, had a downside; a slide towards steps

deemed undemocratic, embodied by the lifting of

Presidential term limits through a constitutional

amendment. Thus, despite an ambitious economic

development drive that delivered high growth,

charges of corruption, nepotism and hubris were

sufficient for an eclectic mix of political opponents

to line-up behind a 'common opposition candidate'

and bring about a 'regime change' at the polls.

The coalition of par ties behind the common

opposition Presidential candidate - sprung from the

ruling Sri Lanka Freedom Party (SLFP) led United

People's Freedom Alliance (UPFA) - was steered

primarily by the SLFP's arch rival, the United

National Party (UNP). Together, proclaiming the

campaign to be a harbinger of change, a common

policy platform - 100-day programme - promised to

present the new Parliament with a series of

constitutional reforms aimed to abolish or curb the

powers provided for a strong executive head of state.

For good measure, the 100-day programme also

threw in some populist spending promises such as

1

public sector salary increases and administered

price reductions on select items such as fuel.

The electoral victory for Maithripala Sirisena - and

subsequent appointment of UNP's Ranil

Wickramasinghe to lead a minority government -

suggests that the 100-day programme appealed to

a majority of Sri Lankans disillusioned with the

workings of their political system. A broad cross-

party consensus held together to pass the 19th

Amendment to the Constitution that eroded some

powers of the Executive Presidency; most notably,

it reintroduced a two-term presidential limit and

reinstated a Constitutional Council to oversee

appointments to independent Commissions. Whilst

it is a far cry from the more ambitious promises to

abolish an all-powerful Presidential-style of

government and re-establish a Westminster-style

parliament- led government, the 19th Amendment

is nonetheless a significant step forward in

strengthening institutional and governance

structures in Sri Lanka.

The 19th Amendment was passed on 28 April 2015,

but a proposed 20th Amendment to the Constitution

to change Sri Lanka's electoral system got mired in

cross-party wrangling. Therein lay the dilemma for

the new administration and for Sri Lanka; a troubling

pattern of delays and uncertainty began creeping in

to take the gloss off the initial exhilaration generated

by the 'regime change'.

The main drawback was the interminable delay in

dissolving Parliament at the end of the 100 days to

allow political parties to seek a fresh mandate. The

UNP was clearly in favour of an early election to

capitalize on a perceived swing in voter sentiment.

The SLFP, on the other hand, was in some disarray,
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with party loyalties divided between President

Sirisena and former President Rajapaksa in the face

of moves to secure a nomination for the latter to re-

enter politics as a parliamentarian, and possibly be

elected as Prime Minister. Having secured 47.6 per

cent of the popular vote in January 2015, the

beleaguered UPFA considered him as their best bet

to retain those votes.

In the event, the much delayed August 2015 general

elections produced a hung Parliament, with the UNP

securing the highest number of seats (106), but short

of the required 113 for a majority in Sri Lanka's 225

seat legislature. Nonetheless, the UNP is able to

command a working majority with the support of a

section of SLFP parliamentarians drawn from the

UPFA's 95 seats. The arrangement offers Sri Lanka

a measure of political stability in the near term. The

more difficult task will be to ensure it holds for the

full five year parliamentary term whilst setting and

implementing policies on both political and economic

fronts.

The most pressing of these relate to the economy.

The state of Sri Lanka's economy received little

attention in the run-up to the Presidential elections.

This was for two reasons; economic issues matter

to voters if there is a deep and widespread sense of

crisis to tap into. By headline numbers alone, the

Sri Lankan economy appeared in good shape. At

end-2014, GDP growth was averaging in excess of

7 per cent in an environment of moderate inflation,

unemployment was at a low 4 per cent, and head

count poverty was down to less than 7 per cent.

There were also visible signs of infrastructure

development of roads, expressways, ports and

airports. These masked some inherent structural

weaknesses in Sri Lanka's public investment-led and

external debt-financed growth. As noted in Sri Lanka:

State of the Economy 2014 report "beyond the

immediate headline macroeconomic numbers, the

Sri Lankan economy continues to show skewed

growth, high levels of external indebtedness, modest

export earnings growth and limited private investor

appetite to expand production capacity." Stacked

against headlines statistics, structural weaknesses

in the economy, however, are not as readily

explainable on election platforms.

A second reason why the economy received little

attention is because the loose coalition of political

parties that lined up behind the common opposition

candidate, subscribe to very different policies.

Indeed, it differs widely from the market-friendly UNP

to the Marxist-leaning Janatha Vimukthi Peramuna

(JVP). Thus, any economics in the 100-day

programme was confined to addressing 'cost of

living' issues, through price reductions and state

salary and pension increases which all parties could

agree on. The new budget proposals presented in

January 2015 upheld these promises, delivering a

mix of populist measures and slapping taxes on

business profits as a one-off exercise to cover

additional expenses incurred as a result.

The economy was a casualty of polit ical

intransigence in the months to follow. A Bill to raise

government borrowing limits was defeated in April

2015, after which Bills to pass new tax measures

announced in budget proposals appeared to have

been put on hold indefinitely. With delays also in

tapping foreign borrowing via a planned Sovereign

bond, the government resorted to heavy domestic

borrowing instead. In fact, net domestic financing of

the fiscal deficit of Rs. 444 billion up to June 2015

exceeded the total net domestic financing for the

entire year in 2014. Not surprisingly, interest rates

began to edge up as a result.

The currency too has been under pressure. Inflows

of development loans slowed with stalled

infrastructure projects and effor ts to issue a

Sovereign bond took longer than anticipated, even

as the Central Bank of Sri Lanka (CBSL) used its

official reserves to service debt repayments and prop

up the currency. As of mid-2015, the outlook

stabilized somewhat with official reserves at US$

7.5 billion, sufficient for 4.5 months of imports, helped
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by swap agreements with the Reserve Bank of India

(RBI) and capital inflows of US$ 650 million from a

Sovereign bond issued in May 2015. At the same

time, however, Sri Lanka's foreign earnings growth

is stagnant with a likely weakening of the current

account. In the first six months of 2015, export

earnings contracted by 0.6 per cent, with a 15 per

cent expansion in the trade deficit; earnings from

worker remittances also slowed to a low 2.2 per cent.

First quarter 2015 GDP estimates indicate that Sri

Lanka's above 7 per cent stable growth of recent

years - annualized at 7.4 per cent in 2014 - is

moderating.1  Quarterly growth fell to 6.4 per cent

for the second consecutive quarter, and marked a

drop from 7.6 per cent growth in the first quarter of

2014. Even as growth appears to be slowing, fiscal

conditions are weakening. Fiscal adjustments will

likely take the form of cuts to public investment,

already slashed substantively to 4.4 per cent of GDP

in 2015; in an economy that has relied massively on

such investment for growth, the impact will be all

the more immediate.

Interest rates too are rising as domestic market

liquidity is absorbed by the state. It can be expected

that the very modest private sector appetite for credit

of the last 18 months will begin to reverse soon with

electoral related uncertainties largely out of the way.

Private sector investment that can support higher

growth will begin to get crowded out if government

fiscal laxity is not restrained.

Thus, the economic policy challenges for the new

government are many. Of first and immediate priority

is fiscal consolidation. A stronger fiscal position is

necessary to stabilize macroeconomic fundamentals

and lay a platform from which broad-based

productivity-enhancing reforms can begin.

While public infrastructure investment boosted

growth, Sri Lanka's export share of GDP has shrunk

to less than 15 per cent. The economy remains

overwhelmingly consumption driven, with

consumption fuelled by capital inflows in the context

of low private investment demand. Capital inflows

also feed into an appreciating exchange rate which

further aggravates scarcity of investment. As a result,

the profitability of tradeable industries declines. In

addition, Sri Lanka's modest skills base, institutional

weaknesses and inadequate infrastructure hamper

the competitiveness and efficiency of its export

industries.

Fiscal constraints, the demographics of a contracting

labour force, and skill deficiencies suggest that the

new government will have to confront difficult trade-

offs that have been avoided during years of steady

economic growth. Overhauling Sri Lanka's tax

system, tackling loss making state-owned-

enterprises (SOEs), improving labour market

efficiency, filling skill gaps in the workforce, improving

productivity of agriculture, delivering a better safety

net to the poor and vulnerable, to name a few, are

amongst a raft of reforms that need attention. Such

1 The Department of Census and Statistics (DCS) is currently engaged in re-basing the country’s national accounts. Initial estimates
suggest that real growth rates as a result will be reset at much lower rates than under the old series (see Box 2.1 of this report).

Private sector
investment
that can
support
higher growth
will begin to
get crowded
out if
government
fiscal laxity is
not restrained.
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reforms are politically difficult to deliver through the

legislative phase, and are often even more difficult

to implement. Reforms generate distributional

impacts that create 'losers' and 'winners', entailing

short-term adjustment costs, but with potential for

long term benefits. Losers can easily identify

themselves; although many more may benefit from

reforms, there is less likelihood of an organized

platform emerging in support of reform as opposed

to those who may organize on an anti-reform

platform.

Reforms are more likely to get off the ground and

succeed in the presence of certain catalysts: a

widespread sense of economic crisis and an

electorate that accepts there is no alternative to

change; a break from interest groups with vested

interests in the prevailing economic system; strong

political leadership and an electoral mandate to push

reforms through; and ownership of a reform process

rather than a perception that it is being forced on

them from outside.

Many of the above can often times converge. For

instance, an economic crisis can provide a window

of opportunity for reform - allowing governments to

overcome rent seeking interest groups who have a

stake in maintaining past systems of state patronage.

It may also be that domestic economic difficulties

precede a change of political leadership, facilitating

the shift of powerful vested interests that have

developed around certain policies. Economic

difficulties can also build broad support amongst the

public for a change, whilst international lending

agencies may step in to offer 'conditional' soft loans

that can ease fiscal constraints, allowing

governments to offer 'sweeteners' to make reforms

more palatable.

However, an economic crisis is neither a necessary

nor a sufficient condition to drive a successful reform

process. A newly elected and popular government

with a strong mandate can as easily initiate reforms

during its early 'honeymoon' period in office. Indeed,

strong political leadership can be a key determinant

in driving a reform process through even in the

absence of significant political control. Here, support

from competent technocrats in the public sector will

be a key determinant.

Sri Lanka's past experience of relatively successful

reform efforts - in 1977/78 and 1990/91, both times

under the UNP - contain a mix of these elements.

Widespread disenchantment with the country's

economic progress saw the UNP obtain an

overwhelming political mandate in 1977 to bring

about sweeping reforms. In the late 1980s, in spite

of a much reduced political space for a broad based

reform effort, strong political leadership in the midst

of a weakened economy provided the impetus for

change.2

Fiscal
constraints, the
demographics
of a contracting
labour force,
and skill
deficiencies
suggest that the
new government
will have to
confront difficult
trade-offs that
have been
avoided during
years of steady
economic
growth.

2 Dunham, D., and S. Kelegama (1997), “Does Leadership Matter in the Economic Reform Process? Liberalization and Governance in Sri
Lanka, 1989-93”, World Development, 25(2):170-190.
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By contrast, Sri Lanka has also witnessed reform

initiatives that barely made it beyond the drawing

board. In 1994, a change of political leadership saw

an initial burst of privatization initiatives, but the

enthusiasm for reforms petered out towards the latter

part of the 1990s under the pressure of coalition

governments and thin parliamentary majorities. A

brief hiatus in 2002-04 by a UNP parliamentary-led

government foretold an unsuccessful reform effort

under the weight of electorally unpopular measures

such as a freeze on public sector wages and

withdrawal of subsidies. On the other hand, potential

catalysts for reforms of political leadership and a

strong electoral mandate prevailed during 2010-14,

but there was no real belief in the necessity for them.

Overall, Sri Lanka's reform efforts delivered partial

benefits; they were also frequently delayed,

compromised, or failed altogether. Delays and

compromise are to be expected in the context of

political economy risks associated with reforms. The

reform efforts that did prevail offered compensating

mechanisms to potential losers; in the 1977/78

episode, it entailed the promise of new employment,

livelihood, and housing opportunities through public

investment. The packaging to garner popular support

was more direct in the 1990/91 episode - an

ambitious national poverty alleviation programme,

incentivizing industries to generate rural youth

employment, a village reawakening programme, etc.

- to ease perceptions of inequity in access to the

benefits of market-driven policies following the 1987-

89 JVP-led youth uprising.3

Some of the important catalysts that triggered Sri

Lanka's past economic reform initiatives - a strong

political majority and a widespread economic crisis

- are less apparent today.  That makes the task of

building consensus on an economic reform agenda

and persuading entrenched interests to accept it

more difficult. Reforms need to be ambitious in scope;

but ambition may have to be tempered by political

economy realities. An agenda setting for reforms

thus must begin with attempts to strengthen

interactions between institutions, policy processes,

and policy outcomes. The environment in which

many of these sorts of transitions take place is

strongly influenced by broader factors such as the

quality of institutions and governance in a country.

This year's Sri Lanka: State of the Economy report

centres around the theme of "Economic Reforms in

Sri Lanka: Political Economy and Institutional

Challenges". The conditions for introducing,

implementing and sustaining an economic reform

effort are weaker today than during past successful

efforts; a failure to strengthen institutions and

governance structures lies at the heart of it.

Incentives built into institutional structures determine

whether they act more as rent seeking entities,

influencing the allocation of resources. Weak

institutional structures lead to administrative

confusion and entrench privileges of the political elite

over time.

The typical rent-seeking activities under a licence-

regime have been replaced by stronger patron-client

relationships between politicians and other key

actors in the policy making process. Posts and

privileges are dispensed freely, encouraging the

practice of 'competitive populism' to the detriment

of sound policy making. The concentration of state

power has intensified, with polit ical par ties

dominated by a handful of individuals, stifling

democratic practice within parties, and centralizing

decision-making. The bureaucracy has also become

more politicized and powerful, performing both

administrative and political functions as politicians

rely on a few hand-picked technocrats to formulate

and implement policy. The dual role and

discretionary powers they enjoy mean a greater

blurring of transparency and accountability in policy

decisions, and a distancing of policy makers and

elected politicians from their constituencies.

3 Weerakoon, D., (2012), “Sri Lanka’s Economic Reform Process: Progress and Constraints” in Dee, P., (ed.), Economic Reform Processes
in South Asia: Towards Policy Efficiency, Routledge, Oxford, U.K.
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The quality of a country's institutions therefore

matters in shaping opportunities for reform and their

outcomes. In this context, Sri Lanka's current focus

on re-invigourating its politico-institutional structures

to institute norms and rules that will restrain the drift

towards arbitrary action and corruption is promising.

Institutions based on transparent rules and

governance structures will help instil confidence in

investors and businesses to undertake productive

investments rather than rent-seek.

Productive investments are needed to build a

competitive export sector. For a small developing

economy such as Sri Lanka, external demand is

critical as an enabler of sustained high growth,

generating demand, absorbing surplus labour and

raising productivity. Sri Lanka's shrinking export

share of GDP and global market share for exports

must be reversed. Reform efforts to improve export

competitiveness will require addressing constraints

on multiple fronts. These include tackling supply-

side capacities, addressing weaknesses in the

business environment, and strengthening demand-

side conditions. Improvements on these fronts will

help attract the right kind of foreign direct investment

(FDI) that brings technology and knowledge transfer

to instil competitiveness across the economy.

Governments must facilitate this by providing a

consistent and predictable policy environment.

Opaque and discretionary tariff setting must be

rationalized and streamlined to promote exports, and

efforts made to penetrate new export markets

through strategic trade partnerships.

A competitive export-led economy will depend,

among other factors, on the availability of a highly

skilled and trained workforce that can enjoy better

quality employment. Sri Lanka's demographic

transition means that its population is ageing and

the working age population is on the decline. Already,

many industries are impeded by human resource

constraints, forcing them to contemplate importing

workers and/or resort to automation. How to source

the required workers and utilize existing labour

resources more effectively are high on the priority

of labour market challenges. Reforms need to

address gaps in coordination and information

gathering amongst different labour market

institutions, bridge weaknesses in the traditional

modes of vocational and technical training, address

impediments that deter women from entering the

labour force, as well as regulatory barriers that

constrain job creation in the formal sector of the

economy.

Low levels of female labour force participation and

high levels of migration of workers are exacerbating

the labour shortage problem. The lack of access to

good jobs in Sri Lanka - i.e., those with adequate

remuneration and social protection - makes

migration for domestic work a popular employment

choice among women. While it is recognized that

migration is a double-edged sword that on the one

hand helps women, it also holds significant social

costs. One mitigating legislative reform is the

recently introduced Family Background Report

(FBR) aimed at discouraging females with children

under the age of five years from seeking foreign

employment. However, the FBR in its current form

discriminates against women, cur tailing their

livelihood options further. Regulatory strictures on

migration must remain open to policy revision.

The quality
of a
country's
institutions
matters in
shaping
opportunities
for reform
and their
outcomes.
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The fact of Sri Lanka's female migrants seeking

employment abroad owing to lack of access to good

jobs at home is reflective of mismatches in the labour

market at large. High numbers of unemployed

educated youth suggests that people enter work not

equipped with the skills demanded by firms. Indeed,

a shortage of manpower with required skills has

become the most severe constraint encountered by

the business community in the country. Sri Lanka's

education sector suffers from poor responsiveness

to drive innovation and technological transformation,

an inability to provide equitable access to quality

education, and lacks capacity in the ter tiary

education system. Reforms must focus on allocating

sufficient funds for education, enhance the quality

and relevance of the curr iculum, address

deficiencies in human resources in recruiting and

training, and ensure consistent implementation of

proposed education sector reforms.

Closely aligned to better education outcomes is the

provision of adequate health care. While Sri Lanka

has achieved noteworthy health outcomes, the

country needs to strengthen its existing health

system, both public and private, in view of changes

brought on by demographic and epidemiological

transitions. The demand for health care increases

and changes shape with an ageing population; the

rise of non-communicable diseases (NCDs) that

require long-term intervention pushes up the cost

of health care provision; moreover, countries are

increasingly more vulnerable to global health

epidemics. Reforms to strengthen health care

financing, and regulatory changes to improve public

and private health care delivery systems are

essential to continually improve on Sri Lanka's socio-

economic outcomes in a cost-effective and efficient

way.

Sri Lanka's labour market conditions and changing

demographics - with 60 per cent currently finding

employment in the informal sector and a quarter of

the population set to be over 60 years by 2031 - call

for a revamping of the existing social protection

system in the country. Despite a multitude of

programmes, low coverage, poor targeting,

inadequacy of benefits, lack of coordination among

programmes, budgetary constraints, and inequitable

resource allocation mean that a large proportion of

the vulnerable population are inadequately covered.

Reforms are needed to Sri Lanka's retirement benefit

schemes, cash transfer/subsidy programmes, and

the social protection system as a whole, to mitigate

inequities and provide adequate safety nets in

pursuit of broader poverty alleviation goals.

The most vulnerable to high incidences of poverty

is the rural agriculture-reliant population in Sri Lanka.

Despite the shrinking share of agriculture in GDP, it

continues to be an important source of income,

employment, food security, alleviating agrarian

poverty and improving export earnings. The

agriculture sector however, suffers from stagnant

productivity, limited diversification and inefficient

resource management. A broad based shift from

For a small
developing
economy such
as Sri Lanka,
external
demand is
critical as an
enabler of
sustained high
growth,
generating
demand,
absorbing
surplus labour
and raising
productivity.
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traditional low value to modern high value

agriculture, accompanied by sustained

improvements in productivity and competitiveness

through policy reforms, is critical to support a

broader structural transformation of the Sri Lankan

economy. The priority areas for reform include land,

irrigation and technology development policies, as

well as in processing, marketing and down-

streaming activities to increase value addition to

agricultural products.

The agriculture sector is also particularly vulnerable

to climate change impacts such as rainfall patterns.

At the same time, exploitative land and forest usage

is leading to natural resource degradation in Sri

Lanka. Deforestation and land degradation is

worsening; environment pollution is rising from

excessive application of chemicals, poor waste

management and air pollution. The country's

response to global environment threats such as

climate change has many gaps in policy

coordination, information, and resource mobilization.

To mitigate adverse environmental impacts, an

effective environment management system must be

in place.  It requires reforms to governance structures

to better coordinate policy, strengthen planning and

monitoring to include strategic environmental

assessments, and in approaches to environmental

management such as the adoption of market based

instruments.

The above policy areas, while not exhaustive, are

some of the many issues that the Sri Lanka: State

of the Economy 2015 report examines in some detail

in the chapters to follow. In recent years, rapid

infrastructure development was viewed as Sri

Lanka's opportunity to unlock growth; it paid

dividends in the medium term in reviving a war

ravaged economy. However, external debt financed,

consumption driven growth without complementary

reform initiatives to raise export competitiveness is

What Sri Lanka
must avoid is
fractious
horse-trading
that at times
typifies loose
coalition
arrangements;
such outcomes
can lead to
policy gridlock,
and undermine
the very same
checks and
balances of
good
governance
that is sought
to be
strengthened.
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not a sustainable long-term option for a small open

economy such as Sri Lanka.

As the infrastructure boost to growth of recent years

begins to deplete, a new direction for sustained long-

term growth needs to be set. The economic policy

choices for Sri Lanka are dwindling swiftly; growth

is moderating amidst weakening fiscal conditions

and external current account, interest rates are on

the rise while the currency is under depreciating

pressure. While Sri Lankan voters have not delivered

a sweeping election win to any one party, the UNP's

electoral mandate to form a government is

sufficiently decisive to set and pursue a

transformational economic reform agenda. The

formation of a national unity government with the

support of a section of the SLFP can provide the

necessary political stability. It leaves sufficient room

for the government to adopt a pragmatic approach

on the economic front - to weigh its options and

decide what is feasible, picking on what is more

easily doable and building on the reform process in

the medium term. What Sri Lanka must avoid is

fractious horse-trading that at times typifies loose

coalition arrangements; such outcomes can lead to

policy gridlock, and undermine the very same

checks and balances of good governance that is

sought to be strengthened.
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i

ysgmq ckdêm;s uyskao rdcmlaIf.a oi wjqreÿ

ye,yemamSï iys; md,kh wjika lrñka 2015

ckjdßfha § ffu;%smd, isßfiak Y%S ,xldfõ yh

jeks úOdhl ckdêm;s f,i f;aÍ m;aùu Y%S ,xldfõ

mYapd;a hqo ld,Sk iudc-foaYmd,k iy wd¾Ól

ixj¾Okfha .uka u. lemS fmfkk f,i

fjkiaùuls' tu oi wjqreÿ md,k iSudj we;=<;"

ksoyiska miq Y%S ,xldfõ rdcHhg t,a, jQ m%n,;u

wNsfhda.h jQ jir 30 la ;siafia furg mej;s

fnÿïjdÈ ikakoaO .egqu 2009 uehs udifha § mrdch

flÍK' hqoaOh fufyhùfï f.!rjh Èkd .ekSfuka

ckms%h;ajfha uqÿka fm;a;g u ke.s fyf;u 2010 §

fojeks jrg;a myiq ch.%yKhla ,nd .ekSug wu;r

j md¾,sfïka;=fõ ;=fkka foll wiydh n,hla

;yjqre lr .eksug o iu;a jQfha h' flfia jqj o"

fï fmr fkdjQúrE foAYmd,k n,h talrdYsùu wj

mlaIhlska o hqla; úh' ckdêm;s Oqr jdr .Kk

ms<sn| iSud jHjia:d ixfYdaOkhlska bj;a lsÍfuka

fmkajk m%cd;ka;%Sh fkdjkafka hehs lsj yels

mshjr .eksug fhduq ùu tys m%;sM,hls' ta wkqj

by< j¾Ok wkqmd;hla w;a lr .;a wd¾Ól j¾Ok

fõ.hla mj;ajd .; yels jqj o" ¥IKh" {d;s ñ;%

ix.%yh iy WoaoÉp Ndjh" úúO woyia we;s

foaYmd,k úreoaOjdoSka" Pkao úuiSfï § md,k

;ka;%fha fjkila m;d zfmdÿ úreoaO mdlaIsl

wfmalaIlfhl=Z jgd fm<.eiaùug m%udKj;a úh'

Y%S ,xld ksoyia mlaIfha kdhl;ajfhka hq;a tlai;a

ck;d ksoyia ikaOdkfhka u;= jQ úmlaIfha fmdÿ

ckdêm;s wfmalaIlhd miqmi jQ mlaI iNd.h m%Odk

jYfhka  fufyhjk ,oafoa Y%S,ksmfha m%Odk

úreoaOjdÈhd jk tlai;a cd;sl mlaIh úisks'

fjkila we;s lsÍfï Woaf>daIK jHdmdrhla m%ldYhg

m;a l< fmdÿ m%;sm;a;s fõÈldj" Èk ishfha

jevigyfkkaa m%n, úOdhl n,;, iys; rdcH

kdhl n,;, bj;a lsÍu fyda iSud lsÍu wruqKq

lr .;a jHjia:d ixfYdaOk .Kkdjla kj

md¾,sfïka;=jg bÈßm;a lsÍug fmdfrdkaÿ úh' Bg

wu;r j rcfha fiajlhkaf.a jegqma jeä lsÍu iy

bkaOk jeks f;dard .;a NdKav ñ, l%udkql+, j

wvq lsÍu jeks ckms%h mshjr .Kkdjla o we;=<;a

úh'

ffu;%Smd, isßfiakf.a ue;sjrK ch.%yKh;a bka

miqj t cd mfha rks,a úl%uisxyf.a kdhl;ajfhka

iq¿;rfha rchla m;a lsÍu;a fmkakqï flfrkqfha

osk ishfha jevigyk" ;u foaYmd,k l%uh .ek

l,lsÍug m;a j isá Y%S ,dxlsl nyq;rhg wduka;%Kh

l< njhs' úOdhl ckdêm;s l%ufha iuyr n,;,

wvq flfrk 19 jeks wdKavql%u jHjia:d ixfYdaOkh

iïu; lsÍug ish¨ mlaIj, mq¿,a iydhla ,eìK'

tu ixfYdaOkj,ska jvd;a lemS fmfkkafka

ckdêm;s Oqr jdr .Kk kej; y÷kajd oSu iy

iajdëk fldñIka iNdj,g flfrk m;aùï

ksÍlaIKh i|yd jHjia:d iNdjla kej; ia:dmkh

lsÍu h' bgq lrk ,o lghq;= ish¨ n,;, ckdêm;sg

mejfrk wdKavql%uh wfydais fldg md¾,sfïka;=jg

j.lshk fjiaÜñksiag¾ l%ufha wdKavqjla kej;

msysgqùfï jvd;a m%n, fmdfrdkaÿfjka ÿria: kuq;a

th Y%S ,xldfõ wdh;ksl iy md,k jHQyhka

Yla;su;a lsÍu i|yd jQ lemS fmfkk mshjrls'

19 jeks wdKavql%u jHjia:dj 2015 wfm%a,a 28 jeksod

iïu; lr .;a kuq;a Y%S ,xldfõ ue;sjrK l%uh

fjkia lsÍu i|yd jQ 20 jeks wdKavql%u jHjia:d

ixfYdaOkh foaYmd,k mlaI w;r mej;s u; fNao

ksid hgm;a úh' bka kj md,khg iy Y%S ,xldjg

uqyqK §ug isÿ jQfha WNf;dafldaálhlg h' fï

ksid we;s jq m%udoù fï iy wúksYaÑ;;dj,ska hq;a

wjq,a iy.; rgdj" md,kfha fjkilska we;s jQ

Woafõ.fha Tmh uld oeó h'

tys uQ,sl wvqmdvqj jQfha Èk ishhg mi qj foaYmd,k

mlaIj,g kj ck;d jrula ,nd .ekSu i|yd

md¾,sfïka;=j úiqrejd yeÍu fl<jrla fkdue;sj

l,aoeóu h' Pkao odhlhka ;=< isÿ j we;ehs is;=

fjkiaùfuka jdishla ,nd .eksug wfmalaId l<

tcdmh blaukskau md¾,sfïka;=j úiqrejd yeßug

meyeÈ,sj u leu;s úh' wfkla w;g Y%s,ksmh ;snqfKa

wjq,a iy.; ;;a;ajhl h' ta ysgmq ckdêm;s

md¾,sfïka;= wiqklg kej; ;r. lsÍug yd tu.ska

w.ue; s wfm al aIlfhl= f,i bÈßm; aùug

kdufhdackd ,nd .eksug ;snQ W;aidyh ksid

mdlaIslhskaf.a mlaId;sNdjh ckdêm;s isrsfiak yd
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ysgmq ckdêm;s rdcmlaI w;r fn§ hEu fya;=fjks'

2015 ckjdßfha § m%ldYs; Pkao m%udKfhka ishhg

47'6la ,nd .;a rdcmlaI tu Pkao m%udKh kej;

,nd .eksfï fydou WmlrKh nj .,.%yhg ,la

jQ Y%S,ksmh is;kakg we;'

flfia jqj;a fnfyúka m%udo ù 2015 wf.daia;= ui

meje;a jQ uyd ue;sjrKfhka lsisÿ mlaIlg meyeÈ,s

nyq;rhla ,nd .; fkdyels úh' tcdmhg jeä u

wdik ixLHdjla ^106& ysñ jqj o" wdik 225lska hq;a

md¾,sfïka;=fõ nyq;rh jk wdik 113 ysñ jQfha

ke;' tfia jqj;a tcdmhg wdik 95la Èkd .;a

tcksifhaa isá Y%S,ksmfha fldgilf.a iydfhka

md¾,sfïka;=fõ nyq;rhla mj;ajd .ekSug tcdmhg

yels ù we;' fuh Y%S ,xldjg flá ld,Sk foaYmd,k

ia:djr;ajhla mj;ajd .eksug fhda.H ms<sfj;la

fjhs' jvd;a ÿIalr ld¾hh jkafka foaYmd,k iy

wd¾Ól hk fmruqKq fofla u m%;sm;a;s ilia lsÍu

iy l%shd;aul lsÍu isÿ lrk w;r;=r jir myla jQ

md¾,sfïka;= jdrh ia:djrj mj;ajd .eksu h'

ñka jeä mSvkhla we;s jkafka wd¾Ólhghs'

ckdêm;sjrKhg wdikak ld,fha § Y%S ,xldfõ

wd¾Ól ;;a;ajh flf¾ fhduq jQfha wvq ie,ls,a,ls'

ta fya;= folla ksid h(Pkao odhlhdg wd¾Ól lreKq

jeo.;a jkafka w¾nQohla ms<sno .eUqrg ldjeÿKq"

mq¿q,aj jHdma;jQ ye.Sula Tjqka i;= jk úgh' Ys¾I

mdGj,ska yqjd olajk ,o ixLHd wkqj kï Y%S ,xldfõ

wd¾Ólh mj;skafka hym;a ;;a;ajhl' 2014 wjika

jk úg o< foaYSh ksIamdÈ;h" uOHu m%udKfha

WoaOukldß ;;a;ajhla hgf;a ishhg 7lg jvd jeä

idudkHhlska j¾Okh úh' ú/lshdj ishhg 4l ;rï

my;a uÜgul ;sìK' tal mqoa., oßø;dj ishhg

7lg jvd wvqh' ud¾." wêfõ.s ud¾." jrdh iy

.=jka f;dgqm< jeks há;, myiqlïj, ixj¾Okfha

oDYHdudk ,laIK fmfkkakg ;sìK' tfy;a ñka

Y%S ,xldfõ rdcH wdfhdack iy úfoaY Kh uqo,a

fhdojd isÿ flfrk j¾Okfha  Y%S ,xldjg wdfõkdl

jq hï hï jHqyd; ÿ¾j,;d wdjrKh flßK' Y%S

,xldj( 2014 wd¾Ól ;;a;ajh jd¾;dfõ i|yka jk

wldrhg" ksrka;rfhka YS¾I mdG Tiafia m<

flfrk uyd wd¾Ól b,lalï yrUj,ska neyer jQ

l," Y%S ,xldfõ wd¾Ólh fkdlvjd fmkajd we;af;a

l=ál j¾Okhls' rfÜ úfoaY Kh.e;s nj we;af;a

by< uÜgulh' wmkhk wdodhï j¾Okh w,amh'

fm!oa.,sl wdfhdaclhka ;=< ksIamdok Odß;dj mq¿,a

lsÍug reÑhla ke;' m%o¾Ys; b,lalï fuka fkdj"

wd¾Ólfha jHqyd;aul ÿ¾j,;d ue;sjrK fõÈldfõ

myiqfjka meyeÈ,s l< fkd yels h'

wd¾Ólhg wvq wjOdkhla fhduq úfï fo jeks fya;=j

jkafka úmlaIfha fmdÿ wfmalaIlhd iu. tla jQ

foaYmd,k mlaIj, wia:sr iNd.h tlsfkldg

fjkia jQ m%;sm;a;sj,g lemù isáu h' th fj<|

fmd< ys;jd§ tcdmfha isg udlaiajdÈ keUqrejla we;s

ck;d úuqla;s fmruqK olajd úúO mlaIj,ska

iukaú; úh' tuksid Èk 100 jev igyk ;=< lsishï

wd¾Ól m%;sm;a;shla jQfha kï th ish¨ mlaIj,g

tlÕ úh yels NdKav ñ, wvq lsÍfuka Ôjk úhoï

m%Yak j,g úi÷ï fiùug;a rcfha fiajlhkaf.a

jegqma jeä lsÍug iy úY%du jegqma lsÍug;a iSud

úh' fuu fmdfrdkaÿ 2015 ckjdß bÈßm;a l< kj

whjeh fhdackdj,ska l%shd;aul l< w;r tys

m%;s:,hla jYfhka ±ßug isÿ jQ w;sf¾l úhoï

jHdmdßl ,dN u; jrlg muKla wh lr .kakd

noaola mekùfuka wdjrKh lsßug mshjr .eksK'

.; jQ ld,h ;=< wd¾Ólh fuu foaYmd,k

ys;=jlaldrlfï úkaÈ;fhla úh' rcfha Kh .ekSfï

isud jeä lsÍug bÈßm;a l< mk; 2015 wfm%a,a

udifha È mrdch úh' bka miqj whjefhka bÈßm;a

l< kj nÿ fhdackd iïu; lsÍfï mk;a Èk

kshuhla ke; j miq mig oud we;s njla fmksK'

ie,iqï l< wdldrhg rdcH neÿïlr u.ska úfoia

Kh ,nd .eksu m%udo jk ksid rchg ta fjkqjg

foaYSh fj<| fmdf<kaa úYd, jYfhka Kh .eksug

isÿ úh' we;af;ka u 2015 uehs udih olajd jQ re'

ì,shk 367l nÿ wdodhï ys.fha uq¿ Y=oaO foaYsh

uQ,Hkh 2014 iïmQ¾K jif¾ uq¿ Y=oaO foaYSh

uQ,Hkh blauùh' fï ksid fmd,s wkqmd;j, by<

ke.sula olakg ,eìu mqÿuhla fkd fõ'

uqo,a tallh o mSvkhg ,la j we;' há;, myiqlï

jHdmd;s weKysáu ksid ixj¾Ok Kh .,d tau m%udo

úh' rdcH neÿïlr ksl=;=j i|yd wfmalaId l<

m%udKhg jvd jeä l,la .; úh' Kh wdmiq f.ùug

iy uqo,a tallh mj;ajd .ekSug Y%S ,xld uy

nexl=jg ;u ks, ixÑ; fhdod .ekSug isÿ úh' 2015

ueo Nd.h jk úg ks, úfoaY ixÑ; udi 4'5 l

wdkhk i|yd m%udKj;a jk t'c' fvd,¾ ì,shk

7'5l uÜgfï mej;Sfuka ;;a;ajh ia:djr njla

fmkaúh' fuu ;;ajh we;s jQfha bkaÈhdkq ixÑ;

nexl=j iu. we;s lr.;a uqo,a yqjudre tlÕ;d iy

2015 uehs udifha § rdcH Kh neÿïlr ksl=;a

lsÍfuka t' c' fvd,¾ ñ,shk 650l m%d.aOkhla rg

;=<g .,d tau ksid h' flfia jqj;a Y%S ,xldfõ

úfoaY wdodhï j¾Okh j¾;k .sKqfï we;súh yels

ÿ¾j,;d ksid tl;ek fkdfjkia j mj;S' 2015

jif¾ uq,a udih yh ;=< wmkhk wdodhï ishhg
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0'6lska my; jeà fj<| ysÕh ishhg 15lska jeä

úh' úfoaY fiajl fm%aIK o ishhg 2'2la olajd my;

jeáK'

2015 uq,a ld¾;=fõ o'foa'ks' .Kkh lsÍï wkqj Y%S

,xldj uE; jirj, ishhg 7lg by<ska mj;ajd

.;a ia:djr j¾Okh -  tkï" 2014  tkj¾Ih i|yd

ishhg 7'4 fia .Kkh l< j¾Okh - my; jefgñka

mj;s'1 ld¾;= jYfhka jQ j¾Okh fo jeks ld¾;=fõ

§ ishhg 6'4 olajd my; jeáK' th 2014 uq,a ld¾;=fõ

mej;s ishhg 7'6l uÜgu yd ii|k úg lemS

fmfkk my; jeàuls' j¾Okh ukao.dó fj;au

uQ,H ;;a;ajh o ÿ¾j, jk njla fmfka' 2015 o foa

ksIamdÈ;fhka ishhg 4'4 olajd ±kgu;a úYd,

jYfhka lmd yer we;s uQ,H .e,msï rdcH wdfhdack

;j ÿrg;a lmd yeßfï iajrEmhla .ekSug bv ;sfí'

j¾Okh i|yd tjeks wdfhdack flf¾ jeä jYfhka

/£ we;s wd¾Ólhg tys n,mEu blaukska ±fkkq

we;'

foaYSh fj<| fmd< øjYs,;dj rch úiska ndr .eksu

ksid fmd,SS wkqmd; by< hñka mj;S' ue;sjrKh

iïnkaOfhka mej;s wúksYaÑ; Ndjh bj;aùu;a

iu. miq.sh udi 18la ;siafia Kh ,nd .eksu i|yd

fm!oa.,sl wxYfha mej;s wvq b,ä u bj;a jkq we;ehs

wfmalaId flf¾' rdcH uQ,H ,sys,a Ndjh md,kh

fkdl< fyd;a" by< j¾Ok wkqmd;hla mj;ajd .;

yels fm!oa.,sl wxYfha wdfhdack iSudjkq we;'

ta wkqj kj rchg uqyqK Èug we;s wd¾Ól m%;sm;a;s

wNsfhda. fndfyda h' m<uq iy läkï m%uqL;dj

jkafka uQ,H ia:djr;ajhhs' id¾j wd¾Ól mokï

ia:djr lsÍug iy mq¿,a mokulska hqla;j

M,odhs;djh k.d isgqùu wdrïN l< yels fõÈldjla

we;s lsÍug m%n, uQ,H ;;a;ajhla wjYH h'

rdcH há;, myiqlï wdfhdackfhka j¾Okh by<

.sh kuq;a Y%S ,xldfõ o foa ksIamdÈ;fha wmkhk

m%udKh ishhg 15lg;a jvd wv úh' wd¾:slh iqúYd,

jYfhka mßfNd ackh u; r|d mj;sk w;r

mßfNdackh r|d mj;skafka mqoa.,sl wxYfha wvq

wdfhdack b,a¨ula ;=< m%d.aOkh .,d tau u; h'

m%d.aOk .,d tau úksuh wkqmd;fha by< hEug ;=vq

§fuka wdfhdack W!k;dj jvd;a W.% lrjhs' tys

m%;sM,hla jYfhka fj<|dï - osYdk; l¾udka;j,

,dNodhS nj my; jefÜ' Bg wu;r j Y%S ,xldfõ

ksmqK;d moku my;a uÜgul mej;Su" wdh;ksl

ÿ¾j,;d iy m%udKj;a fkdjk há;, myiqlï tys

wmkhk l¾udk a;j, ;r.ldß; ajhg iy

ld¾hlaIu;djg ndOd muqKqjhs'

uQ,H iSud" yelsf<k Y%u n,ldfha ck úoHd;aul

;;a;aj iy ksmqK;d W!k;dj úiska fmkajd fokq

,nkafka ia:djr wd¾Ól j¾Okhla mej;s ld,

iSudfõ § fkdi,ld yßk ,o wiSre .kqfokq kj

rchg wNsuqL lrjhs' Y% S ,xldfõ nÿ l%uh

ixfYdaOkh lsÍu" mdvq ,nk rdcH wdh;k .eg¨jg

úi÷ï ,nd §u" Y%u fj<| fmd< ld¾hlaIu;dj

jeä ÈhqKq lsÍu" Y%u n,ldfha ksmqK;d ysveia msrùu"

lDIsl¾ufha M,odhs;dj jeä lsÍu iy ÿmam;=kag

yd wjodkug ,laúh yels whg jvd;a fyd|

wdrlaIK cd,hla ,nd §u wjOdkh fhduq úh hq;=

m%;sixialrK rdYshlska lsmhls' tjeks ixfYdaOk

jHjia:d mk;a u.ska ,nd§u foaYmd,k jYfhka

wisre h' tfuka u tajd ls%hd;aul lsÍu Bg;a jvd

ÿIalr h' mrdð;hka yd ch.%dylhka ìys lrk jHdoS

n,mEï Wmojkakd jQ m%;sixialrK flá ld,Sk

.e,mqï msrsjehg fya;=jk kuq;a tajd oS¾> ld,Sk

m%;s,dN ,ndoSfï úNjfhka hqla; h' mrdð;hka

myiqfjka y÷kd .; yels h' m%;sixialrKj,ska

;j;a fndfyda fokl=g m%;s,dN w;a úh yels kuq;a

m%;sixialrKj,g úreoaO fõÈldjla ixúOdkh ùu

fuka fkdj m%;sixialrKj,g iydh olajk

fõÈldjla ixúOdkh ùug we;af;a iq¿ bvlvls'

m%;sixialrK ìï uÜgfuka ls%hd;aul ;,hg

meñfKkafka we;eï úm¾hdldrlhkaf. a

iyNd.s;ajh ksid h' wd¾Ól w¾nQoh ms<sn| mq¿,a

yeÕSula mej;Su iy fjkiaùu yer fjk;a

úl,amhla ke;s nj ms<s.;a ck;djla isáu" mj;sk

wd¾Ól l %uh yd ne÷Kq j qjukdjka we; s

lKavdhïj,ska bj;a ùu" m %n, fo aYmd,k

kdhl;ajhla iy m%;sixialrK bÈßhg f.k hEu

i|yd ckjrula ;sîu" neyeßka mgjkq ,enqfõ h

hk yeÕSug jvd m%; sixialrK ls %hdj,sfha

ysñldß;ajh ±Íu hkdÈh óg ksoiqka fõ'

by;ska ±lajQ lreKq fndfyduhla fndfyda úg tlg

tla l< yels h' ksoiqkla jYfhka wd¾:sl w¾nQohl

§ rdcH wkq.%yh ,nk merKs l%uh mj;ajd .ekSfï

jqjukdjla we;s l=,S wdodhï ,nk lKavdhï

fkdi,ld yßñka rchg m%;sixialrK l%shd;aul

lsÍfï wjia:djla ie,fia' foaYSh wd¾Ól ÿIalr;d

ksid foaYmd,k kdhl;ajfha fjkila we;s lsÍu"

iuyr m%;sm;a;s jgd f.dkq jQ jqjukdjka we;s n,j;a

lKavdhï bj;a lsÍu myiq lrjhs' wd¾Ól
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ÿIalr;dj,g fjkila i|yd ck;dj w;r mq¿,a

iydhla f.dv ke.sfï yelshdjla we;' fuysoS uQ,H

ÿIalr;dj,ska f.dv taug fldkafoais iys; j uDÿ

Kh ,nd Èug wka;¾cd;sl Kh fok wdh;kj,g

bÈßm;aùug wjia:djla ysñ fõ' túg rdcHhkag

ixfYdaOk ms<s.; yels ;;a;ajhg m;a lsÍug iyk

,nd §ug o yels jkq we;'

flfia jqj;a wd¾Ól w¾nQohla ixfYdaOk ls%hdj,shla

mj;ajd .eksug wjYH fyda m%udKj;a fldkafoaishla

fkd fõ' m%n, ckjrula iys; j w¨;ska f;aÍ

m;ajk ckms%h rchlg tys ks, ld,fha uq,a uOq

iufha § ixfYdaOk myiqfjka l%shd;aul l< yels

h' we;af;ka u m%n, foaYmd,k kdhl;ajhlg lemS

fmfkk foaYmd,k n,hla ke;s jqj o ixfYdaOk

ls%hdj,sh bÈßhg f.k hEfï ksYaÑ; idOlhla úh

yelsh' fuysÈ rdcH wxYfha m%ùK ;dlaIK

;dka;%slhkaf.a iydh o m%Odk ks¾kdhlhla fõ'

Y%S ,xldfõ m%;sixialrK m%h;akfha id¾:l jQ

w;a±lSï jk tcdm md,kh hgf;a mej;s 1977$78

iy 1990$91 ld,mßÉfPo fuu ,laIKj,

iïñY%Khls' rfÜ wd¾Ól m%.;sh ms<sn| j  rg mqrd

mej;s l,lsÍu mq¿,a ixfYdaOk f.k taug yels

jk mrsos  1977 § tcdmhg w;s úYd, foaYmd,k ck

jrula ,eìug fya;=jla úh' 1980 .Kkaj, w.

Nd.fha § mq¿,a mokulska hq;a m%;sixialrK m%h;ak

i|yd jQ foaYmd,k wjldYh fnfyúka wvq jqj o"

ÿ¾j, wd¾:sl ;;ajhla uOHfha mej;s m%n,

foaYmd,k kdhl;ajhg fjkila we;s lsÍug

Yla;shla úh'2

Bg fjkia j ixfYdaOk uq,msÍï ie,iqï uÜgfuka

bÈßhg f.k hEug fkdyels  ùfï w;a±lSïo Y%S

,xldfõ mj;S' 1994 § we;s jQ foaYmd,k kdhl;ajfha

fjki;a iu. fm!oa.,SlrK uq,msreïj, msì§ula

olakg ,enqK o 1990 w. Nd.fha § iNd. wdKavqj,

n,mEu iy md¾,sfïka;=fõ nyq;rh ;=kS ùu ksid

m%;sixialrK i|yd mej;s Wkkaÿj úhels .sfhah'

2002 -  04 tcdm rch hgf;a m%;sixialrK m%h;ak

wid¾:l jQfha Pkao odhlhka w;r ckm%sh fkdjQ

rdcH wxYfha jegqma jeäùu k;r lsÍu yd iykdOdr

bj;a lsÍu jeks mshjr w;yeÍug isÿ jq ksid h'

wfkla w;g 2010 - 14 ld, mßÉfþofha ixfYdaOk

i|yd úm¾hldrlhl= ùfï yelshdj we;s foaYmd,k

kdhl;ajhla iy m%n, ckjrula ;snqK kuq;a

tajdfha wjYH;dj .ek ienE úYajdihla fkd ;sìK'

iuia;hla jYfhka Y% S ,xldfõ m%;sixialrK

m%h;akfhka m%;s,dN ysñ jQfha wv jYfhks'

fndfydaúg tajd m%udo úh¦ fjkia flßK¦ ke;s kï

iïmQ¾Kfhkau wid¾:l úh' m%;sixialrK yd ne÷K

foaYmd,k wd¾Ól wjodku mj;sk ;;a;ajhla ;=<

m%udoùï iy fjkia lsÍï wfmalaId l< yels h'

l%shd;aul jQ ixfYdaOk m%h;akhkays § ydkshla úh

yels whg jkaÈ ,nd §fï hka;%K úh' 1977$78 iufha

§ rdcH wdfhdack yryd kj /lshd" Ôjk ud¾. yd

ksjdi imhdoSfï fmdfrdkaÿ úh' 1990$91 iufha È

ck;d iydh ,nd .ekSfï fhdackdj,sh jvd;a iDcq

wdldrhla .;af;ah' oßø;dj wvq lsÍfï wfmalaId

iy.; cd;sl jevigykla" .%dóh ;reK fiajd

kshqla;sh m;d l¾udka;j,g Èß .ekaùï" .ï Wod

jev igyk hkdÈh 1987$89 cúfm ;reK le/

,af,ka miq j fj<| fmd< u.ska fufyhjk

m%;sm;a;sj, m%;s,dN ,nd .ekSfï wiudk;dj ,sys,a

lsÍfï ±lafuka ilia flßK'3

Y%S ,xldfõ w;S; wd¾Ól m%;sixialrK uq,msreïj,g

fya;= jQ iuyr jeo.;a úm¾hldrl jk m%n,

foaYmd,k nyq;rh iy mq¿,a j me;sß wd¾Ól w¾nqo

- wo t;rï lemS fmfkkafka ke;' th wd¾Ól

m%;sixialrK kHdh m;%h ms<sn| j tlÕ;djla we;s

lr .eksu iy uq,a nei .;a jqjukdjka we;s whg

ta;a;= .ekaùu jvd;a wiSre lrjhs' m%;sixialrK úIh

m:fhka Wkak;sldó úh hq;= h' tfy;a Wkak;slduh

foaYmd,k wd¾Ól h:d¾:fhka moï úh hq;= h' ta

wkqj m%;sixialrK i|yd kHdh m;%hla wdrïN úh

hq;af;a wdh;k" m%;sm;a;s l%shdj,s yd m%;sm;a;s ksujqï

w;r wka;¾l% shdldß; ajh Yla; su; a l sÍfï

m%h;akhkaf.ks' fujeks mßj¾;k fndfyduhla isÿ

jk mßirh" rgl mj;sk wdh;kj,

.=Kd;aulNdjh iy md,kh jeks mq¿,a idOlj,

±ä n,mEug yiq fõ'

fï jifrys zY%S ,xldj( wd¾Ól ;;ajhZ jd¾;dj zY%S

,xldfõ wd¾Ól m%;sixialrK( foaYmd,k wd¾Ólh

yd wdh;ksl wNsfhda.Z hk f;audj jgd f.dkq ù

we;' wo wd¾Ól m%;sm;a;s m%;sixialrKhla

y÷kajd§u" l%shd;aul lsÍu iy mj;ajd .ekSu i|yd

jQ ;;a;aj" miq.sh id¾:l m%h;akj,g jvd ÿ¾j, h'

Bg flaka§%h jkafka wdh;ksl iy md,k jHqyhka

Yla;su;a lsÍug wfmdfydi;a úu h' wdh;ksl

jHqyhka ;=< we;s Èß.ekaùï l=,S nÿ wfmalaId lrk

tallhka f,i l%shd lrkafka o hkak ;SrKh lrk

ksid iïm;a fjka lsÍug n,mdhs' ÿ¾j, wdh;ksl
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jHqy mßmd,k jHdl+,;ajhg fya;= jk w;r ld,h;a

iu. foaYmd,k n,j;=kaf.a jrm%ido ;yjqre lrhs'

n,m;% md,khla hgf;a jQ iqmqreÿ l=,S nÿ wfmalaId

lrk l%shdldrlï" foaYmd,k{hka iy m%;sm;a;s

iïmdok l%shdj,sfha fjk;a uQ,sl l%shdldßlhka w;r

m%n, wkq.%dyl -  fiajdodhl iïnkaO;d úiska

m%;sia:dmkh lrkq ,en we;' ;k;=re iy jrm%ido

ksoyfia ,nd Èu ksid jvd;a fyd| m%;sm;a;s

iïmdokhg ydkslr f,i z;r.ldß ckms%h;dfõZ

Ndú;h Èßu;a flf¾' rdcH n,h talrdYS ùfuka

fo aYmd,k mlaI mqo a.,hka lsm fofkl=f.a

wdêm;Hhg hg j we;s w;r" mlaI ;=< m%cd;ka;%jd§

Ndú;h hgm;a j ;SrK .ekSu uOH.; j we;'

ks,Odß;ka;%h jvd;a foaYmd,kSlrKh ù n,j;a j

we;s w;r mßmd,k iy foaYmd,k hk ld¾h fol

u bgq lrhs' m%;sm;a;s iïmdokfha oS yd ls%hd;aul

lsÍfuoS foaYmd,k{hka  úYajdih rojd we;af;a

wyq,d .;a ;dlaIK{hka lsysm fofkl= flfrysh'

Tjqka i;= oaú;aj N+ñldj iy wNsu; n,;, ksid

m%;sm;a;s ;SrKj, mdroDYHNdjh iy j.ùu jvd;a

wmyeÈ,s ù we;s w;r fuh m%;sm;a;s iïmdolhka

iy f;aÍ m;a jQ foaYmd,k{hka Tjqkaf.a Pkao

mokfuka wE;a lsÍug fya;= ù  we;'

tuksid rfÜ wdh;kj, .=Kd;aul  m%;sixialrK

iy tajdfha ksujqï i|yd jQ wjia:d yev.eiaùfï oS

jeo.;a h' fujeks ikao¾Nhl"  Y% S ,xldj

w;a;fkdau;sl ls%hd iy ¥IK flf¾ rg ;,a¨ùu

j<lajk m%;sudK kS;s ia:dmkh lsÍug foaYmd,k

yd wdh;ksl jHqy m%dKj;a lsÍSu flf¾ fhduqj ;sîu

Èß .kajk iq¨ h' mdrøYH kshu yd md,k jHqy

mokï lr.;a wdh;k" l=,S nÿ wfmalaId lsÍug jvd

M,odhS wdfhdack isÿ lsÍug iu;a wdfhdaclhka yd

jHdmdßlhka ;=< úYajdih we;s lsÍug bjy,a fõ'

;r.ldÍ wmkhk wxYhla f.dv ke.Sug M,odhs

wdfhdack wjYH h' Y%S ,xldj jeks ixj¾Okh jk

l=vd wd¾Ólhlg ;sridr by< j¾Okh" b,a¨u

ckkh lsÍu" w;sßla; Y%uh we;=<;a lr .ekSu iy

M,odhs;dj kxjd,Su fkdlvjd mj;ajd .ekSug

fya;=ldrl jk ndysr b,a¨u ;srKd;aul fõ' Y%S

,xldfõ o' foa' ksIamdÈ;fha wmkhk m%udKh wvqùu

iy f.da,Sh fj<| fmd< wmkhk m%udKfha yels<Su

wdmiq yerúh hq;= h' wmkhk jeä ÈhqKq lsÍu i|yd

jQ ixfYdaOkd;aul m%h;ak me;s lSmhl we;s iSud

bj;a lsÍug fhduq úh hq;= h' Bg iemhqï YlH;d

m%j¾Okh" jHdmdßl mßirfha mj;sk ÿ¾j,;d úi£u

yd b,ä u me;af;a ;;a;ajhka Yla;su;a lsÍu we;=<;a

h' fuu fmruqKqj, jeä ÈhqKq lsÍï wd¾Ólh mqrd

;r.ldß;ajh we;s lrjk" ;dlaIKh iy ±kqu mjrd

oSug fya;= jk ksjerÈ wdldrfha úfoaY iDcq

wdfhdack ̂ FDI& wdl¾IKh lsÍug bjy,a fõ' rdcH

ix.; jQ;a" mqfrdal;kh l< yels jQ;a m%;sm;a;s

mßirhla iïmdokh lsÍfuka fuh myiq lrúh hq;=

wmkhk m%j¾Okh i|yd wmeyeÈ,s iy ys;=jlaldr

;Sre nÿ kshu lsÍu fya;=hqla;s fldg iqugkh l<

hq;= h' Wmdh ud¾.sl fj<| yjq,aldß;ajh yryd

kj wmkhk fj<| fmd<g msúiSug m%h;ak ±ßh

hq;= h'

;r.ldÍ wmkhk wd¾:slhla r|d mj;afka fjk;a

idOlj,g wu;rj jvd;a . =Kd;aul fiajd

kshqla;shla ,eìh yels Wiia ksmqK;dfjka yd

mqyqKqfjka hq;a Y%u n,ldhla mej;Su u; h' Y%S

,xldfõ ck úoHd;aul mßKdufhka fmks hkafka

ck.ykfha jhia.;ùu iy jev lrk jhfia ck

ixLHdfõ my; jeàuhs' ±kgu;a fndfyda l¾udka;

udkj iïm;a iSudjkag uqyqK § we;s ksid Tjqka

fiajlhka wdkhkh lsÍug iy$fyda iajhxl%Sh lsÍu

.ek is;a fhduq lr we;' Y%u fj<| fmd< by< u

m%uqL;dj jkafka wjYH fiajlhka fidhd .kafka

flfiahkak o yd ±kg isák Y%u iïm;a jvd;a

ld¾hlaIu j fhdod .kafka flfia o hkakhs' Y%u

fj<| fmd< úúO wdh;k w;r iïnkaëlrKh iy

f;dr;=re /ialsÍu ms<sn| ysveia bj;a lsÍu" jD;a;Sh

iy ;dlaIK mqyqKqfõ iïm%odhsl l%uj, mj;sk

ÿ¾j,;d mshùu" ia;%Ska Y%u n,ldhg we;=¿ùu iSud

flfrk ndOl úi£u fukau wd¾Ólfha úêu;a

wxYfha /lshd ks¾udKh iSud flfrk kshduk

ndOl bj;a lsÍu hk m%ia;=; m%;sixialrK  úiska

wduka;%Kh úh hq;=h'

ia;%Ska Y%u n,ldhg iyNd.sùfï my;a uÜgu yd

Y%ñl ixl%uKfha by< hEu Y%u W!k;d m%Yakh

jvd;a W.% lrjhs' Y%S ,xldj ;=< fyd| /lshd wjia:d-

tkï m%udKj;a jegqmla iy iudc rlaIKhla iys;

/lshd - fkdue;sùu ksid .Dy fiajh i|yd

ixl%uKh ùu ia;%Skaf.a ckm%sh /lshd wjia:djls'

ixl%uKh fome;a; lefmk wúhlahehs ms<s.eksula

o mj;S' tl w;lska th ia;%Skag Yla;shla jk w;r

tys ie,lsh hq;= iudc msßjehla o mj;S' tla iykYS,S

kS;s ixfYdaOkhla jkafka uE;l § jhi wjqreÿ

myg jvd wvq <uhska isák ia;%Ska úfoaY /lshdj,g

hEu wffO¾h lsÍu wruqKq lr .;a mjq,a miqìï

jd¾;dj ^FBR& y÷kajd Èu h' flfia jqj;a tu

jd¾;dj ±kg mj;sk wdldrfhka ia;%Skaf.a /lshd

wjia:d f;dard .ekSu ;j ÿrg;a iSud flfrk"
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ia;%Skag tfrys fjkia fldg ie,lsuls' ixl%uKh

ms<sn| kshduk iSud m%;sm;a;s ixfYdaOkhg újD;

úh hq;= h'

Y%S ,xldfõ iqÿiq /lshd wjia:d fkdue;sùu ksid

ia;%Ska /lshd fidhd úfoia rgj,g ixl%uKhùu

iuia;hla jYfhka Y%u fj<| fmd< mj;sk

fkd.e,mSu ms<sìUq lrhs' W.;a ;reKhka úYd,

ixLHdjla /lshd fkdue;sj isàfuka fmkS hkafka

Tjqka iud.ïj,g wjYH l=i,;d ,nd fkdf.k

fj<| fmd<g msúisu h' wjYH ksmqK;dj,ska hq;a

Y%u n,ldfha ys.h we;af;ka u furg jHdmdßl

m%cdj uqyqK fok nrm;, u ndOlhhs' Y%S ,xldfõ

wOHdmk wxYh kjHlrKhg iy ;dlaIKsl

mßj¾;khg olajkafka ÿ¾j, m%;spdrhls' th

.=Kd;aul wOHdmkhg iudk m%fõYh ,nd §ug

fkdyelsùu iy ;D;Shsl wOHdmk moaO;sfha Odß;dj

m%udKj;a fkdùu hk ;;a;ajhkag uqyqK § we;'

wOHdmkhg m%udKj;a wruqo,a fjka lsÍu"

úIhud,dj, .=Kd;aul Ndjh iy wod<;ajh jeä

ÈhqKq lsÍu" nojd .ekSfïoS yd mqyqKqfõoS uqyqK fok

udkj iïm;a W!k;d yd wOHdmk wxYfha fhdað;

m%;sixialrK fkdlvjd l%shd;aul lsÍu ;yjqre

lsÍu flf¾ wOHdmk m%;sixialrK ls%hdj,sh

wjOdkh fhduq l< hq;= h'

jvd;a fyd| wOHdmk m%;sM, m%udKj;a fi!LH /

ljrKhla §u yd iñm j ne£ isà' Y%S ,xldj fi!LH

m%;sM, w;ska ie,lsh hq;= ;;ajhla w;a lr f.k

we;s kuq;a" ck úoHd;aul iy frda. ksjdrK wxYj,

we;s lrk ,o fjkialï wkqj" rdcH iy fm!oa.,sl

hk wxY fofla u fi!LH moaO;sh Yla;su;a lsÍfï

wjYH;djla mj;S' ck .ykfha jhia.;ùu;a iu.

fi!LH /ljrKh fjkqfjka we; s m sßjeh

jeäflfrk §¾> ld,Sk m%;sldr wjYH fndafkdjk

frda. jeäùu" f.da,Sh jix.; frda.j,g ,laùfï

wjodku jeäùu hkdÈh ksid fi!LH /ljrKh

i|yd we;s b,a¨u jeä jk w;r tys yevho fjkia

fjhs' oS¾> ld,Sk ueosy;aùï wjYH jk fnda fkdjk

frda.j, jeä ùu fi!LH /ljrK iemhSfï msrsjeh

by< kxjhs' fï w;r f.da,Sh jix.;j,g rgj,a

md;%ùfï wjodkuo jeä fjñka mj;Ss' Y%S ,xldfõ

iudc-wd¾Ól m%;sM, msßjeh M,odhs iy ld¾hlaIu

wdldrfhka fkdlvjd jeä ÈhqKq lsÍu i|yd fi!LH

/ljrK uQ,Hkh Yla;su;a lsÍug;a rdcH iy

fm!oa.,sl wxYj, fi!LH /ljrKh ,nd §fï

moaO;s jeä ÈhqKq lsÍu ioyd kshduk fjkialï

isÿ lsÍug;a m%;sixialrK wjYHh'

Y% S ,xldfõ fj<| fmd< ;;a;ajhka iy ck

úoHd;aul fjkiaùï ksid mj;sk iudc wdrlaIK

moaO;sfha m%;sixialrK wjYH flf¾' ±kg ishhg

60la fkdúêu;a wxYfha fiajd kshqla;sfha isák w;r

2031 jk úg ck ixLHdfjka y;frka tlla jhi

wjqreÿ 60g jvd jeä jkq we;' jevigyka úYd,

m%udKhla ;snqK;a wvq wdjrKh" b,lal y÷kd

.ekSfï ÿ¾j,;d" m%;s,dN m%udKj;a fkdùu"

jevigyka w;r iïnkaëlrKhla fkdue;sùu"

whjeh m%;smdok iSud yd iïm;a fjka lsÍfï

wiudk;d ksid wjodkug ,la fjk ck ixLHdfjka

úYd, fldgilg m%udKj;a wdjrKhla ,efnkafka

ke;' wiudk;d iukh lsÍfï oS iy orsø;dj iukh

lsÍfï mq¿,a b,lal imqrd .ekSfï § m%udKj;a /

ljrK cd,hla iemhSug Y%S ,xldfõ úY%du m%;s,dN

fhdackd l%u" uqo,a mejÍï$iykdOdr jev igyka

iy iuia;hla jYfhka iudc /ljrK moaO;sh

fjkqfjka m%;sfYdaOk wjYH h'

oßø;djg ,laùfï jvd;a jeä wjodkula mj;skafka

Y % S  ,xldfõ . % dóh lDI sl¾uh u; hefmk

ck.ykhgh' lDIsl¾uh o foa ksIamdÈ;fha

fldgila jYfhka my; jefgñka ;sfnk kuq;a th

wdohï" fiajd kshqla;sh" wdydr iqrlaIs;;dj" f.dú

oßø;dj iukh lsÍu iy wmkhk bmehSï jeäÈhqKq

lsSÍu iïnkaO jeo.;a uQ,dY%hla j mj;S' tfy;a

tl ;ek /ÿKq M,odhs;dj" isñ; úúOdx.lrKh

iy iïm;a l<ukdlrKfha wld¾hlaIu;dj ksid

lDIsl¾uh ;¾ckhg ,la ù  we;' m%;sm;a;uh

m%;sixialrK Tiafia isÿ flfrk" M,odhs;dfõ yd

;r.ldß;ajfha ;sridr m%j¾Okh yd neÿKq"

idïm%odhsl" w.fhka wvq lDIsl¾ufha isg kùk"

w.fhka jeä lDIsl¾uh olajd jQ mq¿,a mokulska

hq;a ú;eka ùula Y% S ,dxlsl wd¾Ólfha mq¿,a

jHqyd;aul mßj¾;khla Wfoid w;HjYH h'

m%;sfYdaOk ioyd m%uqL;d lafIa;% jkafka bvï"

jdrsud¾. iy ;dlaIK m%;sm;a;s ixj¾Okh fuka u

meiqreu" wf,ú lssÍu iy lDIsl¾ñl ksIamdolj,g

w.h tl;= lsssÍu jeä oshqKq lsÍfï ls%hdldrlï h'

lDIsld¾ñl wxYh j¾Idm;k rgdj jeks foaY.=Ksl

fjkiaùïj,g ,la ùfï wjodkula mj;S' ta iu.u

Y%S ,xldfõ bvï iy jkdka;r Ndú;h wêl jYfhka

isÿ lsÍu ksid iajNdúl iïm;a mßydkshg ,la

fjñka mj;S' jk úkdYh iy bvï fidaod md¿j

jvd;a jeä fõ' wiSñ; ridhk øjH Ndú;h" ÿ¾j,

wmøjH l<ukdlrKh yd jdhq ¥IKfhka mßir

¥IK lrKfldg by< hñka we;' foaY.=Ksl

fjkiaùï jeks f.da,Sh mßir ;¾ckj,g m%;spdr
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±laùfï § m%;sm;a;s iïnkaëlrKh yd f;dr;=re

iy iïm;a fufyhùu iïnkaOj fndfyda ysveia

mj;S' mdßißl wys;lr n,meï iukh lsÍu i|yd

ld¾hlaIu mßir l<ukdlrK moaO;shla ielish

hq; =h' ta i|yd jvd;a fyd| m%;sm;a;s iïnkaëlrKh"

Wmdh ud¾.sl ;lafiare we;=<;a lsÍu fjkqfjka

ie,iqïlrKh yd kshdukh Yla;su;a lsÍu iy

fj<| fmd< mokï ks;s Í;s iïu; lr .eksu jeks

mdßißl l<ukdlrKfha msúiqï i|yd md,k

jHqyj, m%;sfYdaOk wjYH h'

by; i|yka m%;sm;a;s lafIa;% iïmq¾Kfhka u

fkdjk kuq;a zY%S ,xldj( 2015 wd¾Ól ;;a;ajhZ ys

bÈß mßÉfþoj,ska lsishï ÿrlg iúia;rd;aul j

mßlaIdjg ,la jk fndfyda m%ia;=;j,ska iuyrls'

uE; jirj, há;, myiqlïj, YS>% ixj¾Okh Y%S

,xldfõ wd¾:sl j¾Okh újD; lsÍfï wjia:djla

f,i ie,lsK' bka hqoaOfhka úkdY jQ wd¾Ólh

mK .ekaùfï È uOH ld,Sk j m%;s,dNhla w;a úh'

flfia jqj;a úfoia Kfhka uQ,Hkh jQ" mßfNdackh

u; /÷Kq" wmkhk ;r.ldß;ajh kexùfï

W!kmQrl m%;sfYdaOk uq,msreïj,ska f;dr j¾Okh"

Y%S ,xldj jeks l=vd újD; wd¾Ólhlg §¾> ld,Sk

Ñria:dhs úl,amhla fkd fõ'

há;, myiqlïj,ska j¾Okh k.d isgqùu uE;

jirj, l%ufhka ySk fõ.k hk neúka" §¾> ld,Sk

Ñria:dhs j¾Okh i|yd kj ÈYdjla i,l=Kq lsÍfï

wjYH;djla we;' Y%S ,xldfõ wd¾Ól m%;sm;a;s f;dard

.ekSfï bvlv fõ.fhka wvqfjñka mj;S' uQ,H

;;a;ajh iy ndysr j¾;k .sKqu ÿ¾j,ùu ksid

j¾Okh my; jefgñka mj;S' uqo,a tallh

wjm%udKhg ,laùfï mSvkhg yiq j we;s w;r fmd,s

wkqmd; by<g .uka lrhs' Y%S ,xldfõ Pkao odhlhka

lsisÿ ;ks mlaIhg úYd, ch.%yKhla ,nd fkdÿka

kuq;a tcdmhg rchla msysgqùug ,enqKq ck;d jru

mßj¾;kSh wd¾Ól m%;sfYdaOk kHdh m;%hla ilia

fldg bÈßhg f.k hEu i|yd m%udKj;a h' úmlaIh

jk Y%S,ksmfha iydh we;s j cd;sl tluq;= rchla

msysgqùfuka wjYH lrk foaYmd,k ia:djr;ajh ,nd

.; yels h' bka rchg wd¾Ól fmruqfKa m%dfhda.sl

msúiqula mj;ajd .ekSug;a" tys úl,am lsrd uek

ne,sug yd l< yels jkafka l=ula o hkak ;SrKh

lsÍug;a myiqfjka l< yels foa lsÍug iy uOH

ld,Sk j m%;sfYdaOk ls%hdj,sh f.dv ke.Sug;a

m%udKj;a bv m%ia:djla ie,fia' Y%S ,xldj w;ayeßh

hq;af;a fujeks ,sys,a iNd. jev ms<sfj< j,

,laIKhla jk fNao Nskakùï h' tjeks ;;a;ajhla

ksid m%;sm;a;s wjq,aúh yels w;r Yla;su;a lsÍug

wfmalaId lrk hymd,kfha YslaIKh yd iu;=,kh

hgm;a jkq we;'

igyka(

1' ck iy ixLHd f,aLk fomd¾;fïka;=j ±kg

cd;sl .sKqï m%;s mokï lrñka isà' uQ,sl .Kkh

lsÍï wkqj fmkS hkafka m%;s mokï lsÍfï m%;sM,hla

jYfhka ,efnk ;;H j¾Ok wkqmd;" l,ska mej;s

m%udKhg jvd fnfyúka wvq njhs'  ̂ fuu jd¾;dfõ

2'1 fldgqj n,kak'&

2. Dunham, D. and S. Kelegama (1997) ''Does

Leadership Matter in the Economic Reform Process?

Liberalization and Governance in Sri Lanka 1989 -

93”, World development, 25(2) 170-190.

3. Weerakoon, D/ (2012) ''Sri Lanka's Economic

Reform Process and Constraints'' in Dee. P (ed)

Economic Reform Processes in South Asia: Towards

Policy Efficiency. Routledge. Oxford U K.



i

1.1.1.1.1. nfhs;if vjpu;ghu;g;Gf;fs;nfhs;if vjpu;ghu;g;Gf;fs;nfhs;if vjpu;ghu;g;Gf;fs;nfhs;if vjpu;ghu;g;Gf;fs;nfhs;if vjpu;ghu;g;Gf;fs;

Rje;jpuf; fl;rpf;fhd vjpupahd If;fpa Njrpa fl;rp;

g pujhdkhf nraw;gl ;lJ. xd;whf> ehl ;bd;

mgupkpjkhd epiwNtw;W mjpfhuk; nfhz;l rdhjpgjp

Kiwikapid ,y;yhnjhopg;gJ my;yJ mjd;

mjpfhuq;fisf; Fiwg;gJ vd;w ,yf;fpid

Kd;itj;J gy;NtWgl;l murpayikg;G khw;wq;fis

nra;J ghuhSkd;wj;jpw;F mjpfhuq;fis toq;Fk;

tifapyhd thf;FWjpfis toq;fp 100 ehs;

Ntiyj; jpl;lj; ;jpw;fhd nghJthd nfhs;if

mbj ; jsk ;  ,lg ; gl ; L khw ; wnkhd ;iw

nfhz;LtUtjw;fhd nraw;ghLfs; Kd;nd-

Lf;fg;gl;ld. ey;nyz;z Kd;ndLg;ghf> 100 ehs;

Ntiyj;jpl;lj;jpd; fPo;> mur Jiw Copau;fSf;fhd

kf;fs; ey nrytPdq;fisr; nra;jy; vd;w

mbg;gilapy; rk;gs mjpfupg;G kw;Wk; vupnghUs;

Nghd;w njupT nra;ag;gl;l nghUl;fspd; tpiyf;

Fiwg;G Nghd;wd eilKiwg;gLj;jg;gl;ld.

ikj;jpupghy rpupNrd mtu;fspd; Nju;jy; ntw;wp kw;Wk;

rpWghd;ik murhq;fj;ij topelj;Jk; nghUl;Lk;

mjidj; njhlu;e;J I.Nj. fl;rpapd; jiytu; uzpy;

tpf;fpukrpq;ftpd; epakdk; Nghd;wd mtu;fSila

mur pay ; Kiwikapid nraw ;gLj ;Jtjpy ;

rpf;fy;fis Vw;gLj;Jk; vd ngUk;ghd;ikahd

,yq;if kf;fs; fUjpa NghJk; ; 100 ehs;

Ntiyj;jpl;lk; khw;wq;fis NfhupaJ. RahjPd

Mizf;FOf;fspd; epakdq;fis Nkw;ghu;it

nra;tjw;fhd murpayikg;Gr; rigapid kPs

jhgpg;gjw;Fk; epiwNtw;W mjpfhuk; nfhz;l

rdhjpgjapd; mjpfhuq;fis kpf Kf;fpakhf gjtpf;

f hyj ; j pid ,uz ;L jtizfSf ;F

kl;Lg;gLj;Jtjw;Fk; kPs mwpKfk; nra;tjw;Fkhd

mur payikg ; G khw ; wq ; fis nra ;tjw ;F

murpayikg;gpd; 19 Mk; jpUj;jj;jpid epiwNtw;wpf;

nfhs;tjw;F gy;NtW gl;l murpay; fl;rpfs; gue;j

mstpy; jq;fSila fl;rp Mjutpid toq;fpaJ.

rfy epiwNtw;W mjpfhuq;fisf; nfhz;l rdhjpgjp

Ml;r p Kiwikapid ,y;yhnjhopg ;gjw ;Fk;

nt];kpdp];lu; Kiwikahd ghuhSkd;wj;jpw;F

mjpfhuq;fis xg;gilj;J ghuhSkd;wj;jpdhy;

murhq;fj;jpid topelj;Jk; Kiwikapid

Vw ; gLj ;JNthk ;  vd vj p u ; g h u ; g ; Gf ; fis

Kd;ida rdhjpgjp k`pe;j uh[gf;\tpd; 10 tUl

jpl;lkplyw;w jhd;Nwhd;wpj;jdkhd Ml;rpia

KbTWj;jp ,yq;ifapd; MwhtJ epiwNtw;W

mjpfhuk; nfhz;l rdhjpgjp mjpNkjF ikj;jpupghy

rpwpNrd mtu;fs; ,yq;ifapd; MwhtJ epiwNtw;W

mjpfhuk; nfhz;l rdhjpgjpahf 2015 rdtupapy;

njupT nra;ag;gl;lijj; njhlu;e;J ,yq;ifapy;

Aj;jj;jpd; gpd;duhd nghUshjhuk; kw;Wk; r%f

nghUshjhu mgptpUj;jpapy; jPu;f;fkhnjhU khw;wk;

Vw ;gl ;Ls ;sJ. 30 tUlq ;fSf ;F Nkw ;gl ;l

gpuptpidthj MAjjhupfSf;F vjpuhd ,Wjp

ntw;wpahdJ 2009 Nk khjj;jpy; milag;ngw;wJld;

mjidj; njhlu;e;J ehl;by; ntspg;gilahff; fhzf;

$ba rthy;fspypUe;J ntspNaWtjw;fhf fle;j

10 tUlq;fspy; ntw;wpaile;Js;sJ.

Aj;j ntw;wpapid rhjkhf;fpf; nfhz;L jdJ

,uz;lhtJ jtizapid 2010 Mk; Mz;L kpf

,yFthf ntd;W jw ;nghOija rdhjpgjp

g p ugy ;aj ;j pd ; cr ;r e piyapid mile ;J

nfhz;lJld;  ghuhWkd;wj;jpy; mile;J nfhs;s

Kbahj %d;wpy; ,uz;L ngUk;ghd;ik gyj;Jld;

gjtpapy; ,Uf;fpd;whu;. murpay; mjpfhuj;jpid

mgupkpjkhf gad;gLj;jpaJld; vt;thwhapDk;> ,e;

epiyikahdJ rdehaf uPjpaw;w xU Nghf;Ff;F

toptFj;jJld; mjd; Clhf murpayikg;G

khw;wnkhd;wpd; Clhf rdhjpgjp xUtu; gjtp tfpf;ff;

$ba jlitfspd; tiuaiwapid ePf;fpf; nfhz;lhu;.

,Ue;j NghJk;> cau; nghUshjhu tsu;r;rp> Coy;

Nkhrbfs;> gf;fr; rhu;ghd Mjutspg;Gf;fs; kw;Wk;

jhd;Nwhd;wpj;jdkhd KbntLg;Gf;fspd; Clhf cau;

nghUshjhu mgptpUj;jpia ,yf;F itj;J

nraw;gl;l NghJk; ,t;thwhd nraw;ghLfs;

nghJthd vjpu;fl;rp Ntl;ghsu; vd;w murpay;

vjpu;g;Gf;F toptFj;jJld; Nju;jypd; NghJ Ml;rp

khw;wnkhd;Wf;Fk; toptif nra;jJ.

nghJ vjpu;f;fl;rp rdhjpgjp Ntl;ghsupd; fPo; fl;rpfs;

$l;Lr; Nru;e;J nfhz;likahJ If;fpa kf;fs; Rje;jpu

Kd ;dz pa pdhy ;  (UPFA) to pelhj ; jg ; gl ; l

Ml;rpapypUe;j ,yq;if Rje;jpuf; fl;rp (SLFP)

ntspNaw;wg;gl;lJ. ,e;j epiyikf;F ,yq;if
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cUthf ;f pa pUe ; j NghJk ;  e pWtdq ;fis

cWjpg;gLj;jy; kw;Wk; ,yq;ifapy; Ml;rpaikg;G

fl;likg;gpy; fUjj;jF Kd;ndLg;Gf;fis 19 Mk;

jpUj;jk; nfhz;bUf;fptpy;iy. 2015 Vg;uy; 28 Mk;

jpfjp 19 Mk; jpUj;jk; epiwNtw;wg;gl;lJld;> Mdhy;

Kd ;nkho pag ; gl ; l ,yq ;ifa pd ;  Nju ; jy ;

Kiwika pid khw ;Wtjw ;fhd 20 MtJ

murpayikg;Gj; jpUj;jk; fl;rpfspd; cl;G+ry;fs;

kw;Wk; ,Oj;jbg;Gf;fspdhy; jilg;gl;Ls;sJ. Ml;rp

khw;wk; vd;w Nfhrj;jpd; Clhf gpujhdkhf

vjpu;ghu;j;j Gjpa epWthf Kiwik njhlu;ghd

ed;ikfis mile;J nfhs;tjpy; epr;rpakw;w jd;ik

cUthfp tUtJld; mjid mKy;gLj;Jtjpy;

jhkjq;fspid cUthf ;Fk ; r pf ;fnyhd;Wk ;

cUthfpAs;sJ.

murpay; fl;rpfs; Gjpjhf kf;fs; Miznahd;iwg;

ngw;Wf; nfhs;tjw;F mDkjp toq;Fk; tifapy;

100 ehs; Ntiyj;jpl;lk; Kbtile;jijj; njhlu;e;J

ghuhSkd;wj;ij fiyg;gjpy; gpujhdkhf cs;s

jhkjq;fs; fhzg;gl;ld. thf;fhsu;fspd; Mjutpid

jkf;F rhjfkhf;fpf; nfhs;Sk; nghUl;L tpiuthd

Nju;jy; xd;iw If;fpa Njrpaf; fl;rp njspthf

vjpu;ghu;j;jpUe;jJ. ,q;if Rje;jpuf; fl;rp> kW Gwkhf>

Kd;dhs; rdhjpgjp k`pe;j uh[gf;]tpd; kPs; tUif

kw;Wk; gpujk mikr;ruhf njupT nra;ag;gLjtw;fhd

rhj;jpaq;fs; njhlu;gpy; Ntl;g;G kDf;fis toq;FtJ

njhlu;gpy; rdhjpgjp ikj;jpupghy rpwpNrd kw;Wk;

k`pe;j uh[gf; MfpNahUf;F ,ilapy; KWfy;

epiyapd; fhuzkhf fl;rpapd; ek;gj;jd;ik

Fiye ;j pUe ;j fhuzj ;j pdhy ; Nju ;jYf ;F

nry;tjw;fhd re;Njf epiyik fhzg;gl;lJ. 2015

Mk; Mz;L rdtup khjj;jpy;; eilngw;w Nju;jypd;

NghJ 47.6 rjtPj thf;Ffisg; ngw;wpUe;jikapdhy;

mt;thW ngw;Wf; nfhz;l thf;F Mjutpid

jf;fitj;Jf; nfhs;tjw;F k`pe;j uh[gf;rNt rpwe;j

Ntl;g;ghsu; vd If;fpa kf;fs; Rje;jpu Kd;dzp

fUjpaJ.

,e;j epfo;tpy;> mjp $ba Mrq;fshf 106

Mrdq;fis If;fpa Njrpaf; fl;rpAk;> Mdhy;

,yq ;ifa pd ; 225 Mrdq ;fisf ; nfhz;l

ghuhSkd;wj;jpd; ngUk;ghd;ikapid ngw;Wf;

nfhs;tjw;Fj; Njitahd 113 mile;J nfhs;tjw;F

rpWJ Fiwtile;j epiyapy; kpfTk; jhkjkhf

eilngw;w Nju;jyhdJ njhq;F ghuhSkd;wnkhd;iw

cUthf;fpaJ. ,Ue;j NghJk;> If;fpa kf;fs; Rje;jpu

Kd;dzpapd; 95 cWg;gpdu;fspypUe;J xU njhFjp

cWg;gpdu;fspd; Mjutpidg; ngw;W Ml;rpaikf;Fk;

ngUk;ghd;ik Mjutpid If;fpa Njrpaf; fl;rp

ngw;Wf; nfhs;Sk;; ,aYikia nfhz;bUf;fpd;wJ.

,e ;j Kd;ndLg ;ghdJ mz;k pa fhyj ;j py ;

,yq;ifapd; murpaypd; epiyj;j jd;ikapy; xU

Vw;ghl ;il toq;fpaJ. ,Ue;j NghJk; ,U

fl;rpfspdJk; murpay; kw;Wk; nghUshjhu

Kd ;ndLg ;Gf ;fs pd ; Clhf nfhs ;iffis

cUthf;Fjy; kw;Wk; mKy;gLj;jy; Clhf G+uzkhd

Ie;J tUlq;fSf;F ,e;j Ml;rpia epiy epWj;jpf;

nfhs;tJ kpfTk; rpf ;fyhd ,yf;F vd;gJ

njspthfpd;wJ.

,jpy; kpfTk; ghjpg;Gf;Fs;shdJ nghUshjhukhFk;.

[dhjpgjpj; Nju;jYf;F mz;kpj;j fhyj;jpd; NghJ

,yq;ifapy;; nghUshjhu epiyik njhlu;ghf

Fiwe;jsthd ftdNk nrYj;jg;gl;lJ. ,J

,uz;lhtJ fhuzkhFk; jkJ eyDf;fhf

gad;gLj;jpf ;nfhs;sf;$ba Mokhd kw;Wk;

gue;jstpyhd ru;r;irf;Fupa epiyikfs; gw;wpa

mr;rk; xd;W epytpapUg;gpd; thf;fhsu;fSf;F

nghUshjhu gpur;rpid Kf;fpaj;JtkhFk;. nkhj;j

Gs;sptpguq;fSf;Nfw;g ,yq;ifapd; nghUshjhuk;

tYthdjhFk;. 2014 I mz;kpj;jNghJ nkhj;j Njrpa

cw;gj;jpahdJ kj;jpa mstpyhd; gztPf;f

epiyikapd; fPo; 7%  tPjkhd $ba ruhrup tsu;r;rp

nahd;wpid ngw;wpUe;jJ. njhopypd;ik 4% tPjk;

tiu tPo;r ;rpaile;jpUe;jJ. nkhj;j tWik

epiyikahdJ  7%  tPjk; tiu Fiwe;jpUe;jJ.

t Pj pfs ; > mjpNtf tPj p > JiwKfk; kw ;Wk ;

tpkhdepiyak; Nghd;w cl;fl;likg;G trjpfspd;

mgptpUj;jpapy; Fwpg;gplj;jf;f Kd;Ndw;wk; xd;W

fhzg;gl;lJ. ,it ,yq;ifapd; murhq;f KjyPL

kw ;Wk ; nts pehl ;Lf ;fld ;fs pd ; ClhfNt

Nkw;nfhs;sg;gl;ld.

nghUshjhuj ;j pw ;F Fiwe ;jsthd ftdk ;

nrYj;Jjy; ,uz;lhtJ fhuzkhf ,Ug;gJ

vjpu;f;fl;rpapd; nghJ Ntl;ghsUld; ,ize;j

murpay; fl;rpfs; nghJthd xj;Jiog;ghdJ

xUtUf;nfhUtu ; NtWgl ;l nfhs;iffshf

gpupe;jpUe;jik njspthf ntspg;gl;lJ. ,J re;ij

nghUshjhuj;ij tpUk;Gfpd;w If;fpa Njrpaf;

fl;rpapy; ,Ue;J rkTlik nghUshjhu Mokhd

ek;gpf;ifAs;s kf;fs; tpLjiy Kd;dzp tiu

gy;NtWgl;l fl;rpfspid cs;slf;fpapUe;jJ. ,jd;

fhuzkhf E}W ehs; epfo;r;rpj; jpl;lj;jpy; ve;jnthU

nghUshjhuf; nfhs;ifapidAk; nry;tnjd;why;
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mJ rfy fl;rpfSk; cld;glf;$ba xU tplakhf

nghUl;fspd; tpiyfis Fiwj;jy;> tho;f;ifr;nryT

gpur ;r pidf;F jPu ;nthd;wpid NjLjy;> mur

Copau;fspd; rk;gsj;ij mjpfupj;jy;> kw;Wk;

Xt;T+jpar; rk;gsj;ij mjpfupj;jy; vd;gdtw;Wld;

kl;Lg;gl;ld. ,e;j thf;FWjpfs; 2015 [dtupapy;

rku;g;gpf;fg;gl;l Gjpa tuTnryTj;jpl;l Kd;nkhoptpy;

nray;Kiwg;gLj;jg; gl;lJld; mjd; ngWNgwhf

,t;thwhd thf;FWjpfis epiwNtw;Wtjw;F

Vw;gl;lJld; ,jD}lhf Nkyjpf nrytpdq;fs;

njhopy;Kaw;rp ,yhgj;jpd; gb xUKiw khj;jpuk;

mwtpl;Lf;nfhs;tjw;F tup xd;wpid tpjpg;gjw;Fk;

<Lnra;tjw;Fk; eltbf;if vLf;fg;gl;lJ.

fle;J nrd;w fhyj;jpd; NghJ nghUshjhuk; ,e;j

murpay; vNjr;irahd nraw;ghLfs; fhuzkhf

epiyaw;wpUe;jJ. murpd; fld; ngWk; vy;iyapid

mjpfupg;gjw;fhf rku;g;gpf;fg;gl;l rl;l%ykhdJ 2015

Vg;uy; khjj;jpy; Njhy;tpaile;jJ. mjd; gpd;du;

tuTnryTj;jpl;lj;jpd; %yk; rku;g;gpf;fg;gl;l Gjpa

tupj;jpl;lj;jpid epiwNtw;wpf;nfhs;Sk; rl;l%yk;

jpfjp Fwpg;gplg;glhJ fhyk; jho;j;jg;gl;lik

njspthfpd;wJ. jpl;lkplg;gl;l gpufhuk; murhq;fj;jpd;

fld;Kwpfs;  Clhf ntspehl;Lf;fld;fis

ngw;Wf;nfhs;tjw;F jhkjk; Vw;gl;ljd; fhuzkhf

murhq;fk; mJ njhlu;ghf cs;ehl;Lr; re;ijapy;

ghupa mstpy; fld;fis ngWtjw;F Vw;gl;lJ.

cz;ikahf 2015 Nk khjk; tiu tuptUkhdg;

gw;whf;Fiw nkhj;j epfu Njrpa epjpaPl;lk; 2014

Mk; Mz;L KOikahd Mz;bd; nkhj;j epfu

Njrpa epjpaPl;lj;jpid tpQ;rpapUe;jJ. ,jd;

fhuzkhf tl;btPjj;jpy; mjpfupg ;nghd;wpid

fhzf;$bajhf ,Ue;jik ftdpf;fj;jf tplakhFk;.

ehza myFk; mOj;jj;jpw;Fs;shf;fg;gl;Ls;sJ.

cl;fl;likg;G trjpfs; mgptpUj;jp nraw;wpl;lq;fs;;

jilg;gl;ljd; fhuzkhf mgptpUj;jpf; fld;fspd;;

cs;tUif jhkjkile;jJ. murhq;fj;jpd; fld;Kwp

tpepNahfk; njhlu;ghf vjpu;ghh;f;fg;;gl;l mstpYk;

g h u ; f ; f $bafhyk ;  Vw ; gl ; lJ . fld pid

k Psr ; nrYj ;Jtjw ;Fk ;  ehza myf pid

Ngzpr;nry;tjw;Fkhf ,yq;if kj;jpa tq;fpAld;

kj;jpa tq;fpapd; cj;jpNahfG+u;t xJf;fj;jpid

gad;gLj;jpf;nfhs;sNtz;ba epiyNaw;gl;lJ. 2015k;

Mz;bd; eLg;gFjpahFk; NghJ cj;jpNahfG+u;t

ntspehl;L xJf;fkhdJ ehyiu khjq;fSf;F

,wf;Fkjp nra;af;$ba mstpyhd If;fpa mnkupf;f

nlhyu; 7.5 gpy;ypad; mstpw;F Ngzpr;nry;yf;$ba

epiyikapy; ];jpuj;jd;ik fhzg;gl;lJ. ,e;j

epiyik Vw;gl;lJ ,e;jpahtpd; xJf;fPl;L tq;fpAld;

Vw;gLj;jpf;nfhz;l nfhLf;fy; thq;fy; cld;ghL

kw ;Wk ;  2 0 1 5 Mk ; Mz;L Nk khjj ;j py ;

murfld;Kwpfs; ntspaPL nra;jik If;fpa

mnkupf;f nlhyu; 650 kpy;ypad;   %yjdk; ehl;bDs;

cl;gha;r;rpa fhuzj;jpdhyhFk;. vt;thwhapDk;

,yq;ifapd; ntspehl ;L tUkhd tsu;r ;r p

eilKiwf; fzf;fpy; Vw;gLj;jf;$ba  Nkhrkhd

epiyikfs; fhuzkhf khw;wkilahJ fhzg;gl;lJ.

2015Mk; Mz;bd; Muk;g miuahz;bd; NghJ

Vw;Wkjp tUkhdk; 0.6% dhy; tPo;r;rpaile;J nrd;kjp

epYit gw;whf;Fiw 15% dhy; mjpfupj;jJ.

ntspehl;L Copau;fspd; xU gf;f fpilg;gdTfs;

2.2% tiu tPo;r;rpaile;jJ.

2015k; Mz;bd; KjyhtJ fhyhz;by; nkhj;j Njrpa

cw;gj;jpapd; fzf;nfLg;gpw;Nfw;g ,yq;if mz;kpa

Mz;Lfspy; 7% ,Yk; mjpfkhd tsu;r ;r p

epiyikapid NgzpAs;sJld; 2014k; Mz;L

njhlu;ghf 7.4% dhy; fzf;fplg;gl;l tsu;r;rpahdJ

tPo;r;rp kl;lj;jpy; fhzg;gLfpd;wJ. fhyhz;L

mbg;gilapyhd tsu;r;rpahdJ njhlu;r;rpahf

,uz ;l htJ fhyhz ;by ;  6 . 4% tiu

tPo;r;rpaile;Js;sJ. ,J 2014k; Mz;bd; Muk;g

fhyhz;by; epytpa 7.6% kl;lj;Jld; xg;gPL nra;Ak;

NghJ  njspthd tPo;r;rp xd;wpidf; fhl;Lfpd;wJ.

tsu;r;rpahdJ Nkhrkhd epjp epiyikapid

,e;epiyik ntspf;fhl;Lfpd;wJ. epjpr; rPuhf;fk; 2015

,y; nkhj;j Njrpa cw;gj;jpapy; 4.4% tiu ,g;ghupa

mstpy; Fiwf;fg;gl;Ls;sJld; mur KjyPLfs;

NkYk; Fiwf;fg;gl;Ls;sJ. tsu;r;rp njhlu;ghf

,t;thwhd KjyPLfspd; ghy; mjpfsT jq;fpAs;s

nghUshjhuk; ,jd; fhuzkhf ghupa mr;RWj;jYf;F

tpiuthf Kfk; nfhLf;fpd;wik njspthfpd;wJ.

cs;ehl;Lr; re;ijapd; jputepiyik murpdhy;

ngwg;gLfpd;w fld;fspd; fhuzkhf tl;br; rjtPjk;

cau;tile;J nry;fpd;wJ. Nju;jy; njhlu;gpy;

epr;rakw;w epiyik Kbtile;jJld; fle;j

khjj;jpy; fle;j 18 khjk; G+uhfTk; fld; ngWjy;

njhlu ; g hf jd pahu ;Jiwa py ;  fhzg ; gl ; l

Fiwe;jstpyhd Nfs;tp e Pq ;f pAs;sJ vd

vjpu;ghh;f;fg;gLfpd;wJ. mur epjpf; fl;Lg;ghLfspd;

,yFgLj;jg;gl;l jd;ik nra;ahjpUg;gjdhy; cau;

tsu ;r ; r pnahd ;w pid Ngzpf ;nfhs ;s $ba

jd pahu ;Jiwa pdu ;  jkJ Kjy PLfis

ePf;fpf;nfhz;Ls;sdu;.
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mjd; gpufhuk; Gjpa murhq;fk; Kfk;nfhLg;gjw;Fs;s

nghUshjhu nfhs ;if u Pj pahd rthy ;fs ;

mj pfkhFk ; . KjyhtJ kw ;Wk ; Ju pjkhd

Kd;Dupikahf ,Ug;gJ epjpe piyikapid

cWjpg;gLj;JtNj MFk;. nkhj;j nghUshjhuj;jpid

mbg ;gilahff ; nfhz;L nghUshjhuj ;ij

];jpug;gLj;Jtjw;Fk; gue;j mstpy; tpidj;jpwdpid

fl;bnaOg;Gtjw ;Fk ; Muk ;g pf ;fg ;glNtz;ba

epiyikapid cUthf;Ftjw;F ghupa epjp epiyik

NjitahFk;.

murhq;fj;jpd; cl;fl;likg;G trjpfs; KjyPLfspd;

tsu;r;rp cw;gj;jpapd; msT Vw;Wkjpapd; 15% ,Yk;

FiwthFk;. nghUshjhuk; MdJ ghupastpy;

Efu ;t py ;  jq ; f pa pUg ; gJld ;  Efu ;thdJ

jdpahu ;Jiwapd; Fiwe;jstpyhd KjyPl ;L

Nfs;tpfs; kw;Wk; %yjd cl;gha;r;ry; Mfpa

,uz;bd; gbahFk;. %yjd nryhtzpr; nrytpd

rjtPjj;ij mjpfupj;Jf; nfhs;tjw;fhd fhuzpahf

,Uf ;f pd ;w Kjy Pl ;L FiwghLfs ; NkYk ;

cf;fpukile;Js;sJ. mjndhU ngWNgwhf

tpahghuk; nra;af;$ba ifj;njhopw;rhiyfspd;

,yhgj;jd;ik tPo ;r ;r paile;Js;sJ NkYk;>

,yq;ifapd; tpidj;jpwd; Fiwe;j kl;lj;jpy;

fhzg;gLtJld; epUtd uPjpahd FiwghLfs; kw;Wk;

Nghjpastw;w cl;fl;likg;G trjpfs; mjd; Vw;Wkjpf;

ifj ; njho py ; fs pd ;  Ng hl ; bj ; jd ;ikf ;Fk ;

tpidj;jpwDf;Fk; jilahf cs;sd.

epjptiuaiwfs; ];jPukw;w Copag;gilapd; Fbapay;

uPjpahd epiyikfs; kw;Wk; Nju;r;rp gw;whf;Fiw

Jupjkhd nghUshjhu tsu;r;rp xd;W epyTfpd;w

fhy vy;iyapy; kPl;fg;gl;l kpff; fbdkhd nfhLf;fy;

thq;fy;fs; Gjpa murpw;F rthy;fshf cs;sd.

,yq;ifapd; tup tpjpg;G Kiwikapid jpUj;jk;

nra ;jy ; el ;lj ;j pid mDgtpf ;f pd ;w mur

e pWtdq ;fs pd ;  g p u r ; r pidfis j P u ; j ; jy ; >

Copar;re;ijapd; tpidj;jpwikapid mjpfupj;jy;

Copag;gilapd; jpwikia rPuhf;Fjy; twpatu;fs;

kw;Wk; ,lu;fSf;F cs;shff;$batu;fSf;F kpfTk;

rpwe;j ghJfhg;G Rfhjhukhd FbePu; toq;Fjy;

njhlu;ghf ftdk; nrYj;j Ntz;bAs;sJld;

,t;thwhd jpUj;jq;fs; gy nra;ag;glNtz;bAs;sd.

mt;thwhd jpUj;jq;fs; murpay; mikg;G rl;lq;fspd;

Clhf toq;Fjy; murpay; uPjpahf fbdkhFk;.

,Ue ; jNghJk ;  mtw ; w pid mKy ; gLj ; jy ;

mtw;iwtplf; fbdkhFk;. jpUj;jq;fspd; Clhf

cUthFfpd;w tpepNahfq;fSf;fhd mr;RWj;jy;

,ila py ;  Njhy ;t paile ; jtu ; fs ;  kw ;Wk ;

ntw;wpaile;jtu;fs; cUthf;Ftjd; Clhf

FWq;fhy rPuhf;f fpuak; xd;whf ,Ug;gJld;

e Pz;lfhy ngWNgWfis ngw ;Wf ;nfhs;Sk;

,aYikAk ;  fhzg ; gLf pd ; wJ . Njhy ;t p

mile;jtu;fis ,yFthf ,dq;fz;L nfhs;s

KbAk; jpUj;jq;fspd; Clhf mNdfkhdtu;fSf;F

gad;fis mDgtpf;f KbAkhftpUe;j NghJk;

jpUj;jq;fSf;F vjpuhd Nfhrq;fs; njhlu;ghf MjuT

xd;Wjpul;lg;glhJ jpUj;jq;fSf;F xj;Jiog;G

ey;Ffpd;w $l;lq;fSk; fye;Jiuahly;fSk;

xOq;fikg;G nra;ag;gLjy; kpf Kf;fpakhFk;.

jpUj;jq;fs; jahupf;fg;gl;L ntw;wpailtJ rpy

Cf;fq ;fSk; Kaw;r pfSk; e pfo ;f pd ;wNghJ

khj;jpukhFk;. nghUshjhu rr;ruT gw;wpa gue;j

czu;T fhzg;gLjy; kw;Wk; khw;wkilj;jy; jtpu;e;j

gpw khw;Wtopfs; ,y;iynad;gij Vw;Wf;nfhz;l

kf;fisf; nfhz;l nghUshjhu Kiwik kw;Wk;

gpuptile;Js;s Njitfs; cs;s FOf;fspy; ,Ue;J

ePq;fpr;nry;yy; gpugy;akhd murpay;  jiyikj;Jtk;

kw;Wk; jpUj;jq;fis Kd;ndLj;jy; njhlu;ghf kf;fs;

Miz fhzg;gLjy; ntspaf mOj;jq;fspdhy;

Rkj;jg;gLfpd;w nghWg;Gf;fs; vd;w czu;Tj;

jpUj;jr;nraw;ghl;bd; NghJ cupikapidg; ngWfpd;w

tplak; njhlu;ghf ftdk; nrYj;jg;gLjy; Ntz;Lk;;.

NkNy Fwpg;gpl;l tplaq;fs; ngUk;ghyhdit xd;whf

,izf;ff;$bait. cjhuzkhf nghUshjhu

rr;rutpd; NghJ mur mDruidia ngWfpd;w gioa

Kiwikapid Ngzpr;nry;fpd;w Njitnahd;W

cs;s thlif tUkhdk; ngWfpd;w FOf;fspid

ftdj;jpw; nfhs;shJ tpLjy; murpw;F jpUj;jq;fis

mKy;gLj ;Jfpd ;w NghJ  re ;ju ;g ;gnkhd;W

mikfpd;wJ. Gjpa nghUshjhu ,lu;ghLfs;

f h uzkhf mur pay ;  jiyikj ;Jtj ; j py ;

khw;wnkhd;wpid Vw;gLj;jp rpy nfhs;iffspid

R+o;e;Js;s Njitfspid gykhd FOnthd;wpid

ePf;Ftjw;F ,yFthf mikfpd;wJ nghUshjhu

fbdq;fspd; fhuzkhf khw;wk; xd;W njhlu;ghf

kf;fSf;F kj;jpapy ; ghupa xj;Jiog;g pid

fl;bnaOg;Gtjw;F ,aYikia Vw;gLj;jp epjp

fl ;Lg ;ghLfspypUe;J tpLgLtjw;F Fiwe;j

epge;jidfSld; $ba fld;fspid toq;Ftjw;F

ru;tNjr uPjpahd fld;toq;Ffpd;w epWtdq;fSf;F

rku;g;gpg;gjw;fhd re;ju;g;gk; fpilf;fpd;wJ. mjd;NghJ

muRfSf;F jpUj;jq;fspid Vw;Wf;nfhs;s Ntz;ba

epiyikf;F Mshtjw;F xj;Jiog;G toq;Ftjw;F

,aYik fpilf;fpd;wJ.
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Rs.

vt;thwhapDk;> nghUshjhu gpzf;nfhd;wpd; NghJ

jpUj;jr; nray;ghLfis Ngzpr; nry;tjw;F

Njitahd my;yJ Nghjpastpyhd epge;jidfsd;W

g p ugy ;akhd kf ;fs ; MizAld ; Gj pjhf

njupTnra;ag;gLfpd;w  gpugy;akhd murpw;F vjpuhf

cj;jpNahfG+u;t fhyj;jpy;; Muk;gkhf vOr;rpngWk;

fhyfl;lj;jpy; jpUj;jq;fis ,yFthf nraw;gLj;j

KbAk;. cz;ikahf gpugy;akhd murpay;

jiyikj;Jtj;jpw;F rpwg;ghf tpsq;Ffpd;w murpay;

mj pf h uk ;  xd ;W ,y ;yhj NghJk ;

jpUj;jr;nraw;ghLfis Kd;ndLj;Jr; nry;tjw;F

epr;rakhd fhuzpfshf mika KbAk;. ,q;F

murJiwapd; etPd njhopy;El;g epGzu;fspd;

xj;Jiog;Gk; Kf;fpakhd fhuzpahFk;.

,yq;ifapd; jpUj;j Kaw;rpapy; ntw;wpfukhd

mDgtkhf ,Ug;gJ If;fpa Njrpaf; fl;rpapd;

epu;thfj;jpw;Fs; eilngw;w 1977 - 1978 kw;Wk; 1990

- 91k; fhyg;gFjpapy; ,e;j gz;Gfs; ,uz;lwf;

fye;Js;sd. ehl;bd; nghUshjhu Kd;Ndw;wk; gw;wp

ehL G+uhfTk; fhzg;gl;l ftiy ghupa jpUj;jq;fis

nfhz;LtUtjw;F 1977k; Mz;by; If;fpa Njrpa

fl;rpf;F mjptprhykhd murpay; kf;fs;Miz

fpilg;gjw;F fhuzkhf mike;jJ. 1980k; Mz;Lf;

fhyg;gFjpapd; ; eLg;gFjpapy; gue;j mstpy;

mbg;gilahf ,Ue;j jpUj;jq;fs; njhlu;ghf murpay;

mtfhrk; NghjpasT Fiwthf ,Ue;jNghJk;

Nkhrkhd nghUshjhu epiyiknahd;W epytpa

g pugy ;akhd mur pay ; jiyikj ;Jtj ;j pw ;F

khw;wnkhd;iw Vw;gLj;Jtjw;F tYthf mike;jJ.

,jw;F khw;wkhf jpUj;jq;fSf;F topNfhUfpd;w

jpl;lkply; kl;lq;fspy; Kd;ndLj;Jr; nry;tjw;F

,ayhJ Nghfpd;w mDgtq;fSk; ,yq;ifapy;

fhzg;gl;ld. 1994k; Mz;by; Vw;gl;l murpay;

jiyikj;Jt khw;wj;Jld; jdpahu; kag;gLj;jypid

g p ujhdkhff ; nfhz ;L vOr ;r pnahd ;w pid

fhzKbe;jNghJk; 1990k; Mz;bd; eLg;gFjpapd;

NghJ $l;lzp murhq;fq;fspd; mOj;jq;fs; kw;Wk;

ghuhSkd;wj;jpy; ngUk;ghd;ik Fiwtile;J

nrd;wikapd; fhuzkhf jpUj;jq;fs; njhlu;ghf

fhzg;gl;l Mu;tk; nraypoe;J NghdJ 2002

njhlf;fk; 2004 k; Mz;Lf; fhyg;gFjpapy; If;fpa

Njrpaf;fl;rp murhq;fj;jpd; fPo; jpUj;jKaw;rpfs;

Njhy;tpaile;jikf;fhd fhuzq;fs; thf;fhsu;fs;

kj;jpapy ; gpugy;akw;w murJiwapd; rk;gs

mjpfupg;gpid epWj;Jjy; kw;Wk; eyNdhk;Gif

nray ; g hLfSf ;f hd gq ; fs p g ; g pid

tpyf;fpf ;nfhs;Sjy; Nghd;w eltbf;ifia

iftpl;likNa fhuzkhFk;. kWGwkhf 2010

njhlf;fk; 2014 fhytiuapy; jpUj;jq;fs; njhlu;ghf

Kd;ndLg;gjw;fhd ,aYikfs; ,Ue;j murpay;

jiyikj;Jtk; kw;Wk; gpugy;akhd kf;fs;Miz

,Ue;jNghJk; mtw;wpd; Clhf Njitfspid

mile;J nfhs;tjw;fhd mgpyhirfSk; NjitfSk;

fhzg;gltpy;iy.

Kbthf ,yq;ifapy; jpUj;j Kaw;rpfspd; Clhf

gad;fs; fpilf;fg;ngw;wJ Fiwe;jstpyhFk;.

mNdfkhf mit jhkjkile;jd> khw;wkile;jd

,y;iynad;why; KOikahf iftplg;gl;ld

jpUj;;jq;fs; kw;Wk; mj;NjhL ,ize;j murpay;

nghUshjhu tpgj;Jf;fs; fhzg;gl;l epiyikfspDs;

jilahd kw;Wk; khw;wk; nra;Ak; vz;zq;fs;

vjpu ;ghh;f ;fg;gl;ld. mKy;gLj;jg;gl;l jpUj;j

Kaw;rpfspd; NghJ Mgj;jhf Vw;glf;$bajhd

ghjpg;Gfs; Vw;gl;ltu;fSf;F el;l<Lfis toq;Fk;

NghJ Kiwiknahd;whf ,Ue;jJ. 1977-78 Mk;

Mz;Lf;fhyg; gFjpapy; mur KjyPLfspd; Clhf

Gjpa njhopy;tha;g;G tho;thjhu topfs; kw;Wk;

tPLfspid ifaspg;G nra;jy; Nghd;w re;ju;g;gq;fs;

toq;fg;gl;ld. 1990 kw;Wk; 1991 Mk; Mz;Lf;

fhyg;gFjpapy; kf;fs; xj;Jiog;gpid Mjutpid

ngw;Wf; nfhs;Sk; jpl;lq;fs; kpfTk;  Neubahf

Kjy;epiy ngwg;gl;ld. Njrpa tWikapid

Fiwf;fpd;w Jupjkhd epfo;r;rpj;jpl;lq;fs; fpuhkpa

,isQu;fs; njhopy; ,d;ikapid Fiwf;fpd;w

nraw;ghLfs; njhlu;ghf ifj;njhopy;rhiyfSf;F

Cf;fkspj;jy; fpuhk vOr;rp epfo;r;rpj;jpl;lq;fs;

Nghd;wd 1987-89 Mk; Mz;Lf; fhyg;gFjpapy; kf;fs;

tpLjiy Kd;dzp ,isQu; Nghuhl;lq;fspd; gpd;du;

re ;ijfs pd ;  Clhf e pWtf pf ; fg ; gLf pd ; w

nfhs;iffspd; Clhf gad;fspid ngw;Wf;nfhs;Sk;

rkepiyaw;w  ,yFgLj;jg;gl;l Nehf;nfhd;W

cUthf;fg;gl;lJ.

fle;jfhyg; nghUshjhu Kd;ndLg;GfSf;F

fhuzkhf mike;jJ rpy Kf;fpa tplaq;fshFk;.

mjhtJ gpugy;akhd murpay; ngUk;ghd;ik xd;W

kl;Lk; gue;J fhzg;gl;l nghUshjhu rpf;fy;fs;

mjhtJ ,d;W mt;thwhf fhzg;gLfpd;w tplaq;fs;;

,g;NghJ fhzg;gLtJ FiwT. ,J nghUshjhu

kWrPuikg;G epfo;r;rpj;jpl;lk; gw;wp cld;ghnlhd;wpid

vl ;bf ;nfhs ;tjw ;F g pujhdkhf fUjg ;gl ;l

Njitnahd;whf ,Ue;jtu ;fSf;F fhuzk;

fhl;Ltjw;F kpfTk; fbdkhf ,Ue;jJ. nfhs;if

tplag;gug;gpy; J}uNehf;F fhzg;gLjy; Ntz;Lk;.

,Ue;jNghJk; mt;thwhd <LghLld; $ba Mu;tk;
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murpay; nghUshjhu ajhu;j;jj;jpy; gutpapUj;jy;

Ntz;Lk;. mjd; gpufhuk; jpUj;jq;fs; njhlu;ghf

epfo;r;rpj;jpl;lnkhd;wpid jahu; nra;a Ntz;baJ

epWtd nfhs;if nraw;ghLfs; kw;Wk; nfhs;if

mKy ; gLj ; jy ;  vd ; gtw ;Wf ; f pila pyhd

,ilr ;nraw ;ghLfis tYg ;gLj ;Jtjw ;fhd

Kaw;rpfspNy MFk;. ,t;thwhd epiykhw;wk; gy

epfo;fpd;w R+oy; ehl;by; fhzg;gLfpd;w NghJ

epWtdq;fspd; gz;Grhu; jd;ik kw;Wk; epWthfk;

Nghd;w gue;jtplaq;fs; ghupa mOj;jj;Jf;F

cs;shFfpd;wd.

,k;Kiw (,yq;if 'nghUshjhu epiyik' mwpf;if

',yq;ifapy; nghUshjhu jpUj;jk; ; murpay;

nghUshjhu kw;Wk; epWtd uPjpahd rthy;fs;' vd;w

jiyg ; g pid mbg ; gilahff ;  nfhz ;L

cUthf;fg;gl;bUf;fpd;wd. ,d;W nghUshjhuf;

nfhs;ifj; jpUj;jq;fspid mKy;gLj;jy; kw;Wk;

Ngzpr;nry;Yjy; vd;w tifapy; ; fle;j fhy

ntw ; w p f ukhd Kaw ; r p fs pYk ;  g h u ; f ; f

eyptile;Js;sJ. ,jw;F fhuzkhf ,Ug;gJ epWtd

uPjpahd kw;Wk; epUthf fl;likg;gpid tYg;gLj;j

,ayhky; NghdikahFk;. epWtd fl;likg;Gf;Fs;

cs;s Cf;fg;gLj;jy; thlif> tup vjpu;ghh;f;fpd;w

myFfshf nray;gLfpd;wjh vd jPu;khdpf;fpd;w

fhuzj;jpdhy; tsq;fspid xJf;Ftjw;F nry;thf;F

nrYj;Jfpd;w Nkhrkhd epWtd fl;likg;Gfs;

epWthf uPjpahf rpf;fy; jd;ikfSf;F toptif

nra;tJld; fhyXl;lj;jpy; murpay; mjpfhuk;

ngw;wtu;fspd; tug;gpurhjq;fis cWjpg;gLj;Jk;

epiyikapidAk; Vw;gLj;Jfpd;wJ.

mDkjpg;gj;jpuf; fl;Lg;ghl;bd; fPo; ,Uf;fpd;w

toikahd thlif vjpu;ghu;f;fpd;w nray;ghLfSf;F

gjpyhf murpay;thjpfs; kw;Wk; nfhs;iffis

cUthf ;Ff pd ; w nraw ; g hl ; by ;  g p uj hd

nraw;ghLfSf;Fkpilapy; gue;j mDruiz Nritj;

njhlu;nghd;whf cUntLj;Js;sJ. gjtpfs; kw;Wk;

tug ;g purhjq;fs; ntWkNd toq;fg ;gLfpd;w

fhuzj ;j pdhy ;  k pfTk ;  r p we ; j nfhs ;if

cUthf ;Feu ;fSf ;F ghjfkhd t pjj ;j py ;

Nghl;bj;jd;ikAld; $ba kf;fs; tpUg;gj;Jld;

$ba gad;ghLfspid Cf;fg;gLj;Jfpd;wJ. mur

mjpfhuk; xd;WNru;f;fg;gLtjd; Clhf murpay;

fl;rpfspd; FOf;fs; gy rpyupd; fl;Lg;ghl;Lf;Fk;

Mjpgj;jpaj;jpw;Fk; fl;Lg;gl;L fl;rpapDs; [dehaf

epiyik FopNjhz;b Gijf;fg;gLk; tifapyhd

jPu;khdnkLj;jy;fs; Nkw;nfhs;sg;gLfpd;wd. mjpfhuk;

nrYj;Jfpd;w epiyikahdJ murpay;kag;g-

Lj;jg;gl;Ls;sikahy; tYthd epWthfk; kw;Wk;

murpay; nraw;ghLfs; vd;gd xd;Wf;nfhd;W

Kuz;gl;L fhzg;gLfpd;wd. murpay;thjpfs;

nfhs;if cUthf;fk; kw;Wk; mKy;gLj;jy;

njhlu ;ghf nju pTnra ;ag ;gl ;l njhopy ;El ;g

Kiwfs;ghy; ek;gpf;if itf;fpd;wd. mtu;fs;

mtu;fsplKs;s ,uz;L khWgl;l elj;ijfs; kw;Wk;

Nehf;fq;fSld; $ba mjpfhuj;jpd; fhuzkhf

nfhs;if uPjpahd jPu;khdq;fspd; NghJ J}uNehf;F

kw;Wk; tif$wy; njhlu;ghf njsptw;wjhf

,Ug;gJld; nfhs;if kw;Wk; njupTnra;ag;gLfpd;w

murpay;thjpfs; mtu;fSila thf;fbg;gilapy;

,Ue;J tpyf;Fg;ngw toptif nra;fpd;wJ.

mjd; fhuzkhf ehl;by; epWtd uPjpahd jpUj;jq;fs;

kw ;Wk ; mtw ;w pd ; e piwNtw ;wk ; njhlu ;ghd

re;ju;g;gq;fis cUthf;fpf; nfhs;Sjy; kpf Kf;fpak;.

,t;thwhd epiyfspy; ,yq;if jhd;Njhd;wpj;jdkhf

kw;Wk; Coy;fspd;ghy; ,l;Lr;nry;yg; gLtjid

jtpu;j;Jf;nfhs;tJ njhlu;gpy; kw;Wk; xOq;Ftpjpfis

cUthf;Fjy; murpay; kw;Wk; epWtd fl;likg;G

Clhf Nkw;nfhs;s Ntz;ba Cf;fg;gLj;jy;fs; kpf

Kf;fpakhFk;. J}uNehf;Fld; $ba KbntLg;Gfs;

kw;Wk; epUthf fl;likg;gpid mbg;gilahff;

nfhz;l epUtd Fj;jifapid vjpu;ghu;g;gjid

ghu;f;f tpidj;jpwdhd KjyPLfis Nkw;nfhs;tjw;F

KjyPl;lhsu;fs; kw;Wk; tpahghu r%fj;Jf;F kj;jpapy;

ek;gpf;ifapid Vw;gLj;Jjy; gadpid toq;Fk;.

Nghl;bj;jd;ikahd Vw;Wkjpg; gpupnthd;wpid

fl;bnaOg;Gtjw;F tpidj;jpwdhd KjyPLfs;

NjitahFk ; .  ,yq ;if Nghd ; w

mg pt pUj ; j paile ;JtUf pd ; w r p w pa

nghUshjhuq;fSf;F cau; tsu;r;rp> Nfs;tp

cUthf;fk;> Nkyjpf ciog;G Nghd;wtw;wpid

cs;slf;fp nfhs;Sjy; kw;Wk; tpidj;jpwdpid

fl ; bnaOg ; Gjy ;  kw ;Wk ;  njhlu ; r ; r p a hf

Ngzpr;nry;tjw;F Cf;fkspg;gtu;fshf ntspaf

Nfs;tp jPu;f;fkhdnjhd;whFk;. ,yq;ifapy; nkhj;j

Njrpa cw;gj;jpapy; Vw;Wkjpapd; msT Fiwtiljy;

kw;Wk; re;ijapy; Vw;Wkjp msT Fiwtjid

,y;yhJ nra;jy; Ntz;Lk;. Vw;Wkjpia mjpfupj;jy;;

njhlu;ghhd Kaw;rpfs; njhlu;ghf jpUj;jq;fSf;fhd

Kaw;rpfs; njhlu;ghf gutyhff; fhzg;gLfpd;w

tiuaiwfis ePf;Ftjw;F Kd;tUjy; Ntz;Lk;.

mjw;F tpepNahfg; gf;fj;jpy; fhzg;gLfpd;w

jilfSf;fhd jPu;Tfs; njhopy;Kaw;rp R+oypy;
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fhzg;gLfpd;w FiwghLfspid jPu;j;jy; kw;Wk;

Nfs;tpg; gf;fj;jpd; epiyikapid cWjpg;gLj;jy;

vd ; gd cs ;slf ;Ff pd ;wd . ,e ;j ,uz ;L

Kd;ndLg;GfisAk; Nkk;gLj;Jjy; nghUshjhuk;

G+uhfTk; Nghl;bj;jd;ikapid Vw;gLj;Jfpd;w

njhopy;El;gk; kw;Wk; mwptpid toq;Ffpd;w rupahd

tpjk; njhlu;ghf tpNrl ftdk; nrYj;Jjy; Ntz;Lk;.

njhopy;El;gk; kw;Wk; mwptpid toq;Ffpd;w rupahd

tpjj;jpy; ntspehl;L Neub KjyPl;bid  (FDI)

KjyPLfis ftu;e;jpOg;gjw;F cjtp Gupfpd;wd.

muRfs; kw;Wk; mtw;wpd; epiyj;j jd;ik kw;Wk;

vj pu ; ghh ;f ;f pd ;w nfhs ;if R +onyhd ;w pid

cUthf;Ftjd; Clhf ,tw;wpid ,yFgLj;Jjy;

Ntz;Lk;. Vw;Wkjp Nkk;ghL njhlu;ghf njspTgLj;jy;

kw ;Wk ;  j P u ;itfis t pj p j ; jy ;  NG hd ; w

fhuzfhupaq;fSld; mtw;wpd; jpUj;jq;fis

nfhz;LtUjy; Ntz;Lk;. cgha uPjpahd re;ij

gq;fhd;ikfSlhf Gjpa Vw;Wkjp re;ijf;F

Eiotjw;fhd Kaw;rpfspy; <LgLjy; Ntz;Lk;.

Nghl;bj;jd;ikahd Vw;Wkjpg; nghUshjhuk; xd;W

jq;fpapUg;gJ Vida fhuzpfSf;F Gwg;ghd kpfTk;

rpwe;j gz;GuPjpahd Nritapidg; ngw;Wf;nfhs;sf;

$ba cau; tpidj;jpwd; kw;Wk; gapw;rpAld; $ba

Copag;gil xd;wpd; mbg;gilapyhFk;. ,yq;ifapy;

Fbapay; guk;gypd; ; Clhf njupatUtjhdJ

,yq;ifapd; rdj;njhifapd; tNahjpgk; milfpd;w

msTk; kw;Wk; njhopy;Guptjw;F ,aYkhd tajpid;

nfhz;l rdj;njhifapd; msT tPo;r;rpailfpd;wik

jw;fhyj;jpy ;  mNdfkhd ifj;njhopy ;fs;

ifj;njhopw;rhiyfspy; kdpjts gw;whf;Fiwf;F

Kfk;nfhLj;jpUg;gJld; mtu;fs; Copau;fspid

ntspehLfspy; ,Ue;J jUtpj;Jf; nfhs;tjw;F

kw;Wk; Rakhf ,ae;jpuq;fspd; Clhf ,t;thwhd

gz pfis Nkw ; nfhs ;tjw ;Fk ;  ftdk ;

nrYj ;jg ; gl ;Ls ;sJ. Co par ; re ;ij cau ;

Kf;fpaj;Jtk; ngWtJ vt;thW> Copau;fis

ngw;Wf;nfhs;tJ kw;Wk; jw;NghJ ,Uf;fpd;w

Co patsj ;j pid k pfTk ;  t pidj ;j p wdhf

gad ; gLj ; j p f ; nfhs ;tJ vt ;thW vd ; w

,Utplaq;fspYk; jq;fpAs;sJ. Copag;gil

re;ijahdJ gy;tifg;gl;l epWtdq;fSf;fpilapy;

xUq;fpizg;G kw;Wk; jfty; Nrfupg;G gw;wpa

jilfspid ePf ;Fjy; njhopw ;rq;fk; kw;Wk;

njhopy;El;g gapw;rp kuGuPjpahd Kiwfspy;

fhzg;gLfpd;w FiwghLfis eptu;j;jp nra;jy;;>

ngz;fs; Copag;gilf;F gpuNtrpg;gij tiuaiw

nra;fpd;w jilfis ePf ;Fjy; kl;Lky;yhJ

nghUshjhuj;jpd; Kiw rhu;e;j Jiwfspy; njhopy;

cUthf;f tiuaiwfs; Nkw;nfhs;sg;gLfpd;w

xOq;Ftpjpj; jilfspid ePf;Ftjw;F jpUj;jq;fs;

,d;wpaikahjjhFk;.

ngz;fs; Copag;gilf;F gq;fspg;G nra;jy; ve;j

mstpw;F fhzg;gLjy;  Copag;gil ehl;bypUe;J

Fbngau;jy; cau;kl;lj;jpy; fhzg;gLjy; Copau;

gw;whf;Fiw gpur;rpid NkYk; cf;fpukiltjw;F

fhuzkhf mikfpd;wd. ,yq;ifapy; rpwe;j

njhopy;tha;g;Gfs; mjhtJ Nghjpasthd rk;gsk;

kw;Wk; r%f ghJfhg;Gld; $ba njhopypd;ikapd;

fhuzkhf tPl ;L gzpr;Nritf;fhf ngz;fs;

Fbngau;tJ gpugy;akhd njhopy;re;ju;g;gk; xd;whf

Fbngau;thdJ ,uz;L gf;fq;fshYk; ntl;lg;gLfpd;w

MAjkhf Vw;Wf;nfhs;sg;gl;Lk; cs;sJ. xU Gwkhf

mJ ngz;fSf;F tYthf ,Ug;gJld; kWGwkhf

fUjj;jF r%f ,og;gpid Vw;gLj;Jf;fpd;wJ. xU

epthuzkspf;fpd;w rl;ljpUj;jnkhd;whf ,Ug;gJ

mz;ikapy; 5 tajpw;F Fiwe;j gps;isfisf;

nfhz;bUf;Fk; jha;khu; ntspehl;Lj; njhopy;fSf;F

nry;tjid mijupag;gLj;Jtjw;F ,yf;F itj;j

FLk;gg; gpd;dzp mwpf;if (FBR) mwpKfk;

nra;ag;gl;ljhFk;. vdpDk; me;j mwpf;if jw;nghOJ

epyTfpd;w tpjj;jpy; ngz;fspd; njhopy;tha;g;gpid

njupTnra;Ak ; NkYk; tiuaiw nra;f pd ;w

ngz;fSf;F vjpuhd khWgl;l ftdpg;ghfTk;

fUjg;gLfpd;wJ. Fbngau;T gw;wpa xOq;Ftpjp

tiuaiw nfhs;iffs; gw;wpa njhlu;gpyhd

kWrPuikg;gpw;fhd topfs; jpwe;Jtplg;gl Ntz;Lk;.

,yq;ifapy; nghUj;jkhd njhopy;tha;g;G ,d;ik

fhuzkhf ngz ;fs ;  njho py ; fis Njb

ntspehLfSf;F Fbngau;fpd;wik mz;zsthf

Co pau ;  re ;ija py ;  fhzg ; gLf pd ; w

nghWj;jg;ghbd;iikia ntspg;gLj;Jfpd;wJ.

,isQu;fs; ghupastpy; Ntiyapd;wp ,Uf;fpd;w

epiyik fhzg;gLtJ mtu;fs; fk;gdpfSf;F

Njitahd jpwd;fis ngw;wpy;yhky; Copar;

re;ijf;F gpuNtrpf;fpd;wikahFk;. Njitahd

jpwd;fSld; $ba Copag; gilapd; gw;whf;Fiw

cz;ikahfNt ,e;ehl;L njhopy;Kaw;rpr; r%fk;

Kfk;nfhLf;fpd;w ghupa jilnahd;whf ,Uf;fpd;wJ.

,yq;ifapd; fy;tpg; gpupT etPdkag;gLj;jy; kw;Wk;

njhopy;El;g gupkhzj;Jf;F fhl;Lfpd;w Nkhrkhd

gpujpgypg;G gz;Grhu; fy;tpapid rkkhf toq;Ftjw;F

,ayhJ Nghjy; kw;Wk; %d;whk; epiy fy;tp
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fl;likg;gpd; ,aysT Nghjpajw;wjhf ,Uj;jy;

Nghd;w epyikfSf;F Kfk;nfhLj ;Js;sJ

fy ;t pf ; fhd Nghj pasthd e pj p  xJf ;f PL

ghlj;jpl;lj;jpy; gz;Grhu; kw;Wk; njhlu;Gj;jd;ikapid

Nkk;gLj;Jjy; kw;Wk; fy;tpj;Jiwapy; cj;Njr

kWrPuikg;Gfs; njhlu;r;rpahf Nkw;nfhs;tjd; Clhf

j pUj ; jr ; nraw ; g hLfs ;  Clhf ftdk ;

nrYj;jg;gLfpd;wJ.

kpfTk; rpwe;j fy;tpg;ngWNgWfs; Nghjpastpyhd

Rfhjhu ghJfhg;gpid toq;Fjy; vd;gd kpf

neUf;fkhf nry;thf;F nrYj;Jfpd;wd. ,yq;if

Rfhjhu ngWNgWfspd; mbg;gilapy; fUjj;jF

epiyikapid mile;Js;s NghJk; Fbapay; kw;Wk;

Neha; epthuzk; njhlu;gpy; Nkw;nfhs;sg;gl;Ls;s

khw;wq;fSf;Nfw;g mur kw;Wk; jdpahu; Mfpa

Jiwfs ; ,uz ;bYk ; Rfhjhu fl ;likg ; G

tYg;gLj;jg;gl Ntz;ba epiyik fhzg;gLfpd;wJ.

rdj;njhif ngUFjy; Rfhjhuj;jpw;fhd nrytpdk;

mjpfupf;fpd;w ePz;lfhy uPjpahd rpfpr;ir Njitahd

guTfpd;w Neha;fs; mjpfupj;jy; G+Nfhs uPjpahd

Njhw;W Neha;fSf;F cs;shfpd;w mtjhdk;

mjpfupj;jy; Nghd;wd fhuzkhf Rfhjhu ghJfhg;G

njhlu;ghf fhzg;gLfpd;w Nfs;tp mjpfupg;gJld;

mjd; Nghf;Fk; khw;wkilfpd;wJ. ,yq;ifapy; r%f

nghUshjhu ngWNgWfspd; gadspf;fpd;w kw;Wk;

tpidj;jpwdhd kw;Wk; njhlu;r;rpahf Nkk;gLj;jy;

nra;jy; njhlu;ghd epjpaspg;gpid tYg;gLj;jYf;fhd

kWrPuikg;G mur kw;Wk; jdpahu; Jiwfspy; Rfhjhug;

ghJfhg;gpid toq;Fk; fl;likg;nghd;wpid

Nkk;gLj;Jtjw;F xOq;Ftpjpfspy; khw;wq;fis

Ntz;Lfpd;wd.

,yq;ifapy; re;;ij epiyik kw;Wk; Fbapay;

khw;wq;fspd; fhuzkhf epyTfpd;w r%fg; ghJfhg;G

fl;likg;gpd; kWrPuikg;G Njitahf cs;sJ.

jw ; ng hOJ 6 0% Kiwrhu h Jiwfs py ;

Ntiytha;g;gpy; ,Ug;gJld; 2031 Mz;lhFk; NghJ

rdj;njhifapy; 1/4 gq;fpdu; 60 tajpYk; ghu;f;f

$Ljyhf ,Ug;ghu ;fs; . epfo ;r ;r pj ;j pl ;lq;fs;

Nghjpastpy; ,Ue;jNghJk; Fiwthd cs;thq;fy;

,yf;fpid ,dq;fz;Lnfhs;tjpy; fhzg;gLfpd;w

FiwghLfs; gad;fspd; Nghjpajw;w jd;ik

epfo;r;rpj;jpl;lq;fSf;fpilapyhd xUq;fpizg;gpd;ik

tuTnryTj;jpl;l xJf;fPl;L tiuaiw kw;Wk;

tsq;fis xJf;fPL nra;tjpy; rkepiyaw;w jd;ik

fhuzkhf ftdj;Jf;F cs;shfpd;w rdj;njhifapd;;

ghupa gq;fpdUf;F Nghjpasthd mutizg;G

f pilg ;gj py ;iy rkepiyaw ;w jd;ikapid

ePf ;fpf ;nfhs;tjw;Fk; tWikapid ,y;yhn-

jhopg ;gjw ;Fk; ghupa ,yf;Ffis mile;J

nfhs;tjw;Fk; Nghjpasthd tiyg;gpd;dnyhd;iw

toq;Ftjw;F ,yq;ifapy; xa;T+jpa eyd;

jpl;lnkhd;W epjpapid ifaspj;jy; epthuz

jpl;lq;fs; kw;Wk; nghJthd tifapy; r%f ghJfhg;G

fl;likg;gpy; kWrPuikg;gpid nra;a Ntz;ba Njit

fhzg;gLfpd;wJ.

tWikf;F cs;shfpd;w kpfTk; mjpf Mgj;Jf;F

Kfk;nfhLf;fpd;w ,yq;ifapy; fpuhkpa tptrhaj;jpy;

jq;fpapUf;fpd;w rdj;njhifahFk;. tptrhak; nkhj;j

Njrpa cw;gj;jpapy; gq;nfhd;whf mjd; gq;fspg;G

tPo;r;rpaile;j tz;zk; ,Ug;gJld; tUkhdk;>

Ntiytha;g;G czTg; ghJfhg;G tptrhak; tWik

,y;yhnjhopj;jy; kw;Wk; Vw;Wkjp ciog;gpid

Nkk ; gLj ;Jjy ;  vd ; gd Kf ; f pa %ykhf

fhzg ; gLf pd ; wd . vd pDk ;  t ptrhaj ; j py ;

tpidj;jpwdpid khw;wkpd;wp Ngzpr;nry;yy;

tiuaWj ;j gy ;tifg ; gLj ;jg ; gl ; l kw ;Wk ;

tsKfhikj;Jtj;jpid ftu;e;jpOj;jy; Nghd;wd

jw ;nghOJk ; fhzg ; gLf pd ;wd . nfhs ;if

kWrPuikg;g pd ; Clhf tpidj;jpwd; kw ;Wk;

Nghl;bj;jd;ikapid njhlu;r;rpahf Nkk;gLj;jy;

kw ;Wk ; njhlu ;Gila kuGu Pj pahd Fiwe ;j

ngWkjpapypUe;J etPd cau; ngWkjpAs;s

tptrhaq;fs; njhlu;ghf gue;j mbg;gilapy;

khw;wkiljy; ,yq;ifapy; nghUshjhuj;jpy; gue;j

fl;likg;G uPjpahd gupkhzj;jpw;fhd Njit

,d;wpaikahjJ. kWrPuikg;G njhlu;ghf Kd;Dupik

Jiwfshf ,Ug;gJ fhzp> ePu;g;ghrdk; kw;Wk;

njhopy;El;gf; nfhs;if mgptpUj;jp kw;Wky;yhJ

tptrha cw;gj;jpapid xg;gPL nra;jy; tptrha

cw;gj;jpapid jahu; nra;jy; re;ijg;gLj;jy; kw;Wk;

ngWkjp Nru;j;jy; Nghd;w nraw;ghLfs; MFk;.

tptrhag; gpupT kiotPo;r;rp Nghd;w fhyepiy

khw;wq;fSf;F cs;shFk; jd;ik fhzg;gLfpd;wJ.

mj;Jld; ,yq;ifapy; fhzp kw;Wk; tdg; gad;ghL

ghupastpy; Nkw;nfhs;sg;gLtjd;; fhuzkhf ,aw;if

tsq;fs; mopTf;Fs;shfp tUfpd;wJ. fhlopg;G>

kw;Wk; kz;zwpkhdk;  mjpfupj;J tUfpd;wJ.

tiuaiwaw;w ,urhad gad;ghL Nkhrkhd

fopTKfhikj;Jtk; kw;Wk; thA khriljy; Rw;whly;

khriltij mjpfupg;gjw;F VJthf mikfpd;wd.

fhyepiy khw;wk; Nghd;w G+Nfhs uPjpahd Rw;whly;

mr;RWj;jy;fSf;F gpujpgypg;G toq;Fk;NghJ

nfhs ;if xUq ;f pizg ; G jfty ;  kw ;Wk ;

tsnewpg;gLj;jy; njhlu;ghf ghupa ,ilntsp
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fhzg;gLfpd;wJ. Rw;whly; uPjpahf CWtpistpf;fpd;w

jhf;fq;fis Fiwj;jy; njhlu;ghd tpidj;jpwdhd

Rw;whly; Kfhikj;Jt fl;likg;nghd;wpid

cUthf;Fjy; Ntz;Lk;. mJ njhlu;ghf kpfTk;

rpwe;j nfhs;if xUq;fpizg;G jpl;lkplypid

tYg;gLj;Jjy; kw;Wk; cgha topfspid kjg;gPL

nra;jy; cs;slq;fyhd Nkw;ghu;it kw;Wk;

re;ijapid mbg;gilahff; nfhz;l rl;ljpl;lq;fis

epiwNtw;wpf;nfhs;tjw;F Rw;whly; Kfhikj;Jtj;jpy;

gpuNtrq;fs; njhlu;ghf epUthff; fl;likg;nghd;iw

kWrPuikg;G nra;jy; ,d;wpaikahjjhFk;.

NkNy Fwpg;gpl;l nfhs;if Jiwfs; KOikahf

,y;iynad;whYk; ',yq;if : 2015 nghUshjhu

epiyik : ,y; vQ;rpa mj;jpahaq;fspy; VNjDk;

msTf;F tpsf;fkhf guPr;rpg;Gf;F cs;shfpd;w

mNdfkhd tpdhf ;fspy ; ; cs;shfpd ;w gy

tplaq;fspy; ,itAk; rpythFk;. mz;ika

Mz;Lfspy; cl;fl;likg;G trjpfs; Jupjkhd

mgptpUj;jp ,yq;ifapy; nghUshjhu tsu;r;rpapid

jpwe;J tpl xU re;ju;g;gkhf fUj KbAk;. ,J

Aj;jj;jpd; %yk; moptile;j nghUshjhuj;jpw;F

tYr ;Nru ;f ;f pd ;w eLj ;juf ;fhy gandhd ;W

f pilf ;f pd ;wJ. vt ;thwha pDk ; ntspehl ;L

fld;fspD}lhf epjpaspg ;G Efu ;T Efu;tpy ;

jq;fpapUf;fpd;wik Vw;Wkjp Nghl;bj;jd;ikapid

vOr;rp ngwr; ; nra;tjpYs;s FiwghLfSf;F

kWr Puikg ;G Kd;nkhopTfis njupTnra;J

Nkk;gLj;jy; ,yq;if Nghd;w rpwpa jpwe;j

nghUshjhuj;ij nfhz;l ehLfSf;F ePz;lfhy

uPjpahd khw;Wtopj; jpl;lq;fshFk;.

cl;fl;likg;G trjpfspy; tsu;r;rpapid Vw;gLj;Jjy;

mz ;ika Mz ;Lfs py ;  gbg ; gbahf

Fiwtile;Js;sJld; ePz;lfhy uPjpahd fpilahd

tsu;r;rp njhlu;ghd Gjpa jpirapy; fhybnaLj;J

itf;Fk; Njitnahd;W cs;sJ. ,yq;ifapy;

nghUshjhu nfhs;if njupTfs; Fiwtile;J

fhzg;gLfpd;wJ. epjpepiyik kw;Wk; ntspaf

eilKiwf;fzf;F tYtpoj ;jy; fhuzkhf

tsu;r;rpahdJ tPo;r;rpaile;J fhzg;gLfpd;wJ.

ehza myfpd; ngWkjp Fiwg;gpw;F cs;shFk;

mOj;jj;jpw;F cl;gl;bUg;gJld; tl;br; rjtPjk;

mjpfupj ;Jf ;nfhz;bUf;fpd ;wJ. ,yq;ifapd;

thf;fhsu;fs; ve;jnthU jdpfl;rpf;Fk; ghupa

ntw;wpapid toq;fhj NghjpYk; If;fpa Njrpa

fl;rpf;F munrhd;wpid mikg;gjw;F fpilj;j kf;fs;

Miz gupzhk uPjpahd nghUshjhu kWrPuikg;G

epfo;r;rpj;jpl;lj;jpid jahu;nra;J Kd;ndLj;Jr;

nry;tjw;F NghJkhdjhFk;. vjpu;f;fl;rpahd ,yq;if

Rje ;j puf ; fl ;r pa pd ; xj ;Jiog ;Gld ; Njr pa

xUq;f pizg;G munrhd;w pid mikg;gjw ;F

Njitahd murpay; epiyj;j jd;ikapid

ngw;Wf;nfhs;s KbAk;.  ,jD}lhf murpw;F

nghUshjhu Kd;dzpapy; nraw;ghl;L uPjpahd

gpuNjrnkhd;iw Ngzpf;nfhs;tjw;Fk; mjd;

khw;Wtopapid rPu;J}f;fp ghu;g;gjw;Fk; nra;af; $ba

gzpfs; ahnjd jPu ;khdpj;Jf; nfhs;tjw;Fk;

,yFthd tplaq;fs; ahnjd mwpe;J nfhs;tjw;Fk;

eLj ; j ufhy kWr P uikg ; G nraw ; g hLfis

fl;bnaOg;Gtjw;Fk; Nghjpasthd tha;g;Gfs;

toq;fg;gl;Ls;sd. ,yq;if iftpl Ntz;bajhf

,Ug;gJ ,t;thwhd ,yFgLj;jg;gl;l epthuz

epfo;r;rpj;jpl;lq;fspd; gz;Gfshf ,Ug;gJld; ,it

Fiwtile;Jk; nry;fpd;wJ. mt;thwhd epiyikapd;

fhuzkhf nfhs ;if u Pj pahd r pf ;fy ;fs ;

tYg;gLj;jy;fSf;fhd vjpu;ghu;f;fpd;w epu;thfj;jpd;

mg pt pUj ;j p  kw ;Wk ; rke piy Fo pNjhz ;b

Gijf;fg;gl;Ls;sJ.

Fwpg;G:

1. njhifkjpg;G kw;Wk; Gs;sptpgutpay; jpizf;fsk;:

jw ; nghOJ Njr pa fzf ;Ffis k Pz ;Lk ;

mbg;gilahff; nfhz;Ls;sJ. Muk;g kjpg;gPLfSf;F

Vw;g kWgb mbg;gilahff; nfhz;bUf;fpd;w

ngWNgnwhd;whf cz;ikahd mgptpUj;jpr; rjtPjk;

Vw;fdNt epytpa ngWkjpapd; mstpid ghu;f;f

ngUk;ghYk; tPo;r;rpnahd;wpid fhl;Lfpd;wJ.

(,e;j mwpf;if 2.1 tiuglj;jpid ghu;f;f)



2. Economic Performance
2.1 Introduction

T
he Sri Lankan economy is estimated to have

grown by 7.4 per cent in 2014, in line with

annual average growth registered since

2010.1 GDP growth in 2015 was a marginal

improvement on the 7.2 per cent recorded in the

previous year, but below the 7.8 per cent target set

for the year. Inclement weather conditions that had

adverse impacts on agricultural output pulled overall

growth down despite faster growth in industry,

especially from construction.

Other macroeconomic indicators were benign with

annual inflation down to 3.3 per cent, prime lending

rates at a low 6 per cent and a near steady exchange

rate. Sri Lanka's external current account deficit fell

to 2.7 per cent of GDP from a peak of 7.8 per cent in

2011, helped by a higher earnings from tourism as

the trade deficit continued to remain a high 11 per

cent of GDP and remittances stagnated at 9 per

cent of GDP.

Amongst the positive economic numbers, a troubling

sign of continued stress on macroeconomic stability

is to be found on the fiscal front. The overall deficit

was contained to 6 per cent of GDP, same as in

2013, but fell significantly short of the 5.2 per cent

target. In the years that Sri Lanka's overall fiscal

deficit continued to fall from a high 9.9 per cent of

GDP in 2009, revenues have continued to shrink

with tax revenue falling to an all-time low of 10.7

per cent in 2014. The fiscal numbers indicate the

long-term fragility of sustaining Sri Lanka's debt-

funded, and overwhelmingly infrastructure-

investment driven, growth. Already in 2014, public

investment was cut to 5 per cent of GDP from its

peak of 6.8 per cent of GDP in 2009.

The overall economic outlook for 2014 was perceived

to be sufficiently positive for the government to face

early elections in 2015. In the event, the electoral

defeat at presidential polls in January 2015 had little

to do with economics and more to do with perceived

problems on governance and corruption. In the first

six months of the year, the economy continued to

function in a near policy vacuum as political parties

fought over constitutional and electoral reforms, well

beyond the 100-day limit that was to end on 23 April

2015 with the dissolution of Parliament. In the interim,

cracks are appearing in the Sri Lankan economy

with fiscal policy consolidation under threat, pressure

on the exchange rate and a moderation in GDP

growth.

The Central Bank of Sri Lanka (CBSL) set a revised

growth target of 7 per cent for 2015, the first time

that the growth forecast has been revised

downwards since 2011. Then, it was a deliberate

policy decision to allow growth to slow in the wake

of high growth (8.2 per cent) and signs of

overheating. The decision to lower Sri Lanka's

growth outlook for 2015 is for different reasons,

primarily to allow for a political transition that could

well impact on economic policy direction. The revised

estimate set in April 2015 is beginning to look

ambitious, with growth moderating to 6.4 per cent in

the first quarter of 2015 and the country's policy

deadlock continuing well beyond the 100-days and

into the second half of the year.

1 See Box 2.1 on preliminary revised GDP estimates released by the DCS after re-basing Sri Lanka’s national accounts.

100
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2.2 Realigning GDP Growth
The most telling feature of Sri Lanka's impressive

GDP growth averaging a near 7.5 per cent per annum

since 2010 is the weak contribution of net trade, in

an economy driven by private consumption and

public investment (Figure 2.1). From 2006 onwards,

the country's development programme relied

massively on an infrastructure drive, with public

investment jumping to over 6 per cent of GDP from a

more modest 4 per cent previously. Infrastructure

Figure 2.1
Growth Decomposition

projects were rolled out more strongly from 2010 after

the conclusion of the war.

Not surprisingly, the infrastructure-led economic

expansion is echoed in the breakdown of GDP

growth. The contribution to growth from the industry

sector increased markedly post-2010 as a result

primarily of construction related activities (Figure

2.2). The services sector contribution also expanded

post-2010, driven by transport and communication

and retail trade.  Indeed, the government has viewed

Figure 2.2
Sectoral Contribution to Growth
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infrastructure as Sri Lanka's opportunity to unlock

growth. Many of the big road infrastructure projects

offering better internal connectivity do meet growing

demand for public goods. At the same time, however,

these and other high cost public infrastructure

investments in ports, airports and such that have

been powering the Sri Lankan economy cannot

continue indefinitely without greater private sector

investment in the economy.

Modest private investment, hovering around 23 per

cent of GDP, is a continuing source of concern (Table

2.1 and Figure 2.3). Sri Lanka's narrow growth base

and a more visible and heavy-handed state presence

in these expanding economic sectors served to deter

private investment from taking off. As previously

noted, as a corollary, Sri Lanka's economic growth

is led by consumption, accounting on average for

80-85 per cent of GDP. This is in contrast to many

fast growing emerging market economies in Asia that

raised their investment and boosted the supply of

goods to the rest of the world at the cost of

consumption in their own economies. In Sri Lanka,

current levels of consumption are associated with

over-extended government fiscal positions, high debt

levels, and current account deficits.

In Sri Lanka,
current levels
of consump-
tion are
associated
with over-
extended
government
fiscal
positions,
high debt
levels, and
current
account
deficits.

Figure 2.3
Consumption, Investment and Savings

Source: CBSL, Annual Report, various years.

Table 2.1
Consumption, Investment and Savings

% of GDP 2012 2013 2014

Private consumption 69.6 66.9 65.4

Total consumption 83.1 80.0 78.9

Private investment 23.7 22.7 22.9

Total investment 30.6 29.5 29.7

Domestic savings 16.9 20.0 21.1

National savings 24.0 25.8 27.0
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2.3 Public Finance Mana-
gement
For many decades, the perilous state of Sri Lanka's

public finances acted as a drag on economic growth

and broader development objectives, hindering the

delivery of efficient and effective public services.

Fiscal deficits averaging 10 per cent of GDP was

not uncommon, with knock-on effects on other

critical areas of macroeconomic policy management,

most notably in the conduct of monetary policy. The

most visible manifestation of the resultant instability

was high and volatile rates of inflation in the Sri

Lankan economy, deterring private investments and

savings. With rising fiscal imbalances, the country's

indebtedness also rose - peaking most recently at

102 per cent of GDP in 2004 - narrowing the options

for policy manoeuverability and limiting the ability

to respond appropriately to domestic and external

shocks.

Since 2009, however, when the deficit peaked at

9.9 per cent of GDP, Sri Lanka appears to have made

significant headway in reversing fiscal fortunes with

the deficit down to 6 per cent of GDP in 2014. The

contraction has come with a better mix of fiscal

retrenchment, focused on restraining current

spending whilst accelerating capital investment.

Over the same period, the public debt-to-GDP ratio

has climbed down steadily from 86.2 per cent to 75.5

per cent (Table 2.2).

Despite these improvements in overall

macroeconomic indicators, Sri Lanka's fiscal

situation remains fragile. This stems largely from lack

of progress on two fronts; rationalizing and

streamlining government expenditure at all levels,

and reversing Sri Lanka's deteriorating government

revenue collection.

Current expenditures stand at well over 110 per cent

of GDP and its composition - primarily made up of

salaries and wages, interest payments on public

debt, and transfers and subsidies - has hardly

changed over time, underlining the lack of

meaningful reform effor ts in public finance

management (Table 2.3). These relate especially to

public sector reform initiatives and welfare measures.

Sri Lanka has a large and growing cadre of public

sector employees, estimated to account for 15.3 per

cent of the total employed in 2014. In addition, Sri

Lanka continues to implement a host of subsidies

and transfers where issues of targeting and the

effectiveness of outcomes in welfare programmes

(e.g., Samurdhi) or subsidies (e.g., fertilizer) have

been subject to considerable debate. In addition,

public finances are heavily burdened by a non-

contributory pension scheme, whilst at the same time

leaving a large share of Sri Lanka's elderly and

vulnerable population without adequate means of

social protection. Without rationalizing current

spending patterns, the country will be hard pressed

Table 2.2
Select Fiscal Indicators

2012 2013 2014

Total revenue 13.9 13.1 12.2

  Tax revenue 12.0 11.6 10.7

Total expenditure 20.5 19.2 18.3

  Recurrent 14.9 13.9 13.5

  Public investment 5.9 5.5 5.0

Fiscal deficit 6.5 5.9 6.0

Public debt 79.2 78.3 75.5

Source: CBSL, Annual Report, various years.

Table 2.3
Select Expenditure Shares

2006 2010 2014

% of current exp. (%)

  Salaries and wages 32.0 32.0 33.3

  Interest payments 27.4 37.6 33.0

  Subsidies & transfers 26.3 20.9 21.3

% of GDP

  Education exp. 2.7 1.9 1.9

  Health exp. 2.0 1.3 1.4



14

STATE OF THE ECONOMY 2015

to focus on areas such as education and health,

where spending as a share of GDP has declined.

There has also been no progress in halting losses

incurred by state-owned enterprises (SOEs) in Sri

Lanka. Since 2005, there has been a clear policy

reversal with further privatization efforts ruled out in

favour of 'restructuring' SOEs. However, SOEs

continue to makes huge losses, especially the larger

corporations such as the Ceylon Electricity Board

(CEB), Ceylon Petroleum Corporation (CPC) and

Sri Lankan Airlines (Table 2.4).

Sri Lanka's Fiscal Management Responsibility Act

of 2003 capped direct borrowing by state entities

with Treasury guarantees - treated as a contingent

liabil ity - to 4.5 per cent of GDP. This was

subsequently amended in the Budget 2013 and

raised to 7 per cent. The move to encourage state

enterprises to resort to direct borrowing is mooted

on the grounds that government guarantees will

ensure better terms and conditions, and enable the

government to ensure that they fulfill prudential

requirements if they wish to obtain such guarantees.

However, there are significant downside risks in view

of the poor financial performance of most SOEs. It

is likely that on their own balance sheet and financial

rating, without the unfettered support of government

Figure 2.4
Treasury Contingent Liabilities

Rs. billion 2012 2013 2014

CEB -62.1 24.6 -11.7

CPC -89.6 -7.9 1.7

SriLankan Airlines -27.0 -28.6 -29.0

Table 2.4
Operating Losses of Select SOEs

Source: CBSL, Annual Report, various years; and Ministry of Finance,
Annual Report, various years.

guarantees, many would not be able to raise the

volumes of funding needed. In addition, the risks

multiply when such funding is obtained from other

state-entities such as state-owned financial

institutions.  As seen in Figure 2.4 contingent

liabilities have increased sharply from 1.6 per cent

of GDP in 2006 to 5.7 per cent of GDP in 2014

heightening systemic risks for overall fiscal stability.

If performance of public finance management on the

expenditure front has been mixed, fiscal

performance on the revenue front has clearly failed.

Revenue as a share of GDP has declined

persistently despite rising per capita income. A part

of the reason for low tax revenue generation is

perhaps to do with the changing structure of the Sri

Lankan economy, where many of the country's large

services sector tends to be informal and cash-based.

Unless tax administrative structures are efficient and

effective, collection of tax revenues becomes harder.
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The inability to reverse a weakening revenue base

comes despite a number of recommendations to

address tax administration and policy issues as per

the Presidential Taxation Commission report of 2010.

The implementation of reforms at best has been ad

hoc and incomplete.

Rising expenditures and declining revenues have

seen Sri Lanka rely increasingly on foreign borrowing

for budgetary support. Where domestic borrowing

implies a higher interest rate as the government

competes with firms for limited investment funds,

the effect is muted when a country accesses foreign

capital, because the budget deficit can be financed

from abroad.

2.3.1 Deficit Financing and External
Debt
Sri Lanka obtained a sovereign credit rating in

December 2005 with the express purpose of tapping

international financial markets. Between 2007 and

2014, the country issued seven sovereign bonds to

the tune of US$ 5.5 billion. This was accompanied

by an incremental opening up of the government

securities market to foreign investors. The threshold

limit of 5 per cent of Treasury bonds outstanding

introduced in 2006 was relaxed to 10 per cent in

2007. In 2008, Sri Lanka opened its Treasury bill

market to foreign investors with a threshold limit of

Treasury
contingent
liabilities have
increased
sharply from 1.6
per cent of GDP
in 2006 to 5.7
per cent of GDP
in 2014
heightening
systemic risks
for overall fiscal
stability.

10 per cent. In December 2011, the threshold limit

was further expanded to 12.5 per cent of outstanding

Treasury bills and Treasury bonds stock. Sri Lanka

also tapped bilateral loans, particularly from the

Export-Import (EXIM) Bank of China to fund large

infrastructure projects including roads and

transportation, power and energy, and ports.

Figure 2.5
Deficit Financing and Government External Debt

Source: CBSL, Annual Report, various years.
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Regulations governing foreign borrowing by Sri

Lanka's private sector have also been eased to

encourage private firms and commercial banks to

tap foreign sources for funding.2  In addition, two

development banks (DFCC and NDB) were given

special dispensation to raise foreign loans without

having to bear the related exchange rate swap costs.

These sources provide the government with an

indirect source of foreign borrowing through on-

lending activities of the financial institutions. In effect,

however, such borrowing amount to proxy borrowing

by the government, with added risks of multiple

par ties exposing their balance sheets to

international capital markets.

Thus, Sri Lanka has increasingly come to rely on

foreign financing to bridge its fiscal deficit (Figure

2.5). This has brought about two significant changes

to the country's external debt profile. In the first

instance, while total government external debt has

remained relatively flat, the country's total external

debt-to-GDP ratio has risen sharply (Figure 2.5). A

part of this debt is non-sovereign backed debt

incurred by private corporates and banks relying on

corporate balance sheets, and is not under the

purview of the government.

A second notable feature is that even though the

government external debt-to-GDP ratio has

declined, the composition of that debt has changed

dramatically with the shift to more costly non-

concessional and commercial sources of borrowing.

Where these accounted for just 7 per cent of total

outstanding government external debt in 2006, by

2012 it had come to account for more than 50 per

cent. Thus, Sri Lanka's external debt servicing

obligations are set to rise significantly in the

foreseeable future as a result of high cost external

borrowing.

In principle, governments can justify borrowing for

capital investment on the grounds that better

2 The Budget 2013 proposals permit LCBs and corporate entities to borrow up to US$ 50 million and US$ 10 million, respectively, each year
for three years without the approval from the Department of Exchange Control.

infrastructure holds the potential to raise a country's

medium to long-term growth prospects, enabling

higher volumes of revenue to be generated that will

allow debt obligations to be met comfortably. The

key to such a strategy of course is that investment

decisions are taken after a careful assessment of

the returns on such investments - i.e., to use debt

financing only for projects that generate returns

higher than the interest to be paid on related debt. It

must also be kept in mind that capital investments

with high operational and maintenance costs

generate additional fiscal burdens down the road.

Thus, the return on investments financed by debt

matters, particularly when it is foreign denominated

debt. Much of Sri Lanka's public investment is being

channelled to infrastructure such as roads, ports,

airports, etc., where such investments may not

generate the necessary foreign earnings flows to

service the debt in the short to medium term. The

most prudent course is to ensure that foreign

currency denominated debt is confined as much as

possible to projects that can, either directly or

indirectly, generate the foreign exchange needed to

service the debt, whilst all possible efforts are made

to mobilize domestic resources.
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Clearly, the means through which the fiscal deficit

is financed today has implications on debt

management and economic stability in the medium

to longer term. The direction of overall trends on

the fiscal policy front in conjunction with other key

indicators suggests strongly that significant changes

are required. High cost external debt is being

accumulated while government revenues continue

to decline; higher GDP growth through externally

debt financed public investment spending is not

coming via an export surge, requiring debt to be

rolled over continually. Cost-effective debt rollover

hinges on two critical factors - i.e., prevailing

domestic macroeconomic stability and global

financial conditions. If either or both of these are

unattractive, costs of rolling over external debt can

rise substantially.

2.4 Monetary Policy and
Exchange Rate Misalign-
ment
In the presence of a growing foreign currency

denominated debt portfolio, a depreciating currency

leads to a growing public debt to GDP ratio.

Conversely, an appreciating currency can lead to a

lowering of the ratio, as Sri Lanka has witnessed to

some extent in recent years. However, a real

appreciation of the exchange rate can lead to a

deterioration in the current account, whereby any

gains on fiscal indicators becomes a temporary

phenomenon. That is, in order to restore external

sustainability, a country may have to undertake a

real devaluation that once again leads to a sudden

jump in the public debt-to-GDP ratio. Indeed, when

countries resort to external borrowing, the trade-off

between fiscal conditions (debt) and exchange rate

management can constrict macroeconomic policy

space considerably.

Inflows of foreign capital associated with higher

volumes of borrowing then spills over into the

conduct of a monetary and exchange rate policy

management. Sri Lanka has witnessed the above

tensions in coordinating macroeconomic policy, the

failure of which brought about significant instability.

Inflows of capital typically prompt central banks to

intervene in the foreign exchange market. This may

be to avoid volatility in exchange rate movements,

and to prevent an undue appreciation that hurts

export competitiveness. In 2010, for example, as

capital inflows were mopped up in order to target

the exchange rate, the build-up of foreign exchange

reserves saw the domestic monetary base expand

(Figure 2.6). An expansion in the monetary base

without a corresponding increase in production holds

potential inflationary consequences.

To compound matters, the CBSL used both

regulatory tools and moral suasion to persuade

banks to lower interest rates from mid-2010 in order

to boost Sri Lanka's immediate post-war economic

recovery. A sharp increase in credit growth,

When
countries
resort to
external
borrowing, the
trade-off
between fiscal
conditions
(debt) and
exchange rate
management
can constrict
macroeconomic
policy space
considerably.
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particularly in sectors such as consumption, began

to fuel inflation and precipitated the imposition of a

mandatory ceiling on commercial bank credit growth

in January 2012.

Cheap credit stimulated an import surge that was to

be even more damaging. As the trade deficit

expanded and the current account deficit increased

to 7.8 per cent of GDP in 2011, the CBSL opted to

Figure 2.6
Monetary Indicators

Source: CBSL, Annual Report, various years.

draw down official reserves in defence of the

currency at a pre-determined 'fixed' rate. By February

2012, the country was teetering on a balance of

payments crisis, exactly three years to the date that

it last approached the IMF for a bailout package after

a similar untenable defence of the currency. A BOP

crisis was averted only after a series of policy

reversals in March 2012, the most important of which

was a sharp devaluation of the rupee.

Figure 2.7
External Sector Indicators

Source: CBSL, Annual Report, various years.
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The relatively inflexible exchange rate policy stance

is hurting exports - the very sector that needs to

generate foreign exchange earnings if Sri Lanka is

to service its growing external debt comfortably.

Instead, capital inflows have distorted the exchange

rate artificially - where a real appreciation is

occurring against the fundamentals of a weak

external current account position - leading to an

appreciating real effective exchange rate (REER)

and hurting export competitiveness.

Thus, Sri Lanka is more exposed today to external

shocks as its external debt and related indicators

such as the external debt service ratio rises (Figure

2.7). Where a sizeable volume of official foreign

reserves might have provided comfort as a buffer,

the fact that the bulk of reserves is also made up of

foreign borrowings is a downside. The purchase of

government debt by non-residents and purchase of

international reserves by governments are both pro-

cyclical. During good times with lower default risk,

governments may be tempted to borrow more. In

the event of any shock to the economy, governments

will be forced to cut down on borrowing and use

available reserves to smooth out consumption.

These conditions can result in a collapse of both

the purchase of government debt by foreign

investors, as well as the ability of governments to

raise foreign borrowings, leading to external crises.

Having restored exchange rate stability after a

devaluation of over 17 per cent in the first half of

2012, the CBSL turned its attention to aggressively

ease monetary policy once more from end- 2012.

The measures adopted include cuts to policy rates,

slashing of Statutory Reserve Requirement (SRR)

of Licensed Commercial Banks (LCBs), reductions

to penal rates of interest charged on all loans and

advances by LCBs, etc. However, as evident from

Figure 2.6, despite the steady drop in interest rates,

credit growth to the private sector remained

stubbornly low.

The reasons for the overdue credit pick-up are

perhaps partly explained by the doubling of credit

growth to the private sector during 2009-12. It is not

surprising that the credit overload of the past takes

time to work its way through the economy, deterring

fresh uptake in the interim. A second reason is

perhaps related to Sri Lanka's recent growth pattern,

dominated by non-tradable services sectors and

other industry sectors such as construction and

utilities. Many of these also have large state

involvement. Booming sectors where businesses

can plug-in investments is more limited than the

overall high GDP growth numbers would suggest,

as highlighted in the past by high credit uptake for

consumption. Thus, Sri Lanka's most recent episode

of monetary easing to stimulate growth, underscores

Capital inflows
have distorted
the exchange
rate artificially -
where a real
appreciation is
occurring
against the
fundamentals of
a weak external
current account
position -
leading to an
appreciating
real effective
exchange rate
(REER) and
hurting export
competitiveness.
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the reality that such a policy stance helps only if the

economy is constrained by the money supply, and

is failing to follow growth in economic efficiency and

value added.

2.5 Economic Perfor-
mance 2015 and Outlook
The electoral outcome of January 2015 signalled a

change of course for the Sri Lankan economy on

several fronts. The most immediate was a slowdown

of some of the infrastructure development initiatives

of the previous regime, the implementation of

electoral pledges through a revised budget for 2015,

and enunciating a new economic policy direction

for the country.

That any new government would revisit Sri Lanka's

ambitious publicly funded infrastructure projects to

assess their economic viability and funding is to be

expected. Some key initiatives, such as the Colombo

Port City Expansion project undertaken by China,

were suspended as a result. There was also,

however, a more general slowdown in infrastructure

spending as fresh fiscal estimates were worked out.

The budget presented in end January 2015 delivered

on many of the pre-election promises such as a

Table 2.5
Fiscal Outcomes (Jan-June 2015)

Budget Estimates (% of GDP) Fiscal Outcomes (Rs. bn.)
2014 2015a 2015b Jan-Jun 2014 Jan-Jun 2015

Revenue 12.2 14.6 14.1 536 605

Current exp. 13.5 13.5 14.2 637 769

Public investment 5.0 6.2 4.6 278 223

Overall deficit 6.0 4.6 4.4 371 401

Financing

  Foreign 2.1 2.2 2.2 129 -41

  Domestic 3.9 2.4 2.2 242 444

Notes: a: Estimates presented in Oct. 2014;  b: Revised estimates presented in Jan. 2015.
Source: CBSL, Annual Report, various years; Ministry of Finance.

reduction in fuel prices and an increase in public

sector salaries and pension payments, whilst

attempting to introduce new revenue generating

measures by way of one-off taxes on private

businesses, imposition of a 'mansion tax' on

housing, etc., to meet additional expenditure

commitments.

Fiscal policy management has run into difficulties

as proposed new revenue measures failed to be

placed before Parliament after the defeat of a

government move in April 2015 to raise Treasury bill

borrowing limits. With current expenditures rising,

capital spending has borne the brunt of cuts (Table

2.5). Financing of the deficit has also changed in

the interim, with net domestic financing of Rs. 444

billion during January-June 2015 exceeding the Rs.

341 billion total net domestic financing for the entire

year in 2014. As the government tapped the domestic

market for funds, net credit to the government

expanded, outstanding liquidity shrank and interest

rates began to nudge upwards (Figure 2.8). The

impact on interest rates was partly subdued owing

to the low demand for credit by the private sector in

view of anticipated Parliamentary elections and

associated uncertainties.
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Figure 2.8
Net Credit to Government, Outstanding Liquidity and Interest Rates

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

The government was forced to tap

domestic financing not only because of the

failure to implement new revenue

measures, but also as a result of

slowdowns and delays in accessing foreign

financing. The roll ing back of the

infrastructure push meant that the inflow

of funds by way of long-term loans declined

quite sharply in the first five months of 2015

(Table 2.6). In addition, the country

experienced some delay in issuing an

announced Sovereign bond placement.

This finally materialized in end May 2015

for US$ 650 million at a yield rate of 6.125

per cent with a 10 year maturity, slightly

above the last 10 year Sovereign bond

yield rate of 5.875 obtained in July 2012.

Table 2.6
Foreign Inflows (January-June)

Inflows to govt. (US$ mn.)        External Current Account (US$ mn.)
2014 2015 2014 2015

Treasury bills & bonds 941.9 547.4 Trade balance -3,535.2 -4,085.8

Sovereign bonds 1,500.0 650.0 Remittances 3,360.0 3,432.7

Long-term loans 1,002.2 490.8 Tourism 1,157.9 1,321.4

Source: CBSL, “External Sector Performance”, various issues.
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In the first half of 2015, there has been a significant

slowdown of foreign capital inflows overall, as well

as a deterioration in the trade deficit (Table 2.6).

Inflows from foreign investment in Treasury bills and

bonds and long-term loans to the government

declined sharply. The trade deficit in the first half of

2015 weakened by over 15 per cent; the more

serious is the slow contraction in export earnings of

0.6 per cent over the same period. Earnings from

worker remittances have also slowed to a low 2.2

per cent in the first half of 2015 compared to 10.5

per cent growth in the first half of 2014. Thus, Sri

Lanka's current account is also under pressure.

External sector developments have had an inevitable

impact on the exchange rate. However, the currency

has been allowed to depreciate by only around 2

per cent, with CBSL intervention in the foreign

exchange market through a drawdown of official

reserves. By March 2015, reserves were recorded

at US$ 6.8 billion, sufficient for 4.2 months of

imports, relative to holdings of US$ 8.2 billion at end

2014 (5.1 months of imports). In addition to

supporting the currency, reserves were also used

for immediate foreign debt settlements. Official

reserves were augmented with a US$ 400 million

swap arrangement with the Reserve Bank of India

(RBI) in April 2015, a Sovereign bond issue in May

2015 and a further swap agreement with RBI for US$

1.1 billion in July 2015. At end June 2015, official

reserves stood at US$ 7.5 billion, sufficient for 4.5

months of imports.

In contrast to higher domestic borrowing by the

government, upward pressure on interest rates and

depreciating pressure on the exchange rate, Sri

Lanka's consumer price inflation captured by the

Colombo Consumer Price Index (CCPI) has been

on a sharp downward trend, with the annual inflation

rate edging to a low 1.3 per cent by July 2015 (Figure

2.9). However, Sr i Lanka's low inflationary

environment is unlikely to persist if the current

subdued economic activity reverses in the fourth

quarter of 2015 pursuant to a stronger political

outlook following Parliamentary elections.

In the first half of 2015, the lack of a clear policy

direction on the economic front is taking a toll on Sri

Lanka's economic growth prospects for 2015. First

quarter 2015 GDP estimates suggest that economic

growth slowed to 6.4 per cent relative to a growth

rate of 7.6 per cent in the first quarter of 2014. The

sharp deceleration in construction sector growth was

to be expected; what appears to be a more general

slowdown in productive economic sectors such as

manufacturing, and transport and communications

is, however, of concern.

Sri Lanka's growth outlook for 2015 is thus set to

moderate. At the same time, the Department of

Census and Statistics (DCS) has undertaken a

re-basing of national account estimates that is likely

to re-set the country's medium to long-term growth

projections once the revised methodology is

finalized (Box 2.1).

Source: CBSL, “External Sector Performance” and “Monetary Policy Review”, various issues.

Figure 2.9
Movements in Exchange and Inflation Rates
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Box 2.1
Re-basing Sri Lanka’s GDP

Sri Lanka’s Department of Census and Statistics has undertaken a re-basing of its national account estimates. The most
current approximations are based on 2002 production and consumption patterns. Over time, this one-year snapshot of the
economy becomes less accurate and can lead to overestimation of traditionally dominant sectors such as agriculture and
underestimation of newer sectors, especially those in the services sectors. The IMF statistical division recommends a change
of base year every fifth year. Sri Lanka has not done so since 2002 suggesting that the previous GDP framework underestimated
economic activity. The re-basing uses 2010 as the new base year, and includes expanded coverage of economic activities
through information collected by various censuses. This, together with other changes such as the adoption of the 2008
System of National Accounts, re-classification of economic activities as per the International Standard of Industry Classification
(ISIC), etc., will also mean changes in the sectoral composition of GDP. In total, the old and new national accounts will not be
comparable.

While data challenges remain in any attempt to compile national accounts, additional complexities exist to accurately estimate
the size of Sri Lanka’s significant informal economy. Notwithstanding such weaknesses, a regular re-basing exercise is
extremely useful to provide a clearer picture of an economy’s size and structure and allow a better planning of longer term
growth and development options.

Absolute GDP Estimates
                  GDP at Market Prices (Rs. mn.)  GDP at Constant Prices (Rs.mn.)

2002 2010         2010
Base Base         Base

2010 5,604,104 6,413,668 6,413,668
2011 6,543,258 7,219,106 6,952,720
2012 7,578,555 8,732,463 7,588,517
2013 8,674,228 9,592,125 7,846,202
2014 9,742,240 10,291,581 8,195,979

Source: DCS.

The DCS' statistical exercise has produced revised nominal and real GDP estimates for Sri Lanka for the period 2010-14. At
the aggregate level, the re-basing exercise suggests that share of agriculture in GDP is smaller and that of industry is larger
than previously estimated, and that the Sri Lankan economy continues to be a services sector dominated one. This is not
surprising in view of expanded activities involving sectors such as telecom, information technology, etc., that is better captured
with fresh sources of data.

The re-basing also shows that the absolute size of the Sri Lankan economy in 2010 was larger by over 14 per cent than
previously estimated. Nominal GDP re-basing produces cosmetic changes, with some changes in key indicators; for example,
Sri Lanka’s per capita GDP has risen to US$ 3,795 in 2014 from the previously estimated US$ 3,625 as a result of the re-
basing. At the same time, the increase has not been sufficiently large to significantly impact fiscal deficit-to-GDP or public
debt-to-GDP ratios, and as such, holds limited broader economic consequences.

GDP Growth Estimates

           GDP Growth (%)                        Price Change (%)
2002 2010 CCPI Old GDP New GDP
Base Base Deflator Deflator

2011 8.2 8.4 6.7 7.9 3.8
2012 6.3 9.1 7.6 8.9 10.8
2013 7.2 3.4 6.9 6.7 6.2
2014 7.4 4.5 3.3 5.1 2.7

Source: DCS.

The new estimates matter if GDP growth rates are an important consideration for governments. Slower real growth after a re-
basing exercise is a fairly common and accepted occurrence as witnessed in many of the African countries that have done
similar exercises. This is because with economic growth, changes in relative prices are to be expected; in effect, re-basing of
real GDP means adopting a new set of reference prices to value output in each year. If there has been fairly strong economic
growth and relative prices have changed, then almost certainly the first year will have a higher measured real GDP when
national accounts are re-based. With a higher initial level of GDP, the growth rate can turn out to be smaller.

What is puzzling in Sri Lanka’s re-based real GDP growth is that even as output moves to a higher base in 2010, significantly
high growth rates are recorded for 2011-12, followed by a sharp decline; indeed, growth appears to have shrunk from 9.1 per
cent to 3.4 per cent year-on-year during 2012/13. Thus, Sri Lanka’s real GDP growth after re-basing – measured by reference
to the prices and structure of the economy in 2010 – appears to have grown at sharply varying rates in subsequent years.

The DCS has devised a GDP implicit price deflator with a revised base year of 2010 – with weights assigned to capture price
changes and derive constant value added. The new GDP deflator shows significant volatility against not only the old GDP
deflator, but also against the consumer price index, CCPI. Clearly, the data and methodology employed in re-basing Sri
Lanka’s GDP estimates need further study and clarification, but going forward, what the preliminary data seem to suggest is
that the country is set to experience a slower rate of economic growth because of the revision, and resultant larger GDP base.
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2.6 Conclusion
Just as today’s policy focus on taxation, spending,
deficits, and debt affect current economic growth,
they will also have an equally, if not more important
bearing on economic growth and stability in the long-
term. Sri Lanka’s unabated practice of competitive

populism ensures that political parties routinely
discount the economic costs of electoral promises
and handouts. The fiscal costs, and the related
broader consequences on macroeconomic stability,
are ignored.

With two closely contested elections in one year –

seven months apart – the impact of such profligacy
can be high. Sri Lanka’s fiscal situation is already
straining under additional expenditure commitments
undertaken following presidential elections in
January 2015. Similarly, in parliamentary polls,
election handouts are being offered as inducements

such as cost of living allowances to the public sector
workers, payments to school leavers, public sector
jobs for unemployed youth, etc. Even as the full cost
of such electoral pledges are realized, leading to
further weakening of fiscal consolidation efforts, Sri
Lanka will be called on to implement some tough
economic reforms for long-term macroeconomic

stability and sustainable growth.

The most pressing of these relate to tax and SOE
reforms. Sri Lanka has to focus on reversing
declining government revenues as a matter of
urgency. Recommendations to rationalize and
streamline tariffs, broaden the tax base and improve

administrative capacity of agencies involved in
revenue collection have already been studied and
proposed by the Presidential Taxation Commission
in its 2010 report. So far, the recommendations have
been implemented and applied in an ad hoc manner,
and may need to be revisited once again in view of

the considerable time that has lapsed since the
report was finalized and submitted.

Similarly, Sri Lanka’s loss making SOEs need to be
restructured and better managed as a key priority.
Governments will fight shy of outright privatization
of SOEs in the face of considerable popular and

political opposition. The opposition stems in part
from past mishandling of privatization initiatives that
have often been tainted by allegations of corruption,
and/or proven by the judiciary to have by-passed

laid down procedures and therefore nullified. Better
management of SOEs need not necessarily go down
the route of privatization; the options are many
through a spectrum of ownership structures that can
bring the public and private sectors together.

Aside from these two critical areas, there are other

outstanding public finance related issues that need
policy attention. These include rationalizing Sri
Lanka’s many transfer and subsidy schemes,
reforming the existing non-funded public sector
pension system, improving debt management, etc.
It is only from a thorough review that Sri Lanka can

reconsider how it taxes and spends in order to
support long-term development objectives. Fiscal
and monetary expansion is not interchangeable;
stronger public finances will allow fiscal and

Sri Lanka's
unabated
practice of
‘competitive
populism’
ensures that
political parties
routinely
discount the
economic costs
of electoral
promises and
handouts.
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monetary policy to play independent roles to provide
an economic stimulus as and when needed.

A strong fiscal foundation can also have an important

bearing on a successful broader structural reform
effort. Sri Lanka has a long to-do list of reforms which
has been around for years without making much
headway. Fiscal consolidation will help compensate

potential losers of a reform initiative; by the same
token, it is more difficult to implement structural
reforms at the same time as tightening fiscal

budgets.  Sri Lanka is already faced with the likely
prospect of slower economic growth and narrower
fiscal space in the near term; fiscal reforms should
start early before the situation becomes sufficiently

fraught to make reforms unavoidable.



3. International Environment
3.1 Introduction

N
early eight years after the onset of the

global financial crisis (GFC), the world

economy continues to expand at a fairly

modest pace, with ramifications of the financial

crisis still visible in many countries. The recovery

has been slow and prolonged, with many advanced

economies still relying heavily on post-crisis

adjustments, and plagued by sluggish

unemployment levels, below target inflation rates

and geopolit ical uncer tainties. Among the

developed countries, US economic growth is

expected to be robust, with factors such as low

energy prices, strengthened balance sheets and

recovering housing markets expected to sustain

growth in 2015 and 2016.1  The Euro area on the

other hand has more problems to contend with in

the form of economic and political turmoil within

the region, whilst Japan too has seen an uneven

recovery, with consumption yet to show sustained

growth.

Among emerging and developing economies,

China's growth trajectory has changed as a result

of a managed slow down, targeting a more

sustainable rate of expansion.  This has varying

impacts on other economies in the Asia-Pacific;

Australia, already impacted from falling commodity

prices, is likely to be hit further as China's growth

slows to a forecast 6.8 per cent in 2015 and further

to 6.3 per cent in 2016. On the other hand, India is

expected to out-perform China for the first time in

2015 with growth boosted by policy reforms following

electoral changes in 2014, rising investments and

lower oil pr ices. Another casualty of falling

commodity prices is Russia, already hit by

international sanctions. Overall, the global economic

outlook for 2015 is centred around changing oil and

commodity prices, geo-political uncertainties, and

stagnating and low inflation in developed countries.

International trade performance since the GFC has

been positive, but weak, attributed mostly to the

weak economic growth of advanced economies.

Overall capital flows too have been subdued with

weak macroeconomic and financial conditions of

many economies, slow growth of world trade and

deleveraging by banks affecting both demand and

supply of capital. While falling oil prices can be

India is expected
to outperform
China for the
first time in 2015
with growth
boosted by
policy reforms
following
electoral
changes in
2014, rising
investments and
lower oil prices.

1 IMF (2015), “World Economic Outlook – April 2015”, IMF, Washington D.C.

26
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expected to increase the purchasing power of oil-

importing countries boosting trade on the one hand,

it can also have implications on the buying power of

oil exporting countries, though many of the oil

exporting Middle Eastern countries are cushioned

by high reserves. Countries exporting substitutes of

oil-based products too can be affected to an extent

with oil-based products becoming relatively cheaper

in the world market.

The global
economic
outlook for 2015
is centred around
changing oil and
commodity
prices, geo-
political
uncertainties,
and stagnating
and low inflation
in developed
countries.

For Sri Lanka, the impacts of the current global

economic environment will be channelled mainly

through trade, capital, remittances and tourism. The

outlook for Sri Lanka's exports is not very positive,

given the challenges facing the country's main

export markets such as Europe, the Middle East and

Russia.  On the import side, lower oil prices will ease

Sri Lanka's current account deficit, reduce pressure

on fiscal accounts and inflation.  Remittances and

tourism too are expected to grow with no major

diversions expected for 2015. The world economic

environment and implications for Sri Lanka are

examined in detail in the subsequent sections of

this chapter.

3.2 Overview of the
Global Economy
3.2.1 Economic Prospects for Deve-
loped Economies
The world economy grew by 3.4 per cent in 2014

and is expected to grow by 3.3 per cent in 2015.

Although emerging and developing economies have

been driving world output since the GFC, advanced

economies are expected to grow more strongly in

2015 while growth in emerging and developing

economies are expected to be weaker (Figure 3.1)

2 Ibid.

Note: 2015 and 2016 figures are projections.
Source: IMF (2015), “World Economic Outlook (July 2015)”, International Monetary Fund, Washington, D.C.

Figure 3.1
Growth of World Output, Advanced and Emerging Economies (2008-2016)
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The outlook for
Sri Lanka's
exports is not
very positive,
given the
challenges
facing the
country's main
export markets
such as
Europe, the
Middle East
and Russia.

These developments however, are not the same

across-the-board; a striking feature among

advanced economies has been the growing

divergence between US and that of Japan and the

Euro area (Table 3.1).

In the US, growth was initially mediocre after the

financial crisis but its recent growth momentum has

been healthy, supported by positive shale and

energy developments and restructuring.  The US

economy grew by over 2 per cent annually over the

past three years (see Figure 3.2). A concern

Table 3.1
Projected Output for Selected Countries (2013-2016)

           Projections
2013 2014  2015  2016

Advanced Economies 1.4 1.8 2.1 2.4

  US 2.2 2.4 2.5 3.0

  Euro area -0.4 0.8 1.5 1.7

  Japan 1.6 -0.1 0.8 1.2

  Canada 2.0 2.4 1.5 2.1

Emerging and Developing Economies 5.0 4.6 4.2 4.7

  China 7.7 7.4 6.8 6.3

  India 6.9 7.3 7.5 7.5

  Russia 1.3 0.6 -3.4 0.2

  Brazil 2.7 0.1 -1.5 0.7

Source: IMF (2015), “World Economic Outlook (July 2015)”, International Monetary Fund,
Washington, D.C.

Consumer spending in the US is rising albeit at a

very slow rate. The growth in spending is supported

by continued job creation and increases in

disposable income but it has been sluggish due to

consumers opting to save more rather than spending

it. However, further analysis of personal consumption

expenditure patterns show that spending on

however, has been the slow rate of

employment creation, wages and low

inflation. The US unemployment rate which

was over 8 per cent in 2012 declined

steadily to 5.6 per cent by March 2015.

Nevertheless, the job creation has been

poor in the first quarter of 2015, raising

questions about the recovery. Furthermore,

the appreciation of the dollar is expected

to restrain growth in US exports in 2015

and 2016. However, its impact on exports

would depend on the rate at which the

dollar stabilizes and the situation among

trading partners.3

3 UN (2015), “World Economic Situation and Prospects 2015”, United Nations, New York.
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durables has gone up while expenditure on non-

durables has fallen over the 2013-15 period (first

quarter). However, consumption expenditure on

clothing and footwear has generally been increasing

during this period (see Figure 3.3).

All in all, despite growth moderating in recent times,

the US economy is expected to remain robust. And

it is likely that this positive outlook would drive the

US to normalize its monetary policy which in turn

would have implications for the rest of the world.4

As such, interest rates are expected to increase

during the latter half of 2015; this would have notable

repercussions on emerging economies that have

been the recipients of large capital inflows in recent

times. Nonetheless, emerging economies are better

equipped to handle a tapering of quantitative easing

(QE) with better reforms in place, larger reserves to

cushion the impacts and with experience learnt from

the past. On the negative side, capital outflow and

an increase in interest rate will raise borrowing costs

for both governments and the private sector.

Uncertainty on Greece's long-term place in the Euro

area, tensions between Russia and the West over

Ukraine, and deflationary pressures in some of the

European countries has created concerns over the

impact it might have on EU growth. Recovery of the

Euro area has been weak and faltering with risks of

prolonged low growth and low inflation still present.

  Source: US Bureau of Economic Analysis (2015), “National Data”; and US Bureau of Labour  Statistics(2015), “Labour Force Statistics”.

4 Monetary policy normalization refers to steps undertaken to raise federal fund rates and other short-term rates to more normal levels
and to reduce the size of the Federal Reserve’s securities holdings.

Figure 3.2
US Output, Real Personal Consumption Expenditure and Unemployment Rates
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The strongest growth in any quarter over the past

two years has been 0.4 per cent and an annualized

growth of 1.1 per cent (Figure 3.4). While the

economic recovery of the EU is going to be bumpy,

the Euro area is predicted to grow at 1.5 per cent in

2015, driven by countries in the core such as in

Germany where domestic demand picked up as a

result of supportive monetary conditions, good

labour conditions and improved confidence. Stronger

exports stemming from a weaker Euro and

quantitative easing in the region are also expected

to support growth in the region.

The growth trajectory of the world's third largest

economy, Japan, is of continuing concern. The

country was in recession for two quarters in 2014,

attributed to an increase in consumption taxes in

the country. While it came out of the recession in

the last quarter of 2014, the growth was lower than

expected, the main reason being the rather

mundane increase in household spending (0.3 per

cent).5  Whether Japan can maintain its growth rate

is largely dependent on consumption growth; there

was positive growth in the last two quarters, possibly

indicating that consumers are finally shaking off the

effects of the tax increase.6

Figure 3.4
Euro Area Real GDP Growth (2013-15)

Source: Statistics Portal (2015), “Growth of Real GDP in the Euro Area from 1st quarter 2013 to
1st quarter 2015”, www.statista.com/statistics/226122/gdp-growth-in-the-eu-and-the-
euro-area-compared-to-same-quarter-previous-year/.

5 WSJ (2015), “Japan Escapes Recession but Growth Misses Forecasts: Weak Consumption Points to Challenges for Abenomics”, Wall
Street Journal http://www.wsj.com/articles/japan-q4-gdp-worse-than-expected-at-22-1424044641.

6 Ibid.
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3.2.2 Outlook on Emerging
Economies: Will Growth Continue?
Despite a fall in growth rates over the past six years,

Asia has managed to maintain a growth momentum

of over 6 per cent during 2008-14.  The most striking

feature is the slowdown of the Chinese economy,

driven by structural reforms, withdrawal of fiscal

stimulus and limitation of non-bank credit expansion.

China's growth rate of 7.4 per cent in 2014 is its

weakest in 24 years, with forecasts suggesting it

will fall to 6.8 per cent in 2015 - the first time in a

decade where the IMF forecast for the Chinese

economy is below 7 per cent.

The slowdown of the Chines economy is, however,

deemed to be a desirable and a healthy adjustment,

suggesting a more sustainable growth path. China

is seen to be embracing what is termed the 'new

normal' - slower but higher quality growth. There are

nevertheless concerns on how the slowdown would

affect other economies. ASEAN countries are likely

to experience spillover effects via integrated supply

chains; the slowdown will be a further downside risk

factor for crude and copper prices; economic activity

in Latin America and Africa will weaken from low

demand for metal. However, it is noteworthy that the

slowdown comes from a big base; in 2014, China's

economic output was over US$ 10 trillion, making it

the only country to reach this feat after the US.

Factors such as a boost in consumption due to

healthy rise in wage rates - income in China

increased by 8 per cent in 2014 after adjusting for

inflation - is not expected to result in deep contagion

effects although they would be felt.

India on the other hand, is expected to maintain or

improve on its 2014 growth, backed by structural

reforms and an improved investment climate. With

a change of government, economic growth is high

on the priority list. Indeed, with forecast growth of

7.5 per cent in 2015, it is expected to be the world's

fastest growing emerging economy. With a half of

the country's population under the age of 25 years,

and with 12 million entering the labour force each

year, India is well positioned to reap the benefits of

a demographic dividend. It is poised to have the

world's youngest population by 2020 with an average

age of 29 years.7  Whilst India is indeed a 'bright

spot' in the region, India is still far from the economic

power of China; India's economic output is around

US$ 2 trillion compared to China's US$ 10 trillion

output.

Other emerging economies are expected to grow at

a much slower pace, with Russia expected to grow

With a half of the
country's
population under
the age of 25
years, and with 12
million entering
the labour force
each year, India is
well positioned to
reap the benefits
of a demographic
dividend. It is
poised to have the
world's youngest
population by
2020 with an
average age of 29
years.

7 Ernst & Young (2014), “Reaping India’s Promised Demographic Dividend”, Ernst & Young and Federation of Indian Chambers of Commerce
and Industry, New Delhi.
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at a negative 3.8 per cent. Toward the end of 2014,

the Russian economy contracted due to a decline

in oil prices, depreciation of the ruble, high interest

rates and the impact of Western sanctions. In order

to protect key sectors of the economy and to provide

a cushion against a potential economic collapse,

the government announced an 'anti-crisis' plan in

January 2015. Both Standard & Poor's and Moody's

cut Russia's sovereign credit rating to junk status

citing the conflict in Ukraine, low oil prices and the

slide of the ruble. There is the possibility of further

sanctions as well from the US and EU member

states.

3.3 Policy Responses and
Outlook for Recovery
Although many central banks reduced interest rates

to encourage investment and boost economic

activity, the measures failed to spark a sustained

recovery. With near zero interest rates, conventional

monetary policy was ineffective, prompting central

banks and governments to adopt unprecedented

steps in the form of quantitative easing (QE). This is

an unconventional form of monetary policy employed

by central banks to pump money directly to the

economy, where new money is created electronically

to buy financial assets like government bonds. The

expanded bank reserves in turn is expected to

encourage more loan growth to businesses and

people, boosting consumption and employment

growth over time.

The US Federal Reserve, the Bank of England and

the Bank of Japan pursued QE from early on,

achieving varying levels of success. In the US, QE

which started in November 2008 came to an end in

October 2014 after adding about US$ 4 trillion to

the Fed's balance sheet in four rounds of QE (see

Table 3.2). It was the largest economic stimulus

programme in world history. The UK started its QE

programme in early 2009 together with a reduction

in interest rates to as low as 0.5 per cent. It has

added a total of £375 billion to the economy since

the programme was initiated. The effectiveness of

QE is inconclusive, yet it does appear to have had

at least some modest success, particularly in the

US and UK which were early adopters of QE and

are currently doing better than most other advanced

economies.

Japan on the other hand - the first country to use

QE way back in 2001- star ted its recent QE

programme in April 2013 as part of a set of policies

popularly termed 'Abenomics'. The country initially

planned to add US$ 1.4 trillion, spending US$ 70

billion a month and doubling the country's money

supply. Japan's QE programme is large in scale,

considering the US$ 85 billion a month pumped by

the US Federal Reserve in an economy that is three

times as large as that of Japan. In 2014, with recovery

faltering, Japan expanded its QE programme

substantively in a bid to keep deflation at bay. There

are concerns regarding Japan's high debt levels and

the IMF has warned of potential risks of postponing

structural reforms.

More recently in March 2015, the European Central

Bank (ECB) embarked on QE, which will inject 1

trillion euro as a stimulus.  The ECB will inject •60

billion a month by purchasing national government
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bonds from member states. There have been

debates on the channels via which QE stimulates

economies and one possible channel is ‘confidence’.

Some economic signals in the first quarter of 2015

following the QE has been positive. Share prices

have risen since the announcement of QE and bond

yields have fallen sharply. There has been a steep

fall in the euro against the US dollar hence, with the

appreciating dollar affecting company earnings and

making the EU more attractive to US investors.

Furthermore, the weaker euro can stimulate exports,

thereby driving the region’s GDP; it will also raise

the import bill and help raise inflation.

However, QE alone will not be enough to sustain

recovery in the EU. Structural reforms that can

change labour and product markets and enhance

productivity and competitiveness in the region are

vital. For the EU, political hurdles in implementing

reforms across the member states are an ongoing

problem. Stringent fiscal austerity measures –

involving policies to reduce government spending

and/or introduce higher taxes with the objective of

reducing government budget deficits – have created

a ‘north-south’ conflict within the EU, most evident

from the sharp divisions and tensions in dealing with

Greece, Portugal and Spain. Greek debt

rescheduling and a possible exit from the euro are

adding to the uncertainty surrounding sustained

recovery in the Euro area (Box 3.1).

Table 3.2
Comparison of Quantitative Easing Programmes

Notes: a: Amount refer to cash amount/market value rather than the nominal value of bonds bought; b: Including mortgage-backed securities
purchases; c: Including covered bonds, asset-backed securities, and European Institution debt. Amount refers to cash  amount/market
value rather than the nominal value of bonds bought.

Source: https://www.stratfor.com/analysis/how-quantitative-easing-differs-japan-and-europe

   UKa      Japan           US              Eurozone

Amount £ 375 billion ¥ 125 trillion $ 2 trillion € 836 billion
($ 4 trillion)b (€ 1140 billion)c

% of GDP 21% 26% 12% (25%) 9% (12%)

% of bond market 27% 16% 18% 14%

% of annual gross issuance 91% 69% 26% 54%

QE alone will
not be enough
to sustain
recovery in the
EU. Structural
reforms that
can change
labour and
product
markets and
enhance
productivity
and
competitiveness
in the region
are vital.
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Greece has approached the climax of its debt crisis - it defaulted on IMF payments, the first
developed country to do so; banks were closed for weeks to prevent bank runs; the Greek
government went for a referendum where the public strongly rejected the terms of a new
bailout; and EU countries had to take extensive measures to keep Greece from collapsing.
Despite the outcome of the referendum, on 16 July 2015, the Greek government had to accept
the reforms put forward by the other Euro zone countries to receive further bailout funds. IMF
estimates the financing needs through end- 2018 to be • 85 billion and debt in the next two
years to reach close to 200 per cent of GDP.

Greece became the center of the Euro area debt crisis following the 2008 financial crisis. In
October 2009, Greece announced that it had been understating its deficit figures for years
which shut them out from financial market borrowings and led them to near bankruptcy. In
order to avoid a financial meltdown, Greece was bailed out by the IMF, ECB and the European
Commission. These of course came with harsh conditions and resulted in steep tax increases
and budget cuts. Despite the funds, the Greek economy did not pick up with most of the funds
spent on repaying loans rather than being directed to the economy. The economy shrunk by a
quarter and unemployment rates spiraled to over 25 per cent. On the one side, as a country
party to the euro, Greece was not able to undertake certain measures to boost the economy
like any other country would - i.e., by depreciating the currency. On the other, creditors like
Germany maintain that Greece has not undertaken the required economic reforms.
Nevertheless, in exchange for a new bail out, Greece has agreed to what many consider to be
'tough economic reforms': changes to the tax system and  public pensions, overhaul of the civil
justice system, labour market reforms, etc.

The exposure of the global financial system to the crisis in Greece is expected to be contained
given that most investors and banks retracted their investments at the initial stages of the
crisis. Additionally, the situation in Greece has prompted other vulnerable economies like Spain,
Portugal and Ireland to overhaul their economies. Even if there is an exit from the currency
union, it is not expected to have contagion effects, given the safeguards put in place by Europe.

For Sri Lanka, the euro zone crisis will be felt mostly through trade as Europe is Sri Lanka's
largest export destination. The crisis will be felt largely in terms of the depreciation of the euro.
Partly attributed to the Greek crisis, euro's nominal effective exchange rate has depreciated by
10 per cent in the 12 months leading up to May 2015. A depreciation of the euro can translate
into lower export earnings for Sri Lanka, especially for the main export items like T&G and
seafood. Further depreciation can also affect the profit margins of Sri Lankan exporters to the
EU. The exposure of the Sri Lankan economy to the EU through other channels will be limited
with dependence of Sri Lanka on the EU for remittances assessed to be medium, low for FDI,

and low for aid dependence.

Source: ECB (2015), "The International Role of the Euro", European Central Bank, Germany; IMF (2015),
"Greece: An Update of IMF Staff's Preliminary Public Debt Sustainability Analysis", IMF Country
Report No. 15/186; Massa, I., et. al., (2012), "The Euro Zone Crisis and Developing Countries',
Overseas Development Institute, London.

Box 3.1
 The Greek Crisis
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3.4  World Trade, Commo-
dity Prices and Financial
Flows
3.4.1 World Trade
Growth of world trade has been weak in recent times,

growing at an annual average of 3.4 per cent in the

2012-2014 period,8  which is lower than average

growth of trade in the past 20 years (5.2 per cent in

the 1993-2013 period).9  World trade growth slowed

to 3.4 per cent in 2014, pulled back by weakened

import demand and a stagnant Europe. The

slowdown is also attributed to structural factors

where slower expansions of global supply chains

and shift in demand to less-import intensive items

have made trade become less responsive to global

income changes.10  Fur ther, growth in import

demand from developing countries was the lowest

since 2008. In 2015, trade is expected to pick up to

4 per cent but with high possibility of downside risks

arising from developing geo-political tensions, and

faltering economic recovery.

3.4.2 Commodity/Oil Prices
The fall in commodity prices has been broad-based

with prices of energy, metal, minerals and

agricultural raw materials declining from the second

half of 2014. The drop in prices is due to ample

supplies, weak global growth prospects and an

appreciating dollar. The weakening in commodity

prices is expected to continue through 2015 before

a modest turn around in 2016. Oil prices saw the

most dramatic decline, while prices of other

commodities such as food also saw a fall (Figure

3.5).

Oil prices began to fall from the second half of 2014,

bringing to an end a four year period of stability.

The price of a barrel which was around US$ 105

over the past four years plummeted by more than

50 per cent, reaching below US$ 50 a barrel for the

first time since May 2009 (Figure 3.6).11  This fall is

Figure 3.5
Commodity and Food Price Indices

Source: World Bank (2015), “World Bank Commodity Price Data”.

8 World Bank (2015), “Global Economic Prospects”, World Bank, Washington, D.C.
9 WTO (2014), “WTO Lowers Forecast after Sub-par Trade Growth in First Half of 2014”, https://www.wto.org/english /news_e/pres14_e/

pr722_e.htm.
10 World Bank (2015).
11 Devarajan, S., and L. Mottaghi (2015), “Plunging Oil Prices”, Middle East and North Africa Quarterly Economic Brief, World Bank,

Washington, D.C.
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largely attributed to demand and supply factors -

domestic production of oil in the US has nearly

doubled in the past six years, recording the highest

oil supplies in 80 years in March 2015. Consequently,

countries such as Saudi Arabia, Nigeria and Algeria

which once sold oil to the US are now competing for

markets in Asia, pushing prices down. Furthermore,

oil production in countries like Canada and Iraq has

increased, adding to the supply glut. The refusal of

the Organization of Oil Producing Countries (OPEC)

to cut down on supply has also been a vital factor in

the sharp drop in pr ices. While some OPEC

countries have expressed their unwillingness to

reduce production citing fears of losing market share,

others argue that OPECs decision is an effort to

squeeze American shale producers.

Weak global demand from the European, Asian and

Latin American markets, and the increasing use of

energy efficient and less oil intensive energy

consumption which has resulted in reduced oil-

intensity of global GDP are some of the demand

factors which have contributed to low oil prices.

However, unlike in the 2008 oil price crash, this time

around, prices have been pushed down mainly by

supply factors.

The impact of lower oil prices will be mixed with wide-

ranging direct and indirect impacts on oil producing

and oil importing countries.  Understandably, oil

producing economies will face financial and other

economic challenges such as higher job cuts. On

the other hand, oil importing economies will benefit

from improvements in their current accounts through

lower oil bills and fiscal accounts via lower fuel

subsidies. However, the implications are likely to be

more complex; some oil producing countries are also

important export markets for many other countries,

and see lower demand for their goods and services

as a result. Lower oil prices may also lead to lower

prices of substitutes (e.g., synthetic rubber will be

cheaper than natural rubber and exporters of the

latter can be negatively affected). Some oil producing

nations such as those of the Gulf Cooperation

Council (GCC) are also important sources of finance

in the form of aid, investment, remittances and

tourism revenue. On the other hand, they have ample

reserves and are in a much better position to cushion

any adverse impacts.

Predicting the oil market is not straightforward given

the supply/demand, geo-political and other factors

that could affect prices. However, prices are

Figure 3.6
Brent Monthly Prices (dollars per barrel)
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expected to rise in the latter half of 2015; the World

Bank predicts oil prices to average at US$ 53 per

barrel in 2015, with prices expected to rise only

modestly in 2016 by about US$ 4 per barrel.12

3.4.3 Cross Border Capital Flows
Global cross border capital flows, especially from

the banking sector which increased markedly in the

decade before the financial crisis, have declined to

about one-third their size in 2007.13  Capital flows

from all channels, except that from FDI, have

reduced compared to pre-crisis levels (Figure 3.7).

The reduction has come mainly from lower lending

by banks and a marked reduction in por tfolio

investment in debt and equity securities (Table 3.3).

These reductions are attr ibuted to weak

macroeconomic and financial conditions of many

economies which has affected both demand and

supply of capital, slow growth of world trade, and

deleveraging by banks.14  Direct investment flows

on the other hand, have remained relatively stable,

suggesting that it has been less volatile than other

sources of inflows in the aftermath of the crisis. In

terms of geographical distribution of capital flows,

almost the entire decline in capital flows is due to a

decreased lending among advanced economies,

especially within Europe.15  Capital flows to emerging

economies have on the other hand, increased.

In terms of FDI flows, recent data indicate that 56

per cent of the global inflows were to developing

economies recording a new high of around US$ 700

billion (Table 3.4). A regional breakdown shows that

the increase was driven by developing Asia while

flows into Africa remained flat and flows to Latin

America and the Caribbean declined. Interestingly,

four of the five top FDI recipients in 2014 were

developing countries - China (US$ 128 bn.), Hong

Kong, China (US$ 111 bn.), Singapore (US$ 81 bn.)

and Brazil (US$ 62 bn.). Notably, FDI flows to

transition economies fell by over 50 per cent mainly

due to the conflicts and sanctions. India continues

to attract sizeable investments, the only South Asian

country among the top 20 host countries.

Table 3.3
Global Capital Flowsa

Figure 3.7
Annual Global Capital Flows (2006-2013)a

% of GDP               Yearly Average
1980- 1990- 2000- 2008-
1989 1999 2007 2012

FDI 1.0 1.5 2.9 2.9

Portfolio investment 1.2 2.3 4.2 1.4

Other investmentb 2.7 1.9 5.0 0.4

Reserves 0.8 0.5 1.2 1.5

Total 5.7 6.2 13.3 6.2

Notes:  a: Gross capital outflows, excludes financial derivatives and ‘other
investments’ includes flows related to international banking transactions.

Source: Compiled from IMF (2015), “Summary of International Transactions”,
http://elibrary-data.imf.org/DataReport.aspx?c=23964394&d
=33061&e=170784

Notes:    a: Gross capital outflows; excluding financial derivatives; b: Includes
flows related to international banking transactions.

Source: James, E., et al. (2014).

12 World Bank (2015), “Commodity Markets Outlook – January”, World Bank, Washington, D.C.
13 Broner, F. et al., (2013), “Gross Capital Flows: Dynamics and Rises”, Journal of Monetary Economics, 60(1): 113–133.
14  James, E., et al., (2014), “Cross-border Capital Flows since the Global Financial Crisis”, RBA Bulletin, Reserve Bank of Australia.
15   Ibid.
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Table 3.4
FDI Inflows, by Major Regions (2012-14)

US$ bn. 2012 2013 2014 Growth Rate
2013-14 (%)

World

  Developed Economies

     Europe

       European Union

     North America

Developing Economies

     Africa

     Latin America & the Caribbean

     Developing Asia

       West Asia

       East Asia

       South Asia

       South East Asia

Transition Economies

1324

590

310

282

213

650

55

178

414

48

217

32

116

84

1363

594

225

235

302

677

56

190

427

46

220
35

127

92

1260

511

305

267

139

704

55

153

492

44

254

43

151

45

-8

-14
36

13

-54

4

-3

-19

15

-4

16

23

19

-51

Source: Adopted from UNCTAD (2015), “Global Investment Trends Monitor”, UNCTAD, Geneva.

The last two years have seen the advent of two new multilateral lending agencies, the Asian
Infrastructure Investment Bank (AIIB) and the BRICS Development Bank. In October 2014, the
Memorandum of Understanding on establishing the AIIB was signed among 21 countries including
Sri Lanka who will now be a founder member of the AIIB.  Initiated by China, 57 countries have
applied to be founding countries of the AIIB (including UK, Australia, India, France and Germany).
There has been however, a notable absence of support from US and Japan, who have flagged
concerns of standards and governance of the bank, but are probably more concerned with US'
strategic rivalry with China. The AIIB will nonetheless open up new channels of credit to finance
Asia's increasing infrastructure needs which an ADB study estimates to be US$ 800 million annually.
The statutory capital of the AIIB is US$ 100 billion. The bank's Articles of Agreement are expected
to be completed by end 2015.

In March 2013, the BRICS leaders (from Brazil, the Russian Federation, India, China and South
Africa) also approved the creation of a new development bank. The BRICS Development Bank is
expected to commence operations in 2016 with its head office in Shanghai. The focus of the BRICS
Development Bank is largely to mobilize funds for infrastructure and sustainable development
projects in BRICS and other emerging and developing countries.

The creation of these institutions can be expected to be a win-win situation.  They will provide more
access and choice of additional resources for developing countries while exerting competitive
pressure on other multilateral agencies to improve their operations and governance. It would also
provide more space for other multilateral agencies to focus on development areas such as health
and education while the new banks could focus on infrastructure. Furthermore, there is a large
accumulation of reserves in Asia and the creation of AIIB would provide a platform for these funds
to be directed to infrastructure projects. It is hoped that such an institution would streamline loans
and grants already given by countries like China to developing countries, which are sometimes
critiqued as being opaque. It is vital that development finance from these organizations come with
terms and conditions which ensure transparency and proper utilization of funds.

It is argued that the concerns of the US and Japan are the very reasons they should be part of the
AIIB - to ensure a strong foundation is laid for a healthy and professional regional bank; it might be
particularly important for Japan given the influence the AIIB is going to have in the region's future
economic architecture and security.  It is only hoped that these multilateral agencies would be
complementary and cooperative rather than being a substitute to the existing multilateral lending
agencies.

Box 3.2
AIIB and BRICS Development Bank: Perceived Benefits for
Asia and Developing Countries
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3. 5 International Environ-
ment and Implications on
Sri Lanka
3.5.1 International Trade and Capital
Flows
Given the dependency of the Sri Lankan economy

on external trade, the future of the country's

economic growth and development hinges to a great

extent on its ability to strengthen its export

performance. In 2014, Sri Lanka's exports were just

above US$ 11 billion, growing at an annual average

of about 7 per cent over the past decade. However,

Sri Lanka's export performance since 2000 has not

been satisfactory with a sharply declining export-

to-GDP ratio - from 28 per cent in 2004 to a low of

14.8 per cent in 2014 - and falling shares in world

exports, indicative of its failure to keep up with

competitors (Figure 3.8).

Sri Lankan exports have also been gradually losing

out on the world market. Exports of Sri Lanka's

competitors like Vietnam and Bangladesh who were

respectively, on par and behind Sri Lanka exporting

just US$ 2 billion and US$ 1.6 billion, respectively

in 1990,16  exported  US$ 120 billion and US$ 30

Figure 3.9
Share in World Exports (2003-2013)

Source: Based on ITC, “Trade Map” data, International Trade Centre, Geneva.

Exports of Sri Lanka’s competitors like
Vietnam and Bangladesh who were
respectively, on par and behind Sri
Lanka exporting just US$ 2 billion and
US$ 1.6 billion, respectively in 1990,
exported US$ 120 billion and US$ 30
billion worth products respectively in
2013 (compared to Sri Lanka’s US$ 10
billion exports in 2013)

16 Kelegama, S., (2014), “What Will It Take Sri Lanka to Build a World Class Export Economy”, presentation made at the CMA Annual
Conference, 19 June 2014, http://www.ips.lk/staff/ed/news/2014/18_06_2014_beyond_fast_tracking_ips/world_class_export_kelegama. pdf.

billion worth of products respectively in 2013

(compared to Sri Lanka's US$ 10 billion exports in

2013). Vietnam in particular has made significant

strides in increasing their export share in the world
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market - from 0.27 in 2003 to 0.78 in 2013 compared

to a fall in Sri Lanka's world market share from 0.06

to 0.05 in the same period (Figure 3.9). In terms of

Sri Lanka's main export product of T&G, competitors

like Vietnam and Bangladesh have been able to

improve their market shares more strongly than Sri

Lanka in both the US and EU (Table 3.5). Similarly

in the case of tea, Kenya seems to be increasingly

penetrating Sri Lanka's key tea markets such as

Russia and Turkey.

Sri Lanka's lacklustre performance in exports cannot

be attributed to world market conditions, but appears

to be fundamentally homegrown. The expor t

structure which changed from a predominantly

agriculture base in the 1960s to a light manufacturing

base (exporting garments and rubber products) has

not seen any strong growth in other industrial

sectors. Furthermore, despite the long identified

need to diversify markets, this too has not changed

significantly over time - over 50 per cent of exports

go to the EU and US, although over the past decade

reliance on the US has reduced (Figure 3.10).17

17 See Chapter 5 of this report on “Reforming Sri Lanka’s Trade and Investment Policies for Export Growth”.

Table 3.5
Performance of Sri Lanka and Competitors in Main Export Products and Markets

Product Export Market                                       Year
Market Share 2010 2011 2012 2013 2014

Garments USA Sri Lanka 1.8 1.9 1.9 2.1 2.3

Vietnam 8.0 8.3 9.0 10.0 11.1

Bangladesh 5.4 5.6 5.6 6.0 5.7

EU Sri Lanka 1.2 1.2 1.3 1.3 1.2

Vietnam 1.5 1.7 1.9 2.0 1.7

Bangladesh 6.5 7.8 8.7 9.6 8.4

Tea Russia Sri Lanka 42.6 45.1 40.0 38.2 37.9

Vietnam 5.3 4.2 3.6 3.3 3.3

Kenya 18.7 21.0 25.8 26.8 34.4

Turkey Sri Lanka 55.6 39.4 33.8 44.7 40.8

Vietnam 4.5 17.0 3.5 3.5 4.8

Kenya 13.2 18.9 36.9 30.2 24.8

Source: Calculated using ITC, “Trade Map” data, International Trade Centre, Geneva.

In analyzing the implications of the international

environment on Sri Lanka's trade, the positive

outlook for the US economy is encouraging given

that it is the second most important destination for

Sri Lankan exports - with T&G and rubber articles

being the main export products. On the other hand,

a still weak Euro zone is not heartening for Sri

Lanka's main exports to the region of T&G (46 per

cent of T&G exports), rubber (30 per cent) and fish

and crustacean exports (40 per cent).

The current economic environment of Russia and

the Middle East are also likely to have adverse

effects on Sri Lanka's exports. Around 75 per cent

of Sri Lanka's tea exports go to the Middle East,

North Africa, Russia and CIS countries. Economic

and political uncertainty in Sri Lanka's key tea export

markets like Russia, Iran and Syria, and sharp

currency depreciations such as that of the ruble have

already affected the country's tea export prices and

earnings (see Figure 3.11). Notably, tea is also the

country's fourth largest foreign exchange earner

after remittances, garments and tour ism.

Furthermore, it is likely that the export price and
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volume of natural rubber and related products would

see some decline in 2015 as synthetic rubber/

products would become cheaper as a result of low

oil prices. Earnings from tea have fallen in the latter

half of 2014 as well as in 2015. The fall in rubber

Figure 3.10
Sri Lanka's Main Export Markets (2005 and 2014)

Notes: Percentage of total exports.

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

earnings has however, been more pronounced,

declining by 36.5 per cent in 2014 due to reduced

demand for natural rubber and higher global

supply.18

Figure 3.11
Export Prices and Earnings of Tea and Rubber (2013-15)

Tea Export Prices Tea Export Earnings

18 CBSL, Annual Report 2014, Central Bank of Sri Lanka, Colombo.

Source: CBSL, “Monthly Economic Indicators”, Central Bank of Sri Lanka, Colombo, various issues.
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In terms of capital flows, the effects of a

normalization of US monetary policy on Sri lanka is

expected to be limited, given the country's rather

limited exposure to global financial flows via portfolio

investments and government debt securities.

However, Sri Lanka may be affected through higher

borrowing rates if it pursues with Sovereign bond

issues. The dispersion of investors for these

suggests that a majority are from the US; for

example, Sri Lanka's last US$ 1 billion Sovereign

bond issue in 2014 saw the US take 62 per cent,

Europe 26 per cent and Asia 12 per cent.

3.5.2 Remittances and Tourism
Remittances help reduce the deficit in the current

account and along with investments help increase

national savings. Remittances are Sri Lanka's largest

source of foreign exchange and continue to help the

country manage its current account deficit.

Remittance inflows have been increasing over the

years and amounted to US$ 7 billion in 2014 or 9.4

per cent of GDP. However, it must be noted that

remittance growth has slowed to an annual average

of around 9 during 2013-14 compared to 22 per cent

annual average growth during 2010-12. With

numbers of migrants and their skills composition

remaining relatively unchanged, increased inflows

to former conflict-affected households in the

immediate post-war period is perhaps a key reason

for the recorded higher inflows.

Global remittance flows to developing countries are

expected to moderate in 2015 owing to conditions

in Russia and tighter immigration controls in Europe.

However, there are no immediate risks to Sri Lanka

given that the Middle East continues to be the

predominant source of remittances, accounting for

over 55 per cent. The drop in oil prices is not

expected to dampen demand for migrant workers in

lower skill services sectors such as housemaids and

construction workers - the predominant sourcing of

workers from Sri Lanka.

Like remittance earnings, Sri Lanka's tourism

earnings have also shown strong growth in the post-

war period, with substantive investments in the

leisure industry and supportive infrastructure

development. Tourist arrivals increased to over 1.5

million in 2014, with earnings of US$ 2,431 million

(Figure 3.13). The largest tourist sending countries

for Sri Lanka at present are India, UK, Germany,

France and China. A notable feature has been the

sharp increase recorded in number of tourist arrivals

from China during 2013-14, claiming the third highest

source of arrivals after India and the UK.

Figure 3.12
Remittance Inflows (2005-2014)

Source: CBSL, Annual Report, Central Bank of Sri Lanka, various years.
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Figure 3.13
Tourist Arrivals and Earnings (2009-2014)

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

3.5.3 Emerging Opportunities for
External Engagements
A change of government following the Presidential

election of January 2015 has signalled a shift in

approach to Sri Lanka's external engagements that

can hold implications for its strategic trade, finance

and investment initiatives. The signalling indicates

an effort to 'rebalance' Sri Lanka's relationship vis-

à-vis India and China, both in political and economic

spheres. On the economic front, where Sri Lanka's

economic relations with China have progressed

considerably in the recent past - from becoming the

largest source of development finance and funding

many large scale infrastructure projects to beginning

negotiations on a possible trade deal - Sri Lanka's

economic relations with India suffered a set-back

with the sidelining of the Comprehensive Economic

Partnership Agreement (CEPA) in 2008. While Sri

Lanka's political relations with China continued to

strengthen, relations with India became more

contentious as the latter voted for a US resolution

against Sri Lanka in 2012 and 2013 at the UN Human

Rights Council.

Re-affirming Sri Lanka's close political and

economic relations with India whilst maintaining

friendly ties with China seems to be the new

approach - signalled by a visit of an Indian Prime

Minister in March 2015 to Sri Lanka, the first in 28

years. At the same time, Sri Lanka has halted work

on some large Chinese investment projects - e.g.,

the Colombo Port City project worth US$ 1.4 billion

- and put other Chinese funded infrastructure

projects under close scrutiny. As the country aims

to strike a delicate balance between the two regional

powers, there are positive signals that proposed

trade deals with both countries will get renewed

policy attention.

Another signal in change of approach has been a

renewal of interest on the part of Sri Lanka to re-

apply for the EUs Generalized System of

Preferences (GSP-plus) trade concessions that were

withdrawn in 2010. In February 2010, the EU Council

of Ministers took the decision to withdraw GSP-plus

concession from Sri Lanka, citing shortcomings with

respect to the country's human rights conditions

stemming from the final stages of the war in 2009.

The EU offered to delay the withdrawal by a further

6 months in which it sought "tangible and sustainable

progress on a number of outstanding issues"

including a firm commitment to address 15 principal

outstanding issues. The Sri Lankan government

position was that the 'conditions' infringed on the

country's internal affairs and failed to respond to the

deadline, as a result of which Sri Lanka lost access

to the EU under GSP-plus concessions in August

2010.

Whilst Sri Lanka's exports to the EU continued to

grow even after the loss of GSP-plus, a resumption

of concessions which provide duty free access to

the EU will no doubt provide a boost to exporters

and assist the country in its development process.

In March 2015, an EU delegation visited Sri Lanka

to re-evaluate the country's eligibility, widely

considered to be dependent on a high degree of

commitment to improve on issues of governance,

rule of law and human rights. Even as Sri Lanka

gets ready for a sign-on, the country must not view

trade preferences - particularly preferences such as

GSP-plus that can be withdrawn unilaterally - as a

panacea for its export ills. Rather, should the country

regain preferential access to the EU, it should be
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used as a stepping stone to enter the market whilst

ensuring that exports will remain competitive with

or without preferential tariff treatment in the medium

to long run.

3.6 Conclusion
Baseline forecasts of international organizations

suggest that the advanced economies would

perform better than emerging economies with growth

in the latter slowing down. Nonetheless, there are a

number of complex forces that shape the world

economy. Macroeconomic risks seem to have

reduced, especially with the risks of a recession in

the Euro zone decreasing. However, financial and

geo-political risks seem to have risen, with large

movements in relative prices (i.e., commodities,

exchange rates) creating winners and losers; and a

possible crisis in Greece and turmoil in Ukraine and

the Middle East.  With the Euro zone embarking on

QE, following other developed economies, monetary

policy is been exploited widely while there seems to

be limited space for fiscal policy.

Developments of the world economy on Sri Lanka's

external trade will be mixed. As an oil importing

country, it will benefit from the fall in oil prices with

improvements in the current and fiscal accounts. The

improved economic outlook for the US and EU is

positive - albeit with slow recovery in consumption -

and will help Sri Lanka's major export industries.

However, this will be balanced by falling prices and

demand for some of the country's key exports such

as tea and natural rubber.

In recent years, Sri Lanka has been losing its share

in global exports and in some of its key export

markets. Given the country's small market size and

dependence on international trade for economic

development, it is only prudent that Sri Lanka

under takes measure to boost its export

competitiveness and exportable products. This will

require a strategic and focused national export

development plan that identifies and addresses both

demand and supply side constraints, as well as

institutional and regulatory obstacles in the way of

an attractive business environment for private

investors.
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4. Economic Reforms in Sri Lanka:
Political Economy and Institutional
Challenges
4.1 Introduction

T
he run up to Sri Lanka's January 2015

Presidential elections saw an

unprecedented wave of demand for political

and constitutional reforms. In the end, it was

contested and won over a mandate for reforms,

encompassed in a 100-day programme with the

abolition or scaling-down of executive powers of the

President under the country's Second Republican

Constitution of 1978 as the central focus of the

reform efforts. The passage of the 19th Amendment

to the Constitution in Apr il 2015 with an

overwhelming majority - albeit on a less ambitious

scope than originally envisaged - was the first

significant milestone of the reform initiatives.

It is clear that constitutional and political reforms,

such as the 19th Amendment and the proposed 20th

Amendment to the Constitution to change the

country's electoral system, are the main pre-

occupations of policy makers at present. However,

social systems are complex and interconnected.

Therefore, reforms in one sphere cannot usually

generate desired outcomes without reforms in other

spheres. For instance, reformed political structures

require matching adjustments in economic systems

to generate efficient outcomes. In the long run, not

only political and economic reforms, but reforms in

other frontiers such as the social and environmental

will need to go hand-in-hand to achieve socially

desirable outcomes.

This chapter makes an attempt to examine the quest

for reforms that Sri Lanka appears to be engaged

in at present so that a better idea of the desired

direction of change can be gained. While it attempts

to touch the broader issues of reform covering

political, economic, social, and environmental

dimensions, the main focus is on economic reforms

- the directions of which are less certain at the

moment.  It asserts that besides adjusting to match

reforms in the political system, there are also

longstanding calls for reform in the economic system

itself. Hence, the chapter has a more ambitious goal

that extends beyond examining the economic

implications of ongoing political reforms. The chapter

begins by highlighting the direction of ongoing

reforms in the political frontier. Subsequent sections

focus attention on the conceptual elements

underlying the dominant views on economic

reforms, and past experience of economic reform

efforts in Sri Lanka.  Finally, it makes an attempt to
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demarcate the desired direction for reforms in the

economic system and complementary changes in

other frontiers.

4.2 Demand for Reforms:
Present Context
The ongoing popular demand and debate over

reforms in Sri Lanka are most intense in the political

arena. These have been inevitably captured under

the popular slogan of 'good governance'. The

reformist agenda appears to be driven by five major

demands:

Strengthening the democratic structures of
government: Sri Lanka's Second Republican

Constitution of 1978 allows for a concentration of

power in the executive arm of the government,

paving the way for autocratic forms of governance.

Hence, reforms to reduce powers of the executive

arm by strengthening the other arms of government,

namely, the legislative and judiciary, and thereby

instigating checks and balances on the powers of

the executive arm has been a longstanding demand

of the Sri Lankan polity. The 19th Amendment

passed in the Parliament in April 2015 is primarily

intended to serve this purpose, by curbing the term

limit of the President to two, and allowing for the

establishment of a Constitutional Council to oversee

appointments to independent Commissions.

Promotion of human rights: The concentration

of executive power that lends itself to autocratic

forms of governance also erodes the safeguarding

of human rights. Hence, strengthening the rights of

citizens becomes an indispensable par t of

democratization of government. The current demand

for reforms to strengthen human rights guaranteed

by the Constitution is a major pillar of the reformist

agenda.

Combating corruption: Corruption impedes the

social and economic progress. It affects all spheres

of governance, while the economic system suffers.

It is argued that autocratic tendencies in political

structures of government allow corruption and

cronyism to creep in. Hence, the current demand

for combating corruption is closely connected to

democratic reforms. This demand is to be served

by setting up and strengthening institutional

structures to combat corruption and by reducing

political pressure and influence over them.

Ensuring rule of law: The concentration of power

within the executive arm has been instrumental in

reducing the independence of judiciary and law

enforcement agencies thereby leading to weakening

of the rule of law in the country.  Hence, enhancing

the rule of law by introducing reforms that strengthen

the judiciary and law enforcement agencies is a

major focus in the current quest for political reforms.

Enhancing transparency and accountability:
Curbing the autocratic tendencies and corruption

on one hand, and enhancing human rights and the

rule of law on the other, are essentially dependent

on how transparent the governance process is and

how accountable are those vested with authority.

Hence, enhancing transparency and accountability

in governance structures are perceived as essential

components of reforms demanded.

Political forces mobilized by the above demands for

reform have recently passed the 19th Amendment

to the Constitution, aimed to serve many of the above

demands by altering the power structure of the

political system by reducing the powers of the

executive arm. Other legislative reforms that are

considered complementary to the 19th Amendment,

namely, the Right to Information Act (RTIA) and the

20th Amendment to reform the electoral system are

being pursued. The path to reforms is not smooth

and is being intensely contested by parties with

diverse interests. The experience of other countries

suggests that desired outcomes of political reforms

cannot be achieved through legislative enactments

alone, but depend largely on the steadfast

commitment of diverse sections of the polity to make

them practical realities.
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Sri Lanka's drive towards reforms, currently

spearheaded by demands for political reforms, does

not necessarily imply a positive momentum for

change in the economic sphere. Interestingly, some

economies that successfully transformed

themselves into centres of growth did so under

autocratic regimes backed by military, communist

parties or even monarchical systems at least in their

early phases of transformation. Some of them have

gradually adopted democratic systems later, but a

few are still under autocratic regimes. Low levels of

corruption, rule of law, transparency and

accountability are generally viewed as drivers of

economic growth, but in many countries, they were

also later achievements of transformed economies.

Overall, global experience suggests that democratic

political reforms do not necessarily provide an

automatic push for transforming countries into

economic growth centres. They could act as

catalysts for growth, but economies have to undergo

their own paths of reform which are not fully

independent of political reforms.

Today, economic reforms have to be enacted against

the backdrop of rapidly advancing information

technology (IT) and globalization that sets the pace

of economic, social and political relations around

the world. The conditions can be further complicated

by a declining quality of the environment around the

world and global threats, with potential for far

reaching consequences. Climate change, the

greatest of all externalities that humanity is

experiencing is showing its capacity for unleashing

damage on economies around the world. Hence,

complementary reforms in the social and

environmental also are necessary for social progress

in the current context.

Despite the fact that reform processes have already

gained a momentum in the political frontier in Sri

Lanka, in other spheres - economic, social and

environmental - public perceptions about desired

reforms appear to be vague. The aim of this chapter

is to explore the prospects for reform in these other

spheres, especially in the economic frontier,

although not in isolation from reforms in others. In

the next section, attention is focused on conceptual

elements of economic reforms. Considering the

relatively narrow meaning that reforms have

assumed under a neo-liberal discourse, a broader

definition of reforms is adopted later,

accommodating multiple dimensions of social,

political and environmental elements as a social

process.

4.3 Economic Reforms:
Conceptual Elements
and Practice
The term 'reform' implies amending a system which

is not performing satisfactorily.  Hence, reforms are

demanded due to unsatisfactory performance of a

social system. The key objective of reform is

changing the system from poor to better

performance. Therefore, reforms are invariably
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associated with change. However, reforms are

distinguished from 'revolutions' that also brings in

change to social systems in terms of nature, scale

and intensity of change. Revolutions imply radical

changes that alter the fundamentals of a system. In

contrast, reforms are less dramatic, and involve

adjusting, fine tuning or addressing par tial

imperfections of the existing system without radically

overturning it. At the same time, reforms imply

something far deeper than an isolated policy change

targeted at a limited segment of an economic or

political system.  Thus, a package of streamlined

policies aimed at creating deep-rooted changes in

a system can amount to reforms.

In spite of broader conceptual implications of reforms

as a social process, the term has been used in

recent economic literature mostly to identify a set of

policy changes that have been advocated to remove

certain distortions - presumably introduced by

government involvement in economic activities - and

open up economies to free trade and capital flows.

Driven largely by what is coined as the 'Washington

Consensus', this formula inspired a wave of reforms

during the 1980s and 1990s across Latin America,

Asia and Sub-Saharan Africa which altered the

economic policy landscape in the developing world.

The collapse of the Soviet Union and the socialist

economic bloc further invigorated this process by

absorbing Eastern Europe and the former Soviet

Republics (the so-called second world) also as

'economies-in-transition'. The message advocated

by orthodox economists, technocrats and political

leaders who championed this line of reforms is

'stabilize, liberalize and privatize'.1  The said course

of reforms was largely encouraged by the growing

recognition in the 1970s of failures associated with

heavy state involvement in the economies of

developing countries, contributing to the belief that

the cost of government failures could be

considerably larger than the cost of market failures.

The reforms of the 1980s and 1990s were largely

concerned with enhancing the efficiency of resource

allocation by reducing the role of the state in the

economy. Most economists in the neo-liberal camp

and policy makers shared a common conviction that

growth requires macroeconomic prudence, domestic

liberalization, and outward-orientation. Thus, the

core set of reforms revolved around fiscal deficit

reduction, realignment of exchange rates, lifting

controls on prices, deregulation of interest rates,

liberalization of financial sectors, reduction of tariffs

and other restrictions on imports. A reduction in the

role of the state also was viewed as essential for

achieving greater efficiency through reducing state

discretion, downsizing governments and

encouraging a greater role for the private sector.

Hence, reforms aimed at privatization, deregulation,

elimination of quantitative restrictions and licensing

requirements, dismantling agricultural marketing

boards and other forms of state monopoly became

central to the reform agendas of the 1980s and

1990s.2

Since the early 2000s, there has been a growing

emphasis on 'second generation reforms' which

have been advocated strongly by the Bretton Woods

Institutions. The second generation reforms aim at

creating a level playing field for all sectors and

implementing policies for the common good,

particularly social policies that will help to alleviate

poverty and provide more equal opportunities.

These reforms focus on four major areas:

• The financial system - paying greater attention
to the soundness of banking systems and
encouraging greater transparency, better data
dissemination and the liberalization of capital
accounts;

• Good governance - by reducing corruption,
encouraging transparency of public accounts,
improving public resource management and
the stability and transparency of the economic
and regulatory environment for private sector
activity;

1 Rodrik, D., (2006), “Rethinking Growth Policies in the Developing World”, the Luca d’Agliano Lecture in Development Economics,
October 8,2004, Torino, Italy.

2 World Bank (2005), Economic Growth in the1990s: Learning from a Decade of Reform, World Bank, Washington D.C.
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• Composition of fiscal adjustment  - reducing
unproductive expenditures such as military
spending and focusing spending on social
sectors; and

• Deeper structural reform - including civil
service reform, labour market reform, trade
and regulatory reform, and agrarian reform.

In spite of positive expectations by the proponents,

the experience over nearly three decades of neo-

liberal economic reforms does not fully uphold their

faith. In practice, these reforms amounted to 'shock

therapy' in many countries, often resulting in heavy

public dissent which could not be completely ignored

by political authorities.  Paradoxically, despite pro-

democracy claims of the proponents of neo-liberal

reforms, more autocratic regimes in developing

countries appeared to be better equipped to pursue

these reforms than their democratic counterparts

that count more on popular will. As a result,

regardless of the support of influential sections of

academics, policy makers and technocrats, the

outcomes of neo-liberal reforms have attracted

strong criticism and is sti l l being debated

passionately by its proponents and opponents.

Criticisms have originated from within the economics

discipline as well as from outside. Many vocal critics

outside the economics discipline involve left-wing

political groups and thinkers and activists on social

and environmental issues. Within the economics

discipline, besides ever evolving debates for-and-

against government involvement in economic

management between various schools of thought

(e.g., new-Keynesian and new-classical), there are

well established theories concerning market failures

and market imperfections that justify government

involvement in economies.3  Recent developments

in new institutional economics (NIE) offer arguments

that justify institutional interventions for establishing

and functioning viable markets, the very same

objective the neo-liberals have been striving to

achieve through their prescribed set of reforms. New

institutional economics shows that efficient markets

presumed by the neo-liberal camp can only be

achieved when it is costless to transact. However,

when transaction costs are positive as observed in

the real world, institutions do matter. Institutions are

not merely government organizations as perceived

by many. Broadly defined, 'institutions are the

humanly devised constraints that structure political,

economic and social interaction. They consist of both

informal constraints (sanctions, taboos, customs,

3 In fact, some criticisms from outside economics, e.g., on environmental issues, are supported by accepted economic theories concerning
public goods, externalities, common property and market failures.

In spite of posi-
tive expectations
by the propo-
nents, the experi-
ence over nearly
three decades of
neo-liberal eco-
nomic reforms
does not fully
uphold their faith.
In practice, these
reforms
amounted to
'shock therapy' in
many countries,
often resulting in
heavy public dis-
sent which could
not be completely
ignored by politi-
cal authorities.



50

STATE OF THE ECONOMY 2015

traditions, and codes of conduct), and formal rules

(constitutions, laws, property rights)'.4  Institutions

provide incentives and disincentives for people to

behave in certain ways and to structure economic,

political and social relations accordingly.

Institutions can be designed to serve markets in

several ways. Transaction costs of acquiring

information, enforcing property rights and inducing

competition can prevent the emergence of markets.

But effective institutions can reduce those

transaction costs. Properly designed institutions

channel information about market conditions that

help businesses, while facilitating governments to

regulate them effectively. Institutions define and

enforce property rights and contracts, determining

who gets what and when. Knowing one's rights to

assets and income and being able to protect those

rights are critical for market development. Institutions

can reduce the potential for disputes and help

enforce contracts. Institutions can also work to

increase and control competition in markets.  On

the other hand, markets could fail when participants

engage in fraudulent or anti-competitive behaviour

and when transaction costs prevent the internalizing

of technological and other non-pecuniary

externalities. And they fail when incomplete

information results in moral hazard and adverse

selection.5   Recognition of the wider role played by

institutions to ensure viable markets has led to a

broad understanding among economists today that

institutions do indeed matter.

Notwithstanding failures of and criticism over a neo-

liberal agenda of economic reforms, it has shaped

the policy thinking in economics significantly during

the last few decades.  Among others, it established

the primacy of markets and private sector as the

engine of economic growth, replacing formerly held

views about government as the prime mover of

economic progress that had given rise to many

nationalization movements around the developing

world. It successfully supplanted inward looking

thinking held by nationalist political movements and

academic circles with outward-oriented views. The

practical experiences of East and Southeast Asian

countries that transformed themselves from agrarian

societies to modern industrial economies in a

relatively short period of time also invigorated the

support for market-friendly reforms around the world.

In practice, it encouraged the promotion of exports

and opening local markets for outside competition,

replacing protectionist import substitution strategies

with pro-capitalist views of growth as the mainstream

development thinking around the world practiced

earlier by many developing countries. Overall, the

neo-liberal economic reforms was largely

instrumental in replacing nationalist and egalitarian

views of social and economic progress backed by

nationalist and Marxist movements with pro-

capitalist views of growth as the mainstream

development thinking around the world. Unlike in

the 1970s when the first wave of liberal reforms was

introduced in the midst of the Cold War, there is no

prominent politically backed alternative to market-

friendly reforms at present. The entire world is

moving in the same direction, where the main

ideological battles are waged amongst various

schools of thought within the capitalist camp.

4.4 Sri Lanka's Experience
with Economic Reforms
In 1977, Sri Lanka was the first country to adopt

liberal economic reforms in South Asia, led by the

new United National Party (UNP) regime that came

into power after defeating the centre-left United Front

government headed by the Sri Lanka Freedom Party

(SLFP).  By then, Sri Lanka had a nearly two

decades' experience of a strong nationalization

movement overseen by SLFP led coalit ion

governments. In many ways, 1977 was a watershed

year in Sri Lanka's political and economic history.

In the political frontier, the UNP regime introduced

4 North, D., (1991),” Institutions”, The Journal of Economic Perspectives, 5(1): 97-112.
5   World Bank (2002), World Development Report: Building Institutions for Markets,  World Bank, Washington D.C.
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the Second Republican Constitution in 1978 - with

the declared objective of ensuring political stability

for accelerated growth - which the current wave of

political reforms aims to amend. In the economic

frontier, after more than two decades of dismal

economic outcomes under a protectionist inward

looking policy, the new government embarked on

an extensive market-oriented economic

liberalization process. The main strategy envisioned

by liberal economic reforms in Sri Lanka was

achieving an export driven growth supported by

foreign direct investments attracted by a cheap and

relatively skilled labour force.

Since the overall strategy aimed at export-led

growth, the first rounds of reforms carried out during

1977-78 entailed significant trade reforms:

quantitative restrictions were supplanted with tariffs

and the tariff structure underwent significant

revisions to achieve a greater level of uniformity;

Export Processing Zones (EPZs) were set up to

attract FDI, with tax holidays and other concessions

granted to foreign investors.6  These measures were

complemented with reforms in the exchange rate

regime and financial sector. Fiscal policy reforms

came by way of cutting back on subsidies, and

deregulation of administered prices. Whilst the

reforms of the late 1970s were bold and swift, the

momentum of reforms was however short lived. A

massive public investment programme - weakening

both the fiscal and external accounts - saw the

country grappling with macroeconomic imbalances

by the early 1980s, compounded by an escalating

separatist conflict from 1983. Political uncertainty

continued to dog the economy, including a Marxist

party led uprising in the latter half of the 1980s that

together dried out FDI and Sri Lanka's hopes for an

export-driven high growth strategy.

In the late 1980s, with a change of President, Sri

Lanka once again embarked upon a 'second wave'

of liberalizing reforms, clustered around three broad

areas, (1) a stabilization programme; (2) unfinished

reforms; and (3) a select few high profile projects.7

The stabilization programme essentially entailed the

reduction in the fiscal deficit. Unfinished reforms

included several low profile adjustments such as

further reduction in tariffs and rationalization of the

tariff structure, devaluation of the rupee, tax system

reforms, further liberalization of commodity and

financial markets, and, liberalization of exchange

controls. These reforms were designed to stimulate

the economy and create a climate that was

favourable for higher levels of private investments.

The third group of measures was far more ambitious,

encompassing broadly pr ivatization, expor t

promotion and poverty alleviation. Institutional

mechanisms were put in place to facilitate the

process of pr ivatization in sectors such as

telecommunications, public transport, shipping and

plantation management. On the export promotion

front, various restrictions on ownership structure of

joint venture projects outside EPZs were abolished,

providing EPZ status to export-oriented ventures

operating outside EPZs. Existing FDI regulatory

institutions were amalgamated under a Board of

Investment with the aim of creating a one-stop-shop

to facilitate and speed up investment approvals.

Significantly, transfer of political power to an SLFP-

led coalition government in 1994 did not mark a

change of course in reform efforts. The privatization

initiatives gathered momentum, but by the late

1990s, reforms initiatives petered out under the

strain of coalition politics. A shor t lived UNP

government attempted to roll out deregulatory

economic policy reforms during 2002-04, but failed

to capture popular support for its reforms including

expenditure cuts via a public sector hiring freeze,

easing foreign ownership of land, privatization

initiatives (such as the insurance sector), or efforts

6 Athukorala, P., and S. Rajapathirana  (2000), Liberalization and Industrial Transformation: Sri Lanka in an International Perspective,
Oxford University Press, New Delhi.

7 Dunham, D., and S. Kelegama (1995), “Economic Reform and Governance: Second Wave of Liberalization in Sri Lanka, 1989-93”, Institute
of Policy Studies of Sri Lanka, Colombo.
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to strengthen the regulatory environment through

the establishment of a multi-sector regulatory

agency such as the Public Utilities Commission of

Sri Lanka (PUCSL).

Whilst there was no stated departure from an open

economic policy regime with a change of President

in December 2005, there was nonetheless some

change in policies and backtracking of certain

reforms. A change of policy with regard to the

privatization programme was clearly enunciated,

replacing privatization with a policy of restructuring

and improving the performance of state owned

enterprises (SOEs). In fact, there was an expansion

in the role of SOEs in the economy by re-

nationalizing some previously privatized ventures,

revitalizing closed-down SOEs, fresh nationalization

and setting up of new government ventures. Notably

in November 2011, the government passed an

expropriation Bill entit led 'Revival of

Underperforming Enterprises and Underutilized

Assets Act' to take ownership of 37 pr ivate

enterprises, including a number of foreign-invested

enterprises. Sri Lanka's import tariff regime also

became more protectionist over time with an

escalation in the use of para-tariffs and other taxes.8

Despite backtracking in cer tain liberalization

reforms, however, the Sri Lankan economy saw

significantly higher GDP growth, averaging over 7

per cent per annum. Higher growth was delivered

on a development policy framework that relied

exhaustively on an externally debt funded public

investment drive. The strategy helped the economy

to take-off at the end of a costly separatist conflict

in 2009, withstand unfavourable global economic

developments, and international pressure on human

rights violations that saw economic assistance being

scaled back by US/EU, including withdrawal of GSP-

plus concessions by the EU. Notwithstanding the

above, the long-term viability of sustaining high

growth on an infrastructure-led drive, without

addressing economy-wide productivity enhancing

reforms was questionable.

4.4.1 Reviewing Lessons Learnt
Reviewing lessons from Sri Lanka's experience in

reforms could offer useful insights to steer the current

wave of reforms in the right direction.  Regrettably,

some are negative lessons.

Political issues had an overriding influence
over the outcome of economic reforms:  The

overall outcome of reforms was significantly affected

by negative developments in the political frontier.

These were not connected to government

interventions in economic affairs, but the results of

poor management of political affairs. From the late

1970s, Sri Lanka experienced a protracted separatist

conflict, a Marxist insurrection and frequent political

uncertainties caused by competitive party politics.

These came as a result of poor political management

of domestic affairs and international relations. The

resultant political violence discouraged investors,

shattering the hopes for export driven growth and

employment generation.

Besides political violence, the resultant deformities

in the political system can be considered inimical to

a healthy functioning of the economy. Achieving a

stable polit ical environment conducive for

accelerated growth was a major objective for

introducing the Presidential-style Constitution of

1978. However, the overwhelming powers vested

with the executive arm were exploited from the outset

- e.g., the decision to extend the six-year

Parliamentary term in 1982 through a referendum

and not a general election - with successive

Presidents holding on to Constitutional guaranteed

powers in spite of promises to curtail them at election

times. Thus, the promised political stability of the

1978 system was to become illusory, with political

manoeuvres often leading to frivolous and chaotic

circumstances such as mammoth Cabinets, party

8 Athukorala, P., (2012), ‘Sri Lanka’s Trade Policy: Reverting to Dirigisme?’, The World Economy, 35(12):1662-1686.
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defections, rampant corruption and cronyism, and

a breakdown of public trust in the political system.

All these factors deterred efforts to redirect the

economy on to the right track.

Reforms failed to attract a healthy flow of
foreign investments:  Sri Lanka has been far from

successful in attracting sufficient volumes of FDI to

support its export expansion; it recorded inflows of

approximately 1.4 per cent of GDP in 2014, well

below par when compared to a country such as

Vietnam (5.2 per cent of GDP) that opened up its

economy much later.9

After an initial wave of investments, especially in

the T&G industry, the flow of FDI dried up and the

economy drifted into a course away from export

driven growth. Increased political violence and

associated uncertainties was responsible for this

more than anything else. In the absence of capital

to recruit cheap labour, Sri Lanka has witnessed

high levels of labour migration overseas, helping to

keep the economy afloat with inflows of worker

remittances.

Reforms failed to achieve an export driven
growth: In the immediate aftermath of liberalization,

Sri Lanka underwent a dynamic structural change

from exporting primary agricultural commodities to

more value added light industrial products such as

T&G. Despite this initial momentum, expor t

performance, especially when compared against

peers, has been rather lacklustre.10  Exports have

grown in absolute terms but alarmingly, exports

growth since the mid-1990s has actually been

slowing down, and declining as a share of GDP.

Countries such as Vietnam and Bangladesh, which

opened up later than Sri Lanka have faster rates of

export growth. As a consequence, Sri Lanka has

also lost its global export market share.

Reforms failed to capitalize on initial
advantages: Relative good achievements in

human capital development supported by free

education and an efficient network of health services

used to be a major competitive advantage for Sri

Lanka. They helped the country to rank significantly

high in indices such as UNDPs Human Development

Index (HDI) in spite of a lower position in terms of

per capita income compared with many other

developing countries. In the global competition for

investments, this was a major advantage Sri Lanka

could count on together with a strategic geographical

location. Nevertheless, Sri Lanka's education system

has not evolved adequately to meet the changing

demand, resulting in a large skills gap and mismatch

in the labour force. A recent World Bank survey

suggests that more than 50 per cent of surveyed

Sri Lankan firms believe that the prevailing education

and training system does not produce skills that are

relevant for their needs. Moreover, about 33 per cent

consider the lack of adequate skills as one of the

major constraints on operating and growing their

businesses.11  Sri Lanka's government expenditure

on education is lower in comparison to countries

such as Bangladesh and Vietnam, with low

enrolment in tertiary education (Table 4.1).12

Gains in technology transfer and innovation
is negligible: Sri Lanka's export basket is heavily

concentrated in a few low value added products; T&G

and a few manufactured items account for 62 per

cent of total exports. Despite having pursued an

export-oriented strategy for a period close to four

decades, Sr i Lanka has not been able to

successfully penetrate into exporting high-

technology products. Vietnam which opened up its

economy years after Sri Lanka has been far more

successful (Figure 4.1).

  9 World Bank (2015), “World Development Indicators 2015”, World Bank, Washington, D.C.
10 See Chapter 3 of this report on “International Environment”.
11 Dundar, H., et  al., (2014), “Building the Skills for Economic Growth and Competitiveness in Sri Lanka”, World Bank, Washington D.C.
12 See Chapter 8 of this report on “Educational Sector Reforms to Bridge Skill Gaps”.
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Table 4.1
Comparative Education Outcomes

Indicators Bangladesh     India Sri Lanka  Vietnam Thailand Malaysia

Government expenditure 2.2 (2009) 3.8 (2012) 1.7 (2012) 6.3 (2012) 7.6 (2012) 5.9 (2011)
on education, total (% GDP)

Government expenditure 28.2 (2009) 53.8 (2012) 24.2 (2012) 41.2 (2012) 19.5 (2012) 61.0 (2011)
per student, tertiary
(% GDP per capita)

School enrolment, 10.5 (2009) 24.8 (2012) 17.0 (2012) 24.6 (2012) 51.4 (2012) 36.0 (2011)
tertiary (% gross)

Labour force with - 9.8 (2010) 16.8 (2008) - 17.1 (2012) 24.4 (2011)
tertiary education
(% total)

Unemployment with 15. 9 (2005) 23.1 (2010) 31.8 (2008) - 36.1 (2012) 27.3 (2011)
tertiary education
(% total unemployment)

Figure 4.1
High-technology Exports as a Percentage of Merchandise Exports

Source: UNCTAD (2015), “Statistics Database”, UNCTAD, Geneva.

The failure on the part of Sri Lanka to penetrate

higher value-added product markets can be partly

attr ibuted to the country's lack of innovation

capabilities. Besides technology transfer associated

with FDI flows, in all Asian growth centres, waves of

innovation emerged within national academic and

commercial establishments and helped the growth

of local enterprises. Some of them have become

MNCs and compete vigorously in global markets in

Source: World Bank (2015), “World Development Indicators Database”, World Bank, Washington, D.C.

high-tech value added products. Sri Lanka ranks a

backward 102 out of 143 countries in the Global

Innovation Index. Government expenditure on

research and development (R&D) is low compared

to other countries and human capital in R&D is also

poor (Table 4.2). This is rather disappointing as Sri

Lanka had relatively well established research

facilities that had already generated some tangible

outputs such as high-yielding varieties of agricultural

Bangladesh
Cambodia
Sri Lanka
Vietnam

P
er
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nt

ag
e

2005        2006                 2007    2008           2009                  2010      2011
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crops even by the late 1970s. The country failed to

capitalize on this base and subsequent

developments saw limited intellectual resources

drained out from the country weakening the existing

capabilit ies even fur ther. The only notable

development in this direction was the significant

growth in the IT sector led by software developers

in the recent past.

Stiff public resistance to some aspects of
liberalization:  Reforms in Sri Lanka encountered

stiff public resistance in some areas. The highest

resistance was observed in privatization and

restructuring of SOEs and getting private sector

involvement in education. More than a society-wide

resistance, these came from immediate stakeholders

such as left-wing student federations and employees

of state monopolies. This resistance has prevented

reforms in certain cases (e.g., state monopolies) and

in some others failed to reach the expected targets

(e.g., private schools and universities). In some

Table 4.2
Situation in Science, Technology and Innovation

others, more than the reforms, non-transparent and

dubious methods adopted in implementing them

attracted public dissent. Poorly executed reforms

under scandalous circumstances of corruption and

cronyism increased public discontent against

reforms in general.

Poor attention to environmental threats:
Another area where Sri Lanka's reforms failed to

direct sufficient attention was deter iorating

environmental conditions. In fact, Sri Lanka took

some right steps initially by adopting the

Environment Act, establishing the Central

Environmental Author ity and introducing

environmental impact assessment (EIA) procedures

by the early 1980s. Even some donor funded

projects were implemented in areas such as

watershed management, forest conservation and

land use planning. Despite these ear ly

developments, however, there were failures to

improve the system sufficiently thereafter, and

Indicators Bangladesh        India    Sri Lanka      Vietnam    Thailand   Malaysia

Innovation Index 128 76 102 71 48 33
(rank out 143)

High-technology exports 0.2(2011) 8.1 1.0 28.2 20.1 43.5
 (% of manufactured exports)

Researchers in R&D - 159.9 (2010) 103.1 (2010) 113.0 (2002) 331.9 (2010) 1642.7(2010)
(per million people)

R&D expenditure - 0.79 (2010) 0.15 (2010) 0.17 (2002) 0.25(2010) 1.06(2010)
(% of GDP)

Technicians in R&D - 103.0 (2010) 89.2 (2010) - 226.9 (2010) 158.2(2010)
(per million people)

Source: World Bank (2015), “World Development Indicators Database”, World Bank, Washington, D.C.
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environmental problems have been accumulating.

Observations of environmental problems in Asia

suggest that there are two major types; poverty

driven problems and growth driven problems.

Poverty driven environment problems in Sri Lanka -

especially in rural areas - is as bad as in any other

Asian country, whereas growth driven problems -

concentrated in urban areas - is less severe

compared with certain Asian mega cities. The latter

can be considered more a result of Sri Lanka's failure

to achieve growth in industries, and relatively slow

urbanization, than the effectiveness of an

environmental management system.

There are also few positive points of Sri Lanka's

experience that could offer some insights into

crafting future reform efforts.

Achievements in reducing poverty:
Notwithstanding the underachievement in attaining

reform objectives, Sri Lanka's success in addressing

poverty has been impressive (Table 4.3). In spite of

some early efforts to rationalize the direct food

subsidies and income suppor t measures,

government sponsored welfare packages as a safety

net parallel to liberalization policies has been in

place since the late 1980s. This is in addition to free

education and health services enjoyed by Sri

Lankans since the pre-independence era. Sri Lanka

achieved the Millennium Development Goal (MDG)

of halving the incidence of income poverty before

the target year (2015), a significant accomplishment

amidst a protracted violent conflict.

Resilience displayed by the economy and
adaptability of labour force: Despite the poor

performance on the export front, the Sri Lankan

economy has remained resilient to external shocks,

helped by its relative openness since the late 1970s.

This made the country less vulnerable to sporadic

shocks such as oil price adjustments, regional and

global financial shocks, etc., where adjustment

would have been more difficult under inward looking

policies of the past. The openness of the economy

facilitated outward movement of labour even when

inward movement of capital declined, helping to keep

the economy afloat. It has also demonstrated the

adaptability of Sri Lanka's labour force. As a result

of this resilience, Sri Lanka still enjoys the highest

living standards among its South Asian neighbours

even after a costly thirty year war.

Public adaptation to reforms: Sri Lankan

society overall appears to have adapted to reforms

Table 4.3
Poverty Conditions

Indicators Sri Lanka Bangladesh Thailand Vietnam

Poverty head count ratio at US$ 1.25 per 4.1 43.2 0.3 3.9
day - PPP(% population)

Poverty head count ratio at national 8.9 31.5 16.9 20.1
poverty line(% population)

Source: World Bank (2015), “World Development Indicators Database”, World Bank, Washington, D.C.
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over time. Despite criticisms on certain aspects, the

perceived advantages of being connected to the

global economy and market-friendly policies have

taken root in the minds of policy makers and the

general public to a large extent. In the early phase,

consumers benefited when import restrictions were

lifted after enduring scarcities for several years under

the import substitution protectionist policies. Even

though reforms faced some resistance - e.g., against

privatization and restructuring of SOEs - they were

also well received in some instances when clear

benefits in term of improved services were evident

as in the case of telecom privatization. As a result,

even though discontent over economic hardships

remains a perennial issue, there is no broad-based

political opposition to market friendly reforms. Much

of the criticism is often directed at irregularities

associated with implementation of reforms more so

than their objectives, where the demand is for benign

and clean (corruption free) implementation of

reforms.

4.5 Towards a Realistic
Agenda of Economic
Reforms in Sri Lanka
The review of reform experiences in Sri Lanka

suggests that liberal economic reforms that

transformed the economy have failed to realize the

professed objective of placing the country firmly on

a path of export-oriented growth. It further highlights

that unfavourable developments in the political

frontier were largely responsible for this failure.

Indeed, the current wave of reforms is driven by

demands for overturning the legacy of political

reforms that accompanied the launch of liberal

economic reforms nearly four decades ago. The

review of economic reforms underlined some

implications of those political reforms on the

economic system too.  The whole exercise

underscores the dependence of the political and

economic systems on each other, and the sensitivity

of one sphere of activity to changes in the other. In

view of past experience and ongoing demands for

political reforms, a broader view of reforms that

transcends a typical neo-liberal agenda that largely

guided past reforms processes, needs to be

considered in setting the direction of future reforms

to the economic system.

In a broader sense, reforms in modern societies are

a continuous process intended to ensure the

freedom, wealth and prosperity of nations and their

citizens. As a complex social process, it has multiple

dimensions encompassing the political, economic,

social and environmental. Reforms in the political

sphere are primarily intended to enhance the

freedom of citizens. However, political reforms alone

cannot be expected to guarantee freedom without

appropriate reforms in the social sphere. Social

reforms should aim at safeguarding the rights of

diverse social groups and promoting social harmony

to ensure the freedom of all. Neither political reforms

nor social reforms, however, automatically guarantee

wealth and prosperity of nations and their citizens.

A set of economic reforms are necessary for this

purpose. The outcomes of economic reforms,
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The review
of reform
experiences in
Sri Lanka
suggests that
liberal
economic
reforms that
transformed the
economy have
failed
to realize the
professed
objective of
placing the
country firmly
on a path
of export-
oriented growth.

nevertheless, are not independent and need to be

complemented by matching reforms in political and

social spheres.

The final aim of enhancing wealth and prosperity is

achieving 'sustainable development'. The idea of

sustainable development brings in additional

dimensions; natural capital as a part of a nation's

wealth, and environmental quality as an essential

component of prosperity and economic welfare.

Recent developments in environmental and

ecological economics suggest that economic

reforms alone are unable to ensure the sustainability

of wealth and prosperity. Hence, appropriate reforms

that ensure the quality of environment also are

necessary for sustainable development that can be

called as 'environmental reforms'. Growing

understanding on sustainable development

suggests that economic and environmental reforms

should complement each other to generate desired

overall outcomes.

Besides capturing multiple dimensions of reforms,

countries need to be mindful about transformations

brought on by globalization and constant changes

in IT, in rapid succession. Globalization facilitates

free movement of people, goods, services and

capital across boundaries of nations. Information

technology expands the horizons of human

connectivity breaking down all conventional barriers.

Together, they change the ways in which humans

interact with each other economically, politically,

socially and environmentally. As a result, many

ideological positions as well as practical tools of

reforms are fast becoming obsolete, requiring a

pragmatic approach to deal with the rapid change.

For instance, globalization and IT propel changes

in ways unimagined a few years ago, making it ever

more difficult for national governments to exert

control over economies in traditional ways.

Simultaneously, it also offers new tools of e-

governance to deal with the changes, perhaps more

efficiently than in the past. Similarly, e-commerce

and other digital tools of business and

communication, swiftly transforms the ways in which

economic activities are undertaken. They open up

new opportunities, break down traditional barriers

and bring people and resources ever more closely,

making the world flatter.13  Moreover, they increase

competition, allowing only the most innovative to

thrive. Hence, innovation has become the key factor

of economic success in the modern world.

13 Friedman, T.L., (2007), The World is Flat, Picador, New York.
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Box 4.2
Financing of Infrastructure Projects and Attracting PPPs in East
and Southeast Asia

Most infrastructure projects in the developmental state were funded by various levels of
government. Internal sources of funding were pursued by these governments and these could
be accommodated to a large extent, due to high rates of domestic savings in the East Asian
economies. However, private sector financing of infrastructure development projects, though
relatively small compared to the level of government investment, was also used as a funding
strategy by some of these countries.

The Shajiao Power Plant for example, was the first build-operate-transfer (BOT) power plant in
China. As there was a resource constraint that restricted China from financing this project, a
private company in Hong Kong agreed to finance this project under the agreement that they
would be given operational capabilities and ownership of the plant during the concessionary
period in which the private company will recover its cost. Malaysia has also used a BOT method
for many of its infrastructure development projects, particularly related to highway construction.
The North-South highway is a case in point in which the Malaysian government took the initiative
to privatize the latter stage of the project as the Malaysian Highway Authority was unable to
complete the project as planned. Due to the failure of the Malaysian Highway Authority to complete
the project, the Malaysian government decided to privatize construction and operation during
the concessionary period.

Hong Kong also has a successful history of drawing in private sector for infrastructure development.
For example, electricity is provided by two companies that are fully owned by private investors.
However, the government thoroughly screens financial aspects of these companies. Drawing
the private sector in to develop infrastructure has been a fairly recent strategy adopted by some
East and Southeast Asian countries.  However, even in these private sector financing efforts, the
government plays a significant role by providing direction to these investments.

Source: Merna, T., and C. Nijru (2002), Financing Infrastructure Projects, Thomas Telford Publishing, London;
Cao, A., K. Solh and H. Anderson (1993), Infrastructure Project Financing in Asia Lessons Learned,:
Price Waterhouse, US.; Kai-Sun, K. (1997), "Private Participation with Strong Government Control:
Hong Kong", in A. Mody (ed.), Infrastructure Strategies in East Asia: The Untold Story, World
Bank, Washington, D.C.

The discussion to follow outlines some broad

directions on future economic reforms for Sri Lanka.

It draws on a broad understanding of reforms as a

multi-dimensional process, taking the realities of the

global context in which they will occur together with

lessons from past reform experiences.

Astute management of affairs on the political
front is critical: Sri Lanka's past experience of

reforms provide examples of how economic reforms

can lose momentum owing to poor management of

political affairs.  From the point of economic reforms,

two aspects of political management matters: (a)

maintaining a relatively violence-free political

environment and culture, and; (b) prudent

management of politically sensitive economic

reforms. Sri Lanka appears to have failed on both

counts, and more so in the former. The country

grappled with both secessionist and anti-state

violence. Since 2009, there has been a cessation

of violence, but the country has seen a polarization

of polity over matters concerning democracy and

governance. Hence, successful accomplishment of

ongoing reforms to achieve a democratic balance

in the political system has significant implications

towards the success of reforms on the economic

frontier too. It has to be complemented with political

and social moves to reduce tensions between ethnic

communities, creating conditions necessary for a

durable peace.

Reforms are as good as how they are
implemented: Reforms are a continuous process

in which outcomes cannot be separated from means

employed to achieve them.  Hence, the ways in which

reforms are implemented also matters greatly in

determining their success. On many occasions, Sri

Lanka's reform efforts suffered due to allegations of

corruption, lack of transparency, cronyism, poor

accountability and author itar ian manner of

execution.  As a result, more than the outcomes,

the means employed to achieve them has led to

politically sensitive issues, jeopardizing the reform

process overall. Hence, the current demands for

reforms to combat corruption, ensure the rule of law,

enhance transparency and accountability are as

equally important for a successful economic reform

process as they are for ushering in a healthy political

system.

Let practical realties determine the priorities
than ideological stands: Given the primacy

assumed by capitalist economic thought around the

world, there is no strong ideological contender

against market-friendly economy reforms. However,

there are competing schools of thought within the

capitalist camp. Many of them have pro-market,

externally-oriented views, and mostly differ from

each other on the policy mix advocated to achieve

the final goals. Their competing claims for success

are largely connected to conservative, liberal and

social-democratic political rivalries in industrial

countries, which often have limited relevance to

practical realties faced by developing countries like

Sri Lanka. Hence, rather than ideological concerns,

practical realties on the ground should determine

the priorities of any reform agenda. Attempts to

blindly imitate and/or rhetorical championing of

ideological stands can have counterproductive

results.

Reforms should focus on areas where
they are needed and capitalize on
existing strengths: Reforms are not new to Sri

Lanka and future reforms should be built upon the

experiences of the past. Hence, this can be

considered as a mid-term course correction in an

ongoing process. It implies two things: (a) building

upon existing strengths and, (b) identifying priority

areas that need reforms the most. While the chapters

to follow in this report address in-depth aspects of

reforms in selected areas, three areas of strengths

that should provide the foundation for fur ther

economic progress are:

• Building on Sri Lanka's human capital
development, which despite modest
achievements in recent decades is still the key
strength of the country. A relatively well-
educated and healthy workforce provides a
definite advantage and reforms should focus



60

STATE OF THE ECONOMY 2015

on transforming this resource from a pool of
cheap labour to a pool of talents (i.e., of
knowledge and skills).

• Strengthening Sri Lanka's socio-economic
achievements, evident in significant
achievements in poverty alleviation.  While
tackling absolute pover ty was the key
challenge in the past, the country should now
try to build on significant reductions in numbers
of poor, focussing on multi-dimensional
aspects of poverty and directing attention to
other vulnerable sections such as the elderly
and vulnerable.

• Protecting the interests of Sri Lanka's migrant
labour force that has served the country well
and continue to do so. However, their
contribution has come at some social cost and
reforms should aim at addressing them.
Reforms should also aim at transforming them
from an unskilled to a skilled labour force.

While building upon the strengths in the above
mentioned areas, reforms should focus on
addressing gaps in the following areas as priorities:

• Economic reforms should aim at getting the
fundamentals of macroeconomic management
right. Developments in recent years have seen
the necessity of several course corrections in
both fiscal and monetary policy. Ensuring a
sustainable macroeconomic outlook for the
country is critical for success in all other areas
of reform.

• Sri Lanka's path to prosperity essentially lies
in the success of achieving sustained growth
in exports of goods and services. Hence,
reforms in the trade sector are critically
important. Despite some initial successes in
the early phase of reforms, growth of exports
has slowed down, and the trade regime in
recent years has drifted towards a more
protectionist stance. Revitalizing exports
needs reforms in tariffs and taxes, procedural
improvements as well as attracting FDI in
export industries.

• The Sri Lankan tax system is not delivering
potential revenue as expected with rising
income. The Presidential Tax Commission

report of 2010 provided a comprehensive list
of recommendations to address these
concerns.  However, only a handful of
recommendations have been implemented so
far. Full implementation of recommendations
are necessary to ensure a more stable
macroeconomic outlook.

• Agriculture, despite its declining contribution
to the GDP, is sti l l the main source of
employment. Past attempts at liberalization
created both winners and losers, while heavy
public investments helped to achieve self-
sufficiency in rice. Despite this, Sri Lanka's
food security conditions are not satisfactory
even by South Asian standards and agriculture
productivity is stagnating. The sector needs
multifaceted reforms to address core
challenges.

Complementary reforms in supportive areas:
Besides the key sectors earmarked above for
reforms, there are cross-cutting areas that need
special attention in the context of future economic
reforms. Four such critical areas are institutions,
innovation, e-government and environment. They
are not economic sectors by themselves, but reforms
in these areas are obligatory for success in
economic reforms.

• Institutional governance is a missing link in
Sri Lanka's l iberal economic reforms.
Institutions are not government organizations
but a broad range of formal and informal
arrangements (rules, laws, procedures) that
influence the behaviour of economic agents.
The need for institutional reforms is felt in many
sectors; for example, two cross-cutting areas
that need institutional reforms are market
competition and land and property rights.
Institutional reforms should be addressed with
sectoral reforms as they arise.

• Innovation is the most critical factor that
determines economic success in a rapidly
globalizing world. Innovation is a result of a
combination of factors; among others, R&D
capacity, and skills/knowledge on science,
technology, engineering and mathematics
(STEM) are critical. The capacity for innovation
has to be developed through external transfer
of knowledge/technology and development of
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domestic R&D capacity. Sri Lanka's economic
reforms have never focussed seriously on
innovation, even as it is recognized that
innovation capability cannot be developed over
night. Hence, it is an area that should be
accorded priority as a long-term reform
initiative.

• The quality and efficacy of public sector
service delivery is an essential pre-condition
for the success of economic reforms, despite
neo-liberal emphasis on lean governments.
This is an area where Sri Lanka has limited
success. Modern tools of e-government offer
the opportunity to improve the quality and
efficiency of public services with lean
organizational structures. Sri Lanka has made
strides in this direction in certain areas of
public service - e.g., E-Sri Lanka programme
- and their implementation should be
accelerated.

• All economic activities have impacts on the
environment, with growing populations leading
to overexploitation of natural assets. Hence,
growth-oriented economic reforms should be
accompanied by environmental safeguards.
Despite early preparations, environmental
governance is a poorly developed area,
receiving limited attention in economic policy
circles. As a result, environmental issues often
lead to confrontations between authorities and
public/activists. This is not helpful to sustain a
long-term reform process, and corrective
action should be taken to ensure a more

holistic approach to development.

Experiences worldwide suggest that improving the

business climate by creating a conducive

environment for private sector investments is the

best way forward for emerging economies to sustain

growth. Some sensitive economic reforms may bring

about losers as well as winners in the short run.

Hence, the prudent approach is to implement

reforms during the early days of a new government

that has secured a fresh mandate by the people.

Experiences
worldwide suggest
that improving the
business climate
by creating a
conducive
environment for
private sector
investments is the
best way forward
for emerging
economies to
sustain growth.
Some sensitive
economic reforms
may bring about
losers as well as
winners in the
short run.  Hence,
the prudent
approach is to
implement reforms
during the early
days of a new
government that
has secured a
fresh mandate by
the people.



5. Reforming Sri Lanka's Trade and
Investment Policies for Export Growth
5.1 Introduction

S
r i Lanka's recent trade performance

hasbeen far from satisfactory especially

since 2000, marked by a decline as share of

the country's GDP as well as of world trade. While

the negative external environment has been blamed

for the poor performance, many competing countries

have achieved higher rates of growth, pointing to Sri

Lanka's lacklustre performance being fundamentally

'homegrown'.1  Lack of diversification of exports and

markets remain a cause of concern. Sri Lanka's

exports have been concentrated in few sectors, with

textile and garments (T&G) alone accounting for a

substantial share of total exports. The problem of

product concentration has been compounded by

market concentration, with US and EU together

accounting for over 50 per cent of exports to date,

despite attempts to diversify through the use of export

incentives and signing of preferential trade

agreements within the region.

Improving the competitiveness of exports to deepen

integration with the world economy, attract the right

kind of FDI and create a more enabling environment

for trade is a must to broaden the sources of Sri

Lanka's growth from its more recent reliance on non-

tradeables for high growth. Reform efforts to improve

export competitiveness will require addressing

constraints on multiple fronts. These include: (i)

tackling supply-side capacities - diversifying the

country's export base, whilst ensuring that adequate

skilled human resources are available; (ii) addressing

weaknesses in the business environment - reducing

transaction costs, red tape and gaps in the regulatory

environment; and (iii) strengthening demand-side

conditions - better market penetration through

preferential trade agreements and broader export

promotion efforts.

Thus, the gamut of reforms issues include reducing

policy barriers, expanding infrastructure, improving
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While external
environment has
been blamed
for  poor
performance,
competing
countries have
achieved higher
rates of growth,
pointing to Sri
Lanka's lacklustre
performance
being
fundamentally
'homegrown'.

1  Kelegama, S. (2014), "What Will It Take for Sri Lanka to Build a World Class Export Economy", presentation made at the CMA Annual
Conference, Colombo, 19 June 2014.
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the business climate, reforming the trade tariff

structure, and maintaining a flexible exchange rate,

among others.  This chapter will focus on four key

reforms relating to the trade tariff structure, trade

and transport facilitation, FDI promotion and existing

trade agreements towards increasing and

diversifying Sri Lanka's external trade. The chapter

will discuss their current status, identify specific

issues and recommend how these could be

reformed.

5.2 Trade Tariff Structure
Sri Lanka's unilateral trade liberalization process

was initiated in 1977, ahead of her neighbours, in

response to poor economic outcomes due to

protectionist, import-substitution trade policies.

Despite the onset of separatist violence from the

mid-1980s and changes in political regimes, trade

policy reforms were broadened and extended over

the next two decades, albeit with some backtracking.

In fact, Sri Lanka had become one of the most open

economies in the developing world by the mid-

1990s.2  Although the country remained 'committed'

towards greater integration into the world economy,

the pace of trade reforms proceeded at a 'mixed

pace'.3  Indeed, the policy stance appears to have

reversed in the last decade in terms of its tariff policy

regime, with the introduction of a number of border

charges in addition to customs duty, increasing

levels of protection and insulating domestic

producers from import competition.

As seen from Figure 5.1, Sri Lanka's openness to

international trade has drastically declined since

2000, with a level of openness close to that seen

during the import-substitution era. This was not due

to poor GDP growth, which has been quite decent,

but largely due to slow growth of trade, consistent

with a return of more activist forms of import

substitution and increased protectionism, especially

after 2004.4  Sri Lanka compares poorly to other

countries, as evident from its declining global

market share.

Sri Lanka's present protectionist import tax structure

undermines preferential/free trade agreements

which Sri Lanka is a signatory to, and breaches

2  Athukorala, P. (2011), “Growing with Global Production Sharing: The Tale of Penang Export Hub”, paper presented at the International
Conference on “Trade, Investment and Production Networks in Asia”, Leverhulme Centre for Research on Globalization and Economic
Policy, University of Nottingham, 16-16 February 2012, Kuala Lumpur.

3 WTO (2010), "Trade Policy Review:  Report by the Secretariat - Sri Lanka", World Trade Organization, Geneva.
4 Kaminski, B. and F. Ng (2013), "Increase in Protectionism and Its Impact on Sri Lanka's Performance in Global Markets", Policy Research

Working Paper 6512, World Bank, Washington D.C.

Figure 5.1
Sri Lanka's Exports Share (1990-2014)

Source: CBSL, Annual Report, various years; and IMF, Direction of Trade Statistics, various years.
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WTO commitments.5  Moreover, it has serious

implications also for consumer welfare. In this

context, the following section examines recent trends

and current position of trade measures in Sri Lanka

which have affected both imports and exports, and

suggest recommendations for reform.

5.2.1 Current Status of Tariff Regime
While a number of measures (i.e., implementation

of WTO Customs Valuation Agreement in 2003,

publication of tariffs online, etc.) and practices (i.e.,

reliance on price-based measures and scant use of

non-tariff measures) have been undertaken to date

to increase transparency, these have been

overshadowed by a general increase in tariffs and

introduction/increase in rates of other charges on

imports. These measures have been taken for both

revenue and protectionist purposes.

Sri Lanka Customs (SLC) collected about 40 per

cent of total government revenue and 55 per cent of

national tax revenue.6  Over time, the contribution of

various border taxes has changed (Figure 5.2). The

relative decline in revenue from Customs duties was

offset by increase in revenues from other charges

like the Port and Airport Development Levy (PAL),

Commodity Export Subsidy Scheme (CESS),

Special Commodity Levy (SCL), Excise, VAT (on

imports), Regional Infrastructure Development Levy

(RIDL) and Nation Building Tax (NBT).

Customs duty tariff rates in Sri Lanka suggest a

downward trend. The simple average applied MFN

tariff was 9.9 per cent in 2012, down from 11.5 per

cent in 2010 (Table 5.1). However, while the MFN

rate has been fairly stable, there have been frequent

and ad hoc changes to the tariff rates over the last

decade, both in terms of the number of tariff bands

and maximum rates of tariffs (Table 5.2). Aside from

these frequent changes, the average MFN figures

are also misleading as they exclude para-tariffs.

When Customs duty and other charges are taken

together, the average total protection rate was 31

While measures
have been
undertaken  to
increase
transparency,
these have been
overshadowed
by increase in
tariffs and
introduction/
increase in rates
of other charges
on imports.

5  Pursell, G., and Z. Ahsan (2011), "Sri Lanka's Trade Policies: Back to Protectionism". ASARC Working Paper 2011/03.
6 CBSL, Annual Report 2014, Central Bank of Sri Lanka, Colombo.
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per cent as opposed to a MFN rate of 12 per cent in

2012.7

While the number of tariff bands has been brought

down over the years, tariff simplification has not

proceeded as planned - i.e., a movement towards a

Figure 5.2
Comparison of Revenue Composition (2000 and 2013)

Source: Sri Lanka Customs, Annual Report 2013; and “Report of the Presidential Commission on Taxation 2010”.

Table 5.1
Sri Lanka's Tariff Profile

7  Athukorala, P., (2012), “Sri Lanka’s Trade Policy: Reverting to Dirigisme?”, Working Paper No. 2012/14, Crawford School of Public Policy,
Australian National University, Canberra.

8 Presidential Tax Commission (2010).

Source: WTO, “World Tariff Profile”, various years.

2003 2009 2010  2012

Bound tariff lines (% of all tariff lines) 37.8 35.8 36.4 38.1

Duty-free MFN applied tariff lines (% of all tariff lines) 10.0 11.7 44.4 51.3

Simple average MFN tariff rate (%) 9.8 12.0 11.5 9.9

Simple average final bound rate (%) 30.3 30.2 30.2 30.2

a. Agriculture tariff lines 50.1 50.1 50.0 50.0

b. Non-agriculture tariff lines 19.6 19.6 19.7 19.7

Simple average MFN applied (%) 11.2 11.2 10.2 9.9

a. Agriculture tariff lines 23.8 24.8 26.3 25.7

b. Non-agriculture tariff lines 9.2 9.2 7.8 7.5

single or two-tariff band. The predictability of the

tariff regime and its transparency is weak. While each

band was applied to a given product category, ad-

hoc changes have been introduced over time,  in

addition to which complications also arise due to a

large number of duty exemptions.8

Customs 
Duty
26%

CESS
1%

SRL
3%

Excise
40%

VAT –
Imports

30%

2000 Customs 
Duty
15%

PAL
13%

CESS
7%

SCL
10%

Excise
30%

VAT –
Imports

20%

NBT
5%

2013
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Table 5.2
Custom Duty Rates (1995-2015)

1995 0 10 20 35

1999 0 5 10 15 20 25

2002 0 2.5 5 10 15 20 25

2004 0 6 12 27.5

2009 0 2.5 6 15 28

2010 0 5 15 30

2015 0 7.5 15 25

Source: Pursell and Ahsan (2011); SLC (2015), “Tariff Guide”, Sri Lanka Customs,
Colombo.

Generally speaking, Sri Lanka has an escalating

tariff structure – most basic raw materials and

essential items are duty free, or enjoy low duties in

the case of semi-processed products, while many

processed goods or finished products including

goods that the government wishes to protect are

taxed at a higher rate. The degree of tariff escalation

appears to have increased consequent to the

number of duty free lines increasing from 10 per

cent in 2003 to 44.4 per cent in 2010,9 (and further

to 51 per cent with the abolition of the 2.5 per cent

rate in 2010). The simple average tariffs for

agricultural products have increased and remain

higher than for manufactured goods (see Table 5.1).

The general practice has been to impose tariffs on

an ad valorem basis. However, some goods (for

example agricultural products) attract specific duties.

Over 97 per cent of the tariff lines are ad valorem

while specific duties apply to 3 per cent of all tariff

lines.10 Specific duties, which are computed on the

physical quantity of the good being imported, are

less transparent and more distor ting than ad

valorem. While the bulk of tariff lines remain ad

valorem, tariffs which are subject to specific duties

have increased between 2004 and 2009 from 1.3

per cent to nearly 4 per cent of tariff lines.11

According to the WTO, 38.1 per cent of Sri Lanka’s

total tariff lines are bound,12  allowing the country to

adjust its border tariffs upwards from time to time

for revenue and protection purpose. However, it is

observed that bound rates have remained

unchanged since 2004, while the rates greatly

exceed the applied rates.13  For instance, the average

bound rate is 30.2 per cent in 2012 compared to an

average MFN applied rate of 9.9 per cent (see Table

5.1). When bound rates greatly exceed the applied

rates, it provides authorities the scope to raise the

latter. For a number of tariff lines, however, the

applied rates exceed the bound rates. In fact, if para-

tariffs are taken into account, Sri Lanka exceeds its

bound levels for many industrial and agricultural

goods.14 For example, it is estimated that a half of

the agricultural tariff lines exceed the 50 per cent

bound rate.15

In addition to Customs duty, imports into Sri Lanka

are subject to a number of other charges or para-

tariffs, which have proliferated in the last decade

(Table 5.3). The PAL, Surcharge, and CESS are only

applied on imports while the others have domestic

equivalent taxes. Each para-tariff has its own product

coverage and rates, with frequent changes in the

product coverage of the para-tariffs as well as rates

over time. For example, PAL was introduced in 2002

at 1 per cent of the CIF value but was subsequently

increased to 1.5, 2.5, 3 and 5 per cent in 2004, 2006,

2007 and 2009, respectively. These changes

increase uncertainty amongst traders and investors.

9 WTO (2010).
10 WTO (2014), “Sri Lanka – Profile”, http://stat.wto.org/CountryProfile/WSDBCountryPFView.aspx?Language=E&Country=LK
11 Athukorala (2012).
12 WTO (2014).
13 Athukorala (2012).
14 Presidential Tax Commission (2010); Pursell and Ahsan (2011); WTO (2010).
15 Pursell and Ahsan (2011).
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Table 5.3
List of Import Taxes in Force (2010 and 2015)

Source: Pursell and Ahsan (2011); SLC (2015), “Tariff Guide”, Sri Lanka Customs, Colombo.

Sri Lanka has used para-tariffs rather than Customs

duties to increase or at least maintain existing

protection levels as well as to overcome tariff

reduction/elimination under the PTAs/FTAs,

breaching the spirit of these agreements. For

example, while the top Customs duty was reduced

from 35 per cent to 25 per cent in 2000, this was off-

set by the introduction of a surcharge on Customs

duty in 2001. Though it was intended to be temporary,

it existed for more than a decade, with rate changes

over the years. It continued to be applied on imports

of non-essential goods until June 2010, when it was

abolished and amalgamated with the Customs duty.

At the time of its abolition, there were 5,598 tariff

lines which were subjected to a surcharge of 15 per

cent of Customs duty.

Para-tariffs were more extensively used after 2004,

with their contribution to total revenue from

international trade increasing and raising

government reliance on them for revenue generation.

Under the Export Development Board (EDB) Act, a

CESS is imposed on a large number of products

such as fruits, vegetables, processed and

unprocessed food, shoes, bags, rubber and plastic

goods, textiles, etc., applied on an ad valorem,

specific basis or a combination of both. The CESS

meeting development needs. These taxes are

collected on different tax bases, which make their

computations complicated. Some rationalization was

achieved with the removal of SRL and RIDL in 2011.

The SCL was introduced in 2008 to counter

administrative costs associated with multiple taxes

on essential food items. It is currently imposed on

imports of selected essential commodities (e.g., milk

powder, dhal, sugar, potatoes, onions, etc.) with

rates varying from product to product.

Aside from import duties, Sri Lanka also imposes

certain export duties on its traded goods. Taxation

of traditional exports, which was a major source of

government revenue prior to liberalization in 1977,

was virtually removed by the early 1990s. Currently,

Sri Lanka imposes border charges on cer tain

exports (vein quartz) as well as an export CESS on

some raw materials (cashew nuts with shells, raw

hides and skins, metal scraps, natural rubber,

coconut products and tea) for various reasons such

as discouraging export in raw form, ensuring local

supplies, and generating funds for cultivation. CESS

rates vary across the products and ad hoc changes

have been made to the rates over the years eroding

predictability and transparency. Moreover, such

taxes on exports distort allocation of resources, and

is supposedly collected for the

purpose of promoting exports

through the EDB, but it is used

pr imari ly as a revenue

generating measure. It is also

claimed to be used against unfair

trade practices such as under-

invoicing, dumping, subsidization

by foreign countries, non-

adherence to standards, etc.

Other taxes imposed at the point

of importation include levies such

as the SRL, the PAL, RIDL, and

the NBT. These were introduced

in 1995, 2002, 2005 and 2009,

respectively, with funds collected

supposed to be directed towards

           2010 2015

Protective Taxes

Customs Duty 0, 2.5, 6, 15 or 28 0, 7.5, 15, 25

Ports and Airport Development Levy 2 or 5 5

Surcharge 15 -

Commodity Export Subsidy Scheme Varies Varies

Regional Infrastructure Development Levy 5, 7.5 or 10 -

Non-Protective Taxes

Value Added Tax 12 or 20 11

Social Responsibility Levy 2 -

Nation Building Tax 3 2

Excise Duty Varies Varies

Special Commodity Levy Varies Varies
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prevent the emergence of production patterns in line

with the country's comparative advantage by

suppressing exports.

5.2.2 Trade Tariff Structure Reforms
Despite the simplification after 2010, Sri Lanka's

import tax regime is beset with non-transparency,

and complexity with little predictability in view of

constant ad hoc changes. The system appears to

be highly discretionary, with research and anecdotal

evidence suggesting that it favours individuals and

groups with lobbying skills and access to bureaucrats

and politicians.16  In this context, significant reforms

are required to redress the current situation. Many

of these have already been put forward in the

Presidential Tax Commission (2010) report.

Simplification of tariffs: Simplification and

rationalization of the tariff regime is a must. A

customs tariff with limited rates and only few

exemptions will not only facilitate cargo clearance,

reducing time and costs but also improve revenue

collection and administration. Simplification will also

minimize opportunities for malpractice and increase

compliance.

Tariff bindings:  As part of a strategy to liberalize

trade and tariffs and other charges on imports,

enhancing the scope and level of their bindings

would increase predictability to the trade regime and

would help to improve the business environment.

Nevertheless, Sri Lanka should make use of the

flexibilities provided by the WTO for developing

countries in terms of binding and tariff levels taking

into consideration some degree of protection for

domestic industries, namely small and medium

enterprises (SMEs), which contribute significantly

to total output and employment in the country. Where

tariff bindings on some agricultural products are

insufficient to provide protection to the agricultural

sector, Sri Lanka should on a selective basis initiate

negotiations at the WTO to raise tariffs on these

Sri Lanka’s
import tax
regime is beset
with non-
transparency,
complexity
with little
predictability
in view of
constant ad
hoc changes.

products to provide adequate protection while

specific duties should be converted to ad-valorem

and adjusted upwards.

Para-tariffs:  Amalgamation of Customs surcharge

with Customs duty has led to simplification in

computing border taxes but the numerous

development taxes and other charges still add to

transaction costs and complicate computation at the

point of import. The possibilities include their

amalgamation into one tax. In fact, the Presidential

Tax Commission (2010) recommends the imposition

of a single tax - the National Development Levy

(NDL) - with possibly four rates ranging from 5 to 20

per cent. In addition, Sri Lanka should consider

WTO-consistent trade remedial measures such as

anti-dumping, countervailing and safeguard

measures as trade policy instruments to address

unfair practices, instead of using import tariffs

combined with a CESS.

More generally, the computation of border taxes on

different tax bases must be streamlined in order to

improve clarity and lower transaction costs.  Sri

16   Pursell and Ahsan (2010); and interviews with stakeholders.
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Lanka must also increase overall transparency in

its trade policy regime. While there have been

measures to enhance transparency through

publication of applied tariff lines and all import

charges online, the frequent changes create

confusion amongst importers. Therefore, there is a

need to limit the number of changes and convert

specific duties into ad valorem charges.

CESS: The CESS collected from imports and

exports under the various Acts should be transferred

to the relevant institutions to meet the objectives for

which the CESS is collected. Currently, the money

goes to the Consolidated Fund of the Treasury, and

funds that do get transferred to the relevant

institutions are often spent on meeting recurrent

expenditure, and not much on research and

development activities. Moreover, the CESS should

not be imposed on value added exports, but should

be limited to bulk exports to encourage export value

addition in the economy.

5.3 Trade and Transport
Facilitation17

Moving goods internationally involves going through

at least two customs processes - one in the country

of origin and the other in the country of destination.

Clear procedures and efficient processes are

important for speedy movement of goods in

international trade. Trade facilitation focuses on

improving the efficiency of trading across borders

by reducing transactional costs, increasing

transparency and predictability.

With progressive reduction of tariffs at the multilateral

level, there is increasing attention being paid to

reducing constraints and costs that affect

transactions at border points and increasing

efficiency of supply chains. Inefficiencies in placing

orders, delivering goods and making payments for

internationally traded goods can have an adverse

effect on the competitiveness of businesses,

industries and economies. Delays at the border

caused by cumbersome procedures and excessive

paperwork fur ther add to the burden of doing

business. This is a cause of concern given the global

trends towards fragmentation of production across

countries and increased importance placed on lead

times. In recognition of the significant benefits to

businesses and countries, particularly developing

countries around the world and the capacity to boost

global economic growth, at the 9th WTO Ministerial

Conference held in Bali in December 2013, all WTO

members reached an agreement on trade facilitation.

The full implementation of the Agreement is

expected to reduce 15 per cent of total trade costs

for lower middle income countries like Sri Lanka.18

Sri Lanka's performance is commendable in

comparison to other South Asian countries,

outperforming its neighbours in several logistics

performance indicators. According to World Bank's

"Trading across Borders" indicators, which capture

the time and cost associated with exporting and

importing a standardized cargo of goods by sea

transport, Sri Lanka's ranking has improved with

reductions in time associated with exporting and

importing (Figure 5.3). It now takes 16 days to export

from Sri Lanka, compared to an average of 33.4 days

in South Asia, and 13 days to import compared to

34.4 days in South Asia. Cost to export is US$ 560

per container as opposed to South Asia's US$

1922.9; import cost is US$ 690 compared to US$

2117.8 in South Asia. While acknowledging the

progress made by Sri Lanka to facilitate trade, the

country still has a lot to do to reach the trade

facilitation levels of Singapore which is often cited

by policy makers and the private sector, to be Sri

Lanka's benchmark. The following section examines

17  This section draws heavily on Jayaratne, S., D. Premaratne, and J. Wijayasiri (forthcoming), "Trade and Transportation Facilitation Audit:
Sri Lanka", Institute of Policy Studies of Sri Lanka, Colombo. The study includes 120 stakeholder interviews with relevant organizations/
individuals.

18 OECD (2014),”‘The WTO Trade Facilitation Agreement – Potential Impact on Trade Costs”, OECD, Paris.
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issues related to trade and transport facilitation in

the country.

5.3.1 Publication and Administra-tion
of Policies Related to Trade Issues
Although the publication of trade related rules and

regulations are carried out to some extent, it is not

comprehensive, adequate or effective. Available

online information is limited with regard to Customs

duties, fees and export import procedures in Sri

Lanka. In this context, traders rely on their Custom

House Agents (CHAs) and freight forwarders for

clearance, and do not actively seek information from

the SLC website. Furthermore, if there are any major

changes in regulation or procedures, exporters/

importers are notified through the relevant chambers

and industry sources. While the SLC website

contains information on import export procedures,

changes in regulations, clearance procedures,

applicable duties, fees and charges, it does not

contain information on average release and

clearance times. Moreover, information available on

the website is not accurate because it is not regularly

updated.

There is an inquiry point at the SLC which traders

can contact with regard to queries on import/export

procedures and formalities. However, traders have

Source: World Bank (2015), ‘Trading Across Borders”, World Bank, Washington, D.C.

Figure 5.3
Time and Cost to Export/Import from Sri Lanka (2010-15)

difficulties in accessing the inquiry point (i.e., the

calls not being answered), or obtaining responses

to their queries while some are unaware of such a

facility. Moreover, there is no inquiry point at the

national level which acts as a coordinating body

between all trade related agencies and the trading

community.

While
acknowledging
progress made
by Sri Lanka to
facilitate trade,
the country still
has a lot to do
to reach the
trade facilitation
levels of
Singapore.
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19 These include the CUSDEC, commercial invoice, packing list, bill of lading/airway bill and the cargo dispatch note for exports, and
additionally a delivery order for imports.

5.3.2 Rules and Procedures for Imports
and Exports
There is a need to improve on time taken to clear

goods, to reduce irregular payments/bribes, to

increase coordination between border management

agencies, to decrease the number of documents/

time required for export/import, and to establish a

pre-arrival processing of import documents.

The average time to clear export consignments in

Sri Lanka is one day at both the Bandaranaike

International Airport (BIA) and the Colombo port,

while the average time taken to clear import

consignments is one day at the airport and three

days at the port. Clearance of import cargo takes

more time than export cargo; between 1-3 days are

needed for clearance at the port. However, a key

problem faced by traders is the necessity to

frequently pay bribes or make irregular payments

at the time of documentation processing or

clearance of cargo.

There is considerable coordination of border

management agencies - handling revenue, customs,

health, quarantine inspections, food standards, etc.

- at both the port and airport. Customs operational

at the port and airport is considered efficient while

the overall coordination between the border

management agencies at both the Colombo port and

BIA is deemed satisfactory.

In terms of trade documentation and signature

requirements, exporters need five basic documents,

while importers require six.19  A Certificate of Origin

is also required by those using preferential

agreements to export. Apart from these, there may

be product specific documentation requirements for

both exporters and importers such as Certificate of

Analysis, phytosanitary certificate and load-port

certificate, etc. The number of days required to

prepare export documents range from 1-7 days.

However, evidence suggests that for a majority of

exporters, it takes only one day, with only one

signature required to export; but a considerable

number of exporters still require 2-3 signatures. The

number of signatures required to import appears to

be 1-5 signatures for a majority of importers.

It is possible to obtain advance ruling of classification

for commodities from the Commodity Classification
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Division of SLC, prior to the importation or

exportation of the commodity. However, very few use

the service despite the details and the application

being freely available online. Some importers do not

use the facility due to the difficulties of providing

SLC with some of the required information about

products (i.e., difficulties in receiving certain product

information from sellers). Others are unaware of the

availability of such a service, underlining the lack of

awareness of the advance ruling facility. Currently,

pre-arrival processing is available only for perishable

products and a few selected items such as rice.

The SLC has undertaken measures to improve the

risk/threat assessment techniques in order to

facilitate trade. The SLC classifies goods under

three channels - Green, Yellow and Red Channels.

The Green Channel is for low-risk declarations,

where goods are released without calling for

documents and cargo examination while the Yellow

Channel is for medium-risk consignments where

consignments are cleared upon examining the

required documents without cargo examination.

However, random cargo examinations are also

carr ied out in the Yellow Channel. High-risk

declarations are cleared through the Red Channel

with both documents and cargo being examined. The

SLC recommenced the Green Channel facility in

September 2013, and as of January 2015, this facility

was available for 240 of the most trusted importers

with good trading histories.

In terms of physical inspection, almost a half the

consignments are subject to physical inspection.

Post- clearance audits are carried out by the SLC

as part of its risk management strategy. These are

done not as a regular practice, but when there are

suspicions/complaints on a customer's documen-

tation/activities.

5.3.3 Use of ICT for Exports and
Imports
Sri Lanka urgently needs a 'single window' to

minimize human intervention in the trading process.

This is yet to be established. While the export

process is almost entirely automated, the import

process is yet to be completely automated. The

CUSDEC for both imports and exports can be

submitted online, with the online submission of

exports being mandatory. Nevertheless, the process

is not wholly automated with segments such as the

selection of consignments for physical examination

being done by customs officials. While it is possible

to submit and process the CUSDEC online, it is not

possible to similarly submit and process the

supporting documents. Except for the Board of

Investment, Tea Board, Registrar of Motor Vehicles,

Ministry of Finance and the Import/Export Control

Department, other relevant organizations are not

linked to the ASYCUDA World system.

5.3.4 Trade Related Infrastructure
The need to improve quality/efficiency of ports,

roads, the quality of warehouses, and the need to

reduce loss/damage of cargo and the cost of using

logistics services are some of the high priority areas

with regard to trade related infrastructure. Research

evidence suggests that poor quality of warehouses

at the Colombo port, lack of equipment to handle

cargo and the congestion within the port are some

of the primary reasons why the quality of

infrastructure at the Colombo port is deemed

'average'. For example, of the nine gates in the port,

only two are opened for container traffic - one for

empty containers and the other for full containers -

and attributed as a reason for congestion within the

port. While acknowledging the recent developments

of roads in the country, the congestion on roads also

remains a major drawback.

5.3.5 Trade and Transport Facilitation
Reforms
Setting up/strengthening inquiry points: Setting

up a single reference point that provides all trade

related information including laws, regulations,

procedures, tariffs and other useful information for

traders involved in the import, export and transit,
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would be highly beneficial. Such a website can give

traders access to tariffs, procedures, measures, and

laws by entering the HS code of any product, and

would integrate all trade-related information available

on individual ministries and agency websites, into

an easily accessible and user-friendly resource.

However, Sri Lankan traders currently do not have

access to such an information portal. Furthermore,

a national enquiry point which can function as a

coordinating body between the trading community

and the relevant regulatory bodies is key, where it

can collect requests, direct them to relevant

regulatory bodies, compile their responses and

inform the requesting party of the responses as

inquiries are often directed at the wrong agency as

traders are unaware of the relevant agency.

Eliminating the need to pay irregular payments

and bribes: An IPS (2012) study shows that in some

instances, irregular payments/bribes can add up to

50 per cent of the trade costs.20  This is a major

concern of the trading community, creating a burden

on genuine traders. Automating the trading

processes, proper remuneration of officials and

effective monitoring mechanisms will need to be in

place to reduce this practice.

Single window:  It is necessary for the trade related

agencies in Sri Lanka to adopt modern technology

and come to a common platform in order to fully

automate the trading system. Sri Lanka has partially

automated its trading system, and working towards

a single-window would no doubt reap the benefits

of lower costs of trading, lower clearance times,

increased transparency, lower rent seeking, better

coordination between different agencies and reduce

bureaucracy (i.e., documentation and signature

requirements). Whilst SLC is championing the cause,

it needs a concerted commitment by the government

at large.

Extending pre-arrival processing to more
products: Pre-arrival processing is currently

available for only a limited number of products,

including perishables. Extending this to other

products would facilitate traders. However, this

requires legal amendments to the Customs

Ordinance which is over 200 years old. Certain

provisions need to be amended to improve trade

facilitation measures.

Improving infrastructure facilities: While

acknowledging the progress in infrastructure to

Colombo port, there is room for improvement. Some

of the equipment currently at the port is outdated;

importantly, congestion at the port can be reduced

if more gates are opened, where currently only 2-3

gates of the 9 gates are open for container traffic at

any given time; more than the inadequacy of

warehouse in terms of numbers, the lack of adequate

facilities available at warehouses is a problem - i.e.,

proper storage racking systems, poor conditions

within them, poor handling and inadequate security

are some of the main issues. Improvements will

mitigate losses and damages to traders due to the

mishandling of cargo, mainly at the port and the

warehouses (i.e., due to the lack of proper

equipment).

The current railway network and the services offered

by the Sri Lanka Railways (SLR) are not sufficient

for freight transport. SLR services only provide for

transportation, with little loading and unloading

facilities available where labour for cargo handling

has to be provided by the customer. As a result,

despite railway transport charges being low, when

all other relevant charges are added, it becomes

more costly than road transport. Therefore, if

transportation of cargo via rail is to be improved,

which is important in reducing road congestion, it is

imperative that the rail network and services are

developed, along the lines of an integrated multi-

modal transportations system.

Scanning facilities at the port/airport are minimal in

Sri Lanka which results in containers having to be

20 de Mel,  D., S. Jayaratne and D. Premaratne (2012), “Trade Facilitation Issues in South Asia” in  S. H. Rahman et  al., (eds.), Regional
Integration and Economic Development in South Asia, Edward Elgar Publishing.
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opened up manually for checking. This results in

delays and additional costs with traders having to

send their own staff members to unload and load

goods, and also quality drops especially that of

perishables. For example, airport security at the BIA

sometimes carry out random checks of products

before they are allowed to enter the airport premises

for security purposes, requiring exporters to unload

products for checks. Hence, there is a need to

acquire necessary scanning devices which will not

only facilitate traders but also the country as a whole

in promoting the trade of legitimate products and

security.

Local laboratories are not equipped to issue certain

international certifications demanded by buyers for

certain products (e.g., coir) and lack the capacity to

handle a large number of requests, resulting in

undue delays. Hence, the capacities of testing

laboratories such as the Sri Lanka Standards

Institute (SLSI) which is the national standards body

need to be strengthened so that (i) test reports can

be given without undue delays, and (ii) the labs are

equipped to issue international certifications. This

will reduce the costs incurred by importers such as

demurrage costs and opportunity costs of holding

idle products.

5.4 Foreign Direct Invest-
ment
The general business environment of a country is

critical to attract investment and support export

competitiveness and growth. Here, FDI plays a vital

role, bringing not only investment finance, but

technology and managerial know-how to developing

country export sectors. The ending of the armed

separatist conflict removed one of the biggest

impediments to FDI. However, Sri Lanka failed to

capitalize on this, evident from the relatively poor

performance of FDI inflows post-2009 averaging

around 1.5 per cent of GDP. Indeed, various policy

measures have sent mixed signals to both local and

foreign investors, deterr ing investments into

manufacturing and high value added services

industries. No major Multinational enterprise (MNE)

has set up operations in Sri Lanka's manufacturing

sector over the last decade.21  More recent FDI flows

into the country have been heavily concentrated in

infrastructure development, tourism and mixed

development projects - not the kind of FDI that the

country requires to boost exports and link Sri Lanka

to markets abroad.

Sri Lanka has tended to rely on the provision of

incentives for FDI promotion. However, many argue

they have little impact on foreign investors' decision

to locate and are instead a drain on government

revenues. The approximate cost of BOI incentives

in terms of revenue loss was estimated to be close

to 1 per cent of GDP.22  However, any dramatic

reduction in tax incentives could have an adverse

impact on FDI given that Sri Lanka is competing

with other FDI destinations in the South and

Southeast Asian regions. Moreover, a clear

The ending of
the armed
separatist
conflict
removed one
of the biggest
impediments
to FDI.
However, Sri
Lanka failed to
capitalize on
this.

21 Athukorala (2012).
22 Presidential Tax Commission (2010).
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distinction between 'market-seeking' (tariff hopping)

and 'efficiency seeking' (export-or iented)

investments need to be made in assessing the

effectiveness of incentives. Accordingly, incentives

can matter in attracting the latter type of investment,

providing that other determinants like political

stability, skills, and infrastructure are favourable.

Although Sri Lanka has regained political stability

and seen infrastructure developments, the country

lags behind many indicators which describe 'the

ease of doing business' and 'investment

attractiveness'. In the Wor ld Bank's 'Global

Competitiveness Index', it is behind competing

countries like India, Indonesia, Thailand, the

Philippines and Vietnam and only ahead of some

regional neighbours like Pakistan and Bangladesh.

Similarly, in the World Bank's 'Doing Business'

indicators, Sri Lanka continues to perform poorly

regarding ease of doing business and investment

climate in the country.

Restrictive labour laws, high cost of energy and

corruption are often cited by local and foreign

investors as other deterrents. Rigid and archaic

employment laws in the country are a disincentive

to attracting investment into the country - for

example, Sri Lanka has one of the highest rates of

severance pay in the world. With regard to energy

costs, Sri Lanka stands at a disadvantage against

many competitor destinations in the Asian region,

with the highest electricity tariffs at US$0.18/KWh

compared to Singapore (0.09), Thailand (0.08),

Bangladesh (0.05), Indonesia (0.06) and Vietnam

(0.09). Corruption including bribery is a significant

challenge for firms operating in the country. The

problem is not so much adequate laws and

regulations as weak and ineffective enforcement.

5.4.1 Issues Related to FDI
There is a need to provide clear policy direction with

regard to FDI, within the context of an overarching

industrial policy and a national export strategy. Such

a framework sends powerful signals to enterprises,

including foreign investors, about the focus and

direction of government policy. Successful

economies such as Singapore did not simply provide

incentives to increase overall FDI into the country,

but aimed to attract FDI to specific sectors which

positively affected the structure of the economy in

line with broader industry policy and vision of the

country.

There are also weaknesses in existing institutional

structures. The BOI was established to function as

a central facilitation point for foreign investors,

intended to perform the role of a 'one-stop shop'.

However, this has weakened where investment in

certain sectors requires the approval of several

government agencies. While it is deemed to be

relatively effective in provision of services to

investors to establish operations within FTZs, it is

considered less effective in facilitating and servicing

large investments outside the FTZs. In addition, Sri

Lanka currently lacks an effective investment

promotion programme. Existing promotional

activities lack focus and clarity and only have a fixed

template for all types of investors/investments. More

targeted and customized promotion campaigns have
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been behind the success of countries with high FDI

inflows such as Malaysia where FDI promotions

emphasise what their industrial hubs have to offer,

including skills and adaptability of people that can

complement the high-tech industries.23  Malaysia has

also recognized the importance of 'after sales

services' to existing investors and promotes such

services separately.

In addition to the above weaknesses, there is

significant discretionary policy in guiding FDI. In

2008, Sri Lanka passed the Strategic Development

Projects (SDP) Act, which gave the minister in charge

of investment the power to grant tax exemptions to

strategic development projects for a period of 25

years.24  However, the definition of what constitutes

a 'strategic development project' is broad, allowing

ample room for discretion in the investment approval

process, as well as making the process cumbersome

and lengthy.

Sri Lanka also passed an expropriation law under

the Revival of Underperforming Enterprises and

Underutil ized Assets Act of 2011. This law

empowered the government to acquire and manage

37 'underperforming' or 'underutilized' private

enterprises, including seven enterprises with foreign

capital input. It is argued to violate existing

Constitutional guarantees against expropriation of

foreign owned assets and eroded investor

confidence regarding property rights in Sri Lanka.25

While the measure was considered to be one-off,

the government subsequently announced plans to

retake 25,000 hectares of tea plantation leased land

that was not being fully utilized and acquire

abandoned private paddy land. Such policy

enactments and pronouncements create an

atmosphere of uncertainty and unpredictability in

the business environment.

Another legislative enactment to send mixed signals

to investors is related to banning of land sales to

non-nationals under the Land (Restrictions on

Alienation) Act of 2014. Since 2004 foreign

individuals had been able to buy land by paying a

100 per cent transfer tax, and locally incorporated

firms with over 25 per cent foreign ownership were

also subject to the levy. The new Act prohibits foreign

individuals, companies and locally incorporated

firms with over 50 per cent foreign ownership from

buying land in Sri Lanka; it will allow foreigners to

acquire land only on a lease basis of up to 99 years

with an annual 15 per cent tax on the total rental

paid up front. The argument put forward to support

its enactment was to curb tax evasion where non-

nationals with a minority stake in a company side-

step the existing provisions. However, critics also

argued that while it is not unprecedented to restrict

foreign ownership of land, it could dampen FDI and

investor sentiment.

5.4.2 FDI Policy Reforms
It is critical at this juncture of Sri Lanka's economic

development to attract efficiency-seeking FDI and

enter the fast-growing markets for made-to-order

manufactured goods, and component production

and assembly within vertically integrated production

systems. Towards this, the following reforms require

attention:

Fitting FDI into a broader industrial strategy:
FDI promotion in the country cannot be isolated from

other policies relating to trade and industry. In this

context, there is a need for a national trade and

industrial policy which would spell out the role of

FDI. Such a strategic framework will provide

investors a credible and coherent indication of future

policy direction.

23  Athukorala (2011).
24 Under the Act, a strategic development project is defined as a “project which is in the national interest and which is likely to bring economic

and social benefits to the country and which is also likely to change the landscape of the country, primarily through provision of goods and
services which will be of benefit to the public, substantial inflow of foreign exchange, substantial employment and technology transfer”.

25 Athukorala (2012).
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Institutional reforms: The BOI needs to enhance

its effectiveness as a 'one-stop shop' for foreign

investors and offer a range of services, including

better 'after-sales services'. It is encouraging to note

that the government is to set up a one-stop-shop

facility within the BOI, by gathering together all

agencies which provides approvals in setting up a

business, to ease the process.

Reviewing incentives structure: Given that the

effectiveness of tax holidays is debatable and a

constant drain on government revenue, the

Presidential Tax Commission (2010) recommends

their gradual phasing-out with simultaneous

reduction in corporate income tax as a means of

attracting investments. In addition, it recommends

switching to other forms of incentives like approved

investment relief, investment tax credits/allowances,

accelerated depreciation and non-tax incentives

(i.e., concessionary land).

Review Acts affecting FDI: In order to improve

the attractiveness of Sri Lanka to FDI, there is a

need to review existing laws affecting FDI, and

ensure that there is policy coherence to signal

consistency in FDI and related policies. Without the

latter, Sri Lanka will continue to struggle to attract

'good' FDI. For example, the Strategic Development

Projects Act needs to be revisited to bring greater

clarity - the economic sectors and types of economic

activity have to be specifically defined while the

approval procedures need to be streamlined.

Create a favourable business climate:  In the

medium to long-term, Sri Lanka needs to streamline

business procedures and undertake reforms to

improve the overall business climate and the

country's attractiveness as an FDI destination. Sri

Lanka lags behind in many of the globally published

business climate surveys, particularly with regulatory

and licensing bottlenecks, restrictive labour laws,

etc. For years, Sri Lanka has granted tax holidays

as a means of countering disincentives caused by

the war and unfavourable business climate. With the

end of the war, if weaknesses in the business climate

can be improved, incentives such as tax holidays

can be scaled back to support government fiscal

consolidation efforts.

5.5 Accessing Markets
through Trade Agree-
ments
Preferential trading arrangements (PTAs) between

countries form an important component of the

incentive framework in place to promote exports.

This works primarily through tariff concessions or

duty free entry provided into export markets under

these agreements. Such tariff preferences serve to

provide a competitive edge in exporting products

compared to other competitors, and also motivate

exporters to aggressively explore and exploit export

opportunities in such markets.

Sri Lanka has lagged behind in pursuing PTAs in

recent years, especially in relation to neighbouring

countries in South and Southeast Asia. Sri Lanka

has only four PTAs in force, compared to India (13),

Malaysia (13), Thailand (12), Pakistan (8) and

Vietnam (8) to name a few.26  Of the PTAs that are

currently in force - the India-Sri Lanka Free Trade

Agreement (ISFTA), the Pakistan-Sri Lanka Free

Trade Agreement (PSFTA), the South Asian Free

Trade Agreement (SAFTA) and the Asia-Pacific Trade

Agreement (APTA) - the last to begin implementation

was SAFTA in 2006. Since then, Sri Lanka has only

signed on to the SAARC Framework Agreement on

Trade in Services (SATIS) in 2010.

Whilst the provisions made under the bilateral

agreements are much more liberal and favourable

to Sri Lanka, only the ISFTA can be said to have

had some economic gains. This is largely owing to

the fact that Sri Lanka's trade with other bilateral

partners in these PTAs is comparatively low. These

26 ADB (2015), “FTA Status by Country/Economy”, http://aric.adb.org/fta.
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Sri Lanka has
lagged behind
in pursuing
PTAs in recent
years,
especially in
relation to
neighbouring
countries in
South and
Southeast Asia.

agreements have been negotiated on a negative list,

'offer-and-request' approach, allowing substantive

areas to be 'protected', especially in agriculture.

Thus, negative lists, often restrictive rules of origin

(ROO) criteria and non-tariff measures (NTMs)

together with supply inadequacies have been

limiting factors in promoting trade, resulting in low

utilization of concessions granted under the

agreements.  For instance, the ISFTA utilization rate

for Sri Lanka's exports, which peaked to 99 per cent

in 2003, has since witnessed a steady decline to 65

per cent by 2013. Further, ISFTA utilization for

imports has been only 14 per cent in 2013.27

5.5.1 Status and Issues of Trade
Agreements
The pace of liberalization under SAFTA since its

implementation in 2006 has been slow due to the

large size of sensitive lists, prevalence of non-tariff

barr iers (NTBs), exclusion of services and

investments, high transaction costs and the political

uncertainties between countries, especially between

India and Pakistan.28  Intra-regional trade in South

Asia was as low as 5 per cent in 2006 at the time of

SAFTA coming into effect. The much expected

growth in intra-regional trade has not materialized

to date, despite the operationalization of the

agreement.

By contrast, Sri Lanka's trade with India has

gradually changed in terms of value and composition

after the implementation of the ISFTA in 2000.

Immediately preceding the agreement, Sri Lanka's

exports to India was a mere 1 per cent of its total

exports, with imports close to 10 per cent. A decade

later, India accounted for 5.5 per cent of total exports,

with greater export product coverage, rising from

approximately 500 products to 2,000 by 2010. Whilst

impor ts from India to Sri Lanka also rose

substantially, the bulk of such imports (petroleum,

vehicles, sugar, cotton, iron and steel, and

pharmaceutical products) did not receive preferential

access under the ISFTA. In fact, over 70 per cent of

Sri Lanka's imports from India have been from

products that are either in the negative list or are at

zero MFN duty rates.29

There has been no discernible change in the pattern

of trade following the implementation of the PSFTA

in 2005. The share of Sri Lanka's exports to Pakistan

has remained the same at 0.7 per cent. Nonetheless,

Sri Lanka has diversified its export basket to

Pakistan over time. With Pakistan's negative list

consisting of many of Sri Lanka's main export

interests to that country (tea, rubber products,

certain ceramics, paper products and several T&G

products), a range of new exports have penetrated

Pakistan's market (e.g., fresh pineapple, sports

goods, edible oil, porcelain tableware and

kitchenware, ceramic tiles, etc.).

27 Department of Commerce (2014), “ISFTA Utilization Rates 2013”, Department of Commerce, Colombo.
28 Weerakoon, D. (2010), “SAFTA: Current Status and Prospects” in S. Ahmed, S. Kelegama and E. Ghani (eds.), Promoting Economic

Cooperation in South Asia: Beyond SAFTA, Sage Publications, New Delhi.
29 Kelegama, S. and C. Karunaratne (2013), “Experiences of Sri Lanka in the Sri Lanka-India FTA and the Sri Lanka-Pakistan FTA”, Background

Paper on Regional Value Chains, UNCTAD, Geneva.
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Asia's first plurilateral preferential trade agreement

(Bangkok Agreement signed in 1975) was renamed

as the Asia-Pacific Trade Agreement (APTA) in 2005

and came into effect a year later. APTA has adopted

modalities for extending negotiations into other

areas such as NTMs and entering into a Framework

Agreement on Trade Facilitation, Trade in Services

and Investments. Sri Lanka has ratif ied the

Framework Agreements on Trade Facilitation and

Investment. APTA is the only trading arrangement

that allows Sri Lanka preferential access to China

and South Korea. Under APTA, Sri Lanka receives

tariff concessions for over 1,858 products to China,

and goods exported under these tariff lines are

estimated to account for around 50 per cent of Sri

Lanka's total exports to China.30  However, overall

utilization of concessions under APTA remains low.

Overall, several issues have cropped up with regard

to the negotiations and implementation of Sri

Lanka's PTAs. Due to the negative list approach of

negotiations, the existing FTAs have not been able

to garner the potential benefits. In other instances,

although tariff schedules have been liberalized to a

certain extent, Sri Lanka's trade expansion has been

impeded by the imposition of tariff-rate quotas

(TRQs). For example, India has maintained tariff-

rate quotas for tea, and T&G, while Pakistan also

maintains TRQs for tea, T&G and betel. Hence, the

bulk of tea exports from Sri Lanka to India and

Pakistan have been outside the FTAs.

Varying and overlapping ROO criteria under different

agreements have caused confusion among traders.

For instance, SAFTA and ISFTA require a change

of tariff classification at 4-digit level and PSFTA at

6-digit; SAFTA also has product-specific ROO. At

the same time, stringent ROO criteria have also

hampered utilization of concessions. For example,

there is a detrimental effect on Sri Lanka's blended

tea exports where a change in tariff classification at

the 4-digit level is difficult to achieve even when

blended with Indian tea.

Lack of Mutual Recognition Agreements (MRAs) for

standards and HS codes between Sri Lanka and its

FTA partners has resulted in various additional

checks/certifications on the goods at the importing

country although they have been previously tested

and certified by the relevant, approved authorities

in Sri Lanka. Some of the issues faced by traders

include intergovernmental non-acceptance of testing

methods and standards; packaging, labelling and

markings; and duplication of health and safety

checks in India and Sri Lanka. This has resulted in

delays and additional costs for traders.

Lack of knowledge/awareness among traders of the

concessions offered by the FTAs has also been an

impediment to garner benefits from them. Although

a majority of exporters/importers are aware of the

FTAs, there are SMEs who lack awareness of

specific information on the duty concessions offered

and the processes attached to acquiring the

preference (ROO, TRQs, etc.). Past experiences

also reveal that the public consultations during trade

negotiations have been mostly restricted to

government institutions and the commerce and trade

departments, where other stakeholders like traders

and service trade-related providers were not

adequately represented.

The absence of a fixed body to address problems

arising when trading under the agreement is an

impediment in using the FTAs. When problems arise

regarding a shipment (i.e., documentation) there is

no formal body or authority to take up complaints

and address them quickly. While officers from the

Department of Commerce of Sri Lanka are stationed

at New Delhi, Mumbai and Chennai to take up issues

with the Indian counterparts, a more institutionalized

framework is required to sort out these problems in

an efficient manner.  Quick responses are essential

due to high costs of delays, and if the cost benefit

under the FTA is negated, then the traders will not

be encouraged to export/importer further. Hence,

30 Kelegama, S., (2009), “China-Sri Lanka Economic Relations: An Overview”, presentation made at “Sri Lanka-China Business Forum”, 25
September 2009, Ceylon Chamber of Commerce, Colombo.
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there is a need for an inquiry point. Furthermore,

customs cooperation on HS code classification is

also important, as disagreements act as a bottleneck

for traders. Government facilitation (for companies/

businesses) is also essential to overcome

bureaucratic issues in countries with which Sri Lanka

has bilateral and regional trading arrangements,

especially with regard to investing in the partner

country.

Partly as a result of implementation issues, efforts

to deepen and broaden the ISFTA into a

Comprehensive Economic Partnership Agreement

(CEPA) have not been successful to date, owing to

reservation on the part of Sri Lanka, arising from

interest group lobbying. The concerns expressed

were broadly centred on the nature of CEPA itself,

and the need to address drawbacks in the ISFTA

first.

5.5.2 Reforms to Strengthen PTAs
Addressing NTMs: Sri Lanka should be mindful

in its approach to future trade negotiations

considering the lessons learnt from the existing FTAs

and PTAs. Therefore, it is important to strike a

balance between domestic sensitivities and

reciprocity in provisions offered under agreements

in future. NTMs should be identified at the onset

and addressed along with tar iff reductions/

eliminations. With regard to TRQs, there should be

binding commitments. It is also important to relax

and simplify the ROO so that they are easy for

traders to understand and to comply with, while

ensuring that necessary controls are in place to

prevent fraud.

Signing MRAs: MRAs between countr ies,

especially between key agencies such as Standards

Institutes and Industrial Technology Institutes, can

assist in reducing the necessity to carry out

additional checks. If negotiating governments can

agree on testing/certifying bodies in each country,

then extra money and time would not have to be

spent on demands for additional certificates. For this

reason, an MRA should be signed together with the

trade agreement specifying the mutually recognized

or agreed standards and HS codes by both parties.

Promoting national awareness and
consultation: In order to bridge the information

gap, widespread awareness campaigns are a vital

necessity to disseminate information effectively,

especially among SMEs. Trading procedures need

to be laid down to reduce ambiguity on the

procedures which can lead to complexities and rent

seeking. Moreover, although a majority of exporters/

importers are generally aware of the process that

needs to be followed to receive trade concessions,

SMEs require specific information on the

concessions offered and the processes attached to

acquiring the preferences.

Consultations should not be reserved purely to the

governments and the commerce and trade

departments but rather with stakeholders at large.

This can ease exporter-importer concerns,

demonstrate that challenges in the agreements can

be addressed in a participatory manner, and help

create broader public awareness of, and confidence

in, the opportunities and benefits of the agreements.

The experience with the India-Sri Lanka CEPA

highlights the need for greater private-public

dialogue in Sri Lanka, on an on-going and regular

basis.

Revisiting CEPA:  As a priority, the CEPA with India

needs to be revisited. Closer cooperation with India

on services and investment holds clear economic

benefits to Sri Lanka. Despite the arguments against

it, the negotiating draft framework arrived at in 2008

recognizes the economic asymmetry between the

two countries, and has accorded special and

differential treatment (SDT) to Sri Lanka. Sri Lanka

is not expected to fully reciprocate India's

commitments; moreover, the positive list approach

in services negotiations allows each country to make

an offer which is in line with their comfort levels and

developmental interests.

Negotiating new PTAs:  Going forward, Sri Lanka

has experience from past PTAs to ensure that its
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strategic economic interests are safeguarded. The

country must first of all be selective in identifying

potential PTA partners, given the significant time and

resources required to negotiate and implement these

agreements. At the moment, Sri Lanka has shown

an interest in exploring a bilateral trade agreement

with China (Box 5.1).  Both countries have agreed

in principle that they would embark on an FTA, which

is hoped to open up the vast Chinese market to Sri

Lanka's producers and manufacturers, especially the

T&G and tea sectors. This would not only boost

bilateral trade, but help diverse Sri Lanka's heavy

reliance on traditional markets in the EU and US. In

this regard, it is imperative that the agreement covers

a substantial number of tariff lines and trade to

ensure its utility to exporters, as well as address

NTMs that might hinder export expansion.31

Considering the reservations amongst some

sections of the business community about adverse

effects of an FTA with China, the agreement needs

to be prepared carefully taking into account the

asymmetric relationship between the two

economies, with a rational negative list and a longer

phase-out liberalization schedule to protect local

producers and manufacturers.

5.6 Conclusion
Given its small domestic market, Sri Lanka will not

be able to achieve and sustain high economic growth

rates without boosting its exports and integrating

into the world economy. This can happen through

larger inflow of FDI to export-oriented sectors by

putting in place an attractive trade regime, combined

with better market access through trade agreements,

lower trade costs and improved physical

infrastructure.

Despite recent simplifications, the trade regime

remains non-transparent, complex and

unpredictable. This calls for simplification and

rationalization of the tariff regime by limiting the

number of rates and allowing for few exceptions;

amalgamation of para-tariffs into one overall tax with

fewer rates; streamlining computation of various

border taxes; conversion of specific duties into ad

valorem to enhance transparency; and passing WTO

consistent trade remedial measures such as anti-

dumping, countervailing and safeguard measures

without resorting to use of para-tariffs. Several of

these recommendations have been made by the

Presidential Tax Commission, but remain to be

implemented.

While acknowledging the progress made by Sri

Lanka to facilitate trade, improvements to publication

and administration of policies related to trade;

streamlining rules and procedures for imports and

exports; more usage of ICT for trade; and

strengthening trade related infrastructure need to

be undertaken. Reforms to facilitate trade are

unlikely to be contentious and easier than reforming

the tariff regime given that there is general

consensus on the matter.

Sri Lanka must also create a conducive environment

to attract FDI for export-oriented industries. The

investment climate does not appear to be particularly

friendly to investors. In this context, there is an urgent

need for coherency and consistency in policy

direction with regard to FDI, spelt out in a national

trade and industrial policy. The role of BOI as a one-

stop shop needs to be enhanced from promotion to

after-sales services, while existing laws affecting FDI

which are inimical to foreign investment need to be

revisited.

Sri Lanka must take a more strategic approach in

future trade agreements, whilst addressing

shortcomings in existing PTAs. The new PTA

architecture is shifting to mega-regional blocs, led

by one or more major powers such as the American-

led Trans-Pacific Partnership (TPP) and the ASEAN-

led Regional Comprehensive Economic Partnership

(RCEP). These agreements seek market access

commitments covering a gamut of issues ranging

31 Perera, N., (2015). “Entering and Conquering China: Beyond the Free Trade Agreement”, http://www.ips.lk/talkingeconomics/2015/07/09/
entering-and-conquering-china-beyond-the-free-trade-agreement/.
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from tariffs to government procurement. Small,

developing economies like Sri Lanka hardly feature

in these mega-trading blocs. However, they too will

need to strategically examine entry points via closer

integration with regional partners with a view to

linking to regional and/or global value chains.

Strengthening trade related infrastructure,

implementing trade facilitation measures, reforming

tariffs (to obtain cheap primary and intermediate

inputs for further processing and re-export, and

integrate into value chains), conforming to

international quality standards, and ratifying global

Intellectual Property Rights (IPRs), labour and

environmental treaties are means to head forward.

The proposed China-Sri Lanka Free Trade Agreement (FTA) will offer Sri Lanka preferential access to
the second largest economy and the fastest growing market in the world. Two rounds of negotiations
have already been completed. However, if Sri Lanka is to harness the full potential of the proposed FTA
it is crucial that some of the key areas discussed below are taken into consideration in the course of
negotiations.

Special and Differential Treatment (SDT) for Sri Lanka:  In recognition of the asymmetries between
countries, Sri Lanka has so far received SDT under all existing FTAs. As such, Sri Lanka has been
allowed to maintain a higher number of products in the negative list, a longer tariff phase-out period, and
more favourable rules of origin.  However, China’s existing FTAs have been based on the principle of
reciprocity. Despite maintaining negatives lists with all FTA partners (with the exception of Singapore),
tariffs are not substantially reduced unless the partner country reciprocates. This is evident in the case
of China’s FTA with Pakistan, where duties of only 35.4 per cent were eliminated by China corresponding
to 36 per cent by Pakistan. On the other hand, tariff liberalization has been high where partner countries
too have opened up substantially, albeit progressively – e.g., 96 per cent tariff liberalization by China
and almost 100 per cent by New Zealand. In this background, it is important to find out how the asymmetries
of the countries can be accommodated in the negotiations.

Improving market access by addressing non-tariff barriers (NTBs): The prevalence of NTBs is already
a concern for some of the current Sri Lankan exporters to China. High costs and excessive time taken
for registration and obtaining mandatory licenses (e.g., cosmetics); multiple testing (e.g., garments);
technical trade barriers (e.g., rare earth testing of Ceylon tea) are some of these concerns. Hence, there
is a need for negotiations to go beyond tariff liberalization to address mutual recognition agreements for
standards and to make the removal of NTBs binding.

Including a strong dispute settlement mechanism in the FTA:  A strong dispute settlement mechanism
in trade agreements is essential to provide the assurance of fair trade/compliance.  This will also prevent
countries from taking unilateral action, breaking the spirit of the agreement and ensuing complications.

Developing Sri Lanka’s supply capacity: If Sri Lanka is to effectively utilize concessions offered by
China, it is vital to improve supply capacity in terms of volume as well the range of exportable products.
One way of addressing this would be to promote joint investment ventures with Chinese companies.
CEAT-Kelani, a joint-venture between India and Sri Lanka, is an example that benefits from the Indo-
Lanka FTA. Such joint investments can be promoted through the protection and promotion of FDI through
a framework of legally-binding rights and obligations.

Sources: Wijayasiri, J., et al., (2015), “Study on China-Sri Lanka Free Trade Agreement”, Institute of Policy Studies,
unpublished; Kelegama, S., (2014), “Challenges Remain for China-Sri Lanka FTA”, East Asia Forum, http:/
/www.eastasiaforum.org/2014/03/28/challenges-remain-for-china-sri-lanka-fta/.

Box 5.1
Proposed China-Sri Lanka Free Trade Agreement



6. Labour Market Reforms for Growth
6.1 Introduction

F
ollowing the global financial crisis that

depressed growth, the call for reforms to

create more and better jobs resonated across

the world.1  The importance of better jobs has

received attention for several reasons. From a macro

perspective, both job growth and productivity

progress can drive economic growth by building

consumer confidence and expanding consumer

demand. It is now a recognized fact that the access

to productive jobs is the best means of pulling

households out of poverty. Access to good jobs -

those with adequate remuneration and social

protection - can reduce inequality and vulnerability.2

There is ample evidence, including in Sri Lanka,

that unemployment and lack of access to good jobs

is a driver of social unrest.

Improving access to better quality employment

needs to happen within the development framework

for Sri Lanka. The current strategies envisage

developing the country by improving agricultural and

industrial sectors through modernization and the

adoption of new technologies.3  Such a development

strategy requires a highly skilled and trained

workforce that is able to identify, adopt and use

appropriate technologies for modernizing and

improving production processes. The planning for

developing such a workforce should precede the

launching of development plans. Unlike in the 1980s

and the 1990s when shor t-term training

programmes could train large numbers of workers

for employment in the manufacturing sector, the

current development plans require highly trained

workers with experience who take longer to train.

Unless proper planning is in place, the envisaged

development in the country will be impeded by

human resource constraints.

This chapter will concentrate on four main issues

faced by the labour market. First, the immediate

challenge faced by the labour market is to source

the workers needed to operate envisioned

development plans of the country. However, already

the country is faced with skill shortages. Many

industries are contemplating importing workers to

sustain operations, while others are contemplating

automation.

Second, demographic transitions are changing the

structure of the population and slowing its growth.

The population ageing and the working age

population is declining. These demographic effects

on the economy can be mitigated through better

utilization of existing labour resources. Medium term

plans should be put in place to enhance labour

market activity and draw non-participating workers

to the market.

Third, effective human resource planning is hindered

due to lack of information, limited coordination

1 World Bank. (2011), More and Better Jobs in Asia, World Bank, Washington DC.
2  Torres, R., and M.E. López (2014), “Development and Employment in Latin America and the Caribbean: A Look Ahead”, International

Labour Organization, Geneva.
3 Sirisena, M., (2015), “President Maithripala Sirisena’s Address to the Nation at the 67th Independence Day Celebrations”, News.lk: http://

news.lk/fetures/item/6044-president-maithripala-sirisena-s-address-to-the-nation-at-the-67th-independence-day-celebrations [accessed May
13, 2015].
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between different labour market institutions, and the

changing structure and affiliations of the labour

market institutions and the conflicting objectives of

the different labour market institutions.

Fourth, the creation of jobs in the formal sector has

been hindered due to lack of skilled people to take

up available vacancies in the formal sector, and the

high cost of providing social protection and

employment in the formal sector. A high level of job

protection and social security is enjoyed by those

in the formal sector while those outside are left

vulnerable to fluctuations in the economy, creating

inequities and inefficiencies in the economy. Also,

opportunities for on-the-job training are limited for

those in the informal sector and for casual and

temporary workers. As such, they have little

opportunities for upgrading their skills.

The Sri Lankan labour market faces challenges on

many fronts. To face these, the country needs to

find the means to increase labour force participation,

improve training and reduce mismatches in the

labour market. Better information and a well-

coordinated programme for developing human

resources are needed to meet the challenge of

worker and skill demands of the country in the

coming years. In the following sections, this chapter

details challenges faced by the labour market in

Sri Lanka and the critical reforms needed to produce

an uninterrupted flow of skilled workers to support

the envisaged development in the country.

6.2  Age Structure of the
Labour Force and its
Growth
The changing age structure of the labour force and

declining size can potentially slow economic growth.

Bloom, Canning, and Fink (2011) find that ageing

has mixed effects on economic growth.4  They find

that in OECD countr ies, ageing will lower

participation in the labour force and the proportion

of the population who are economically active.

These in turn will have a modest declining effect on

economic growth. The magnitude of the impact of

population ageing on economic growth will depend

on the remedial action taken by different countries

to mitigate the effects of ageing on the economy,

such as policies that increase the labour force

participation of females, and encourage more

savings for retirement. However, in non-OECD

countries, the same study finds that an ageing

population may not necessarily decrease labour

force participation rates and labour-force to

population raios, as the reducing size of the younger

populations will offset the older persons in the

population. Also, in countries like China, labour

shortages may be mitigated by making use of the

rural and urban unemployed or underemployed

workers.

Declining fer ti l i t y rates and increasing life

expectancy is slowing population growth and

increasing the average age of the population of Sri

Lanka. The total fertility rate in the country was 3.4

births per woman in 1981.5  This declined to 1.9

births per woman in 1998. Although it has increased

since then to 2.4 births per woman in 2011, the

effects of the initial decline in the fertility rate has

slowed population growth. For example, the under

15 proportion of the population has declined from

35.2 per cent of the total population in 1981 to 25.2

per cent by 2012.6  These trends indicate that fewer

numbers of individuals will be entering the labour

market in the coming years.

Sri Lanka's labour force is ageing. The proportion

of male workers aged 40 years and above has

4 Bloom, D. E., D. Canning and G. Fink (2011), “Implications of Population Ageing for Economic Growth. Program on the Global Demography
of Ageing”, Harvard Initiative for Global Health, Cambridge, MA.

5 DCS (2013), Sri Lanka Labour Force Survey - Annual Report 2013, Department of Census and Statistics, Colombo.
6 Ibid.



85

STATE OF THE ECONOMY 2015

increased from 28.4 per cent in 2002 to 34.1 per

cent in 2013, while the proportion of female workers

aged 40 years and above has also increased from

12.9 per cent in 2002 to 18.6 per cent in 2013. By

contrast, the proportion of both male and female

youth (15-24 year olds) has declined (female youth

from 8.1 per cent in 2002 to 4.6 per cent in 2013

and male youth from 12.9 per cent in 2002 to 7.9 in

2013) in the labour force (Figure 6.1). This is partly

due to the earlier mentioned declining fertility rates

and increasing life expectancy. With fewer babies

being born, the younger age cohorts are becoming

smaller in size. As a result of these changes, the

proportion of Sri Lanka's population aged under 15

years has declined from 35 per cent in 1981 to 25

per cent in 2012,7  while the proportion of 60 years

and above has increased from 7 per cent to 12 per

cent over the same period.

Vodopivec and Arunatilake (2011) find that many

older workers are engaged in the informal sector,

work longer hours and are paid less than younger

workers. 8  They further find that older previous formal

sector workers leave the labour force due to

mandatory retirement, while previous informal sector

workers continue to work in the informal sector into

very old ages until health prevent them from working

due to lack of social security and other sources of

income. Many workers who retire from their regular

forms of employment find it difficult to get re-

employed in the formal sector due to lack of

opportunities and lack of skills. Such workers leave

the labour market, while they are still able and willing

to contribute to the labour market.

The reducing fertility rates have slowed working age

population growth in Sri Lanka. For example,

according to the population projections, the

proportion of the prime working age population (i.e.,

individuals aged 15-59 years) is projected to decline

marginally from 62 per cent in 2015 to 59 per cent in

2030.9  The average annual growth of the working

age population has already come down from 1.8 per

cent in the 1992 to 2002 period, to 1.1 per cent in

Figure 6.1
Composition of the Labour Force by Age and Sex

Source: Calculated based on DCS, Labour Force Survey Annual Report 2013, Department of Census and Statistics, Colombo.

7 Ibid.
8 Vodopivec, M., and N. Arunatilake (2011), “Population Ageing and Labour Market Participation of Old Workers in Sri Lanka”, Journal of

Population Ageing, 4(3), pp.141-163.
9 United Nations (2012), “World Population Prospects: The 2012 Revision: Excel Tables - Population Data”, http://esa.un.org/unpd/wpp/Excel-

Data/population.htm  [accessed 30 March 2015].
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the 2002 to 2012 period (see Table 6.1). On average,

the working age population and the labour force

have grown at the same average rate from 1992 to

2012 (see Table 6.1). But, when the annual average

growth rate is separated to the 1992-2002 and 2002-

2012 periods, it is clear that the labour force growth

has slowed down in the 2002-2012 period, both

relative to the working age population growth as well

as its own growth in the 1992-2002 period (Table

6.1).  This lower growth in the labour force in the

latter period is due to lower labour force participation

rates.

The emigration of large numbers of workers for

employment abroad exacerbate the issues of

slowing working age population, by further reducing

the supply of workers. The number of workers

Note: Time series data is not available beyond 2006 in the latest Labour Force Survey Annual Reports.

Source: Calculated based on data from DCS, Labour Force Survey Annual Report 2012, Department of Census and Statistics, Colombo.

Table 6.1
Annual Average Growth Rates of Key Labour Market Indicators (1992-2012)

Annual average annual Working Age Labour Employed Unemployed Not in
growth rates (%) Population Force Labour

Force

1992-2002 1.8 2.3 3.1 -2.6 1.3

2002-2012 1.1 0.7 1.3 -5.3 1.6

1992-2012 1.6 1.6 2.4 -3.3 1.6

leaving Sri Lanka for foreign employment increased

from 203,773 in 2002 to 282,331 in 2012.10

Moreover, the proportion of professionals, middle

level, clerical and skilled workers leaving the country

for foreign employment has increased from 29 per

cent in 2002 to 34 per cent in 2012, while the

proportions of low skilled, unskilled and housemaid

categories of workers have declined over the same

period.11  The low employment growth in the country

is at least partly responsible for the promotion of

foreign employment at the expense of promoting

better quality employment in the country.

Labour force participation rates have declined over

time in Sri Lanka (Figure 6.2). This is particularly

the case for youth and females. The slopes for the

labour force participation for different population

10  SLBFE (2012), “Annual Statistical Report of Foreign Employment – 2012”, Sri Lanka Bureau of Foreign Employment, Battaramulla.
11 Ibid.
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groups show that the sharpest decline in labour force

participation is for youth followed by females. As

seen from Figures 6.3 and 6.4, labour force

participation is low in Sri Lanka compared to many

countries in South Asia (i.e., India, Pakistan and

Bangladesh), and South East Asia (i.e., Singapore,

Thailand, Philippines, Indonesia and Vietnam). The

labour force participation of females is especially

low compared to that of other countries, except that

of India and Pakistan.

Note: Data excludes Northern and Eastern Provinces. Data is for 15 years and above population. The earliest year for which data is
available in the “Labour Force Survey 2013” is 2006.

Source: Estimated based on data from DCS (2013), Labour Force Survey Annual Report 2013, Department of Census and Statistics, Colombo.

Figure 6.3
Labour Force Participation of Males by Age Group, Selected Countries

Labour force
participation
rates have
declined over
time in Sri Lanka
(Figure 6.2). This
is particularly the
case for youth
and females.

Figure 6.2
Trends in Labour Force Participation Rates
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Figure 6.4
Labour Force Participation of Females by Age Group, Selected Countries

Source: Calculated based on ILO (2015), “Key Indicators of the Labour Market”, International Labour Organization, Geneva.

Longer time taken in education - to bridge skills gaps

and due to the inefficiencies in Sri Lanka's education

system - has increased the time in education for

youth, delaying their participation in the labour force.

Relative to other countries, young people in Sri

Lanka spend a longer time to obtain a degree due

to inefficiencies in the education system.

Accordingly, Sri Lankan students are more than 24

years old when they get their first degree, while

students in most countries get university degrees

at younger ages. The main reason for delayed

graduation is not longer study courses, but

inefficiencies in transition from one level of education

to the next, and disruptions to university education

due to university closures. On average, a Sri Lankan

student wastes about half a year waiting for O-Level

results before commencing A-Level course work,

and up to a year after finishing A-Levels to enter

university because of delays in the release of A-Level

results and admissions to universities. A recent study

by the World Bank finds that the low education

competencies of students entering Technical

Vocational Education and Training (TVET) courses

lengthen the time taken by TVET students to

complete training.13  Further, it finds that some

students require bridging courses to upgrade their

skills before being able to complete TVET courses.

6.2.1 Available Supply of Workers for
Development
The available supply of workers is growing at

increasingly slower rates due to many reasons.

Demographic transitions have reduced the size of

the younger age groups, reducing the number of

young people entering the working age population.

Large numbers of working age population is not

engaging in the labour force due to household work

(mainly females), retirement and old age and

engagement in studies (mainly youth). In the

absence of good jobs within the country, many

workers are leaving the country for employment

abroad. The emigration of skilled workers has

increased in recent times. At the same time, the

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

According to labour force survey data, the number

one reason (affecting 48 per cent of the working

age population) for non-participation in the labour

force is household duties.12  This is mainly due to

62.1 per cent of females not in the labour force

engaging in household duties. About 20.7 per cent

are not in the labour force due to retirement and old

age, while 20.5 per cent are not in the labour force

due to engagement in studies.

12 DCS (2013), The Labour Force Survey Annual Report-2013, Department of Census and Statistics, Colombo.
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labour force is ageing. These demographic

transitions are likely to create labour shortages,

unless mitigated by introducing polices to improve

labour force participation and better productivity.

In order to sustain a ready supply of workers, Sri

Lanka will need to restructure the labour market

through encouraging population groups with low

participation rates, such as youth, females and older

persons, to engage more in the labour market. Given

lower availability of workers, attention will need to

be made to improve the productivity of existing

workers through well thought-out human resource

development plans that take into account the

changing structure of the population, and the fast

changing shifting demands of the labour market.

6.3  Worker and Skill
Shortages
Despite economic growth, the proportion of formal

employment in Sri Lanka has improved only

marginally. Labour force survey data show that

employment grew at 2.4 per cent per annum on

average from 2006 to 2012.14  This growth is mostly

explained by growth in public sector employment.

During this period, public sector and semi-public

sector employment grew at 4.8 and 2.8 per cent per

annum on average, respectively, while formal private

sector employment grew only by 1.4 per cent per

annum on average. This suggests that although

unemployment rates have been coming down, the

employment rates have not increased in tandem.

The lack of skills offered by individuals for the

available vacancies is partly responsible for the slow

increase in employment numbers. According to the

World Bank's Skills Toward Employment and

Productivity (STEP) survey 2012, the main obstacle

faced by firms when recruiting is the lack of skills.15

This was especially a concern when recruiting for

higher skilled occupation categories, such as

managers, professionals, technicians, clerks,

service, sales workers, and plant and machine

operators. Only for elementary occupations was the

lack of applications, skilled or otherwise, the main

problem in recruiting workers.

Many industries in Sri Lanka are facing a problem

of skills shor tages. In 2011, an inadequately

educated workforce was found to be a "severe" (9

Longer time
taken in
education has
increased the
time in
education for
youth, delaying
their
participation in
the labour force.

14 Labour force survey data as analyzed in Byiers, B., (2015), “Manufacturing Progress? Employment Creation in Sri Lanka”, Overseas
Development Institute, London.

15 Dundar, M., et  al., (2014), “Building the Skills for Economic Growth and Competitiveness in Sri Lanka”, World Bank, Washington, D.C.
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16 A constraint labeled as “severe” depicts large impediments for operations while a constraint labeled as “severe or major” depicts moderate
impediments for operations.

17 Ibid.
18 Ibid.
19 Ibid.
20 The Economist (2015), “France and Labour Market Reforms - François Hollande’s Rhine Journey”,  http://www.economist. com/news/

europe/21649471-french-president-tries-belatedly-catch-up-other-more-competitive-countries-his  [accessed 13 May 2015].

per cent) or a "major or severe" (27 per cent)

constraint for current operations by 36 per cent of

firms.16  The issue of lack of skilled workers is

increasing; in 2004, an inadequately educated work

force was found to be a "severe" (7 per cent) or

"major or severe" (21 per cent) constraint for current

operations by only 28 per cent of firms.17  The third

biggest perceived obstacle in the business

environment faced by firms is the inadequately

educated workforce, preceded by access to finance

and practices of competitors in the informal sector.18

The type of demand for skills varies according to

the skill category of workers.  According to the STEP

survey, the most important reason for retaining

workers after the probation period was job specific

skills for both low-skill and highly-skilled workers.19

The job specific skills for retaining workers was

ranked as important for retaining low-skilled workers

by a larger share (33.8 per cent compared to 24 per

cent) of firms. Sinhala or Tamil literacy was ranked

as the second most important skill for retaining

workers by firms for both low-skilled and highly-

skilled workers. In the order of importance, the other

Despite
economic
growth, the
proportion of
formal
employment in
Sri Lanka has
improved only
marginally.

skills deemed important for the retention of highly-

skilled workers after the probation period are English

literacy, leadership skills and numeracy. For lower

skilled workers these were, English literacy and team

working skills.

6.3.1 Main Issues Faced by the
Demand Side
Employment creation in the formal sector in the 2006

to 2012 period was mostly in the public sector. The

creation of formal private sector employment was

much slower. This is more due to the lack of skills

offered by job seekers, rather than due to the lack

of opportunities for work. In fact, anecdotal evidence

suggests that almost all main industrial sectors are

facing labour shortages. A well-coordinated effort

to identify skill needs of different industries, and

develop human resources to cater to that need is

essential to reduce the issue of labour shortages in

the economy.

6.4 Reducing Duality of
the Labour Market and
Increasing Equity
Most labour markets which have regulations

protecting employment, by making it harder and

costlier to fire workers and where costs of hiring

workers are high due to employment based social

protection, observe dual labour markets.20  On the

one hand, there are workers in the formal sector

enjoying the benefits of employment protection and

associated social protection, and there are workers

outside the formal sector who do not have access

to either. Labour markets with high job protections

do not adjust to economic fluctuations, as those in

permanent positions resist adjustments to the
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benefits enjoyed by them. On the other hand, in

countries with more flexible labour markets, firms

are not reluctant to hire workers as they can adjust

their workforce with ease if necessary.21

There are clear indications of a dual labour market

in Sri Lanka. Despite economic development, the

structure of the labour market has not changed much

over time. Around 60 per cent of employment in Sri

21 Ibid.
22 DCS (2013), Sri Lanka Labour Force Survey - Annual Report 2013, Department of Census and Statistics, Colombo.

Lanka is in the informal sector (Table 6.2).  About

40 per cent of workers are self-employed or

contributing family workers - workers described as

vulnerable workers by the ILO.22

Formal sector workers are legally entitled to receive

a host of benefits. They receive better social

protection. For example, those in the public service

are eligible for a pension upon retirement through

Box 6.1
Labour and Skill Shortages Faced by Different Industries

Labour shortages in the plantation sector have been an ongoing issue for decades. Estate
youth who are now more educated, prefer to work in urban centres rather than find
employment in the estates.

The garment industry, the second highest foreign exchange earner for the country, has
also been experiencing labour shortages for years. According to the Chairman of the Apparel
Exporters Association, the industry is contemplating automation given difficulties in finding
workers, with an estimated 15,000 vacancies in the industry in November 2014.

A recent report by the Institute of Construction Training and Development (ICTAD) indicates
that the construction sector is experiencing a severe shortage of skilled workers. This
situation is aggravated by the migration of skilled construction workers for work abroad.

According to the President of the Tourist Hotels Association of Sri Lanka, the hospitality
sector is facing a severe shortage of workers, especially skilled workers. With the ending of
the 30 year separatist conflict in 2009, the hospitality sector is expected to grow in the
immediate term. This growth can only be sustained with the supply of skilled workers for
the sector. These are only some examples of sectors facing labour shortages.

According to the ICT Work Force Survey conducted in 2013, Sri Lanka needs about 6,246
ICT graduates a year. This includes the demand for ICT graduates amongst ICT companies,
non-ICT companies, government, and Business Process Outsourcing (BPO) companies.
There is a shortfall of about 458 graduates per year due to the shortage of graduates with
required skills in technical as well as soft skills.

Sources: Lanka Business Online (2013), "Sri Lanka Plantations Facing Labour Shortages", http://
www.lankabusinessonline.com/news/sri-lanka-plantations-facing-labour-shortages/
2035551014; Mirror Business (2014), "Apparel Industry in Sri Lanka Mulls Automation to
Overcome Labour Woes", http://www.dailymirror.lk/57033/apparel-industry-in-sri-lanka-mulls-
automation-to-overcome-labour-woes#sthash.bbpyL9Ph.dpuf; Balachandra, H. K. (2014), "The
20th Asia Construct Conference - Sri Lanka Country Report", Institute for Construction Training
and Development, Colombo; Lanka Business Online (2013), "Sri Lanka Hotels Profits May
be Squeezed by Rising Labour Costs", http://www.lankabusinessonline.com/news/sri-lanka-
hotels-profits-may-be-squeezed-by-rising-labour-costs/1592368372; ICTA (2013), "National
ICT Work Force Survey", Information and Communications Technology Agency of Sri Lanka,
Colombo.
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the Public Service Pension Scheme (PSPS). It is a

non-contributory pension scheme that is financed

by government revenue. The PSPS is the only

comprehensive pension scheme in the country

Employment
creation in the
formal sector in
the 2006 to 2012
period was
mostly in the
public sector.
The creation of
formal private
sector
employment
was much
slower.

which allows beneficiaries to continue their usual

consumption patterns to their old age. It is also the

only pension scheme which provides an annuity.

Employees in the private sector contribute to the

Employees' Provident Fund (EPF) to which they are

eligible upon retirement. Unlike in the PSPS, formal

private sector workers receive a lump sum payment

at retirement rather than a monthly pension. This

was established under the Employees' Provident

Fund Act No. 15 of 1958. Companies can also set

up their own Provident Fund, under approval from

the Commissioner of Labour.

Those in the formal sector also receive paid holidays

and paid sick leave and maternity leave. For

example, the public sector workers are eligible for

maternity leave under the Establishment Code and

formal sector workers are granted maternity leave

under the Shop and Office Employees Act of 1954.23

They are eligible for a severance pay if their work is

terminated. In addition, workers in the formal sector

receive training funded by their employers, which

helps them to keep abreast of new developments.

Table 6.2
Trends in Sector of Employment

                  2006                  2012
       No. % of Total       No. % of Total

Total 7,105,322 100.0 8,128,704 100.0

By employment status
Employees 3,949,758 55.6 4,586,066 56.4

Public 954,886 13.4 1,230,398 15.1

Private 2,994,872 42.1 3,355,668 41.3

Employer 221,512 3.1 231,087 2.8

Own account worker 2,189,566 30.8 2,591,580 31.9

Contributing family worker 744,486 10.5 719,970 8.9

By economic sector
Informal sector 4,378,645 61.6 4,964,358 61.1

Formal sector 2,726,677 38.4 3,164,345 38.9

Source: Calculated based on DCS, Labour Force Survey Annual Report 2006 and 2012, Department of Census and Statistics, Colombo.

23 Ministry of Labour Relations and Productivity Promotion (2010), “Labour Code of Sri Lanka,” Ministry of Labour Relations and Productivity
Promotion, Colombo; Ministry of Public Administration and Home Affairs (2004), “Public Administration Circular No. 3/2004 - Maternity
Leave - Chapter XII of the Establishment Code”, Government of Sri Lanka, Colombo.
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The need to extend social protection coverage to

the informal sector is now well recognized.24  But,

attempts to establish contributory pension schemes

for the informal sector has not met with much

success due to low coverage of the target

populations, inadequacy of the benefit amounts, and

administrative issues.

Another characteristic of a dual labour market is the

increase in the proportion of precarious workers -

i.e., workers on short-term contracts or temporary

work arrangement. As can be seen in Table 6.3, the

proportion of temporary workers in the labour force

has increased at a much higher rate than the

proportion of permanent workers. Further, data

indicate that of the 1.8 million temporary and casual

workers in the country, 92 per cent work outside the

public sector.

Recent examples illustrate that countries with dual

labour markets can result in high unemployment

rates (when the unemployed are provided with an

allowance by the state) or high levels of informality

(as with the case of Asian countries). A dual labour

market can reduce labour market flexibility and lower

productivity and increase inefficiencies, such as

unemployment and underemployment. For example,

France's high unemployment rates are largely

attributed to the low creation of formal sector jobs.

High costs of creating employment due to high levels

of job protection and higher wages are contributing

to low job creation.25  In 2012, Mexico brought forward

a Bill before Congress to modernize their outdated

labour code with the intention of relaxing labour

regulations with the hope of expanding job

creation.26  Some reforms that were contemplated

include, the introduction of hourly pay, allowing

companies to hire workers on trial basis for up to

six months, and a cap on severance pay so that it is

less costly for companies to restructure their

workforce. The proposed reforms also introduced

clear rules on outsourcing and improved the rights

of females in the workplace. These reforms are

expected to create an additional 400,000 jobs yearly,

reduce informality and increase economic growth

by 0.3 per cent. The Bill also aims to improve the

governance of labour unions by requiring them to

elect officials through secret ballot and submit their

accounts for auditing.

6.4.1 Main Issues of Duality in the
Labour Market
Sri Lanka has a dual labour market. Those working

in the formal sector receive employment protection

as legislated by law. They also enjoy paid holidays,

maternity leave benefits and superannuation

benefits.  Despite attempts to improve social

protection for those in the informal sector, these have

not improved over time. Evidence for other countries

shows that dual employment markets reduce job

creation and leave large segments of the population

economically and socially vulnerable. Investments

on training by firms on informal, casual and

temporary workers are also lower. As such, skills of

workers who remain as temporary or casual workers

Table 6.3
Change in Employment Status of Public
and Private Employees (2006 to 2012)

     2006      2012 Change 2006
    to 2012

Permanent 1,825,284 2,096,870 14.9

Temporary 931,031 1,345,081 44.5

Casual 492,611 410,629 -16.6

Not permanent 698,844 731,532 4.7

Total 3,947,770 4,584,112 16.1

Source: Jayawardena, P., (2014), “Sri Lanka Employment Case Study”,
Background Paper, Institute of Policy Studies of Sri Lanka, Colombo.

24 See Chapter 10 of this report on “Reforming Sri Lanka’s Social Protection System”.
25 The Economist (2015), “France and Labour Market Reforms - François Hollande’s Rhine Journey”, http://www.economist.com/ news/

europe/21649471-french-president-tries-belatedly-catch-up-other-more-competitive-countries-his [accessed 17 May 2015].
26 The Economist (2012), “Reforms in Mexico - Labour Pains”, http://www.economist.com/news/americas/21565607-travails-bill-modernise-

labour-markets-and-unions-highlight-difficulties-facing [accessed 7 May 2015].
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over a longer period will get outdated and their

productivity will decrease over time. Fur ther,

informal, casual and temporary workers are more

likely to fall into poverty as they are not covered by

social protection provisions enjoyed by the formal

sector workers.

6.5 Issues with Human
Resource Development
Many of the demand and supply mismatches

discussed above could have been avoided with

proper planning. A clear understanding of the trends

in the supply of workers, their skill competencies

and the demand for workers and skills by the

industries can better prepare planners to make

structural adjustment to minimize the gaps. Better

labour market information, better capacity in the

labour market institutions to analyze available

information for advising policy makers, and better

coordination between different labour market

institutions can facilitate the generation of a skilled

workforce to meet the demands of industries.

6.5.1 Labour Market Information
A prerequisite for proper analysis of labour market

trends and restructuring of training to match demand

is information. Comprehensive, reliable and up-to-

date information is essential for identifying demand

and supply mismatches in the labour market and

for taking action to fill gaps. In the absence of such

analysis, the envisaged economic development

plans will not be able to be carried out according to

plan.

The main source of information on the labour

markets is provided by Labour Force Surveys

conducted by the DCS. Although these provide fairly

comprehensive information on the supply of workers,

they do not provide information on training, labour

demand and labour migration.

The Labour Force Survey only collects information

on education attainment at school level and

university education. Information on TVET is only

collected from the unemployed. Better information

on the TVET sector could provide information on

the skills mismatches in the market. Information

available from the TVET sector can also be

improved. The present available information is limited

to enrolments and completions. Although some

studies have been done to collect information on

the labour market outcomes of those who have

completed TVET training, these studies are done

on an ad hoc basis. Regular information on labour

market outcomes of TVET graduates can provide

valuable information on the quality and relevance

of the training, and the need to adjust training

requirements to match demand.

Most available information on the labour market is

from the supply side. However, regular surveys need

to be conducted to assess the vacancies and skill

shortages in the economy, and circulate these

results for new entrants to the market. This will allow

students to choose their training programmes more

rationally, and allow training providers to adjust their

training programmes to better meet the market

demands.

A prerequisite
for proper
analysis
of labour
market
trends and
restructuring
of training
to match
demand is
information.
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Given that large numbers of workers are leaving the

country for employment, better information on the

migrant workers are also necessary for improved

human resource planning. The Sri Lanka Bureau of

Foreign Employment (SLBFE) collects information

on labour migrants and makes them available on

the web with regular updates. It is a first step towards

improving information on migrant workers. The

information available at present are limited to those

who register with the SLBFE and for those leaving

the country for work. Information should also be

collected on those returning to the country after work

abroad, and those leaving the country without

registering at the SLBFE. Discussions with the

SLBFE reveal that there are already attempts to link

SLBFE data with that of customs data so that more

comprehensive information on both arrivals and

departures for foreign employment can be collected.

Further, to facilitate analysis of available information,

classification of migrant workers should also be done

using international standard classifications, as done

by the DCS for the classification of workers in Sri

Lanka.

6.5.2 Labour Market Planning and
Governance
There is ample evidence that timely, reliable and

comprehensive information on various aspects of

the labour market is essential for the proper planning

of labour markets. Human resource planning is

interlinked with economic planning. The strategies

adopted by different governments to develop the

country will determine the human resource needs

of the country. Human resource planners should

ideally forecast the skills and employment needs

according to the development objectives of the

country, examine the present demographic trends,

and institutional environment for human resource

development. If there are identifiable gaps in the

supply and demand of labour according to different

skill levels, corrective action should be taken to

restructure the labour supply and training practices

so as to ensure proper supply of workers.

Institutions responsible for planning and

implementation of labour related policies is scattered

across different ministries in Sri Lanka. Further, their

distribution amongst different ministries changes

from time to time. Some labour market institutions

have even come under non-labour related ministries

(Box 6.2). Such changes have complicated the

proper planning of labour and employment.

At present, labour market planning is done by

different ministries with different objectives in mind.

For example, the stated functions of the Ministry of

Foreign Employment are broadly, promotion of

foreign employment, welfare of migrant workers,

regulation and supervision of employment agencies

and other institutions coming under the ministry,

career guidance of foreign employment job seekers,

and the welfare of expatriate workers. The Tertiary

and Vocational Training Commission (TVEC)

identifies improving the quality and relevance of

TVET programmes, increasing enrolments in TVET

institutions, and improving the operational and

managerial efficiency of TVET institutions as their

objectives. The mission of the Ministry of Labour

and Labour Relations is to contribute towards the

socio-economic development through the promotion

of industrial peace and harmony, social protection,

rights at work and productivity. However, no ministry

is in charge of coordinating the actions of these

different ministries, so that there is a clear strategy

for developing human resources in the country to

cater to local and foreign employment skill demands

of the country. The present skil ls mismatch

experienced in the country is partly arising from this

lack of coordination. For example, on the one side,

when Sri Lanka is facing a shortage of labour in the

construction sector, the country has been promoting

migration of construction workers with the objective

of bringing foreign exchange earnings.
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Box 6.2
Shifts in Ministerial Responsibilities for TVET

The main ministry responsible for the TVET sector changed several times from 2007 to 2015.
Even when it remained the same, changing policy priorities was a challenge for development of
the TVET sector.

Segregation of training agencies into different ministries was identified as a weakness of the
TVET sector in the Corporate Plan of the Tertiary and Vocational Education Commission (TVEC)
in 2007. For example, the Ministry of Vocational and Technical Training, the main ministry
responsible for the TVET sector in 2007, had only some of the important vocational and technical
training institutions (such as the Department of Technical Education and Training (DTET),
Vocational Training Authority of Sri Lanka (VTA), and the National Apprenticeship and Industrial
Training Authority (NAITA)) coming under its purview. Several other important training institutions
came under different ministries in this year. For example, the National Institute of Fisheries and
Nautical Engineering (Ocean University) came under the Ministry of Fisheries and Aquatic
Resources, and the Ceylon German Technical Training Institute (CGTTI) came under the Ministry
of Skills Development and Public Enterprise Reforms.

In the post-2010 period, a main challenge for the sector was not the distribution of TVET institutions
amongst different ministries, but the frequent change of government priorities. In 2010, the
government showed a renewed interest in youth affairs. Along with this new interest, the most
important technical and vocational training institutions mentioned above (i.e., DTET, VTA, NAITA,
Ocean University and CGTTI) were brought under the Ministry of Youth Affairs. In 2012, this
ministry was renamed as the Ministry of Youth Affairs and Skill Development. In the new
government formed in 2015, again the above institutions were kept together; the new ministry
responsible for those is the State Ministry of Youth Affairs, which is a non-cabinet level ministry.

Sources: TVEC (2007), "Corporate Plan 2008-2012", Ministry of Vocational and Technical Training, Colombo;
TVEC (2011), "Corporate Plan 2012-2016", Tertiary and Vocational Education Commission,
Colombo.

6.5.3 Training
Sri Lanka has several networks of well-established

vocational and technical training institutions that are

spread throughout the country. The oldest of these

is the Department of Technical Education and

Training (DTET) which established its first technical

college in 1893 in Colombo.27  In recent times, from

1968 to 1995, four more networks have been

established for the purpose of technical and

vocational education and training. These are the

National Apprentice and Industrial Training Authority

(NAITA), the National Youth Services Council

(NYSC), the Vocational Training Authority (VTA), and

the Sri Lanka Institute of Advanced Technological

Education (SLIATE). In 2009, 63,323 students

(DTET - 12,175; NAITA - 11,500; VTA - 25,534;

SLIATE - 5,341) were admitted for training to these

institutions. These institutions are mainly concerned

with training crafts persons for the industrial sector,

but in recent times they have also started offering

courses in computing, information technology, health

and elderly care, etc. In addition to the above

institutions responsible for TVET, individual line

ministries, and provincial councils are also

conducting TVET programmes using public funds.

Several private sector institutions are also engaged

in providing TVET education.

27  The paragraph draws from ADB (2011), “The National Qualification Framework for Skills Training in Sri Lanka”, Asian Development Bank,
Manila.
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The need for a national level qualification system to

assess skills of workers has been a pressing need.

In response to this, the National Vocational

Qualification (NVQ) system was developed to

standardize the assessment of qualifications within

the country. The NVQ system provides certificates

confirming competencies in seven levels according

to industry identified competency standards. For

example, NVQ 1 certifies the acquisition of entry

level competencies, levels 2, 3, 4 cer tifies

competencies in full craftsmanship, levels 5 and 6

recognizes competency levels for managers and

supervisors, while level 7 recognizes degree level

competencies in TVET. Unlike with university

education, individuals can obtain certification in

different levels of NVQ at different times. There is

also provision for those who have obtained

competencies through experience, rather than

through class room work, to obtain certification after

an assessment. In 2008, the University of Vocational

Technology (UNIVOTEC) was established for the

purpose of training individuals to obtain level 7

competencies in TVET and for developing curricula,

teacher guides and learner guides. The TVEC is

responsible for the administration of NVQ with the

assistance of NAITA and UNIVOTEC.

Currently, competency standards are developed for

96 occupations for NVQ levels 1 to 4, 14 fields for

those at NVQ levels 5 and 6. The TVEC conducts

labour market analysis to identify occupations and

fields needing development of competency

standards and instructs the NAITA to develop them.

The process of developing the NVQ system was

long. It was initiated in 1997 with a report by a

Presidential Task Force, the development of the NVQ

framework started in 2003, and it was formally

launched in 2004 and the first set of individuals

received NVQ certificates in 2007.

6.5.4  Main Issues of Human Resource
Development
The limited demand side information available

indicates that there are serious skills gaps in almost

all industrial sectors of the country. This skills gap is

more acute for highly skilled workers. Further, as

the number of skilled workers going abroad for work

is increasing, the training institutions in the country

need to take into account the needs of the market

for migrant workers as well as the domestic market.

Up-to-date reliable information on all aspects of the

labour market needs to be systematically collected,

and analyzed to identify mismatches in the supply

and demand of workers and skills. Such information

should be freely accessible and should be used to

help students make career decisions, help training

providers design courses, and help development

planners to assess availability of labour resources

for anticipated development plans for the country.

Once skills gaps are identified, programmes should

be put in place to guide training providers develop

courses to train individuals to fill skills gaps.  In the

immediate term, an accelerated programme of action

is necessary to develop human resources to fill

anticipated vacancies in different industries.

6.6  Conclusions and Policy
Recommendations
Most industrial sectors are experiencing labour and

skill shortages in the country.  At the same time,

demographic changes and related ageing of the

population is slowing down the available supply of

workers. Lower labour force participation and high

levels of migration of workers are exacerbating the

labour shortage problem. To meet the increasing

demand for skilled workers, the education and

training sector in the country needs to improve. The

country is endowed with a well-established network

of training institutions. However, these need to be

modernized and improved so that the graduates who

come out of these institutions are properly trained

and ready for employment. Developing high skilled

workers take time. Planning for human resource

development for the envisaged development plans

needs to happen immediately.
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However, human resource development is hindered

by several factors in the country. Comprehensive,

reliable and timely information on all aspects of the

labour market are not available to guide planning.

Policies relating to human resources in the country

are done by several institutions spread across

different ministries. This has made holistic planning

difficult. Therefore, the following policy reforms are

envisaged on a priority basis to ensure unhindered

development.

Policy Priority 1: Better information and
better coordination, better planning and
effective career guidance

Better information on worker and skill demands of

the country and analysis of this information for better

planning to develop human resources for the different

demands of the country is essential to minimize

growth constraints associated with labour and skill

shor tages. The knowledge created through

information thus collected must be publicly available,

for policy makers, for students for career planning,

for training institutions for designing courses, and

for industries for development planning.

Collected information should also be used for

monitoring and evaluating the effectiveness of

different labour market institutions. Adequacy and

relevance of different types of workers coming out

of training institutions to cater to the needs of different

industries should be assessed. If there are

deficiencies, plans must be put in place to address

the gaps in human resources.

A multitude of public and private training providers

is in operation in the TVET sector in the country.

Information on the quality and relevance of courses

offered by these different institutions, and the

relevance of courses offered must be made available

to job seekers so that they can make informed

decisions on their careers and training providers.

A central body should be in charge of drafting policies

for the development of labour resources. The present

labour market policies are developed by a variety

of institutions with different, and sometimes

conflicting, objectives. Better coordination amongst

labour market institutions is essential for strategic

human resource planning in the country.

Policy Priority 2: Improving skills and
productivity of workers

Productivity increases is another means of mitigating

the adverse effects of reducing labour resources.

Training is central to improve labour productivity. With

the changing structure of the population and fast

changing technology and global integration, the

traditional modes of vocational and technical training

models are unable to supply adequate numbers of

skilled workers. Depending on the level of skills and

experience needed, the planning will have to be

done in advance, as skilled workers take longer to

train. As such, in future, the training institutions will

need to train workers for globally recognized

certificates.

The present training programmes in the country are

aimed at training young workers who come out of

school. Technological change will require that

presently employed workers also get on-the-job

training so that they keep abreast of changes in

technology. Training institutions will also need to

cater to the needs of the adult students so they can

productively engage in the labour market

Policy Priority 3: Improving labour force
participation of females, youth and elderly

To make up the reducing numbers, those outside

the labour market - namely, youth, females and older

persons - will need to be encouraged to participate

in the labour force.

Females are the prime caregivers for young children

and the elderly, and they play a major role in

household activities such as cooking and cleaning.

These different roles played by females will need to

be taken into account when designing policies for

encouraging female labour force participation. Policy
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recommendations for improving female labour force

participation adopted by other countries include,28

improving public assistance for child care and child

care benefits, improving flexibility of employment by

facil itating par t-time work, reducing the

discrimination of females in the labour market, and

providing tax benefits for second earners.

Deficiencies in the school education system for

preparing children for the world of work and time

taken in improving skills to match the demands of

the market increase the time taken by youth to

acquire skills demanded by the market. Improving

relevance and quality of education and managing

their transitions to different levels of education more

efficiently can reduce the time spent in education

and improve labour force participation of youth.

Upgrading and modernizing school education to

match demands of the market, and improving the

vocational and technical training sector can make

general and TVET education more efficient and

relevant, so that less time is spent in education.

Better information on the skill demands of the market

can help young people choose their study courses

wisely, facilitate course planning for technical and

vocational training institutes, and reduce time taken

for job search.

Lifelong training that reduce the skills mismatches

for older workers and more flexible work

arrangements can improve the labour force

participation of older workers.

Policy Priority 4: Reducing the duality of the
labour market and improving equity

Reducing the cost of firing workers, shifting the

responsibility of social protection from the firm to

the public domain and improving the governance of

unions so that union decisions truly reflect the

interests of the workers are some policy options

adopted by countries to reduce the gap between

the ‘insiders’ and ‘outsiders’.

At present, the cost of providing social protection

for workers is borne by the firms. For example, when

a young mother goes on maternity leave, it is the

responsibility of the firm to give the mother paid

leave for the duration of the legally stipulated

maternity leave. Although this may not be a problem

for large firms with many workers, firms operating

with a handful of workers will find the costs of

providing for paid leave for several months difficult.

Some countries have funds to assist smaller firms

deal with such costs of social protection. Lowering

the costs of social protection will also encourage

smaller firms to enter the formal sector and provide

formal employment to workers.

Lobby groups consisting of employees already in

the formal sector have prevented planned reforms

in many instances in the country. Such trade union

actions help to protect the interests of the workers,

who have already gained formal sector employment

and prevent workers from outside from entering the

system. Trade union actions should be restricted to

fighting for the interests of the workers. Ensuring

democratic election of trade union leaders is

necessary to ensure that unions are functioning

democratically with the interest of the workers in

mind.

28 Dao, M., et  al, (2014), “Strategies for Reforming Korea’s Labour Market to Foster Growth”, International Monetary Fund, Washington D.C.



7. Migrant Labour Reforms: Tackling
the Family Background Report
7.1 Introduction

L
abour migration related remittances account

for the largest share of foreign exchange

earnings in Sri Lanka. In 2014, remittances

accounted for nearly 10 per cent of GDP, reaching

over US$ 7 billion. The importance of labour

migration and remittances in the country's economic

growth and development is expected to continue,

and indeed to grow in the near future.

The factors driving migration are many; some

migrate in search of better economic opportunities,

whilst others are forced to migrate owing to conflicts,

natural disasters, etc. In the case of Sri Lanka,

temporary labour migration of workers in search of

greater opportunities and a better life continues

unabated, with over 300,000 leaving the country

each year in search of employment abroad. Of

these, nearly 40 per cent are females, with the vast

majority (approximately 80 per cent) being domestic

workers, of whom nearly 98 per cent secure

employment in the Middle East.

As discussed in chapter 6, low and declining levels

of female labour force participation (FLFP) are a

concern for Sri Lanka's development goals.  The

latest estimates from the Labour Force Survey

reveals that   62.1 per cent of females who are not

in the labour force are engaged in household

duties.1  This is an indication of the unequal gender

relations within the family and the inequitable

division of household labour, which leads to limiting

the time available for women to fulfill their multiple

roles and tasks in society.  Such a high incidence of

females engaging in household duties, and push

factors - such as the availability of a large pool of

females with no marketable skills other than

household skills, issues related to poverty and

limited livelihood opportunities within Sri Lanka - and

pull factors - such as near zero migration fees and

upfront financial incentives for migration - makes

migration for domestic work a popular employment

choice among Sri Lankan women, and especially

among those not in the labour force.2

Female migration for foreign employment makes a

significant contribution to the gender dimension of

Sri Lanka's development process. Along with

migration, females become more economically

empowered and more involved in decision making -

be it at the household or labour market level, leading

towards reducing gender inequality in the

development process.  Nonetheless, migration is a

double-edged sword that on the one hand helps

women overcome gender based violence/abuse,

while on the other hand also makes them vulnerable

to related violence or abuse at destination. Similarly,

migration for foreign employment alleviates some

aspects of gender based discrimination seen in the

local labour market while introducing other forms of

discrimination in the recruitment process for foreign

employment.

1 SLBFE (2012), “Annual Statistical Report of Foreign Employment – 2012”, Sri Lanka Bureau of Foreign Employment, Colombo.
2 Despite the fact that migration attracts females who are not in the labour force, the departure of females for foreign employment does not

contribute to increase the labour force participation rate in Sri Lanka, because the definition of ‘labour force’ only considers  those who are
usually residing in Sri Lanka.  However, their departure does contribute to decrease the economically inactive population in Sri Lanka.

100
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Whilst Sri Lanka, like many other labour sending

developing countries, facilitates migration, the social

costs can be high. Increased levels of alcoholism,

sexual abuse and family dislocation are some of the

social costs of migration on the families left behind.

Aside from such adverse socio-economic

consequences, migrants also face considerable

risks and are vulnerable to exploitation and abuse.

Thus, policy makers are often faced with the trade-

off between promoting migration and protecting the

welfare of migrants and their families.

As such, states, regional organizations, and

institutions at international level are focused on how

best to 'manage migration', adopting a range of

practices and tools. For Sri Lanka too, to facilitate

the growing importance and changing scope of

migration, the processes and legislative framework

for overseas migration needs to be reviewed and

reformed. Among the many such migration related

processes and legislative framework for reforms, this

chapter focuses on the Family Background Report

(FBR) requirement due to its cross cutting nature in

the field of migration. The FBR is a directive aimed

at reducing the adverse psycho-social implications

of children left behind in migrant households. In the

process of its implementation, the FBR requirement

has had implications on migrants, their children and

families, recruitment agents, and government

personnel, resulting in challenging their freedom,

rights, cultural beliefs and even basic survival.

The remainder of this chapter is organized as follows.

Section 7.2 introduces the FBR requirement. Section

7.3 presents the arguments made by the proponents

and the opponents about the FBR requirement, while

Section 7.4 presents new evidence and discusses

the implications of the initiative. Section 7.5 provides

suggestions for a way forward by reforming the FBR

requirement, and Section 7.6 concludes with a

summary.

7.2 The FBR Requirement
In recent years, there has been extensive focus in

Sri Lanka to minimize the social cost of migration,

especially in terms of the welfare of the children left

behind. One directive aimed at reducing the adverse

psycho-social implications of children left behind is

the Circular 13/2013 of June 2013 and its revisions

in January 2014 and June 2015 regarding the FBR,

which was issued by the Ministry of Foreign

Employment Promotion and Welfare (MFEPW) - and

its successor, the Ministry of Foreign Employment

(MFE) - and implemented by the Sri Lanka Bureau

of Foreign Employment (SLBFE).

As per this requirement, initially all licensed foreign

employment agencies were to obtain an assurance

in the form of an FBR from female domestic migrant

workers in order to issue a clearance for foreign

employment. The latest revision extends this

requirement across-the-board for all females,

regardless of occupation.3  According to the FBR,

females with children under the age of five years

are not "recommended" for foreign employment,

while females with children above five years will only

be recommended for migration if satisfactory

alternative care arrangements are in place to ensure

the protection of children. The initial circular

stipulated a maximum age of migration for female

domestic work as 55 years, and the minimum age

as 25 for Saudi Arabia, 23 years for other Middle

Eastern countries and 21 years for the remaining

countries. The FBR is prepared by the Development

Officers (DOs) of the MFE subsequent to visiting

the household of the potential female migrant to

ascertain the true status of family relations and

arrangement for alternative care. The civil status of

the applicant and ages of children are certified by

the Grama Niladhari and Public Health Midwife,

respectively. In cases where a recommendation

cannot be made, the reasons for refusal are

provided, and such potential migrants can appeal

3 Except for women over 50 years and those who have returned to Sri Lanka with a processed ‘re-entry’ visa.
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to the Divisional Secretary or directly to the SLBFE.

In the near future, this directive is expected to be

expanded to be applicable to all female migrant

workers.

7.3 The Debates on the
FBR
The introduction of the FBR requirement has

resulted in a debate about its implications on two

groups; namely, mothers aspiring to seek foreign

employment and their children. Up until the

introduction of the FBR, females have had the power

to make their own migration decisions, while on the

other hand, their children have often remained

voiceless in the mother's migration decision. With

the FBR requirement, the state has gained control

over females' decision to migrate for domestic

employment with the intention of maintaining the

best interest of the children who would be left behind.

This trade-off between the freedom to migrate for

female domestic employment and the well-being of

left behind children has resulted in a debate about

the FBR. The key proponent of the FBR requirement

in this debate is the MFEPW and its successor MFE,

while the United Nations Special Rapporteur and

United Nations High Commissioner for Human

Rights (UN-HCHR) are cr it ical about the

intervention.4

The criticisms levelled by the UN-HCHR against the

FBR are from the point of view of the rights of

females. Some of the arguments include Article 12(1)

of the Sri Lankan Constitution which specifies that

"all persons are equal before the law and are entitled

to the equal protection of the law"; Article 12(2) which

states that "no citizen shall be discriminated against

on the grounds of race, religion, language, caste,

sex, political opinion, place of birth or any one of

such grounds"; and Article 14(1)(h) which

guarantees the entitlement of every citizen of Sri

Lanka to "freedom of movement."  The UN-HCHR

has also quoted the Convention on the Elimination

of All Forms of Discrimination against Women

(CEDAW) of which General Recommendation 21 on

Equality in Marriage notes that the responsibilities

with regard to children should not impose inequitable

burdens of work on women and that both parents

should share equal responsibilities for their children.

Moreover, Recommendation No. 26 on Women

Migrant Workers recommends that countries of

origin should lift restrictions where women are

required to get permission from their spouse or male

guardian for travel.  The joint allegation letter also

quotes the rights of children - such as Article 18(1)

of the Convention on the Rights of Child, which refers

to the principle that both parents have common

responsibilities for the upbringing and development

of the child, and the 2013 Agreed Conclusions of

the Commission on the Status of Women which

highlights that women and men should share equal

responsibilities and chores in caregiving as well as

child-rearing, parenting and domestic work.

In response to the rights based criticism levelled by

UN-HCHR, the MFEPW highlights that "a rights

based approach does not provide an escape route

from the complexities of life and transport a person

into an abstract state of freedom. Social and

emotional realities of individuals and families must

be engaged and grappled with to reap the rewards

of freedom and actualize selfhood and rights. Rights

without relationships are as il lusionary as

relationships without rights". Referring to Article 1

of the Universal Declaration of Human Rights 1948,

the MFEPW notes that "freedoms, rights, duties and

powers are not rational and static concepts but

inherently dynamic, human and emotionally shaped

4 See MFEPW (2014), “Response by the Government of Sri Lanka on 27 May 2014 [to the Joint Allegation Letter dated 28 January 2014
issued by Office of the High Commissioner for Human Rights] No. 207/2014, HR50. p. 1-2, 1-10, Ministry of Foreign Employment Promotion
and Welfare, Colombo; UN Special Rapporteur (2014), “UN Special Rapporteur on the Human Rights of Migrants Concludes Country Visit
to Sri Lanka”, 26 May 2014, Office of the High Commissioner for Human Rights, UN, Geneva. http://www.ohchr.org/EN/NewsEvents/Pages/
DisplayNews.aspx?NewsID=14645&LangID=E [visited  on April 24, 2015]; UN-HCHR (2014), “Mandates of the Working Group on the
Issue of Discrimination Against Women in Law and in Practice and the Special Rapporteur on the Human Rights of Migrants.”  ALG/SO 214
(106-10) LKA 1/2014, 28 January 2014, Special Procedures of the Human Rights Council, High Commissioner for Human Rights.
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forms of action". The multiple identities of individuals

(mother versus labour force participant in this case)

challenge the ability for human beings to have

discrete entities with equally discrete and separate

rights.

The MFEPW also upheld the FBR on the grounds

of vulnerability of female migrant workers, and the

impact of migration and related vulnerability on

family and children left behind. The MFEPW

maintains that the FBR requirement aims to "balance

and harmonize several interests and rights involved

in the decision of a mother to migrate abroad for

employment", while being consistent with relevant

norms and international laws. The MFEPW states

that from the late 1980s, over a million of mothers

migrated as domestic workers to the Middle East

and the reactive nature of state regulation have

struggled to mitigate the social cost of female

migration. Up till June of 2013, the state approach

had been a passive approach of providing

information at pre-departure training rather than

introducing proactive family support mechanisms.

Quoting two studies,5  the MFEPW justifies that the

FBR requirement is a much needed proactive

approach to facilitate a calculated migration decision.

Central to this stance of MFEPW is Article 19 of the

Convention on the Rights of the Child (CRC) which

identifies the need for family support mechanisms

as well as child protection mechanisms. Quoting the

CRC, the MFEPW indicates that its thinking and

policies is to provide measures that promote 'safe

and planned migration of workers', for which as a

minimum measure, the FBR requirement 'assesses

a family and develops a plan to help them'.

The MFEPW point of view also places a significant

emphasis on the cultural dimension of this issue,

as "compared to maternal absence, paternal

absences are not unusual or rare in the life of Sri

Lankan children and they are comparatively less

disruptive" (pp. 10).  This was further evident in a

reported court case where a potential female migrant

who challenged the circular on the grounds of

gender bias and violation of equality enshrined in

the Sri Lankan Constitution, was reportedly refused

'leave to proceed' by the Court, pointing out that the

Sri Lankan culture and tradition view women as the

force that binds the family.6

Against this backdrop, the MFEPW justifies that the

"[FBR] is neither an act of discrimination against

women, nor a restriction of their freedom of

movement and the right to work, but a reasonable

classification to promote a more balanced view of

all rights involved in the decision to migrate, taking

into account the need to safeguard the family unit

as the fundamental unit of society. It is to be

considered as one of the most proactive

interventions made to safeguard the rights of

children in a most vulnerable social stratum."7

Apart from  the battle between the rights of migrant

women and their children, other areas of criticism

against the FBR include the applicability of the

restriction only for those seeking employment

through a foreign employment agent and the

availability of avenues for corruption. The MFEPW

stance in this regard is that "in Sri Lanka, it is a

criminal offence for anyone other than a person with

a valid licence issued by the SLBFE", to facilitate

recruitment for foreign employment. This implicates

informal agents who are not registered with the

SLBFE. Despite these facts, in addition to such

unregistered agents, there exists a legitimate avenue

of securing employment on own efforts, which

involve neither a licensed agent nor an informal

agent, but through personal contacts with friends

and relatives working abroad. Departures for foreign

employment through own contacts are not covered

under the FBR requirement.

5 Save the Children Sri Lanka (2006),  “Left Behind, Left Out: The Impact of Children and Families of Mothers Migrating for Work Abroad –
Summary Report”; and  CENWOR (2011), “Gender Roles and Support Networks of Spouses of Migrant Workers” as quoted in MFEPW
(2014).

6 See UN-HCHR (2014), pp.2.
7 See MFEPW (2014), pp. 10.
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7.4 Implications of the
FBR
One of the main intentions of introducing the FBR

is to limit the number of females migrating for

domestic work. Based on a rigorous difference-in-

difference analysis performed using monthly female

foreign employment departure statistics from SLBFE

for the period from January 2012 to December 2014,

it is evident that the FBR has had a causal effect on

decreasing the number of females with young

children depar ting for domestic work.8  The

Difference-in-difference methodology allows an

investigation of the change in female migration due

to the introduction of the FBR net of the other trends

in female departures. Specifically, the decline in

female migration due to the overall downward trend

in female migration is subtracted from the decline in

migration that is evident right after the introduction

of the FBR in June of 2013. The overall downward

trend is represented by females in the age groups

(over 45 years), that are unlikely to have children

under 5 years of age.9 Those most likely to be

affected by the FBR are represented by the females

in age groups (25-34 years) that have the highest

number of children under five. As per this analysis,

the impact of the FBR in decreasing the departure

of females for domestic work is in the range of 450-

550 per month.

The introduction of the FBR requirement has

resulted in changing the procedure for migration of

females for employment. Specifically, until the

introduction of the FBR, the SLBFE was the sole

legal entity in approving migration for employment.

With the introduction of the FBR, a key element of

Box 7.1
Attempts to Restrict Migration of Women Prior to FPR

The previous attempt to impose a restriction on migration of females with children was made in
March 2007. Migration of mothers with children under the age of five was proposed to be prohibited,
while mothers with children over five years of age were required to provide proof of appropriate
childcare arrangements. The argument for and against the then proposed ban were similar to the
current rhetoric, where the lead advocate for the proposed ban at that time - the Human Rights
Commission of Sri Lanka (HRC) - emphasizing that "remittances received by the country or the
family have not contributed to the welfare of the children left behind and that social costs have
outweighed the gains, if any" [Jayaweera and Dias (2009), pp.57], while the Human Rights
Watch (HRW) argued that a  ban on overseas travel would be tantamount to a gross violation of
the migrants' human rights and disregarding of the contribution made by female migrants to
family survival and betterment.

Ironically, the substantial part of the justification for the current FBR requirement provided by
MFEPW is based on the study by Jayaweera and Dias (2009), which also documents the previous
effort for restricting migration of women with children and presents arguments for and against
that attempt. However, none of the arguments against this previous attempt were addressed in
the introduction of the FBR in 2013.

Sources: Jayaweera, S. and M. Dias (2009), "Sri Lanka Country Study: Gender Roles and Support Networks
of Spouses of Migrant Workers" in Gender and Labour Migration in Asia, International Organization
for Migration, Geneva; HRW (2007), "Exported and Exposed Abuse against Sri Lankan Domestic
Workers in Saudi Arabia, Kuwait, Lebanon and the United Arab Emirates", Human Rights Watch,
New York.

8 For details refer Weeraratne, B., “Protecting the Welfare of Children and its Causal Effect on Mother’s Labour Migration” (IPS, Unpub-
lished).

9 These age groups are determined based on demographic statistics in Sri Lanka.
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approval for migration has been transferred to

Development Officers (DOs) - a mechanism outside

the preview of SLBFE but associated with the MFE.

As such, this change in the process of migration

has resulted in some issues such as corruption and

forgery in issuance of FBRs and migration through

other channels to avoid the FBR requirement, etc.

Experts in the field are of the view that more than

potential migrants, recruitment agents tend to bribe

DOs to provide false recommendations for their

potential migrant women. Despite lack of clarity

whether the potential migrant or recruitment agent

initiates the corrupt process, there have been

instances where DOs have been expelled from

service on grounds of providing false/inaccurate

FBRs. Similarly, reliable sources indicate that agents

and potential female migrants are willing to pay up

to Rs. 25,000 for a forged FBR.

The difficulty in obtaining a FBR recommendation

and the persistent desire of some women to migrate

"could [also] contribute to irregular migration

practices, forcing women into difficult situations

potentially leaving them vulnerable to exploitation,

including becoming victims of trafficking and abuse"

(UN Special Rapporteur, 2014). This is quite

plausible given that a large share of migrant workers

from Sri Lanka secure their jobs by channels other

than licensed recruitment agents. For instance, in

2014, the share of total foreign employment

departures (men and women of all categories)

secured by means other than licensed recruitment

agents increased to 41.1 per cent from 38.4 per cent

in 2013, while the average share of females securing

employment on own for the period of 1994-2012 was

22 per cent. Given the significant proportion of

housemaids among female migrants (see Figure

7.3), this indicates that nearly a quarter of domestic

workers are securing employment outside the

licensed recruitment agents and the FBR

requirement.

Figure 7.1 depicts monthly female departures based

on data from the Department of Immigration and

Emigration (DIE) and the SLBFE. The points in

square correspond to monthly female departures for

non-employment category. Non-employment

statistics are arrived by subtracting the total female

departures registered under SLBFE from the total

female departures recorded by the DIE. The round

points correspond to female domestic worker

statistics recorded by the SLBFE. As seen in the

trend line of square markers, there has been a

change in the trend in monthly departures for foreign

employment outside the jurisdiction of the SLBFE.

The trend line for non-employment related

departures shows a jump in the trend line as well

as a noticeable reversal of the downward trend in

the post-June 2013 period. The pre-June 2013 period

marks a downward trend in non-employment

departures, which are outside the jurisdiction of the

SLBFE, while the post-June 2013 period registers

an upward trend for the same series. Whilst there is

no conclusive evidence on by-passing SLBFE to

avoid the FBR requirement, this data provides some

initial evidence that hints at the possibility of an

increase in departure of females outside the SLBFE

for this reason. This initial evidence is further



106

STATE OF THE ECONOMY 2015

substantiated by the increase in departure of

females for unskilled jobs in Saudi Arabia.10

Additionally, the FBR is often considered as

discrimination against women.11  Despite its noble

intentions of minimizing the psycho-social cost on

children of female migrants, the very same FBR

requirement ironically triggers similar issues in

rejected potential female migrants. As highlighted

by some studies, special programmes and targeted

interventions can generate important discriminatory

issues, which would likely make them

counterproductive.12  This undermines the

plausibility and desirability of the idea of devising

social protection policies that are solely focused on

the children left behind. In this context, the

discrimination of migrant mothers and related

psycho-social cost is one of the main issues of the

FBR.

Figure 7.1
Trends in Monthly Departure Statistics of Females for Housemaid Occupation
and for Non-employment

Source: Estimated using data from Department of Immigration and Emigration and SLBFE.

10 CBSL (2015), Annual Report 2014, Central Bank of Sri Lanka, Colombo.
11 See UN Special Rapporteur (2014); and Weeraratne, B., “Protecting the Welfare of Children and its Causal Effect on Mother’s Labour

Migration”,  Institute of Policy Studies of Sri Lanka, (unpublished).
12 de la Garza, Rodolfo (2010), “Migration, Development and  Children Left Behind: A  Multidimensional Perspective”, Social and Economic

Policy Working Paper, UNICEF, New York.
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The FBR discriminates potential migrant mothers

at many levels. First, mothers of younger children

are discriminated against mothers of older children,

as mothers of older children can migrate for foreign

employment with relative ease by indicating child

care arrangements in her absence. Second, female

parents are discriminated against male parents of

young children, which implicitly imposes the

responsibility of raising young children only on

mothers, as fathers of young children can migrate

for foreign employment without restrictions. Third,

the FBR requirement is applicable only to those who

seek foreign employment through registered agents,

and thus discriminates female migrants based on

their choice of recruitment channel. All these issues

can boil down to elimination of available livelihood

options and the resulting perpetuation of difficult

family/household circumstances such as abusive

spouses and inadequate income for survival. These

concerns among rejected potential migrant mothers

may lead to a stressed and helpless mother with

possibly insufficient funds to provide vital inputs in

terms of food, shelter, clothing, education, health

care, etc. In such situations, it is difficult to determine

if restriction imposed by the FBR serves its purpose.

The current system of FBR involves the filling of an

application by the prospective migrant workers,

which is reviewed by a DO visiting the household of

the applicant after which information about

recommended cases are directly communicated to

the SLBFE. Those not recommended are provided

with a written report stating reasons for not

recommendation. As such, the SLBFE is only aware

of the recommended cases. A crude estimate based

on the previously mentioned difference-in-difference

analysis indicates that about 6,000 women per year

would be deterred from migrating for female

domestic work. With the recent expansion of the FBR

requirement to all female migrants, this number could

be higher. Despite the fact that these female

applicants are rejected, they remain potential

migrants, and might be drawn towards irregular

channels of migration into foreign employment.

Hence, there has to be a follow up mechanism to

ensure that the prohibition of migration through the

proper channel does not promote migration through

other channels.

Such an abrupt end in follow up of rejected

applicants is a critical limitation of the existing

practice of the FBR mechanism. In fact, abruptly

dropping rejected cases is counter to the very

arguments that support the initiative. For instance,

as discussed above, the MFEPW notes that as a

minimum measure there has to be a plan that assess

a family and develop a plan to help them.13  However,

the FBR fails to provide a plan for the population

who are deterred from migrating due to the FBR.

This directive makes a huge assumption that the

presence of the mother in the country solves all

issues related to the development of a child.

Subsequent to not recommending for foreign

employment, the family is not normally followed up

by the DOs of the MFE. Therefore, there could be

instances where the mother has left the child and

migrated internally for employment, or where the

absence of sufficient income has had a negative

impact on the child despite the mother's presence.

13 MFEPW (2014), pp. 55.

Moreover, it is not clear if the ultimate objective of

this directive - improving the welfare of children - is

achieved. The introduction of the FBR would be

successful if it has been able to improve the well-

being of the children who have been, and would have

been, left behind by their migrant/potential migrant

mothers. Such an impact cannot be evaluated yet,

on the one hand, due to the insufficient time that

has elapsed to have a long-term impact on child

well-being, and on the other, due to the absence of

relevant data on children to perform even a short-

term analysis.
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An abrupt end in
follow up of
rejected
applicants is a
critical limitation
of the existing
practice of the
FBR mechanism.
In fact, abruptly
dropping rejected
cases is counter
to the very
arguments that
support the
initiative.

7.5  Way Forward
In this setting, either the presence or the absence

of the FBR requirement will have its fair share of

related implications concerning either affected group.

Given that a "perfect administrative mechanism,

which is tamper proof and closed to abuse by corrupt

public officers and corrupt employment agents has

not been devised yet, and critical and constructive

feedback on implementation would improve the

objectives of safe, planned and family friendly

migration",14  this section explores how the FBR

requirement can be reformed.

7.5.1 Option 1: Repeal the FBR
On the one extreme, one reform could be to repeal

the FBR requirement as recommended by the UN

Special Rapporteur. A closer examination of the

possibility of repealing the FBR requirement in fact

is not as outrageous as it sounds. For one thing,

until June 2013, it was the status quo where there

was no system of recommending/not recommending

females for migration, except for the failed attempt

in 2007.

Box 7.2
The Impact of the FBR Requirement on a Young Mother

A 22 year old woman with a child has attempted to migrate to get away from her drug addict

husband who has forced her into prostitution. This decision was a joint decision made by the

woman, her parents and parents-in-law, who have offered to take care of the child in her

absence. However, due to the FBR requirements, this woman is not recommended for

migration and the misery experienced by the woman, her child and her parents and parents-

in-law continues. The FBR has not provided her with an alternative income earning opportunity,

child care arrangement, nor the rehabilitation of her husband to improve their family life. It

only has been successful in eliminating her only chance of improving her welfare. There are

many such cases, which deserve a waiver of the FBR requirement.

Sources: Stakeholder consultation interviews.

14 MFEPW (2014), pp. 8.
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While acknowledging the validity of the facts on the

negative impact of the absence of a mother on child

development and the vulnerability of female

domestic workers, there have also been positive

effects of migration and remittances on children's

outcomes. For instance, De and Ratha (2012), find

"remittance income has positive and significant effect

on children['s] health and education" in Sri Lanka,15

while  Arunatilake et al. (2012), find that on average,

investments on health and education are higher for

migrant households in Sri Lanka.16  Together, these

facts show that migration has mixed effects, which

depends on both the characteristics of the migrant

and their household.17  The existing data and

information structure in Sri Lanka does not facilitate

a comprehensive analysis to determine the overall

effect of migration.18  In this context, the validity of

the introduction of the FBR requirement on the

grounds of negative implications on the welfare of

female migrant workers and their children is

debatable.

Moreover, in none of the other sending countries of

female migrant workers is there such a system where

the micro level decision making (at household level)

on migration is vetoed by macro level policies. The

model where migration decision making is done at

the micro level is based on the premise that

household members are better aware of their actual

socio-economic situation than a macro level decision

maker, and are capable of making decisions to

address their needs and issues. Additionally, this

micro level migration decision making model

converges the decision and its consequences to the

household level.

A closer look at data just prior to the introduction of

the FBR reveal that male and female numbers in

labour migration was very similar in 2012 (Figure

7.2). In fact, males accounted for a slightly larger

proportion of 51 per cent against 49 per cent of

female migrants. Additionally, the examination of

overall trends of male and female migration depicted

in the dotted lines in Figure 7.2 show an upward trend

in male migration and a downward trend in that of

females. As such, it is reasonable to assume that

even in the absence of the FBR requirement, there

would have been a drop in female migration.19

As per MFEPW, "mothers constitute a high

percentage of migrating domestic workers".20

However, the regular data on migration published

by the SLBFE and the MFE does not provide

information about maternal status of migrants.

Moreover, as evident in recent data, the share of

female migrants as well as female domestic workers

has been declining since 2012 (Figure 7.3). In this

context, it is reasonable to assume that in each year,

the number of children left behind is also decreasing.

Overall, it is therefore not clear if the continuation of

the FBR requirement is justifiable.

15 De, Prabal K., and D. Ratha (2012), “Impact of Remittances on Household Income, Asset and Human Capital: Evidence from Sri
Lanka”, Migration and Development, 1(1), pp. 163.

16 Arunatilake, N., P. Jayawardena, and D. Weerakoon (2011), “Sri Lanka” in Kelegama, S., (ed.), Migration, Remittances and Development
in South Asia, Sage, New Delhi.

17 Ibid; and ILO (2013), “Reintegration with Home Community  Perspectives of Returnee Migrant Workers in Sri Lanka”, International Labour
Organization, Geneva.

18 Wickramasekara, P. (2014), “International Migration and Development: Myths and Facts”, Professor H.A. De S. Gunasekara Memorial
Oration 2014, University of Peradeniya, Sri Lanka; MFEPW (2008), “National Labour Migration Policy for Sri Lanka”, Ministry for Foreign
Employment Promotion and Welfare, Colombo.

19 The difference-in-difference methodology adopted allows investigating decrease in female migration due to the introduction of the FBR
despite the already prevalent downward trend in female departures.

20 MFEPW (2014), pp. 9.

7.5.2 Option 2: Reform the FBR
As opposed to repealing the FBR, another viable

solution is to reform the FBR requirement to improve

its merits and limit its demerits. The task of reforming

the FBR requirement should revolve around the short

and long-term objectives of this directive and the

issues resulting from its introduction. The FBR was
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Figure 7.2
Trends in Labour Migration from Sri Lanka (2004-2014)

Figure 7.3
Annual Female Labour Migration (2004-2014)

Source: CBSL, Annual Report, various years.

implemented with the short-term intention of limiting

the departure of females with children, with the

ultimate objective of improving the well-being of

these women and their children. As indicated earlier,

the initial FBR requirement (that was applicable to

21 It is too early as yet to evaluate the impact of the latest version of the FBR that is applicable for all females.

Source: CBSL, Annual Report, various years.

female domestic workers) has been successful in

achieving its immediate goal of reducing the

number of mothers of young children departing for

domestic work, while the welfare implications of

this directive still remains unknown.21   Meanwhile,
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its implementation has highlighted three broad

issues, namely, the predicament of those deterred

from foreign employment, the discriminatory nature

of the directive, and the corruption associated with

the FBR. Hence, the recommendations for reforming

the FBR are presented under these four broad

headings, with reference to the objectives of the

directive.

Transform FBR into a 'plan to help families'
The FBR requirement is aimed at providing a family

suppor t mechanism and child protection

mechanism. Within this context, the FBR serves as

a 'service that can assess a family and develop a

plan to help them'. The first component of this service

- assessing families, is being accomplished with the

FBR, while the second component - a plan to help

them, is noticeably absent.

In order to develop the FBR requirement into 'a plan

to help', it should evolve beyond the maternal

relationship within a family and capture spousal and

other relationships as well. As established in the

literature, migration of females from Sri Lanka is not

only motivated by income differentials at home and

abroad, but also involves non-financial and non-

labour market reasons such as patriarchal practices

(i.e., restricted mobility outside the family), pressure

of providing dowry, house construction, escapism

from domestic violence, abusive relationships, etc.22

When the underlying reason for migration is

unfavourable living conditions, migration is sought

as an escape mechanism. However, the FBR does

not consider these reasons behind migration.

Currently, the FBR is based on personal information

such as marital status, name of applicant's husband,

name and date of birth of children, and information

on caretakers in the absence of the mother. The

information upon which the FBR is based on should

expand to include reasons for migration, the quality/

nature of the relationship between the spouses and

financial/livelihood circumstances of the family. The

22 Jayaweera, S. and M. Dias (2009); and Caritas (2012), “Migration of Sri Lankan Women: Analysis of Causes and Post-Arrival Assistance”,
Caritas Sri Lanka, Colombo.

inclusion of such information in the FBR application

and the report itself would help highlight cases

where reasons for migration are non-economic.

Such identification will enable to develop a better

suited plan to help relevant families.

Under the current system, not-recommended

mothers with children younger than five years are

inevitably left to plan for themselves. Mothers with

children over five years are recommended if they

have made satisfactory alternative care

arrangements - or in other words they have already

planned for themselves, on their own. Those who

have not developed a plan for themselves are once

again left alone. Meanwhile, subsequent to the

review process, the FBR mechanism only focuses

on those recommended for foreign employment.

Such abrupt cessation of focus of those not-

recommended is contrary to its objective of

promoting the welfare of these vulnerable women

and children. As such, there has to be a proper

monitoring and follow up mechanism to focus on

the progression of those not recommended.

The first step to rectify this situation is for SLBFE or

MFE to maintain records and follow up on all FBR

applicants - both recommended and not. In such a

set up, not recommended mothers and children -

some who may be left behind through alternative

migration channels as well as those who would have

been left behind - can be followed up. The sources

of information to follow up on the welfare of these

families can be expanded to improve the validity/

accuracy of information gathered. Such sources may

include family members, neighbours, teachers, and

religious and community leaders.  Similarly, the plan

to help these families can link them, where

applicable, with resources/personnel of other

ministries/institutions such as the ministries of Child

Development and Women's Affairs, Economic

Development, Social Services, Education, Health,

Labour Relations and Productivity Improvement,
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Traditional Industries and Small Enterprises

Development, Livestock and Rural Community

Development, Youth Affairs and Skills Development,

Foreign Employment, etc. With the inputs from such

relevant institutions, a plan should be developed to

help these vulnerable individuals. Thus, the FBR

requirement should be reformed to involve a two part

process which involves an assessment and a

customized plan to help each applicant.

Reforms to provide alternatives
The immediate outcome of the FBR requirement

experienced by potential migrant women is either

recommendation or not, for migration. Based on

rigorous estimates, the FBR deters about 6,000

women per year from migrating as housemaids.

Similarly, based on aggregate trends, the most

recent data estimates that the FBR has decreased

housemaid departures to the Middle East by 8,148.23

It can be argued that if a country decides to restrict

an individual's desire to be employed and earn a

living due to the trade-off in child care, it has also a

responsibility to provide them with an alternative

income source or an alternative child care option.

If foreign employment is associated with an

anticipated additional income for the household, the

restriction by the FBR eliminates this potential

income source to the family. The adverse

implications of financial difficulties will often

deteriorate the welfare of the members of this

household. To address this, the government could

consider rejection under FBR as a component of

inclusion criteria for social protection schemes such

as Divi Naguma/Samurdhi. Through such social

protection mechanisms those who are not

recommended for migration can benefit from

oppor tunities such as seed funds for self-

employment, micro-finance opportunities, and skills

development support for self-employment.

Often, these females that seek domestic

employment in other countries do not have labour

market experience in Sri Lanka. Such lack of local

experience results in these women not being able

to evaluate their alternatives in the country, in

addition to being more susceptible to vulnerabilities

at destination. As such, it would help to introduce a

precondition for women with children less than 5

years that requires them to have worked in an

income earning occupation in Sri Lanka prior to

labour migration.  During this time, counselling can

be provided by relevant ministries (e.g., Ministry of

Economic Development and Ministry of Child

Development and Women's Affairs) to help them

compare the outcomes that would have accrued

under the alternative scenario of foreign employment

and the impact of the mother's presence on the

young child. Grass root level civil society

organizations could be enlisted to find domestic

employment opportunities.

Migration of
females from
Sri Lanka is
not only
motivated by
income
differentials at
home and
abroad, but
also involves
non-financial
and non-
labour market
reasons.

23 CBSL (2015), Annual Report 2014, Central Bank of Sri Lanka, Colombo.
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Similarly, as highlighted by de la Garza (2010) "states

of origin should develop comprehensive policies to

support the families and caregivers of children of

migrant workers in their child-rearing responsibilities.

Policies should be oriented at mitigating the psycho-

social impacts of migration on children by providing

programmes to caregivers on parenting skills,

gender sensitivity, and management of peer

relationships. These programs must be sensitive to

migrant communities' own cultural values and

morals, especially regarding gender roles, youth

participation and the mitigation of risky

behaviours."24  In this context, perhaps a state

supported network of childcare centres could be

established, which would benefit many working

females already struggling with childcare issues as

well as  those hesitant to enter the labour force due

to same issues. As a means of providing employment

opportunities for women who were rejected for

foreign employment under the FBR, they can be

employed in these facilities, where they could also

have their child enlisted to receive care. Such an

arrangement would ensure that the mother is

employed, while being close to her child.

Currently, the FBR requirement is applied across-

the-board. This blanket nature of the FBR

being stressed and helpless, which might also

negatively contribute towards the child's well-being.

In such circumstances, perhaps the guidelines/

procedures for children over 5 years of age should

be adopted, where a mother is recommended for

migration when an assigned caregiver amongst

extended family is identified.

Reforms to address discrimination and
corruption
As discussed earlier, the FBR requirement has

elements of discrimination. The discrimination of

housemaids against other types of female

employees is already addressed with the new

revisions of June 2015, which expanded the FBR

coverage to all female foreign employees. The issue

of discrimination of a female parent against a male

parent has to be analyzed in the cultural context of

parenting in Sri Lanka. As Jayaweera and Dias

(2009) highlight "women have been culturally

assigned a disproportionate share of contribution

to the reproduction of society through childbearing

and rearing and the inequitable distribution of

household labour", while "the assumption is that

men/fathers are generally inapt to manage the

household and attend to childcare without the help

of the wife/mother".25   In this setting, the larger role

requirement for mothers of children under

5 years negates any other family

circumstances. The FBR requirement

may be reformed to consider

recommendation for mothers of young

children when other family circumstances

out-weigh the welfare of the children. For

instance, in some situations, restrictions

on the mother's attempt to seek foreign

employment may lead to a trade-off in

funds needed to access vital inputs for a

child's well-being such as food, shelter,

clothing, education and health care. Such

situations may also lead to a mother

24 de la Garza (2010), pp. 29.
25 Jayaweera and Dias (2009), pp. 44 and pp. 57.
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in parenting played by the mother is hardly

considered discrimination. Moreover, "as compared

to maternal absence, paternal absences are not

unusual or rare in the life of Sri Lankan children and

they are comparatively less disruptive" (MFEPW,

2014, pp. 10).26  In this context, criticisms of the FBR

on gender based discrimination are of limited

applicability in the Sri Lankan context. Nonetheless,

such discrimination against female parents would

be minimized if the FBR is expanded to cover

migrants of both genders.

In fact, considering the current trend and expected

demand for migrant labour from Sri Lanka, the focus

should start shifting towards male migration. As

extensively discussed, the share of females is on a

declining trend, while the share of male migrants is

increasing. This trend will be further fuelled by the

growing international demand for male oriented jobs

such as construction workers for the upcoming 2022

FIFA World Cup in Qatar and the 2020 Olympics in

Japan. With such changing trends, the FBR

requirement will have to be revised. The cultural

argument presented above with relation to greater

involvement of a mother would still be valid - but in

a different way, when male migration surpasses

female migration.  Given the culture of lesser

involvement of fathers in the upbringing of children,

and their more distant relationship with children,

there is a high chance of lower remittances to the

family compared to when the migrant is the mother.

It is noted in literature that fathers remit less

frequently and are less reliable remitters.27  In this

context, the FBR requirement should be changed

to build in a mechanism to ensure reliable and

consistent remittances to the family and children left

behind. Such mechanisms may include a clause in

the employment contract with a pre-commitment

towards remittances and a way to investigate and

revoke a contract if necessary. Similar ly, by

expanding the FBR coverage to include males, and

the continuous focus on all FBR applicants

suggested above, could help monitor the well-being

of the wife and children left behind - especially how

the mother is coping with the culturally accepted

larger role in parenting and the new dual role of being

mother and head of household and its impact on

children.

Coverage discrimination in the FBR paves the way

for corruption. As stated before, the FBR is applicable

to only those who migrate for female domestic work

through an agent, while it is a criminal offence to

seek foreign employment from an entity not

registered with the SLBFE as a recruitment agent.

Ideally, there should be no females departing for

domestic work abroad outside the purview of SLBFE

and not fulfilling the FBR requirement. However, as

discussed before, migration for foreign employment

does take place outside this restriction. In order to

address this issue, the FBR has to be de-coupled

from licensed recruitment agents and made

applicable to either means of securing a job abroad.

A possible way to reform the FBR in this connection

is to involve the personnel of the DIE at border

crossing points to check for FBR fulfillment of those

outside the preview of SLBFE. Such a move would

require the DOs through the MFE, to communicate

the FBR recommendations of those outside the

SLBFE, directly to the DIE.

To address corruption related to providing FBRs, the

close and continuous monitoring by the recently

established DO monitoring unit of the MFE would

be valuable. Additionally, a mechanism to perform

random cross checks, such as obtaining information

from schools or midwives about children with migrant

mothers would also be beneficial.  Discrepancies

between the FBR report and information obtained

from other sources should be investigated and cases

26 MFEPW (2014), pp. 10.
27 Osaki, K., (1999), “Economic Interactions of Migrants and their Households of Origin: Are Women More Reliable Supporters?”, Asian

and Pacific Migration Journal, 8(4):447–471; Abrego, L., (2009), “Economic Well-Being in Salvadoran Transnational Families: How
Gender Affects Remittance Practices”, Journal of Marriage and Family 71: 1070-85; and Niimi, Y. and B. Reilly (2008), “Gender
Differences in Remittance Behaviour: Evidence from Vietnam”, Asian Development Bank (ADB).
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of corruption should be dealt with. However, rather

than such a reactive mechanism of punishing

corruption, the ideal is to make honest behaviour

more rewarding than gains from corruption. Such

rewards could include capacity building and career

development opportunities.

In addition to curbing corruption, capacity building

and career development opportunities for DOs

would also strengthen the FBR mechanism.

Specifically, despite having the entire FBR

mechanism built around the decisions made by the

DOs, they are recent graduates with no special

training on labour migration or human welfare. When

the DOs are assigned to make a crucial decisions

that affects the lives and livelihoods of the applicants

and their families, it is important to equip them with

a broad knowledge about the entire mechanism, its

long-term objectives, as well as a strong grasp of

social welfare needs of applicants and options

available for rejected cases. Hence, the DOs should

be regularly offered training opportunities to hone

these capacities.

Reform FBR into a long-term mechanism
Despite being a directive with a long-term vision,

the activities under the FBR requirement are myopic.

The FBR should be developed into a comprehensive

long-term mechanism that improves the social

welfare deficits that tr igger migration. As

recommended during the 2007 attempt to ban

migration of females with children "the government

should instead enhance economic and educational

opportunities for women in Sri Lanka so that

domestic workers can migrate based on choice

rather than desperation".28  Despite the elapse of

eight years,  one of the justifications of the FBR is

that the "time, communication and social investment

in terms of this procedure prevents ill-considered

decisions that will rebound on the child and all family

members including the migrant".29  This indicates

that mechanisms that prevailed through this time

have not eliminated rash decision making common

to migration. It is only "when regulations fail to

achieve intended results, government authorities

feel justified to impose bans or legal enactments to

safeguard the interests of an individual[s] assumed

to be in need of protection".30

As such, the FBR should be developed into a

comprehensive long-term mechanism that is

capable of serving its intended purposes. The

information gathered in the FBR process and the

decisions arrived at provide valuable data about

migrant families. Using this data, the relevant

authorities can proactively identify higher risk female

migrant workers with high social costs. The

prevalence of migrant women and those anticipated

migration varies by locations. As such, the state

should proactively identify such areas with pockets

of women who are at a higher risk of migration

despite large social costs, and deploy campaigns

to educate these women about alternative income

earning opportunities and alternative means to

address their underlying reasons for migration, and

enable them to evaluate the pros and cons of leaving

The FBR has
to be de-
coupled from
licensed
recruitment
agents and
made
applicable to
either means
of securing a
job abroad.

28 HRW (2007), pp.101.
29 MFEPW (2014), pp. 7.
30 Jayaweera and Dias (2009), pp.56.
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their children for foreign employment. Such proactive

identification of pockets will also help address the

welfare needs of these women and their children.

Similarly, programmes should be introduced to

educate males about due freedom of women,

rehabilitation programmes for alcoholism, violence,

etc., and to develop alternative living options for

women who are trying to escape from spousal abuse

through migration.

Finally, the labour migration industry is dynamic due

to the changing nature of underlying reasons that

create a demand for migrant workers. Thus, the FBR

requirement should evolve around the current and

expected trends, by regularly evaluating the need

and applicability of the FBR, and revising

accordingly. Such evaluation should examine the

appropriateness of the process, availability and

adequacy of resources to carry out the FBR

requirement, and the implications of carrying it out.

Having implemented the circular for nearly two

years, the FBR requirement would highly benefit

from such a fine tuning exercise.

7.6 Summary
The FBR requirement is a recent directive introduced

by the MFEPW and its successor MFE, and

implemented by the SLBFE with the intention of

reducing the adverse psycho-social implications of

children left behind by the migration of mothers for

domestic work abroad. As per this requirement,

females with children under the age of five years

are not "recommended" for foreign employment,

while females with children above five years will only

be recommended for migration if satisfactory

alternative care arrangements are in place to ensure

the protection of children. The objective of this

chapter has been to analyze the issues concerning

the FBR requirement and to provide

recommendations for its reform.

The debate about this initiative revolves around its

influence on irregular migration practices and

reinforcing of gender stereotypes. This directive has

resulted in a decrease in the monthly departure of

females as domestic workers, while there is some

initial evidence that the FBR can be associated with

an increase in departure of females outside the

purview of the SLBFE. The process of the FBR

requirement deters some women from migration, but

fails to either address their needs for migration or in

providing alternatives. Hence, as an extreme

measure this requirement could be repealed, while

on the other hand, it could be continued after

reforming it to limit its weaknesses. The primary

recommendations relate to reforming the FBR into

a 'plan to help families', provision of alternative

livelihood options to migrant females, addressing

discrimination and corruption that can arise from the

implementation of the FBR, and transforming it into

a long-term mechanism to serve its intended

purpose of improving the social welfare of migrant

and their families.

Despite being a
directive with a
long-term vision,
the activities
under the FBR
requirement are
myopic. The FBR
should be
developed into a
comprehensive
long-term
mechanism that
improves the
social welfare
deficits that
trigger migration.



8. Educational Sector Reforms to
Bridge Skill Gaps
8.1 Introduction

I
n an increasingly more globalized world, higher

skills and higher order-competencies are

extremely important to make it possible to use

new technologies and perform difficult tasks more

efficiently. The demand for job specific skills

accompany structural changes in an economy - a

transformation from agricultural into manufacturing

and services, a shift from labour intensive to more

knowledge intensive industries, an expansion of

information and communications technology (ICT)

sectors, are all elements of this transition. This calls

for continuous improvements in skill requirements

where skill development and training plays a critical

role.

Thus, capacity building in science, technology and

innovation are more crucial today than ever before.

A country's ability to pick-up new technologies and

turn them to economic advantage will depend on

the availability of its human capital to cater to these

demands in adequate numbers and quality. Most

countries recognize the importance of scientific and

technological progress for economic growth and

greater social well-being. For example, patent data

show a wave of innovation in all Organization for

Economic Co-operation and Development (OECD)

countries across many technology fields, in

particular in ICT and bio-technology.1  Identifying

the importance of science literacy, the OECD's

Programme for International Student Assessment

(PISA) has selected scientific literacy which refers

both to a knowledge of science and science-based

technology, as the major domain for the 2015 PISA

assessment.2

Sri Lanka has to transform itself to a competitive

and efficiency driven economy - where innovation

and technological transformation will be important

drivers of economic growth - if the country is to

progress up the middle income ladder. For this, an

educated workforce with market-oriented skills is a

must; today, ICT skills have become a fundamental

requirement for services and industry sectors of the

economy. According to the World Bank's Skills

Toward Employment and Productivity (STEP) survey

2012, there are substantial mismatches between

skills supply and demand for higher educated and

high-skilled workers in Sri Lanka.3  Further, similar

mismatches are observed in the country's Technical

Education and Vocational Training (TEVT) sector,

where skill mismatches are more pronounced for

firms that are internationally based and innovative.

According to the Business Outlook Surveys carried

out in 2012 and 2013, a shortage of manpower with

required skills has become the most severe

constraint encountered by the business community

1 OECD (2000), “Science, Technology and Innovation in the New Economy”, OECD Policy Brief, OECD, Paris.
2 OECD (2013), “PISA 2015 Draft Science Framework”, OECD, Paris. The PISA is an international survey which aims to evaluate education

systems worldwide by testing the skills and knowledge of 15-year-old students.
3 Dundar, H., et al., (2014). “Building the Skills for Economic Growth and Competitiveness in Sri Lanka”, World Bank, Washington, D.C.
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in Sri Lanka.4  This can lead to slow growth in

investment and job creation in the country. To

compete globally, Sri Lanka needs to go beyond

standard measures of skills in terms of enrolment

and completion rates by looking at job specific skills

in cognitive, technical and soft skills.

To cater to this demand, Sri Lanka needs good-

quality formal education, complemented by relevant

skills development opportunities. Good quality

education prepares future generations to meet skill

needs of the economy, smooth the transition from

education to the world of work, enables adjustments

to changes in technology, and also fuels lifelong

learning. However, Sri Lanka's education system is

inadequate to meet the evolving demands of a

globalizing world. The education system is not

modern, and has limited scope and relevance to

meet market needs.5  There is a mismatch in the

courses offered by the education system and

competencies needed by the private sector. This

situation leads to high youth unemployment and low

productivity which in turn lowers economic output.

Sri Lanka's education system has also not been

able to provide equitable access to quality

education. There are large disparities in the quality

of education provided across districts. In particular,

there are resource disparities for more demanding

subjects such as science, mathematics, English and

IT. This leads to a shortage of qualified employees,

especially in knowledge-intensive occupations.

Thus, lack of relevant skills will turn out to be a

bottleneck on the country's economic growth

prospects.

Higher education and technical training enables a

country to cater for the skill needs of the labour

markets, adjust to changes in technology, fuel

innovation, and thus create a more productive

workforce. In turn, these developments form the

basis for faster and sustained economic growth and

rising living standards. However, Sri Lanka's tertiary

education system caters to only a very small

proportion of the population. As the pace of change

is faster in emerging economies, a lack of

opportunity for skills training could substantially

hinder development of the country through low

investment, lack of innovation and slow growth of

business start-ups and entrepreneurs, etc.

Given this backdrop on how supply side

inadequacies affect Sri Lanka's human capital, it is

timely to focus on reforms that will enable every

student to make the best use of the country's free

education system and be a part of a dynamic and

skilled labour force. The following discussion

attempts to assess the required reforms in the

education sector to address the major challenges

ahead, including ways and means of enhancing the

responsiveness of the education system, better

provision of equitable access to quality education,

and building capacity in the tertiary education

system.

8.2 Key Education  Policies
and Reforms in Sri Lanka
The Sri Lankan state continues to provide free

education since its introduction in 1945. Over the

years, several measures have enabled the country's

general education system to improve on equity in

the provision of education for all persons,

irrespective of socio-economic and regional

disparities. The Education Ordinance of 1939 and

the principle of free education `embraced in 1945

were among the earliest policies aimed at achieving

universal and equal access to education at all levels.

Sri Lanka is committed to supporting "Education for

All," adhering to ethics and standards as proclaimed

by provisions in international conventions. A National

Education Commission (NEC) was established

under the NEC Act of 1991, vested with the

4 Ceylon Chamber of Commerce (2013), “Business Outlook - June 2013”, http://chamberblog.chamber.lk/wp-content/uploads/2013/08/BOS-
survey-Jun-2013.pdf [accessed, 27th April, 2015].

5 NEC (2003), “Proposal for a National Policy Framework on General Education in Sri Lanka”, National Education Commission, Sri Lanka.



119

STATE OF THE ECONOMY 2015

responsibility for formulating national policies on

education to enable the system to respond to

changing needs. The NEC recommends education

policy reforms every 10 years. A National Institute

of Education (NIE) was established in 1985 as a

corporate body functioning under the Ministry of

Education (MOE) to formulate the school curricula.

According to set policy, the curriculum is revised

every eight years.

In this context, Sri Lanka has almost achieved the

Millennium Development Goal (MDG) relating to

universal primary education (Goal 2). In 2012, its

primary net enrolment rate was 99.7 per cent;

survival to grade 5 was 100 per cent; and the country

exhibited a high literacy level of 97.8 per cent among

15-24 year olds.6  While Sri Lanka has long been

recognized for its achievements in access to

education, it faces new challenges in providing

quality education services that are relevant to the

changing demands of a rapidly growing economy

and aspirations of the younger generation.

In recent decades, government and public attention

has begun to focus on learning achievements

beyond basic l iteracy. Following NEC

recommendations in 1995 and proposed reforms

under the Presidential Task Force on General

Education in 1997, educational reforms were

implemented in 1997 with the aim of improving

access and equity, while also improving the quality

of education. Accordingly, the 1997 reforms included

the enactment of compulsory education regulations

for children aged 5-14 years, curriculum reforms,

school rationalization, etc. Subsequent NEC

recommendations followed in 2003, while there are

also reforms being formulated currently, expected

to be put forward in 2015.

Parallel to the general education reforms, two

Presidential Task Forces on university education,

and technical education and vocational training were

formed with the aim of strengthening the higher

education sector. Their recommendations were

presented in 1998. The recommended reforms

included improving quality and relevance of the

higher education sector programmes, involvement

of private sector in training, etc. Subsequently, the

NEC presented a comprehensive National Policy

Framework on Higher Education and Technical and

Vocational Education in 2010, covering all areas of

tertiary education in Sri Lanka.7  The successes,

failures and gaps in these reform efforts and other

subsequent reforms are discussed in-depth in the

following sections with regard to developing market-

or iented skil ls, improving access to quality

education, and expanding opportunities in tertiary

education.

8.3 Change from Tradi-
tional to Market-oriented
Skills Requirement
As previously noted, developing a high quality

human resource base enables a country to strive

for higher growth through economic diversification

and improved competitiveness. It also provides

occupational mobility within the labour force, which

leads to more productive and rewarding jobs.

Recognizing the skill needs and implications of skills

constraints for a country's economic growth is more

crucial today than ever before.

As an emerging knowledge economy, Sri Lanka

faces considerable challenges in providing its labour

force with necessary skil ls in ICT, English,

technology, research and development, etc., to

create an educated workforce with market-oriented

skills. The primary reason behind this skill mismatch

is that the quality of the general and higher education

systems, mainly provided by the public sector, does

6 UNDP (2015), Millennium Development Goals Country Report 2014 - Sri Lanka, United Nations Development Programme, Colombo.
7 NEC (2009), “National Policy Framework on Higher Education and Technical and Vocational Education”, National Education Commission,

Sri Lanka.
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not transmit much productive skills to students. This

has resulted in mismatches between the demands

of the market, and the skills of school and university

graduates.  In recent years, governments have

recognized the need to break from the traditional

track and to create an activity based curriculum

relevant to the world of work. Although attempts were

made to improve the quality of education through

the 1997 and 2007 curriculum reforms, there are

shortcomings in curricula designing, development

and implementation.8

The education reforms initiated in 1997 aimed to

modernize and improve competencies in science,

mathematics, IT and English, deemed to be of high

demand in the employment market. Measures were

taken to move towards a competency based

curriculum from an examination based curriculum,

promoting English and IT in education and providing

opportunities for children to gain life skills. The

reforms introduced IT as a common subject for all

A-Level students.  Also, as part of the reforms,

English medium instruction was introduced for A-

Level science streams and for selected subjects at

the secondary level in 2001.

In 2003, the NEC evaluated the 1997 curriculum and

a set of proposals for a National Policy Framework

on General Education were recommended.

Accordingly, the curriculum developed in 1997 for

primary education (Grades 1-5) was to be retained,

but further reforms were recommended for the Grade

6-11 curriculum as it was considered to be weak

from the perspectives of both conceptualization and

implementation.9 Some recommendations for

secondary grades curriculum were to introduce

compulsory activity based projects and practical

work in all subjects, modern learning-teaching

techniques, use of IT as a tool for learning teaching

process, etc. Also, the NEC in its proposals

recommended making provision for the teaching of

mathematics and science in all schools with GCE

A-Level grades.10

Following these recommendations, the NIE

introduced the curriculum reforms for Grade 6-11 in

2007, on the basis of a competency based learning-

teaching assessment model. It aimed to improve the

capacity of students to apply their learning to

everyday situations. To facilitate this approach, NIE

prepared teacher instruction manuals that explain

the new student centred learning-teaching process,

expected to be followed by all teachers.

Furthermore, the reforms strengthened more

demanding subjects - expanding the science

syllabus, introducing computer literacy under a

'practical and technical skills' subject of the

secondary curriculum, etc.

As an emerging
knowledge
economy, Sri
Lanka faces
considerable
challenges in
providing its
labour force with
necessary skills in
ICT, English,
technology,
research and
development.

8 NIE (2009),”An Evaluation of the Process of Development and Implementation of the New Curriculum in Grades 7 and 11", National
Institute of Education, Sri Lanka.

9 NEC (2003).
10 Ibid.
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Studies have found that despite these reform efforts,

there has been little change in the quality of

education provided.11  Moreover, these studies reveal

that there has not been much improvement in

relation to the overloaded curriculum, outdated

teaching methods, and a traditional examination

system which require only memorizing information.

Some teacher training programmes have also been

found to be unsuccessful as resource persons of

these training programmes were university

academic staff who were not involved in curriculum

development or paper setting and marking.12

Research carried out by the NIE itself to evaluate

the 2007 curricula reforms points to several

shortcomings such as curriculum reforms not being

based on identified weaknesses in the preceding

curriculum; lack of proper pre-testing carried out with

regard to its appropriateness; shortcomings in the

content, teaching methodology and curricular

materials (textbooks, teacher instructional manuals);

inadequate knowledge on the part of teachers about

the new curriculum; and lack of a proper monitoring

and evaluation system.13

Based on findings of NIE curriculum evaluations,

curriculum reforms are currently ongoing once again

for Grade 6-11 in stages from 2015. According to

NIE officials, the changes are to introduce a more

practical-oriented curriculum. Also, as a remedy for

gaps in teacher training, teacher trainers are

coached at provincial level with new course manuals.

Further, for the first time, NIE has started monitoring

and evaluating the curriculum reforms at school

level.14

A major reason for the slow progress of curriculum

reforms is due to issues encountered at the

implementation stage. Available data show large

disparities in the quality of education provided due

to unequal distribution of resources, both human and

physical, and also differences in personal

circumstances to afford required materials, identified

as the major constraint at the ground level. For

example, although English medium instruction was

introduced, the lack of sufficiently competent and

English-trained teachers to sustain the reforms was

recognized only later.15  Fur ther, although the

necessity of school activity rooms was identified

under the 1997 reforms, it could not be properly

implemented due to financial constraints.16

A key reason for implementation problems is lack of

required funds to sustain changes. In fact, the NIE

argues that Sri Lanka's educational policies are

formulated and put into practice without allocating

required funds.17  This inevitably means that

implementation gets stuck halfway without the

necessary funds to support the reforms. These

practical issues hinder the expected outcomes of

attempted educational reforms. Thus, it is clear that

although there were attempts to change the

curriculum to a more market-oriented competency

based curriculum, there are many shortcomings and

implementation issues at the ground level which

needs urgent attention.

8.4 Access to Quality
Education
All children should have equal opportunity to

successfully complete a basic education. The

compulsory education regulations of 1997

addresses the issue of the inability of the

economically disadvantaged to utilize free education

11 Liyanage, I.M.K (2014), “Education System of Sri Lanka: Strengths and Weaknesses” http://www.ide.go.jp/Japanese/Publish/ Download/
Report/2013/pdf/C02_ch7.pdf.

12 World Bank (2011), “Strengthening Mathematics Education in Sri Lanka”, Report No. 43, World Bank, Washington, D.C.
13 NIE (2008),”An Evaluation of the Process of Development and Implementation of the New Curriculum in Grades 6 and 10", National

Institute of Education, Sri Lanka.
14 Based on interview with officials of the NIE.
15 De Silva. E. J. (2013), Politics of Education and other Reforms, Sarasavi Publishers, Colombo.
16 Ibid.
17 NIE (2008).
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Sri Lanka’s
educational
policies are
formulated
and put into
practice with-
out allocating
required
funds.

made available by the state. However, these

regulations do not go far enough to address the

quality of the compulsory education received. Sri

Lanka's education sector suffers from human and

physical resource disparities for more demanding

subjects such as science, English and IT.

There are large disparities in the quality of education

provided by schools due to limited facilities. Many

of the schools have only the very basic facilities and

lack required resources to suit modern learning

needs such as science labs, activity rooms, etc. In

particular, there are resource disparities for more

demanding subjects such as science and

mathematics. For example, as of 2013, less than10

per cent of schools have facilities to teach A-Level

science streams (Figure 8.1).18  There are 1,900

schools with A-Level arts and commerce streams,

but do not have a science stream. Due to the lack

of other options, many students are thus compelled

to follow arts or commerce streams for A-Levels.

For example, of total A-Level student enrolment in

2013 (471,000), almost a half are studying in the

arts stream, while 24 per cent and 27 per cent were

studying in science and commerce streams,

respectively.  These constraints have knock-on

effects; for example, although there were plans to

train 3,000 nurses a year, lack of A-L science

graduates was a constraint in achieving this.

Despite the NEC 2003 recommendations to make

provision for the teaching of mathematics and

science in all schools with GCE A-Level grades,

during 2003-2013, only 262 schools have been

added on to provide A-Level science streams.

Furthermore, schools offering science subjects in

A-Levels are not rationally located, with a majority

of these to be found in urban areas, with almost

one-fifth of such schools located in the Western

Province alone (Figure 8.2). Lack of geographical

access to science education has also limited

access to more technical education at higher levels.

Figure 8.1
Number of Schools by the Highest Functional Grade (2013)

Source: Ministry of Education (2013), “Sri Lanka Education Information 2013”, Ministry of Education, Battaramulla.

18 Ministry of Education (2013), “Sri Lanka Education Information 2013”, http://www.moe.gov.lk/english/images/Statistics/sri_
lanka_education_information_2013.pdf.
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Even with the limited physical resources, if there is

good leadership by principals - backed by an efficient

teaching staff - schools can provide quality

education. Thus, teachers are the most crucial and

valuable resource for delivering quality education

within the system. However, Sri Lanka's recruitment

process to attract the best teachers, providing them

with constant training and development, and

incentivizing performance is poor.19  The current

practice is for the central government to recruit

teachers through the National Colleges of Education

and universities. However, graduate teachers are

often recruited outside these procedures under

frequent government initiatives to absorb

unemployed graduates into the public sector. Their

quality is questionable as they mostly join as

teachers in the absence of any other alternative, as

a result of which their commitment to the profession

can also be low. Such recruits have also not

19 IPS (2014), “Learning from Asian Best Practices in School Education” in Sri Lanka: State of the Economy 2014, Institute of Policy Studies
of Sri Lanka, Colombo.

Figure 8.2
Number of Schools with A-Level Science Stream, by District (2013)

Source: Ministry of Education (2013), “Sri Lanka Education Information 2013”, Ministry of Education, Battaramulla.
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undergone the 2-3 years initial pedagogy training

which is given for other trained teachers.

Even after recruitment, teachers are not continuously

trained, aside from ad-hoc training such as those

targeting curriculum reforms. Further, under the

current system teachers are not motivated as there

is no proper process to monitor and evaluate

performance. Teacher competencies - in

communication, creativity, leadership skills, etc. - are

not evaluated at all and promotions are just based

on exam qualifications and experience. Overall,

therefore, teacher recruitment policies and

processes should be strictly adhered to, whilst

proper teacher training and teacher evaluation

procedures should be implemented to ensure good

quality teachers, and thus a better general education

sector.

There is currently a mismatch between demand and

supply of teachers, with subject specific teacher

shortages.  Teacher deficits are found in almost all

districts for IT and English. In rural schools, it is often

the case that there is a deficit of teachers for more

demanding subjects such as English, science and

IT (Figure 8.3). There is an excess of teachers in

urban popular schools and a shortage in rural difficult

area schools.20  In par ticular, a deficit of Tamil

medium teachers in former conflict-affected areas

could be observed. For instance, according to the

School Census 2013, out of 62 schools with one

teacher, 38 such schools are in the Northern

Province. Lack of qualified teachers and disparities

in teacher deployment mean that schools which

cater to the vulnerable are faced with shortages of

teachers.21  These figures, bad as they are, do not

show the true picture of educational problems - i.e.,

the internal disparities within a district - which in

reality is even more disturbing. Within such districts,

facilities are concentrated in the urban and suburban

centres, leaving out the rural areas. As such, parents

who are the best judges struggle to get their children

into urban schools. It is the economically

disadvantaged people who have been forced to send

their children unwillingly to village schools.

Several initiatives are in the process of being

implemented with the aim of improving teacher

deployment. Some of these measures include

providing special incentives for teachers as well as

principals who serve in remote areas; giving

preferences to the applicants in the districts which

experience teacher shortages; appointing newly

trained teachers to remote areas when selecting

candidates for teacher training; inter-provincial

teacher transfers to get rid of teacher surpluses and

deficits; and living accommodation for teachers who

serve in disadvantaged remote schools.

There have been many initiatives which focus on

improving the quality of education available to

children, including expanding and enhancing the

quality of human and physical resources, with

particular emphasis on disadvantaged and remote

regions. Since 2000, a 'school rationalization

programme' has been implemented which aims to

absorb smaller schools into nearby bigger schools.

The official policy and programme of closing small

schools with low student enrolment was to rationalize

the distribution of schools and to eliminate wastage

of resources.

Under the school rationalization programme, the

MOE has used geographical positioning of schools

in a rational manner to avoid exclusion. With the use

of mapping exercises, school networks are

established where each group proposed, consists

of about 5-10 schools, with access to primary, junior

secondary and at least one school providing A-Level

science and technology classes. However, a major

shortcoming of this system is that when looked at

from an ariel view, the schools are located at an

accessible distance, but some of these schools have

limited access due to poor roads and transport

20 Balasooriya, B. M. J. (2013). “Teacher Recruitment and Teacher Mobility in Sri Lanka”, Commonwealth Education Partnership.
21 World Bank (2011), “Transforming School Education in Sri Lanka”, World Bank, Colombo.
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Figure 8.3
Proportion of Schools with Teachers for English for
Primary Grades and IT (2011)

systems in remote areas. Thus, the closure of such

small schools will deprive the children of poor

families in these villages of the only opportunity they

have for education, even with limited facilities.

An Education Sector Development Framework and

Programme (ESDFP) formulated by the MOE with

the support of the World Bank was put forward in

2005 to maintain the basic principles of quality,

equality and equity in education. The first phase of

this programme covered 2006-10, with a second

phase planned for 2012-16. The major policy themes

of the ESDFP were: (i) increasing equitable access

to basic and secondary education; (ii) improving the

quality of basic and secondary education; (iii)

enhancing economic efficiency and equity of

resource allocation; and (iv) strengthening the

educational governance and service delivery, and

monitoring and evaluation. Key achievements of the

ESDFP under the first phase includes promoting

child-centred pedagogical methods; revision of

curricula and teacher instructional manuals for all

grades; training the in-service advisors to help

teachers by providing practical guidance on

pedagogy; a medium term budget framework being

developed for basic and secondary education, etc.

8.5 Limited Opportunities
for Tertiary Education
Sri Lanka needs a higher education system which

produces graduates who are able to carry out the

complex tasks required by the market and learn new

things easily. Workers with advanced skills are

needed, where a dynamic tertiary education sector

plays a key role in catering to changing demand in

the labour market.

The government plays a prominent role in the

provision of higher education services in Sri Lanka,

but the capacity of the state university system is

limited. It comprises of 15 universities, eight

postgraduate institutes and 10 other higher

educational institutions functioning under the

purview of the University Grants Commission (UGC).

With the aim of increasing opportunities and

Source: Based on data available from Ministry of Education, “School Census 2011”.
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diversifying higher education options, new higher

education institutes have been established while

expanding the existing universities with new

faculties. As a result of these developments, the

university intake which was confined to about 12,000

students in 2002 increased up to about 24,000 in

2013.22  Yet, even as of 2013, more than 120,000

(around 83 per cent of the students who qualified

for university education) were forced to abandon

their ambitions to enter a university due to the limited

number of placements in the state funded

universities.23

Making matters worse from the supply side is that

the curriculum is not modern and has limited scope

and relevance to market needs. Indeed, the state

higher education system is not changing sufficiently

to meet the evolving labour market demands of a

globalizing world, reflected in recurring high

unemployment rates among graduates in Sri Lanka.

There is a mismatch in the courses offered by higher

education institutes and competencies needed by

the private sector. Lack of relevant skills can also

act as bottlenecks for business start-ups and

entrepreneurs, stifling growth prospects for the

Figure 8.4
Distribution of University Admissions by Subject (2012/13)

     Source: DCS, “Statistical Pocket Book 2014”, Department of Census and Statistics, Colombo.

22 UGC (2013), “University Admission”, http://www.ugc.ac.lk/downloads/statistics/stat_2013/chapter2.pdf [accessed, 27 April, 2015].
23 Ibid.
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country. A major reason for the skill mismatch is the

outdated curricula, aggravated by the lack of

interaction with the private sector when designing

degree programmes.24   As seen in Figure 8.4, even

of those who do attend a university, one-third are

studying in the arts stream. As discussed before,

this is mainly due to the fact that only a small

proportion of students pursue A-Levels in science

and mathematics subjects at the school level.

Lack of avenues for higher education hamper the

higher education system in Sri Lanka. Although there

is no explicit legal barrier, the political economy

context of the country makes it impossible to invest

in private universities.25  Those who cannot enter

public universities have limited options for pursuing

higher education. Only those from highly affluent

families are able to obtain university education

outside the country. Annually, around 12,000 Sri

Lankan students are estimated to go overseas for

higher education opportunities.26  Others are able

to obtain external degrees from degree awarding

institutions in Sri Lanka that are affiliated to private

universities outside the country. However, these

institutions have gained the attention of policy

makers for at least two reasons recently: a) the high

cost of these degree programmes, and b) the quality

of education offered by these institutions.

The absence of an accreditation system for private

sector higher education providers makes it difficult

to regulate the quality of programmes on offer. There

are around 59 private universities functioning in the

country.27  However, there is no proper quality

assurance, quality control and monitor ing

mechanism to measure the quality of the

programmes which are being offered by these

institutes.

Proposed reforms spelt out in the National Policy

Framework on Higher Education and Technical and

Vocational Education by the NEC in 2009 aimed

broadly at restructuring the governance and

institutional framework of higher education in order

to facilitate expansion in access, as well as improving

the quality and relevance of higher education.28  To

optimize higher education opportunities, it called for

increasing the number of places in the existing

higher education institutes by providing human and

physical resources, as well as introducing new

methods of teaching, such as distance learning. It

strongly recommended the need to expand higher

education through different means, including the

establishment of affiliated institutions to universities,

establishment of degree awarding institutions

outside the purview of the UGC, and for cross-border

higher education. It also called for 1) a quality

assurance, assessment and accreditation system;

2) coordination with the industry sector in designing

courses; and 3) promoting research and creative

activity in higher education institutes.

One of the key strategies for expanding access to

higher education is the expansion of the private

higher education sector. Encouraging private

investment in university education could provide

benefits, improving the quality of education through

competition and enhance access to university

education. In 2011, the government attempted to

introduce new legislation under the Act on Quality

Assurance, Equalization, Qualification and

Framework with the aim of uplifting the quality of

the diplomas and degrees which are being offered

by the private sector degree awarding bodies. Under

the proposed framework, degrees and diplomas

awarded by the non-state sector were to be regulated

to ensure quality. However, the government had to

24 NEC (2009).
25 ADB (2005), “Technical Assistance to the Democratic Socialist Republic of Sri Lanka: Preparing the Education Sector Development

Programme”, Asian Development Bank, Manila.
26 De Alwis. D., ( 2013), “More Foreign Students, Scholarships in Pursuit of Hub Status”, http://www.universityworldnews.com/article.

php?story=20130524094742394.
27 De Alwis. D. ( 2012), “Private Universities Bill Halted for Now”, http://www.universityworldnews.com/article.php? story= 20120118 171 12 62.
28 See NEC (2009).
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withdraw the proposed Bill owing to escalating

confrontation from student groups and lecturers.29

Student groups argued that the Bill would destroy

the free education provisions currently enjoyed; the

Federation of University Teachers' Associations

(FUTA) also opposed the Bill, especially the manner

in which it was processed, arguing that the Bill

should be discussed with all stakeholders including

students, before being presented to Parliament. It

should be noted however, that the NEC 2009

recommendations included the establishment of a

National Quality Assurance, Accreditation Council

by an Act of Parliament, as an independent body

appointed by the President, to cover all areas of

higher education and technical and vocational

education in Sri Lanka.

In these circumstance, with the aim of bringing

private universities into operation while avoiding

escalating conflicts, the government took measures

to attract foreign universities to set up campuses

and research centres in 'free investment zones' as

BOI approved projects. Under this scheme, foreign

investors will be offered land and tax breaks. The

aim is to create a higher education hub in Sri Lanka

which is cost effective for foreign students. Also, the

establishment of foreign branch universities in the

country is expected to encourage local students to

study at international universities at home and

lessen the drain of foreign exchange from the

country. In September 2013, an Extraordinary

Gazette was tabled in Parliament to grant a 15-year

tax break to a British university that was planning to

establish a branch campus in Sri Lanka. Plans to

allow 10 private universities to operate locally by

2020 in six such education zones were announced

in 2014.30  However, the absence of a Quality

Assurance, Equalization, Qualification and

Framework for higher education that will regulate

such 'free zone universities' is a continuing cause

of concern.

Existing regulations governing quality of higher

education is inadequate. Under the

recommendations for  'Reforms in University

Education' by the Presidential Task Force of 1998,

several measures were initiated to improve the

quality and relevance of university education in Sri

Lanka, with ongoing reforms targeting quality

improvements as well as expanding the availability

of opportunities for university education. A Quality

Assurance and Accreditation Council (QAAC) of the

UGC was set up in 2005 under the 'Improving the

Relevance and Quality of Undergraduate Education

(IRQUE)' project (2003-2010) with World Bank

funding, to monitor the quality of academic

programmes offered by public universities and higher

education institutions. Under the same IRQUE

project, initiatives have been made to establish a

common National Higher Education Management

Information System (N-HEMIS), to generate

information for planning, monitoring and evaluating

the higher education sector. With the aim of

increasing opportunities for higher education, the

Absence of a
Quality Assurance,
Equalization,
Qualification and
Framework for
higher education
that will regulate
‘free zone
universities’ is a
continuing cause
of concern.

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

30 Business Standard, (2014), “10 International Universities to Open Campuses in Sri Lanka”,http://www.business-standard. com/article/
news-ians/10-international-universities-to-open-campuses-in-sri-lanka-114042300988_1.html.
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UGC has granted degree awarding status for several

institutes in specific disciplinary areas to meet the

needs of a knowledge society. With the recognition

of the Institute of Technological Studies (ITS) as a

degree awarding institute in 1988, several other

institutes such as the National Institute of Business

Management (NIBM), Sr i Lanka Institute of

Information Technology (SLIIT), the Institute of

Chartered Accountants of Sri Lanka (ICASL) were

recognized as degree awarding institutes under

Section 25 A of the Universities Act No. 16 of 1978.

8.5.1 Training and Skills Development
outside the University Sector
The intensive application of technology and pace

of innovation is an integral part of the modern

economy. New occupations are emerging and

replacing others. Required skil l levels and

competencies are rising with the changing demands

of the globalized labour market. To enhance the

responsiveness of Sri Lanka's education and

training system to these changes is a major

challenge.

The Technical Education and Vocational Training

(TEVT) in Sri Lanka is characterized by a multitude

of agencies, including public and private sector

training providers and a regulatory body - the Tertiary

and Vocational Education Commission (TVEC).

Since 1990 the TVEC has been mandated to

formulate policy, plan and coordinate, as well as set

standards and regulate the TEVT sector for

relevance and quality of training.

Private and non-governmental organization (NGO)

sector training institutions also play a key role in

providing TVET in the country. There are a large

number of TVET institutions operating on a fee-

levying basis, while a widespread network of non-

fee levying institutions supported by national and

international charities are also in operation.  As of

2012, there were 2,421 registered institutes under

government (337), statutory bodies (766), private

(1,051) and NGO (267).31   The TVEC has put in

place a system for registration of training institutions

and accreditation of courses to establish and

maintain a credible system for quality assurance for

the TVET sector. As of 2012, 1,148 courses have

been accredited and recognized by the National

Vocational Qualifications (NVQ) as one of

recruitment criteria in the public sector. According

to TVEC registered institutes, the student intake in

the public sector was 112,569, with another 43,693

intake in the private sector.32

Clearly, Sri Lanka's tertiary education and training

systems are failing the country's youth. Whilst the

national unemployment rate is low at around 4 per

cent, youth unemployment is significantly higher,

estimated at 21.5 per cent (15-19 years) and 13.7

per cent (20-29 years) in 2014.33

The majority of school leavers leave the education

system after O-Levels. Each year about 140,000 and

80,000 students leave the school system without

succeeding at the O-Level and A-Level

examinations, respectively.34  These children are the

pr ime target for specific training and skil ls

development programmes in meeting skills demand

of the country. However, the general acceptance of

the country's TEVT sector is poor due to low

recognition of the qualifications, low employability

of graduates and the poor effectiveness of the

course in catering to the demands of the market.

Thus, the transition from school to the world of work

is not smooth.

This is compounded by an inadequate flow of

information between youth and the labour market.

31 TVEC (2012), “Corporate Plan  2013-2017”, Tertiary and Vocational Education Commission, Sri Lanka.
32 TVEC (2013), “Labour Market Bulletin – 2013”, Tertiary and Vocational Education Commission, Sri Lanka.
33 CBSL, Annual Report 2014, Central Bank of Sri Lanka, Colombo.
34 DCS, “Statistical Pocket Book 2014”, http://www.statistics.gov.lk/Pocket%20Book/chap13.pdf.
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Inadequate information flows such as on the types

of job opportunities in the labour market, limit the

aspirations and life goals of youth. Most of the young

students are not aware of skill needs when selecting

a subject stream at the A-Levels. There is no proper

career guidance system to advise these school

leavers. Therefore, most usually find unskilled or

casual jobs. This is partly due to the lack of a

systematic link between the TEVT and secondary

education, leaving a majority of school leavers with

no access to skills development programmes.35

In the past, the TEVT sector expanded without

adequate focus on quality of the programmes. From

the 1990s, there were attempts to improve the TEVT

sector -  establishment of TVEC and the Ministry of

Vocational Training in 1994, etc. Following the

recommendations of a Presidentatial Task Force on

TEVT sector reforms in 1998, major reforms were

initiated to restructure the TEVT system. These

include, improving the quality and relevance of

programmes by introducing national skill standards,

and registration and accreditation of courses of all

vocational institutions. The Tertiary and Vocational

Education Commission, in association with the Skills

Development Project (SDP) of 2000-07 introduced

the national certification system for the TVET sector

- the National Vocational Qualifications (NVQ)

framework. The Technical Education Development

Project (TEDP) of 2007-2011, the successor to the

Skills Development Project, mainly concentrated on

NVQ diploma level courses and the setting up of

the University of Vocational Technology (UNIVOTEC)

to award NVQ degree equivalent qualifications.

UNIVOTEC was established in 2008. Along with that,

nine Technical Colleges in nine provinces were

upgraded to Colleges of Technology to offer national

diplomas, star ting from 2010.36  The TVEC is

responsible for monitoring the consistency and

quality of training delivery, its validity and reliability.

However, the TEDP validation report by the ADB

reveals that there were many shortcomings.37  These

include lack of teachers to reach the expected

outcome of the programmes; staff training not being

successful due to short period of training, late

scheduling, and also some irrelevant training;

existing technical colleges being only marginally

improved in order to upgrade to the level of a College

of Technology, etc.

8.6 Policy Implications
and Recommendations
For Sri Lanka to continue its transition as a middle-

income emerging economy, it will have to rely on

efficiency driven productivity growth. For this, the

country needs a skilled workforce that is able to

create and adapt to new technologies, and has the

necessary general skills to be competitive in the

global market.  However, the ability of the present

education system to cater to these emerging

demands and train the country's human capital is

35 ADB (2005).
36 TVEC (2010), “Corporate Plan 2011-2015”, Tertiary and Vocational Education Commission, Sri Lanka.
37 ADB (2014), http://www.adb.org/sites/default/files/PVR-375.pdf.
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highly questionable. Some of the critical issues in

the education system which need urgent attention

include allocation of sufficient funds, reforms to

enhance the quality and relevance of the curriculum,

address deficiencies in human resources in

recruiting and training; and consistent

implementation of reforms issues. Required reforms

in addressing the above critical issues are discussed

below.

Fund allocation: The allocation of funds is often

identified as a major reason for slow progress of

recommended reform efforts. Therefore, adequate

funding should be allocated on time to meet

necessary ground level resources and to sustain the

reforms. Sri Lanka has proposed to increase

government spending on education from the current

1.9 per cent of GDP to 6 per cent over five years. If

proposed higher budgetary allocations materialize,

priority areas where additional spending is needed

should address resource disparities in school

education, expanding science education and

capacity building, teacher recruitment and training,

including in higher and tertiary education sectors.

Reforms to address skill gaps to improve
quality and relevance of programmes:

Addressing the mismatch between the skills

acquired through the education system and the

requirements of the labour market is a key concern

of the current higher education system. State

universities should change to become dynamic

centres of teaching and learning that will react to

changes in the market in a timely manner.

Curriculum should be reformed to match the skills

demands of the globalized labour market with

sufficient practical applications. Linkages should be

developed between universities and the private

sector when designing the courses, securing the

relevance of training to the changing needs of

enterprises and labour markets.

A minimum of two years training should be initiated

for students after sitting for O-Levels to address the

skill gaps of school leavers. Training programmes

should be more work-oriented technical training

programmes in different fields - such as hotel,

construction, T&G sectors, etc. Vocational education

systems should be linked with industries that can

absorb these students. Therefore, training

programmes should be developed with the

involvement of private sector companies while the

programmes should more relevant to regional

development priorities. Public-private partnerships,

and schemes of recruitment through vocational

education and training institutes directly to the

industry, are essential.

Reforms to strengthen human resources:

Qualified teachers should be recruited for more

demanding subjects such as science, mathematics,

IT and English according to a proper procedure -

i.e., through Colleges of Education. Also, teacher

education programmes should be strengthened.

More specifically, initial 2-3 years pedagogy training

should be given to all newly appointed teachers

including university graduates. Also, continuous

Lack of a
systematic link
between the
TEVT and
secondary
education,
leave a majority
of school
leavers with no
access to skills
development
programmes.
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short period training (2-3 weeks) should be given to

all teachers during the school vacations at the district

level training centres. This continuous training should

be considered for salary increments, promotions,

etc., based on proper performance criteria.

To address the teacher dispar ities, teacher

incentives should be provided to teachers to work

in rural areas to ensure a more equitable distribution

of qualified teachers. To attract qualified teachers

and increase retention, measures to motivate them

such as better salaries and working conditions

should be provided. Payment of a substantial

monthly allowance as practised in some OECD

countries and fully decentralized school based

teacher recruitment also could be incentives to

persuade teachers to take up appointments in

schools in difficult locations.38  In the TEVT sector,

academic staff should be well qualified and

remunerated accordingly. In the absence of qualified

staff and local trainers, foreign trainers should be

considered drawing on best practices from other

relevant countries.

Reforms to strengthen implementation by
giving appropriate powers to authorities,
with adequate monitoring and evaluation of
implemented programmes to ensure proper
coordination with different groups: Although

reforms are recommended, there have been many

implementation issues at the ground level due to

resource disparities. Therefore, reforms should be

done in a holistic manner with responsible

authorities, identifying required resources, budget

estimates, etc. It could be observed that although

policy recommendations are done by authorities

such as NEC, at the implementation stage, their

involvement is very low. Due to this, many of the

recommended reforms are slow to take-off and

progress. Therefore, more powers can be given to

the NEC on implementation, allowing for monitoring

and evaluation systems to provide feedback to policy

makers.

Under the proposed 'free investment zone' concept,

private universities are entering the system, without

proper regulatory mechanisms. Therefore, urgent

attention should be given to regulating these private

higher education institutes. Although the proposed

Quality Assurance, Equalization, Qualification and

Framework Bill failed, registering these institutes

under the UGC Act, similar to some other registered

higher education institutes such as SLIIT, NIBM, can

be considered. Also, it is necessary to strengthen

the regulatory mechanism of these institutes by

incorporating new rules and regulations, especially

with regard to standards of the curricula, etc.

To address the labour market information gap

among school leavers, awareness and absorptive

capacities of industries, as well as education and

training institutes need to be developed. Therefore,

it is important to identify innovative, rapid, effective,

and feasible strategies to reach school leavers for

vocational training. Most students do not have

adequate awareness of these opportunities

presented by the institutes of vocational education

and training. Therefore, raising awareness should

be done at the school level after sitting for O-Levels.

Through such efforts, students will be better

prepared to choose between vocational training and

following more academic training for A-Levels.

Particular attention should be given to school leavers

who do not succeed at their O-Levels. This

awareness campaign should be done in a well-

planned manner, with the involvement of vocational

training authorities, private sector institutes, etc. In

addition, the institutional capacities for delivering

vocational training programmes should be upgraded

in areas such as training material and equipment.

At district level, there is an identified need for well-

equipped training centres with residential facilities.

38 World Bank (2011), “Transforming School Education in Sri Lanka”, World Bank, Colombo.



9. Health Sector Reforms
9.1 Introduction

W
ith universal health care and a robust

public health network across the

country, Sr i Lanka has made

noteworthy achievements in health outcomes

compared to other developing countries. Sri Lanka

is characteristic of increased life expectancy,

reduced maternal and child mor tality and

decreasing levels of communicable diseases, etc.

While this success is laudable, the country needs

to strengthen its existing health system (both public

and private) in order to face changes brought on by

demographic and epidemiological transitions. Due

to the decline in overall population growth, the

percentage of individuals over 60 years in the

country is expected to grow at an unprecedented

rate to reach 24.8 per cent by 2031.1  Moreover,

there is a shift in the disease burden towards non-

communicable diseases (NCDs) such as heart

disease, cancer, asthma and diabetes, mirroring

that of high GDP countries. In fact, the leading

cause of death in Sri Lanka is cardiovascular heart

disease. Similarly, due to the increase in per capita

income over the years, there is also greater demand

for better treatment procedures.

These changes bring a variety of challenges. With

regard to health care financing, the system will need

to take into consideration the higher cost of

providing health services for NCDs that require long-

term interventions. As the population ages, demand

for health care will increase and change shape. Also,

greater globalization will make Sri Lanka more

vulnerable to health epidemics. The health sector

needs to strengthen its health care organization,

provision and regulation not only to deliver services

effectively and efficiently, but also to provide quality

care and guarantee patient satisfaction.

In this context, this chapter discusses possible health

care reforms to be undertaken in order to cater to

population demands successfully. The chapter

proceeds as follows: Section 9.2 outlines health care

financing. Public sector reforms and private sector

reforms are discussed in Sections 9.3 and 9.4,

respectively. Section 9.5 discusses drug policy and

Section 9.6 concludes.

9.2 Health Care Financing
Currently, health care in Sri Lanka is financed through

a combination of tax-financed government

expenditure and private payments for care. Public

sector funds are channelled through a combination

of contributions from the Ministry of Health (MOH),

provincial and local governments, other ministries

and government entities, the President's Fund and

the Employee's Trust Fund.2  The majority of private

sector financing sources consists of out-of-pocket

expenditure, insurance, NGOs and pr ivate

employers' arrangements for health expenditure.

Total health expenditure as a share of GDP stood at

3.4 per cent in 2009, having peaked at around 4 per

cent during 2002-06.3  It is evident that the private

sector has increasingly become prominent in health

care expenditure. Between 2005 and 2012, the

1 De Silva, I., (2012), “The Age Structure Transition and the Demographic Dividend: An Opportunity for Rapid Economic Take-off in Sri
Lanka”, Sri Lanka Journal of Advanced Social Studies, 2(1).

2 IPS (2012), “Sri Lanka National Health Accounts 2005-2009”, Institute of Policy Studies of Sri Lanka, Colombo.
3 Ibid.
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proportion of private health care expenditure

increased from 54 per cent to 60 per cent; the

government contribution to total health expenditure

in 2012 was 40 per cent.4

9.2.1 The Health Transition and
Financial Challenges
The changing demographic and epidemiological

transitions as well as higher demand for better

treatment procedures bring with it the need to

improve Sri Lanka's health financing system. Health

care expenditure is likely to increase in the future

because: a) the increase in NCDs and the proportion

of the elderly requires long-term care and

monitoring; b) the country needs to fill gaps in

service delivery of geriatric care and long-term care;

and c) it is imperative to respond to the increase in

demand for more expensive treatments. Even though

Sri Lanka's disease pattern is moving towards

mirroring that of high GDP countries, its health care

expenditure does not follow suit. In recent years, the

rate of growth in GDP has been above the rate of

increase in public and private health expenditure.5

As a result, when expressed as a percentage of

GDP, the country's total health expenditure shows

a declining trend (Figure 9.1). In 2006, total health

expenditure was 4 per cent of GDP, but reduced to

3.1 per cent in 2012. Furthermore, compared to other

countries with similar health indicators, Sri Lanka's

public health financing per capita is low (Figure 9.2).

Figure 9.1
Health Expenditure as a Percentage of GDP

4 World Bank, “World Development Indicators” http://data.worldbank.org/indicator.
5 IPS (2012).

Source: World Bank, “World Development Indicators”, World Bank, Washington, D.C.
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It is estimated that when life expectancy at birth is

less than 68 years, total health expenditure in Sri

Lanka needs to be 4.87 per cent of GDP; when life

expectancy is greater than 68 years (as it is

currently), it needs to be 5.84 per cent of GDP.6   The

current expenditure figure (3.1 per cent) is lower than

both estimations. This indicates that Sri Lanka would

need to bear a larger burden financially if it is to

provide health care services that would adequately

cater to the changing demographic and disease

patterns.

The critical question is how Sri Lanka can fund an

increase in financing. One alternative is to consider

increasing taxes on harmful products such as

alcohol and tobacco. For example, the country

imposes a Rs. 7,000 per kg excise duty on cigars,

cheroots, cigarillos and cigarettes containing

tobacco. Excise duties that range from Rs. 4,612-

18,500 depending on the length of the cigarette are

also imposed.7  When the percentage of tax in retail

price is considered, the various lengths of cigarettes

have no consistent rate of tax. If the government

imposed a standard rate of 60 per cent of excise

duty on retail price for all cigarette categories, it

would have gained an additional Rs. 8 billion in

revenue in 2013.8  New forms of taxes, such as taxes

on fast food, could also be considered.

A second strategy is to implement a social health

insurance system. The viability of this option,

however, is questionable because a large proportion

of employment in the country is within the informal

sector, making it difficult to collect premiums.

Administrative challenges of social health insurance

should also be given considerable attention as Sri

Lanka does not have prior experience on the matter.

With an ageing population and an increase in NCDs,

Sri Lankans will require different types of insurance;

especially to cover hospital expenses and long-term

care which is more expensive.  The country should

also have a more proactive stance on donations as

a third financing strategy. Currently, donations

operate on an ad hoc basis, leaving room for

untapped potential to be explored.

9.3 Public Sector Health
Reforms
9.3.1 Health Care Delivery
Sri Lanka is one of the few countries in the world

providing free universal health care as a national

Figure 9.2
Health Care Expenditure Per Capita, Select Countries (US$)

Source: World Bank, “World Development Indicators”, World Bank, Washington, D.C.
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6 Ministry of Healthcare and Nutrition (2007), “Health Master Plan – Healthy and Shining Island in the 21st Century”, Ministry of Healthcare
and Nutrition, Colombo.

7 Sri Lanka Customs (2013), “Budget Updates – Excise Duty”, http://www.customs.gov.lk/tariff/ExciseBudget2013.pdf [accessed  May 21,
2015].

8 ADIC (2014), “Raise Taxes on Tobacco”,  http://www.adicsrilanka.org/wp-content/uploads/2014/05/No-tobacco-2014-Report-12.pdf, Alcohol
and Drug Information Centre, Sri Lanka.
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priority for decades, with the state bearing the main

responsibility for providing health care services to

the people. A majority of the population has easy

access to a reasonable level of health care facilities

provided by both the state and private sector through

the extension of services to every corner of the

country. Sri Lanka's health system consists of a well-

established network of health institutions providing

primary, secondary and tertiary health care services.

Whilst the health system consists of public and

private health care services, the government plays

the major role as the key health care provider serving

nearly 60 per cent of the country's population.9

The present structure of the government health care

system is a result of the Health Services Act of 1953

and the Provincial Council Act of 1988. The

government sector covers the entire range of

preventive, curative and rehabilitative health care

provision. From 1950s until the 1980s a central

health department or a ministry was responsible for

managing the government health service. In 1987,

the responsibility of managing the government

health service was devolved to Provincial Councils

by the 13th Amendment to the Constitution.

Management of national health facilities, medical

education, formulation of health policy and bulk

purchase of drugs and medical supplies are done

by the central ministry.10  The state health services

function under an appointed government minister

with nine Provincial Directors of Health Services

(PDHS) responsible for management and effective

implementation of health services in the respective

provinces. The PDHS is responsible for the

management of hospitals (Provincial, Base and

District Hospitals, Peripheral units, Rural Hospitals

and Maternity Homes) and out-patient facilities such

as Central Dispensaries and visiting stations.

The public sector runs an extensive network of

facilities throughout the country. These are organized

into a multi-tiered referral system of facilities ranging

from maternity homes and dispensaries upward to

teaching hospitals and other national hospitals. By

the end of 2012, there were 616 government

hospitals with 76,087 patient beds. Further, the

public health service had 15,910 Medical Officers

(MOs) and 36,486 nurses in 2012. The number of

MOs and nurses per 100,000 population was 78.6

and 180.3 respectively, in 2012.11

In 2007, the Ministry of Healthcare and Nutrition

launched a 10-year Health Master Plan (HMP) with

the mission of achieving the highest attainable health

status by responding to people's needs and working

in partnership to ensure access to comprehensive

high quality, equitable, cost-effective and sustainable

health services.12

Rationalizing and strengthening health network of

facilities and services; reducing priority diseases/

conditions through strategic interventions;

enhancing quality of service delivery; improving

health status of vulnerable populations; increasing

public confidence and patient/client satisfaction in

the health services; accessing new technologies;

strengthening public-private partnerships in order

to enhance efficient health service delivery; and

ensuring adequate drugs, material and equipment

for service delivery, are the eight immediate

objectives proposed to be achieved. Moreover, the

HMP aims to develop the primary health care system

to provide appropriate care and services to deal with

new challenges, such as NCDs and care of the

elderly. In addition, an appropriate referral strategy

(including admission and discharge policies) is

proposed to be introduced to ensure that patients

receive treatment at the most appropriate level,

including home-based care, when and where

appropriate.

9 Ministry of Health (2008), “Annual Health Bulletin 2008”, Ministry of Health, Colombo.
10 Hsiao, W., (2000), “A Preliminary Assessment of Sri Lanka’s Health Sector and Steps Forward”, Institute of Policy Studies of Sri Lanka,

Colombo.
11 Ibid.
12 Ministry of Healthcare and Nutrition (2007).
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Though a comprehensive primary health care facility

network is available across the country, a substantial

number of patients bypass these and seek treatment

at secondary and tertiary health care institutions,

even though they have to travel considerable

distances at great expense and inconvenience.

Bypassing of primary health care institutions is

mostly done because of the erroneous belief that

the outpatient treatment in the secondary and

ter tiary institutions is superior to those in the

periphery.13  Some deficiencies in facilities and

services in the primary health care institutions is

another reason. Noticeable disparities in facilities

in terms of infrastructure, equipment, human

resource, etc., make the level of care vary, attracting

patients towards the tertiary facilities at the expense

of under-utilization of primary health care services.14

Overcrowding of secondary and tertiary health care

institutions, a problem which the public health system

currently faces, is exacerbated when primary health

care institutions are bypassed, creating an

unnecessary burden on higher level facilities.

Provision of quality public health service has

become a priority need, especially in the context of

an increasing tendency to invest in quality assurance

mechanisms by the private sector.15  The poor state

of infrastructure and equipment, unreliable supply

and quality of drugs, shor tcomings in waste

management and infection control, poor

performance of personnel because of low motivation

or insufficient technical skil ls, and severe

underfinancing of essential operating costs of health

services are seen as the main contributory factors

for the poor quality of the health care.16

Further, continuous upgrading of the health care

delivery system is needed in order to face emerging

health challenges (such as NCDs, accidents and

injuries, long-term care, suicides, homicides and

other violence) as well as emergency situations

(such as outbreaks of diseases/viruses like Dengue,

13 Fernando, J., (2011), “The Urgent Need for a Well-planned Referral System for Health Care Delivery in Sri Lanka”, Sri Lanka Journal of
Medical Administration, Vol. 13.

14 IPS (2007), “Access to Health Care” in Sri Lanka: State of the Economy 2007, Institute of Policy Studies of Sri Lanka, Colombo.
15 Rishad, M.H.M. and S.S. Kodithuwakku (2008), “An Assessment of Health Service Quality: A Case Study of a Teaching Hospital in Central

Province of Sri Lanka”, Tropical Agricultural Research, Vol. 2, pp. 251-259.
16 Ibid.
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Ebola and Avian influenza A(H7N9) and disasters

like floods, tsunami, etc.).

The macro-organizational structure of the health

care system affects the efficiency and quality of

health services. Restructuring of the macro-

organizational framework to improve efficiency and

equity by splitting outpatient and inpatient services,

reclassification of existing health care institutions,

and reallocation of resources in order to enhance

equal facilities at outpatient services throughout the

country are some of the recommendations to

enhance the health care service delivery.17

Strengthening the primary health care delivery

institutions and mechanisms is one of the priority

areas that should be addressed immediately, when

assuring a delivery of quality health care service. A

well-planned referral system for health care delivery

is needed in reducing the unnecessary cost burden

on the secondary and ter tiary health care

institutions. Further, revitalizing primary health care

should be done to address the issue of bypassing

primary health care institutions.

9.3.2 Physical and Human Resource
Allocation
An adequate health workforce which is committed

and motivated, and which has the required public

health and clinical competencies is seen as a must

for the effective functioning of the health system. The

number of different types and categories of health

workers and their proper utilization is equally

essential for better functioning of the health system,

as is the provision of an enabling working

environment and proper suppor ting logistics.

Recognizing the importance of maintaining the

efficiency of resources, the National Health Policy

of 1996 adopts "allocating resources between

provinces/districts based on their health needs and

national pr ior it ies" and "supporting and

strengthening human resource development in

keeping with contemporary needs" as key strategies

to raise the health status of the population. The 2007

HMP also identifies improving health financing,

resource allocation and utilization as one of its main

strategic objectives.

Over the years, an absolute increase could be

observed in physical and human resources in the

public health care sector (Figure 9.3). A growth can

be observed in the number of public health

institutions, number and types of facilities available,

and number of health personnel employed in the

health sector. The HMP estimates that the necessary

number of hospital beds for Sri Lanka by 2015 is

about 60,000. The country's health system was able

to reach that by 2005. The latest available figures

show that the country's total bed capacity has

reached to 76,087 by 2012.18  At present, however,

the size and the quality of the health manpower are

A well-planned
referral system
for health care
delivery is
needed in
reducing the
unnecessary
cost burden on
the secondary
and tertiary
health care
institutions.

17 Mahipala, P.G. (2011), “Public Health Interventions Then and Now: How They Will Shape the Future Health System in Sri Lanka”, Sri Lanka
Journal of Medical Administration, Vol.13.

18 Ministry of Health (2012), “Annual Health Bulletin 2012”, Ministry of Health, Colombo.
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inadequate in many areas, especially in rural and

estate areas.19

Although the numbers related to human and physical

resources have increased, the country is still lagging

behind global averages for most of the indicators

related to health workforce and infrastructure

indicating a dearth of resources in the health sector.

According to the indicators listed in Table 9.1, Sri

Lanka has a long way to go before reaching global

averages, apart from the indicator on 'hospital beds

per 10,000 population'. Sri Lanka records 36 hospital

beds per 10,000 population where the global

average for the same indicator is 27.

Despite the fact that resources have increased over

the years, regional disparities in the distribution of

physical and human resources remain.20  The

available evidence suggests that both health

personnel and facilities are insufficient to screen

patients and refer to special care facilities as needed.

There is a high concentration of medical facilities,

Figure 9.3
Physical and Human Resources in Public Health Care (2000-2012)

Source: MOH (2012), “Annual Health Bulletin 2012”, Ministry of Health, Colombo.

Table 9.1
Health Work Force and Infrastructure

Sri Lanka South East Asia Global

Physicians per 10,000 population (2006-2013) 6.8 5.9 14.1

Nursing and midwifery personnel per 10,000 population (2006-2013) 16.4 15.3 29.2

Dentistry personnel per 10,000 population (2006-2013) 0.8 1.0 2.7

Pharmaceutical personnel per 10,000 population (2006-2013) 0.4 3.8 4.3

Psychiatrists per 10,000 population <0.05 <0.05 0.3

Hospital beds per 10,000 population (2000-2012) 36 10 27

Radiotherapy units per 1,000,000 population (2013) 0.1 0.3 1.8

19 Ibid.
20 IPS (2011), “Education and Health Services for Sustainable Growth” in Sri Lanka: State of the Economy 2011, Institute of Policy Studies

of Sri Lanka, Colombo; UNDP (2012), Sri Lanka Human Development Report 2012: Bridging Regional Disparities for Human Development,
United Nations Development Programme, Colombo.

21 Ibid.

Source: WHO (2014), “World Health Statistics”, World Health Organization, Geneva.

0

5,000

10,000

15,000

20,000

25,000

30,000

35,000

40,000

2000 2001 2002 2004 2005 2006 2007 2008 2009 2010 2012

Number of Key Health Personnel

Medical Officers
Nurses
Public Health Inspectors
Public Health Midwives

N
o.

 o
f 

K
ey

 H
ea

lth
 P

e
rs

on
ne

l

0

100

200

300

400

500

600

700

2000 2003 2004 2005 2006 2007 2008 2009 2010 2012

Number of Public Health Institutions

Hospitals
Central Dispensaries
MOH areas

N
um

be
r 

of
 P

ub
lic

 H
ea

lth
 I

ns
tit

ut
io

ns



140

STATE OF THE ECONOMY 2015

even basic facilities like patient beds, MOs and

nurses in metropolitan areas, especially in Colombo

(Figures 9.4 and 9.5).

Absenteeism of doctors and other health personnel

is another human resource issue, as is encouraging

doctors to serve in remote areas. The latter requires

the provision of essential facil it ies (e.g.,

accommodation and transportation facilities) and

incentives such as being afforded priority when

selecting for fellowships and training.

9.3.3 Public Health Sector Manage-
ment and Monitoring
As a result of the implementation of the Provincial

Councils Act in 1989, the public sector health system

in Sri Lanka has a decentralized structure for

providing health care. The MOH operates at the

national level while separate provincial ministries

of health operate across provinces of the country.

The key responsibilities of the MOH include setting

policies and guidelines, promoting medical

education, managing specialized medical

Figure 9.4
Distribution of Beds per 1,000 Population by
RDHS Division (2012)

institutions, and purchase of medical requisites. The

Provincial Directors of Health Services (PDHSs) are

mainly responsible for the implementation and

management of health care services.

Despite decentralization, the health system is

centrally dominated by the MOH. For example, the

Provincial Councils to a large extent are dependent

on the central government for block transfers to

finance health expenditure. There is a lack of an

objective and transparent measure of population

needs for the allocation of provincial funds and there

is no clear link between the level of financing and

performance and outcomes. Furthermore, the public

servants employed at Provincial Councils depend

on the central government for career promotions,

etc., which increase their allegiance to the centre

rather than the local area. This has resulted in a

Although the
numbers related
to human and
physical
resources have
increased, the
country is still
lagging behind
global averages
for most of the
indicators related
to health work
force and infra-
structure indicat-
ing a dearth of
resources in the
health sector.

Source: MOH (2012), “Annual Health Bulletin 2012”, Ministry of Health, Colombo.
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lack of accountability of health officials towards their

local citizens.22

Since most of the authority lies with the central

government, it causes duplication and inefficient use

of public resources. In order to rectify this situation,

the government needs to: a) clearly define the role

and responsibility of the national government, and

b) clarify what is expected of its decentralized units.

The central government should be explicitly

responsible for public sector regulation and

managing tertiary care hospitals. With regard to

managing non-tertiary hospitals and primary care,

what is impor tant is to l ink financing with

performance and targets, and tie responsibilities to

decision making authority.

Even though centralization of government funds is

prevalent, this in itself is not problematic. What

Source: MOH (2012), “Annual Health Bulletin 2012”, Ministry of Health,
Colombo.

should be changed are the terms on

which funds are allocated to Provincial

Councils. Grants should be given

based on the needs of each individual

provincial government. It should also

be directly linked to specific targets

and individual performance.

Furthermore, with regard to hospitals,

what has proven to work

internationally is to allow the

administrators of each facility the

flexibility and responsibility to maintain

quality and efficiency and manage

human resources.23  In order to

manage human resources effectively,

the roles, responsibilities, individual

performance targets, and lines of

authority and accountability need to be
clearly defined. Performance evaluation needs to be

carried out so that incentives and rewards are

attributed accordingly. Each province should be

reviewed for their achievements and drawbacks;

annual reports should be produced on the progress

and challenges faced by each council in order to

ensure transparency and accountabilit y.24

Fur thermore, to measure effectiveness and

efficiency of the health care model, Sri Lanka should

also adopt a well-designed management information

system (MIS). An MIS in health care is a specially

designed information system that aids in managing

and planning health care programmes.25  It will help

health care managers shift towards an evidence

based decision making process. Since different

levels of administration within the system have

different roles and responsibilities, different data

needs should be identified and collected. Afterwards,

such data should be linked to local community,

demographic and epidemiological information to

respond to different local needs effectively.

Figure 9.5
Distribution of Key Health Personnel by RDHS
Division (2012)

22 World Bank (2006). “Service Delivery and Decentralization in Sri Lanka: Assessment and Options”, World Bank. Colombo.
23 Ibid.
24 Ministry of Healthcare and Nutrition (2007).
25 WHO (2004), “Developing Health Management Information Systems: A Practical Guide for Developing Countries”, World Health Organization,

Geneva.
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9.4 Private Sector Health
Care Reforms
9.4.1 Provision of Health Services
During the past two decades the private sector has

grown rapidly, with expansions in hospitals,

laboratories and clinics. Over 100 private hospitals,

with investments of over Rs. 50 billion, entered the

health care sector between 1990-2013.26 The

demand for private sector health care has increased

rapidly due to reasons ranging from improvements

and investments in health technology in the private

sector, and poor public sector performance. The

private out-of-pocket expenditure of households in

2009 was about 45 per cent of total heath

expenditure and 83 per cent of total private health

expenditure.27

Sr i Lanka's pr ivate health care sector is

predominantly engaged in providing curative care

services such as laboratory tests, medication,

surgeries, and nursing care. In 2009, 51 per cent of

total health expenditure was spent on curative care.28

Moreover, private facilities are disproportionately

concentrated in the Western Province in urban or

semi-urban areas due to its higher income level and

population density. For example, approximately 50

per cent of private hospitals are in Colombo, while

the rest are scattered across a few districts such as

Galle, Kurunegala and Kandy; in a review of four

District Secretariat (DS) areas it was found that

three-fourths of such facilities were located in close

proximity to government hospitals.29

It is always the poorest (in rural areas) that suffer

most from the limitations (limited curative care, drugs

shortages, limited availability of specialty treatment)

of the public sector. Even though the private sector

is able to compensate for these limitations, it is

evident that the supply of private facilities does not

necessarily expand in order to address these

limitations. To overcome the drawbacks in each

sector independently, public-private partnerships

(PPPs) can be considered as a solution.

9.4.2 A Role for Public-Private
Partnerships
Public-private partnerships in the health care sector

in Sri Lanka are minimal. Almost all of the private

health facilities are owned and operated by private

persons or organizations; a small fraction (about 3.5

per cent) of medium scale private hospitals are partly

foreign owned/operated.30  Fur thermore, the

government provides only minimal support for

private participation in public health programmes.

For example, during 2007-2010, only 25 per cent

and 10 per cent of reviewed private facilities received

financial and technical assistance, respectively, for

programmes on childhood vaccination; similarly, only

25 per cent and 8 per cent, respectively, received

financial and technical support for antenatal care.31

Given that Sri Lanka has an ageing population, it is

bound to face an increase in demand for acute care.

Since acute illnesses are predominantly treated in

public facilities, it will add further pressure to an

already overburdened public sector. For example, it

was reported that over 5,000 patients are on the

waiting list for heart surgery.32  Similarly, it is

expected that the demand for certain services such

as diagnostic testing in the private sector will

increase due to a reduction in public financing in

26 Dayaratne, G.D. (2013), “Private Hospital Health Care Delivery in Sri Lanka: Some Issues on Equity, Fairness, and Regulation”, Institute of
Policy Studies of Sri Lanka, Colombo.

27 Ibid.
28 Govindaraj, R., et al., (2014), “Health Care in Sri Lanka. What Can the Private Health Sector Offer?”, Health, Nutrition, and Population

(HNP) Discussion Paper, World Bank Human Development Network (HDN).
29 Ibid.
30 Ibid.
31 Ibid.
32 The Island (2013), “Over 5,000 on Waiting List for Heart Surgery”, The Island http://www.island.lk/index.php?page_cat=article-

details&page=article-details&code_title=74821 [accessed 27 April, 2015].
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such areas. However, the private sector has limited

capacity to provide diagnostic services.

In light of this evidence, it is counter-intuitive for the

two sectors to operate independently. Public-private

collaborations will help alleviate capacity constraints;

improve equity and efficiency due to synergies

between public and private sectors through pooling

of resources such as funds and technology; improve

access and reach of health care services for the

population; and strengthen regulation of quality

within the health sector.

One option is for the government to contract with

private providers to deliver health services in remote

areas.33  If, through public funding, the private sector

can expand coverage it will result in improved

efficiency and effectiveness. Initially, the country can

start pilot operations in a limited geographical area

to benefit from economies of scale and concentrate

in an area with poor health indicators. Bangladesh,

Cambodia and India are examples of countries that

have used such contracts. A second option is to

implement demand-led financing strategies such as

vouchers; the government provides a demand side

subsidy to ensure that private health services are

more affordable to vulnerable groups. It also acts as

an inducement to the private sector to provide

services in areas they might not have considered

before. Nicaragua is a country that has successfully

implemented such a strategy. It is important to note

that implementing such options requires an increase

in public sector financing. Strategies on improving

financing were discussed in an earlier section

(Section 9.2.1).

9.4.3 Incorporating Elements of Patient
Centred Care
The private sector is heavily reliant on the public

sector for the supply of doctors. Government doctors

are permitted to work in private facilities provided

that they have completed their official hours. Only

700 medical doctors were employed full time in the

private sector in 2011.34  There is a potential conflict

of interest that arises from this form of dual practice.

Since many people seek out private care based on

the belief that it is of superior quality, it can potentially

influence the quality of care provided by the private

practitioner; they might give preferential treatment

to a private client compared to one seeking care in

the public sector.35  The potential negative effect of

working double the hours (official duty hours in the

33 Harding, A., (2009), “Partnerships with the Private Sector in Health: What the International Community Can Do to Strengthen Health
Systems in Developing Countries”, Center for Global Development, London.

34 Govindaraj, R., et al., (2014).
35 Dayaratne, G.D. (2013).
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public sector and off-duty hours in the private sector)

on a doctor's performance also cannot be ignored.

Additionally, since most private practitioners consult

at more than one hospital per day, they invariably

appear late to consultations because: a) private

hospitals are scattered across Colombo, and b) they

are held up in previous consultation rounds. This

has led to an increase in patient waiting times at

private hospitals. Many patients end up waiting more

than what they consider to be an acceptable waiting

time at private hospitals; in fact, some wait over 20

minutes for a scheduled appointment  when they

believe that an acceptable waiting time is only 5-10

minutes.36

One way around such limitations is to have a

permanent cadre of medical specialists in private

hospitals. Also, one method to ensure that quality is

not compromised is to be more responsive to patient

expectations (patient centred care). Currently, Sri

Lanka's private sector is doctor-centric.37  Patient

centred care requires acknowledging and

incorporating patient needs, values and choices in

the service delivery system. Regular evaluation of

patient satisfaction by conducting surveys is a step

in this direction. It will also signal to the consumer

that their considerations are taken into account and

that the private sector is committed to ensuring value

for money for the services they provide.

9.4.4 Regulation
In 2006, the Private Medical Institutions

(Registration) Act (PMIRA) came into effect with the

aim of regulating private medical institutions in Sri

Lanka. Under the PMIRA, all private medical

institutions are required to obtain a Certificate of

Registration. Furthermore, the PMIRA established

the Private Health Services Regulatory Council

(PHSRC), an independent statutory body that is

primarily responsible for licensing, regulating and

monitoring private medical institutions.In addition,

the PHSRC gathers information and data on quality

assurance and service standards which are

subsequently used to grade the performance of

private medical institutions. Private medical

Public-private
collaborations
will help alleviate
capacity
constraints;
improve equity
and efficiency due
to synergies
between public
and private sec-
tors through pool-
ing of resources
such as funds
and technology;
improve access
and reach of
health care ser-
vices for the
population; and
strengthen regu-
lation of quality
within the health
sector.

36 Samarakoon. S., (2015), “Patient Waiting Times in Private Hospitals: A Growing Concern in Sri Lanka” http://www.ips.lk/talkingeconomics/
2015/01/07/patient-waiting-times-in-private-hospitals-a-growing-concern-in-sri-lanka-2/, Institute of Policy Studies of Sri Lanka, Colombo.

37 RAM Ratings (2013), “Private Pills for Public Pains: The Private Health Care Sector of Sri Lanka”, Ram Ratings (Lanka) Ltd., Colombo.
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providers, the central government, Provincial

Councils and other professional body

representatives form the PHSRC. As a result of the

Act, private sector regulation is outside the domain

of the MOH.

Existing evidence, however, point out that the

regulatory system is functioning sub-optimally.

Though the basic purpose of the PHSRC is

registering and licensing private medical providers,

it has failed to register and/or license a large number

of institutions.38   The body has been ineffective in

implementing a system to monitor the registration

status of medical providers. Though the PHSRC has

a database on registry of licences, it has not been

able to gauge the number of currently registered

providers or the number of renewed applications

each year. There is also a lack of follow-up action

such as warnings, suspensions or cancellation of

licences against providers who fail to renew or obtain

licences. In the absence of strict legal enforcement,

there is no incentive for medical providers to comply

with rules and regulations. For example, a study that

mapped four DS areas in the country, found that 68

per cent of reviewed private health facilities were

not registered with a relevant authority.39

A regulatory body should ideally be independent,

unbiased and transparent. However, the PHSRC

allows direct involvement of pr ivate medical

providers in the regulation process when such

providers are essentially those that are to be

regulated by the PHSRC. As a result, this could

potentially increase the risk of regulatory capture.

Moreover, the PHSRC suffers from understaffing and

underfinancing. For example, in 2012 only two full-

time employees were employed to carry out the basic

functions. This is in stark contrast with Malaysia

where the licensing unit for private medical providers

employs 62 staff members - a number deemed

insufficient by Malaysian experts.40  Given that the

demand for private sector health care is increasing,

it is imperative for Sri Lanka to strengthen private

sector regulation to maintain quality standards.

One option is to benchmark Sri Lanka's regulatory

system against other comparable countries in the

region. This would require returning the regulatory

functions of PHSRC to MOH, mirroring the scenarios

in countries which have similar institutional

backgrounds (Singapore, Malaysia, Hong Kong) or

level of economic development (Thailand). As

depicted in Table 9.2, compared to these countries,

it is only in Sri Lanka that the regulatory body is not

independent of private medical providers, regulation

lies outside of the MOH, and private hospitals do

not have a strict requirement to report patient data

annually. Such features point to the relatively weak

performance of the regulatory body in comparison;

for example, the effectiveness of licensing in Sri

Lanka is only 48 per cent for 2011 while it is full or

near full in other comparable countries.

If the country is to retain the PHSRC, a second

option would be to reinforce its regulatory

effectiveness. This can be implemented by: a)

limiting or eliminating private sector provider

representation within the PHSRC, and including

representatives from the Independent Medical

Practitioners Association, Attorney General's

Department appointed by the Minister to the Council

and Sri Lanka Medical Association; b) training and

strengthening the regulatory capacity of officers in

charge. It is imperative to train and appoint more

persons in charge of the PHSRC to carry out the

necessary regulatory mechanisms. In terms of

regulatory capacity, according to the PMIRA, only

the Provincial Directors of Health Services (PDHSs)

or their deputies are permitted to carry out

inspections and investigations of private medical

providers. These appointees, however, have limited

authority compared to the Deputy Director Generals

38  IHP (2012). “Private Health Sector Review”, IHP Technical Reports Series Number 2, Institute for Health Policy, Colombo.
39 Govindaraj, R., et al., (2014).
40 Rosnah, N.R., et al., (2011), “Impact of the Private Health Care Facilities and Services Act 1998 (Act 586) and Regulations 2006 on the

Medical Practice in Corporate Private Hospitals in Malaysia”, International Journal of Sustainable Development, 2 (9):89-106.
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(DDGs) of the central government. Therefore, uniting

the PDHSs and their deputies with the DDGs in the

form of joint regulatory teams will strengthen

regulatory functions.

In addition, a committee should be appointed to

handle the problems private providers face at the

registration stage. This would also entail that private

providers are supported in areas where they may

need assistance. It is important to implement this

committee at a high level of government to

strengthen the regulatory process. Adequate

financing should be allocated to the regulatory body

to carry out their roles and responsibilities effectively.

It would also help in maintaining an accurate and

complete health information system within the sector.

9.5 Drug Policy
9.5.1 Evolution of Sri Lanka's Drug
Policy
In 1957, led by Senaka Bibile, a National Formulary

Committee (NFC) was set up as the apex body with

Table 9.2
Private Health Sector Regulatory Characteristics of Select Countries
Regulatory characteristic Sri Lanka Singapore Malaysia Hong Kong Thailand

Responsible authority for PHSRC MOH MOH DOH MOPH
regulation (independent (Health (Health

body outside Ministry) Ministry)
MOH)

Responsible authority for PHSRC MOH MH DOH MOPH
regulation and licensing (independent (Health (Health

body outside Ministry) Ministry)
MOH)

Independence of regulatory No Yes Yes Yes Yes
body from private sector

Requires license to operate Yes Yes Yes Yes Yes

Effectiveness of licensing 48% (2011) 100% >98% 100% >90%

Statistical reporting None Annual patient Annual patient Annual patient Annual patient
requirements of private statistics; statistics statistics statistics

patient morbidity including returns
and mortality mortality
every 3 months

Source: IHP (2012), “Private Health Sector Review”, IHP Technical Reports Series Number 2, Institute for Health Policy, Colombo.

a mandate to manage the whole spectrum of

pharmaceutical preparations. Subsequently, the

'Ceylon Hospital Formulary' was prepared which

recommended 600 selected drugs with their generic

names. Price control of medical drugs under the

Control of Prices Act No. 29 of 1950 was another

milestone in the process of drug policy evolvement.

In 1971, confronted with a trade deficit and import

restr ictions, the government called for an

assessment of the pharmaceutical system and

proposals for its future development, without

compromising on accessibility and availability of

drugs within the country. The resultant 'Bibile Report'

was considered the pioneer in drug policy not just

nationally but also internationally.41  With the change

in economic policies and liberalization of imports in

1977, the few proposals of the Bibile Report that were

implemented started to be diluted. Price controls by

the government were removed and drug promotion

was allowed. Though the State Pharmaceutical

Corporation (SPC) continued, it ceased to be the

sole importer of drugs. Consequently, thousands of

drugs with a variety of brands flooded the country

since the private health sector as well as private

41 Siribaddana, S., and  A. Sumathipala (2005), “ Essential Drugs, Senaka Bibile and Sri Lanka: Rejoinder to a Eurocentric Debate Led by
WHO on the TRIPS Agreement”, Technology Innovation Group, (3)3.



147

STATE OF THE ECONOMY 2015

Box 9.1
Health Care Reform for the Elderly

Sri Lanka is known as a country which advanced well in its demographic and epidemiological
transition and it was among the first developing countries to achieve below replacement level
fertility. A decline in fertility rates, rising life expectancy at birth, and increasing out-migration
(particularly among the younger group) are the main contributory factors behind the demographic
transition in Sri Lanka.

The National Health Policy of 1996 identified health problems of the elderly as a priority area
which need focused attention. The Presidential Task Force which was appointed in 1997 to
formulate a health policy and identify the strategies to address health problems and issues of
the country specifies "expanding the services to areas of special needs" as a priority issue,
where the elderly health care is identified as an area of special needs.  Identifying the elderly as
a vulnerable group as well as a challenge to the health system, the HMP of 2007 aims to expand
health care services and training in the area of geriatric medicine to meet the emerging health
care requirements of the elderly.

Sri Lanka has to face a number of challenges with population ageing such as social protection to
the elderly, ageing of the labour force, rising demand for geriatric care, and institutional capacities
to take care of the elderly. Elderly people demand health care and treatment more than younger
people. The pattern and causes of their illnesses also differ (e.g., Alzheimer and dementia),
requiring special care and geriatric treatment that can be costly. Further, the elderly are more
vulnerable to chronic illnesses such as heart diseases, stroke, lung and liver diseases, cancer,
asthma and rheumatism, as well as degenerative diseases like hypertension, diabetes, cancer,
etc.

With the increasing number of elderly, the demand for intensive diagnostic tests, long-term
hospitalization and better treatment as well as rehabilitation and social and clinical therapy will
go up. Further, geriatric health care needs special medical training and skills. In order to meet
this demand, the country's health service should be well equipped with required resources -
both financial as well as non-financial resources.

However, it is questionable whether the country would be able to cater to the increasing demand
for elderly care with current resource allocations. Under the current system, it is difficult to identify
the health expenditure for elderly separately as the government provides free medical treatment
for all, irrespective of age. However, the comparatively low budgetary allocation for the health
sector would be a barrier in meeting the rising demand for geriatric health care, while maintaining
standards in maternal and child care. To address this dilemma, strengthening geriatric health
care investments by increasing the overall budgetary allocations for the health sector seems
inevitable. Better provision of long-term care by both public and private sectors, and re-orientation
of preventive and promotive care to cater to the health needs of the elderly are other pressing
areas requiring policy attention.

Source:   IPS (2014), "Demographic Challenges of an Aging Asia" in Sri Lanka: State of the Economy 2014,
Institute of Policy Studies of Sri Lanka, Colombo.

pharmaceutical companies had the liberty to import

drugs directly. Also, thousands of private pharmacies

opened across the country and sold drugs on a

prescription or on over- the-counter basis.

The Cosmetics, Devices and Drugs Act No. 27 of

1980 came into operation in 1986 with a Technical

Advisory Committee. However, this was not

adequate to act as a central regulator of medicinal

drugs management from pre and post stages. In

1989, the Fair Trading Commission Act introduced

a maximum retail price, and a price formula to which

the SPC as well as private sector importers had to

conform. Two National Medicinal Drug Policies were
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drafted in 1991 and 1996, but did not proceed to

the stage of Cabinet approval.

Whilst medicine shortages in government hospitals

were frequently reported, no proper planning and

management was taken to remedy the situation. In

2005, Cabinet approval was finally given to a

National Medicinal Drug Policy (NMPD). Allopathic

medicine was the main concern of this policy, and

policies for other systems of medicines are to be

developed later. Ten years on since Cabinet

approval, the National Medicinal Regulatory

Authority Bill (NMRA) was approved in March 2015

to serve as an umbrella to facil itate the

implementation of the NMDP.

Box 9.2
Salient Features of the Bibile Report

Introducing a single purchasing agency for the country:  The report proposed the public
sector to act as a sole importer, and distributor of approved drugs by the formulary for the country.
Further, bulk purchasing was also recommended to reduce taxes and alter the mark-ups which
reduce the cost of pharmaceuticals.

Establishment of the SPC:  In 1971, the SPC was established under the Industrial Corporations
Act No. 49 of 1957. The reason was to transfer the monopoly of pharmaceutical trade to the
government. This reduced not only the outflow of foreign exchange, but also the financial burden
on patients.

Reduction of numbers of medicines imported and expansion of quality testing facilities:
Formulations imported to the country in the 1970s reduced from 3,000 to 800. When limiting the
varieties of drugs, price variation of drugs can gradually go down. This can then meet the
availability and affordability criteria. But to meet the quality of drugs, accredited lab facilities had
to be set up within the country, as proposed.

Mandatory use of generic names in import and prescription: Thousands of non-essential
drugs in different brand names imported to the country could be reduced with the introduction of
mandatory use of generic names in import.

Expansion of local manufacture: As an outcome of the report, the State Pharmaceutical
Manufacturing Corporation (SPMC) was set up in 1986, managed by the SPC.

Change drug information system: Under this, advertising medicinal drugs was proposed to be
stopped, and preparation of formulary notes made available to all medical practitioners was
recommended.

Changes in patent law: This allows purchasing drugs from the process patent holders where
drugs are cheaper than that from the product patent holders. However, whilst drugs are currently
being imported from cheaper sources to reduce drug costs, it can lead to poor quality in some
instances.

Source:   Siribaddana, S., and A Sumathipala (2005), "Essential Drugs, Senaka  Bibile and Sri Lanka:
Rejoinder to a Eurocentric Debate Led by WHO on the TRIPS Agreement", Technology Innovation
Group, 3(3); Abeykoon, P. (2012), "A Long history of NMP: Where are We Now? The Sri Lankan
Experience" http://www.apcnmp2012.com.au/images/P6-ABEYKOON.pdf.

The NMDP focuses on the following areas: a) ensure

availability and affordability of efficacious, safe and

good quality medicines relevant to the health care

needs of the people in a sustainable and equitable

manner; b) promote the rational use of medicines

by health care professionals and consumers; and

c) promote local manufacture of essential medicines.

The policy was framed within the overall health policy

of the country based on the ‘essential medicines’

concept. It focuses on the health sector but includes

coordination with relevant areas such as education,

finance, agriculture, animal husbandry,

pharmaceutical industry and trade, and acts to

safeguard the rights of the patients/consumers.
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9.5.2 Implementing National Medicinal
Drug Policy
Successive governments in Sri Lanka have provided

health care over the decades without a proper drug

management system. This happened not because

of unavailability of a policy, but due to poor

commitment to implement the drug policy which was

introduced in the 1950s. Use of poor quality drugs

by state hospitals is frequently reported. Inadequate

capacity to align with international standards by the

National Drug Quality Assurance Laboratory

(NDQAL) is the foremost cause. On the other hand,

more than 15,000 drugs are reportedly flooding in

to the country because of the absence of a drug

formulary. With limited capacity, it is impossible for

the NDQAL to check all such drugs. Accordingly,

reducing the variety of imported drugs can make

room for the NDQAL to test for quality assurance.

Therefore, the country should commit to select

essential drugs, and increase the capacity of the

NDQAL further.

Another issue is that more than 25,000 pharmacies

have been established in the country very rapidly.

Many do not hold licences, and dispensing of drugs

is not done by trained pharmacists. Therefore, a

proper regulatory system should be formed to

regulate and monitor pharmacies consistently.

Price control of drugs is another area which requires

urgent action. As per the last price formula by the

Fair Trading Commission in 1989, the maximum retail

price should not be more than 65 per cent of the

cost at which the drug is imported. However, usage

of this formula has been inactive since 2002, and

since then no price formula has been introduced.

Therefore, price variation of drugs in the market at

present is immense. Hence, a pricing committee to

be appointed under the NMDP should consider the

CIF value of the drug, the company's profit margin

and the commissions to be paid to the agents and

pharmacies in determining the price.

9.6 Conclusion
With the onset of the demographic and

epidemiological transitions, it is apparent that the

organization, delivery and regulation of Sri Lanka's

health sector needs to be strengthened. Greater

resources need to be brought together from the

public and private sectors for prevention and control

of NCDs, increase efficiency and effectiveness, and

ensure consumer satisfaction. Mechanisms such as

increasing excise duties on harmful products such

as tobacco, alcohol and even fast food need to be

considered in order to increase health care financing.

It is imperative to consider donations and social

health insurance as alternative financing

mechanisms as the country moves towards the

future. Moreover, in order to strengthen financing,

especially in the public sector, Sri Lanka should

continually measure performance against set targets

so that financing and planning are used to the best

effect.

Within the public sector, it is necessary to continually

upgrade the health care delivery system to be able

to meet not only emerging health challenges such

as NCDs but also emergency situations such as

outbreak of viruses, and disaster situations

(tsunamis, floods, etc.). Some possible

recommendations to improve the delivery system

include: a) restructuring of the macro-organization

framework so as to enhance efficiency and equity;

b) reclassification of existing health care institutions;

and c) reallocation of resources in order to improve

equal facilities at outpatient services across the

country. Sri Lanka also needs a clearly defined

referral system to reduce the cost burden on

secondary and tertiary institutions. Gaps in the

primary health care system need to be revitalized to

address the issue of bypassing primary health care

institutions. Providing essential facilities such as

accommodation and transportation, as well as

training to doctors is equally important to encourage

doctors to serve in the underserved parts of the

country.
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It is clear that both the private and public sectors

have drawbacks when considered independently. Sri

Lanka could benefit immensely if it benchmarks

countries in the region (e.g., India, Bangladesh) that

have successfully implemented public-private

partnerships in the health sector. Possible options

include: a) government contract with private

providers with the aim of providing private health

services in remote areas; and b) implement demand-

led financing strategies such as vouchers where the

government provides a demand side subsidy so that

vulnerable groups are better able to access private

health services. The private sector also needs to

ensure that patients' perspective is better

incorporated in the health care delivery model. Long

waiting times, for example, is a trend that is of

growing concern in Sri Lanka. Implementing

strategies to regularly evaluate patient satisfaction

will help understand what gaps in the delivery model

need to be addressed. Private sector regulation

reform is of utmost importance due to its current

lack of effectiveness. The regulatory council,

PHSRC, is independent of the MOH. Returning the

regulatory functions back to the MOH (as is the case

in other countries with similar backgrounds) is an

option that needs to be considered. Alternatively,

the effectiveness of the PHSRC needs to be

reinforced by limiting private sector provider

representation, and training and strengthening the

regulatory capacity of officers in charge.

With regard to the drug policy, it is necessary for Sri

Lanka to commit to select essential drugs so as to

avoid the influx of many drugs and to maintain quality

assurance. Implementing a proper regulatory system

to manage importation of drugs is important in this

regard. It is also necessary to regulate the

pharmacies to ensure they are licensed and trained

to dispense drugs appropriately. Price control of

drugs is another vital area to be addressed; a

committee should be appointed to determine prices

rationally.

Important influences that affect the health of a

population and health inequities across a country

are sometimes outside the health sector. Therefore,

it requires the health sector to collaborate with other

sectors of government (education, finance and

planning, pharmaceutical industry, etc.) to address

health needs. Greater inter-sectoral collaboration,

therefore, will help the health sector of Sri Lanka

face the imminent challenges.

Greater inter-
sectoral
collaboration,
therefore, will
help the
health sector
of Sri Lanka
face the
imminent
challenges.



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

S
ri Lanka has made significant progress in

reducing poverty over the past decade. The

poverty head count ratio (HCR) at the

national level has declined from 22.7 per cent in

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

also dropped across districts and sectors of the

country, with the HCR for the urban sector declining

to 2.1 per cent, while the rural and estate poverty

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

respectively in 2012/13.1  Consequently, Sri Lanka

achieved the MDG of halving the poverty level

between 1990 and 2015, well before its target year.

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

MDGs such as achieving universal primary

education, promoting gender equality in education,

reducing child mortality and improving maternal

health.2  With a Human Development Index (HDI)

value of 0.750, Sri Lanka is currently classified as

a 'high human development' country - the only

South Asian country in this category.3

Despite the above achievements, inequality and

vulnerability remain issues of great concern. The

Gini coefficient of household income, although it

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

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

the last decade, while the Gini coefficient of

household expenditure too remains around 0.40.

Moreover, the share of household income in the

poorest (income) decile has declined over the past

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

that of the of the top decile has remained at around

38-40 per cent,  indicating considerably high levels

of inequality in the country.4  Fur thermore, a

considerable proportion of the country's vulnerable

population is clustered above the poverty line, facing

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

and 20 per cent increase in the poverty line would

lead to an increase in the poverty HCR to 9.9 per

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

and urban sectors in particular, a 20 per cent

increase in the poverty line would more than double

the poverty HCRs - reaching 22.1 per cent and 5.1

per cent, respectively.

Sr i Lanka is also faced with a number of

demographic and labour market related challenges

such as the rapid ageing of its population and a

large share of informal sector workers (over 60 per

cent). The 60 years and above population is

projected to increase to 24.8 per cent by 2031,

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

an elderly person.6  Population ageing raises

concerns on the ability of the social protection

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

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

longevity of females is projected to increase at a

higher rate than that of men, women will account for

a higher share of the elderly. This brings further

concerns, as many females are less likely to have

adequate income at old-age, particularly old-age

retirement benefits, due to the continuing low female

labour force participation rate in the country.

The above discussed challenges related to

inequality, vulnerability and demographic changes

call for a comprehensive social protection system

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

of social protection programmes implemented by

var ious government ministries/departments,

targeting vulnerable segments of the population,

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

affected by disaster, children, and women. These

programmes vary from cash and in-kind transfers

to pensions and other retirement benefits, education

programmes, health-care assistance and livelihood

development programmes. They can be broadly

categorised as (i) social insurance programmes that

include old age retirement schemes such as

pensions and provident funds and other insurance

schemes; (ii) social assistance programmes that

largely include cash and in-kind transfers to

vulnerable groups (e.g., Samurdhi/Divineguma

subsidy programme); and (iii) labour market

programmes that include livelihood and skills

development programmes.7  Despite the multitude

of programmes, there are several gaps and

weaknesses such as low coverage, poor targeting,

inadequacy of benefits, lack of coordination among

programmes, budgetary constraints, and inequitable

resource allocation.8

In the above context, this chapter discusses three

key reforms related to social protection in Sri Lanka,

deemed necessary to address vulnerability,

enhance equity and to better face the emerging

demographic challenges. These reforms include: (i)

retirement benefit schemes in Sr i Lanka; (ii)

Samurdhi/Divineguma cash transfer/subsidy

programme - the largest social assistance

programme; and (iii) integrating the social protection

system of Sri Lanka. These three reforms will be

discussed in Sections 10.2-10.4, while Section 10.5

provides some concluding remarks.

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

number of defined contributions and defined benefit

schemes covering both formal and informal workers.

The retirement schemes are mandatory for formal

sector workers while voluntary schemes are

available for informal sector workers.

The Public Service Pension Scheme (PSPS) is a

defined benefit mandatory scheme that covers civil

servants holding permanent and pensionable posts

with a minimum service period of 10 years. The

pension is payable at age 55 for men and age 50

for women, with 60 being the compulsory age of

retirement. Benefits are funded from general tax

revenue and there is no wage ceiling for pension

entitlements.

The PSPS members are mandatorily covered by

survivor and disability benefit schemes, known as

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

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

contributions ranging from 6-7 per cent of the basic

salary of members, depending on the salary scale.

The public sector is further supplemented by the

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

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

mandatory contributory system that was set up to

cover government employees not eligible for the

PSPS. Approximately 841,630 workers are covered

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

labour force (Table 10.1).

The Employees' Provident Fund (EPF) is a

mandatory provident fund that acts as a retirement

savings scheme for the formal private sector.

Administered and managed by the CBSL on behalf

of the Department of Labour, the EPF is the largest

fund in Sri Lanka in terms of asset size and

Table 10.1
Public Service Pension Scheme Coverage

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

 2008 2009 2010 2011 2012

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

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

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

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

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

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

membership. There is no wage ceil ing for

contributing to the EPF, and contributions of 8 per

cent and 12 per cent of gross wages are made by

the employees and employers, respectively. In 2012,

the number of total member accounts stood at 14.6

million of which 2.3 million accounts were active.

This represents a coverage rate of 69 per cent,

based on an estimated 3.4 million private sector

workers eligible for EPF membership (Table 10.2).

Contributory defined benefit pension schemes serve

farmers, fishermen and the self-employed. They

include the Farmers’ Pension and Social Security

Table 10.2
Coverage of Retirement Schemes

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

 PSPS 842 842 100

 EPF 2,300 3,357 69

 Farmers 954 1,522 63

 Fishermen 68 148 46

 Self-employed 455 2,650 17

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

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

Benefits Scheme (FPS), Fishermen’s

Pension Scheme (FSPS) and the

pension schemes implemented by the

Social Security Board (SSB) targeting

self-employed workers.

The Farmers’ Pension Scheme was set

up in 1987 and is administered by the

Agriculture and Agrarian Insurance

Board (AAIB). In 2011, total membership

stood at 954,454, which represents a

coverage rate of 63 per cent based on

an estimated farming population of 1.5

million (Table 10.2). The Fishermen’s

Pension Scheme is also managed by

the AAIB, with a total membership of

67,553 in 2011. However, both the

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

actual coverage is likely to be lower.9

The SSB operates several voluntary contributory

schemes targeting self-employed workers. The two

main schemes currently being operated are: 1)

‘Surakuma’ – aimed at individuals between the ages

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

‘Arassawa’ – aimed at children under 18 years of

age which can be combined with ‘Surakuma’ at the

age of 18 years. The total enrolment for all SSB

schemes stood at 455,438 in 2012, which represents

a coverage rate of 17 per cent based on an estimated

2.6 million self-employed workers. However, the SSB

schemes are also known to have a high default rate,

so actual coverage is likely to be smaller.

In summing up the coverage of the retirement system

in Sri Lanka, approximately 4.6 million people were

covered from all retirement schemes currently being

implemented based on an employed population

which stood at 8.1 million in 2012. This represents a

coverage rate of 57 per cent of the employed

population. However, when the high default rates

are factored in for the informal sector pension

schemes, the effective coverage rate is likely to be

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

per cent of the current elders are covered under

some form of social protection/old-age benefit

programme like pension schemes, provident funds

or monthly cash transfers.10

10.2.2 Retirement Income
The benefit amounts provided within the retirement

system varies, with the most generous being the

PSPS. The PSPS pension amount is calculated

based on the last drawn salary with the replacement

rate determined by the years of service. The

replacement rate of the PSPS is fairly generous

compared to the average gross replacement rate of

57.9 per cent for OECD countries. For example,

under the PSPS, a public sector worker would be

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

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

indexed to inflation or wages and has been adjusted

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

The average monthly pension value in 2012 was

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

distribution of pension payments, the median value

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

the government expenditure on pensions as a

percentage of current expenditure was 8.1 per cent,

representing 1.2 per cent of GDP.

The EPF pays a lump sum benefit to private sector

employees upon retirement at age 55 years. The

benefit amount is linked to the level of income and

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

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

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

Table 10.3
Expenditure and Average Monthly Pension Values for PSPS

 2008 2009 2010 2011 2012

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

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

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

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

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

represents the cumulative net contributions (gross

contributions less pre-retirement withdrawals) and

the rate of return credited to individual accounts.

The EPF invests primarily in government securities

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

investment portfolio of Rs. 1,106 billion comprised

of government securities.12  The rate of return on

the EPF is linked to the interest rates applicable to

government securities, and therefore the return is

low compared to other investment instruments. The

average interest rate paid on member balances has

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

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

on EPF balances has been very low.13  The

average annual compound growth rate for the

real return on investments for the EPF was 1.4

per cent for the period 1988-2002.14  In 2012,

the average member balance was Rs. 480,970

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

on investment, a 20 year annuity on this principal

balance would result in a monthly income of Rs.

5,296.

The voluntary defined benefit pension schemes for

the informal sector provide a lifetime flat rate pension

amount based on the age of entry and the

contributory schedule. However, the pension

payments are not index-linked to inflation, and the

adequacy of the pension payments is a major source

of concern for all the programmes currently being

implemented.

The pension entitlement for the farmers and

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

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

not inflation protected. For example, a person joining

these schemes at the age of 18 can expect to receive

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

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

terms assuming an inflation rate of 10 per cent.15

Table 10.4
EPF Members' Balances and Benefit Amounts

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

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

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

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

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

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

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

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

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

15 Willmore (2008).

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

workers offered by the SSB suffer a similar fate as

the AAIB schemes. The lack of formal indexation for

the flat rate pensions severely erodes its value at

the age of retirement for members. For an 18 year

old individual joining the scheme today, the

purchasing power of a flat rate pension amount of

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

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

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

workforce and issues related to adequacy and

sustainability of existing retirement schemes call for

a host of reforms.

Sri Lanka's demographic trends suggest a rapidly

ageing population that will test the ability of the

current retirement system to support the elderly, and

strain intergenerational relations.16  This is a

particularly pertinent issue given how important

traditional family support mechanisms have been

to the elderly population in Sri Lanka. The World

Bank Sri Lanka Ageing Survey (2006) found 77 per

cent of the elderly to be living with their children,

with co-residence forming an important source of

support; around 48.9 per cent of the elderly

population in Sri Lanka receives income support

from their children. However, there is evidence to

suggest that as income and education levels

increase, co-residence is likely to decline in Sri

Lanka.17  This would leave a large proportion of the

elderly population without access to a sufficient

retirement income.

Sri Lanka's labour force characteristics point to a

growing informal sector, with 61.1 per cent of total

employment comprised of informal sector

employment in 2012.18  A vast majority of them lack

social security coverage. Thus, the inadequacy of

the benefits provided by the current informal sector

pension schemes is a major concern. The pension

amounts are not formally indexed to inflation and

fail to provide sufficient old age income security.

Further, the farmers and fishermen's pension

schemes have been found to be fiscally

unsustainable and high default rates are prevalent

in both programmes.

The adequacy and sustainability of the formal sector

retirement schemes are debatable given that the

PSPS represents a large fiscal cost to the

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

scheme within the current retirement system, but

only covers a relatively small proportion of the

population. The pension amounts under the PSPS

are calculated based on final salary contrary to the

lower average salary. It is also fairly generous in

terms of pre-retirement benefit deductions, where

the replacement rate is only reduced by 2 per cent

for each year below the required 30 years of service.

Further, the PSPS has a generous commutation

scheme, where public sector workers can receive a

lump sum payment equivalent to two years of

pensions in commutation for a pension reduced by

10 per cent compared to the unreduced pension for

the first 10 years.19

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

formally indexed to inflation, eroding the real value

of its generosity. Further, there is a pay differential

between the public and private sectors. The

generosity of the PSPS is often viewed as a way of

compensating for this pay differential and an

important incentive to attract and retain workers in

the public sector. Therefore, in considering reform

options for the PSPS, it is important to strike a

balance between adequacy and sustainability.

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



157

STATE OF THE ECONOMY 2015

The EPF fails to provide adequate old-age financial

protection to its members. Since the scheme does

not provide its members with a pension or an option

to convert the lump sum benefit payment into regular

periodic payments after retirement, the longevity risk

and the burden of effective investment of the lump

sum payment after withdrawal is fully transferred to

the member. However, even if the lump sum

payments were to be converted to an annuity, the

level of replacement income would be very low (see

Table 10.4).

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

retirement system, it is important to consider the

desired objectives. The two main principle objectives

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

provide minimum income support to old people; and

2) enable retired individuals to smooth consumption

over the life-cycle.

Government intervention has a key role to play in

achieving the first objective. Traditional family

support mechanisms and other institutions cannot

reliably protect the elderly from deprivation. While

there is a debate about the level of government

intervention that is required, there is a general

consensus that some form of government

intervention is crucial to achieve the first objective.20

The second objective of consumption smoothing

over the life-cycle could be achieved through

occupational pension schemes or through public

and private retirement income schemes. As

discussed in the previous section, Sri Lanka's

retirement system fails in providing an adequate

income replacement. Therefore, in thinking about

reforming the current income replacement schemes,

attention should be paid to the desired benefit

amount (targeted replacement level), mode of

payment (lump sum vs. monthly payment) and

parametric choices such as the age at which

retirement benefits should be provided.

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

minimum income support for the elderly should be

the foundation of Sri Lanka's retirement system. It

is apparent that the current social security schemes

fail to provide old-age financial protection to a large

portion of the population, particularly those working

in the informal sector. This situation is not unique to

Sr i Lanka. Many developing countries have

struggled to expand contributory social security

beyond a small proportion of the labour force.21

Similar to Sri Lanka, many other countries in South

Asia have large informal sectors and contributory

schemes mostly cover formal sector workers.

Countries with a labour force having a high share of

informal sector workers have low rates of pension

coverage.

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

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

Security Association.
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Therefore, trying to expand contribution based

pension systems to those on low incomes might not

be feasible. Contributory pension schemes should

be viewed as a mechanism for consumption

smoothing for those with sufficient income to save

for old age. A non-contributory basic pension can

ensure old-age income security for the entire

population of the country, regardless of earnings or

occupation.22  Non-contributory pensions could be

means-tested, targeting the elderly who are too poor

to support themselves or universal non-means

tested, which would cover all elderly individuals. Both

approaches have their pros and cons, and it is

important to choose an approach that best suits the

needs of a country.

The means-tested approach has the benefit of

eliminating some of the inherent disadvantages of

a universal non-means tested approach. Since it is

targeted, funds will only be distributed to those most

in need, making it more equitable and progressive.

Means-testing also eliminates the potential

disincentive effects a non-means tested universal

pension could have.23  However, means-tested

programmes are difficult to administer. Countries like

India and Bangladesh that have put in place means-

tested pensions have struggled with effective

targeting. For example, 45 per cent of pension

benefits from India's National Old Age Pension went

to those who are better off. Inability to effectively

reach the poor has also been a feature of

Bangladesh's means-tested pension.24  There are

some weaknesses in Sri Lanka's administrative

structure to effectively execute a mean-tested

pension programme. This is apparent from the

targeting problems inherent in the Samurdhi

programme (see Section 10.3).  Therefore, it would

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

tested approach.

In assessing the fiscal cost of implementing a non-

means tested universal pension, it was found that

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

poverty line for 2007), a universal pension aimed at

individuals above the age of 70 years would cost

0.8 per cent of GDP and 4.3 per cent of current

government expenditure, which is an amount that

is well below the expenditure on the PSPS.25  For

this particular benefit amount, assuming per capita

GDP growth of 3.6 per cent, the cost would actually

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

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

would have to be taken into consideration in deciding

the benefit amount of a universal pension. However,

based on above, the fiscal cost would still be

manageable with an increased benefit amount,

assuming moderate GDP growth.

Therefore, implementing a universal (social) pension

seems a viable option for Sri Lanka.  It will be

politically popular, and with the correct parameters

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

control (below the current PSPS expenditure levels).

Once the administration for the programme has been

set up and strengthened, there will be an opportunity

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

further reduce costs and improve the progressivity

of the programme.

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

have an important role to play in achieving the

second desired objective of enabling consumption

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

reforms should focus on providing adequate

retirement income while ensuring sustainability.

The PSPS represents a significant fiscal cost to the

government to cover a relatively small proportion of

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

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

solution is to convert the PSPS into a contributory

system, as was attempted in 2002, which required

civil servants to make a contribution of 8 per cent of

their salaries with the government contributing 12

per cent. The initiative failed due to it being politically

unpopular, and the PSPS rever ted to a non-

contributory scheme in 2006. A key insight from this

reform attempt was that it would have only resulted

in modest expenditure savings for the government.

The sustainability of the scheme was in question

because of the high return on investment that was

required relative to wage growth. It was estimated

that the scheme would run cash flow deficits in 45

years.26

A further deterrent to structural reforms of the PSPS

is the relatively low wages public sector workers earn

compared to private sector workers. Converting the

PSPS into a contributory system would require the

government to increase wages in order to make the

contributions affordable. Therefore, the burden of the

PSPS on tax payers will not reduce.

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

parametric reforms. One of the most sensible ways

to ensure the sustainability of the PSPS is to

increase the mandatory retirement age. The current

retirement age of 60 is too low considering the high

life expectancy of Sri Lankans. Many developed

countries have already done this to ease the burden

of their pension systems. Increasing the retirement

age improves the passivity ratio (number of years

worked relative to number of years spent in

retirement). This would increase the country's labour

supply and reduce the size of the pensioner stock,

which would ultimately reduce the pension bill.

However, in the long run, raising the retirement age

within a non-contributory system would not result in

substantial fiscal savings because the government

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

it would be feasible to convert the PSPS into a

contributory system since raising the retirement age

would reduce the required contribution rate.

Raising the mandatory retirement age would also

benefit the EPF. This is because increasing the

investment returns alone would not substantially

increase the benefit amounts. Even if a high real

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

only increase the lump sum amount by 50-100 per

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

A central reason for the low lump sum benefits is

the low contribution period. Raising the retirement

age would increase the overall period of

contributions, boosting the value of the retirement

benefits.

In 2011, an attempt was made to introduce a

mandatory contributory pension scheme to cover

private sector workers. The proposed Employee

Benefit Pension Fund was to be designed as an

additional benefit to other retirement benefits private

sector workers were already entitled to such as the

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

employee's monthly gross salary from both the

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

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

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

the total gratuity payable by an employer to the

employee at the termination of employment would

go to the fund. A minimum contributory period of 10

years was set for eligibility, with the pension payable

at the age of 60.

Subsequently, the proposed Bill was withdrawn after

stiff opposition from trade unions. A main point of

contention was the mandatory nature of the scheme

because it was not viewed as beneficial to all

workers, par ticularly FTZ and garment factory

workers who are unlikely to meet the minimum

contributory period of 10 years.28  The low pension

benefit amount was another issue. The proposed

pension benefit structure would have resulted in 15

per cent of the monthly salary being paid for a

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

contributory period of 20-29 years and 60 per cent

of the monthly salary for a contributory period of

more than 30 years. It was argued that this would

have resulted in very low benefit amounts for workers

earning relatively low salaries, particularly those with

a contributory period of less than 30 years. However,

given that this proposed pension scheme was

designed to be a fully funded scheme to supplement

the EPF/ETF, this would have been a beneficial

scheme for most private sector workers, provided

the fund was managed in a sustainable manner.

Given the failure of this reform effort, the EPF still

remains the main retirement benefit scheme for the

formal private sector. In order to address the lack of

periodic payments for this sector, the EPF should

provide a pension benefit instead of a lump sum.

This is particularly important given the poorly

developed annuities market in the country. The EPF

offering a monthly pension through a centrally

administered system would be cheaper for

beneficiaries than if they had to rely on annuities.

This would enable better risk pooling and a modest

amount of redistribution could be introduced to

improve the progressivity of the fund. However, this

structural reform effort should be undertaken in

consultation with all stakeholders, including trade

unions and employers in order to mitigate the issues

that arose with the proposed Employee Benefit

Pension Fund in 2011.

Finally, limitations should be imposed on pre-

retirement withdrawals. The current lump-sum

benefit provision increases the longevity risk to

members. The EPF allows pre-retirement

withdrawals under numerous circumstances such

as using the fund balance as collateral for housing

loans or women leaving the labour force after

marriage. This further aggravates the longevity risk

for these individuals and therefore should be limited.

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

the main social protection initiative for the poor in

Sri Lanka. It has multiple components, including the

subsidy (or the cash transfer) programme, social

security (or insurance) programme, microfinance

programme and livelihood development. At present,

this programme is administered by the Department

of Divineguma Development.29

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

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

the largest social assistance programme in the

country - both in terms of the budget and the number

of beneficiaries. Under the Samurdhi subsidy

component, identified families are given a cash

transfer on a monthly basis. Since April 2015, the

amount of the monthly cash transfer /subsidy has

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

minimum of Rs. 420. The amount given depends on

the size of the family, except in the case of

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

considered to have graduated out of poverty over

time) who receive a minimum subsidy amount of

Rs. 420 per month (Table 10.5).

The entitled (net) amount of the Samurdhi/

Divineguma subsidy is debited to the personal

account of the beneficiaries at the Divineguma

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

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

   (Rs.)       (Rs.)

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

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

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

Empowered families 420 n.a 365 45 10

Source: Department of Divineguma Development.

Community Based Bank (formerly known as the

Samurdhi Banks). There are deductions from the

total monthly subsidy amount to different

components such as the compulsory savings, social

security fund and the housing fund. An amount of

Rs. 100-365 is deducted from the subsidy amount

as compulsory savings. Its initial purpose was to

promote a savings culture among poor families and

to increase their financial habits. However, at

present, these compulsory savings can only be

withdrawn after a beneficiary reaches the age of 60

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

an investment need. In addition to the compulsory

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

from the monthly subsidy for the social security fund

(to use as a premium for the social security

programme) and the housing fund, respectively.

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

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

transfer programme had 1,470,262 beneficiaries.

The number of beneficiaries has shown a decline

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

(Figure 10.1).

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

and having a substantial coverage of families, the

Samurdhi/Divineguma subsidy programme has

several weaknesses related to targeting, quality of

benefits, etc.

The Samurdhi/Divineguma programme has been

widely criticized for lapses in its targeting - both

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

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

excluding the eligible person).30  According to HIES

2012/13 data, 16.4 per cent of households have

received Samurdhi cash transfers, more than three

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

and much higher than the poverty HCR (6.7 per

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

than 40 per cent of households in the poorest decile

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

received Samurdhi/Divineguma cash transfers, while

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

deciles were also receiving benefits under this

programme.

A more disaggregated analysis of the HIES 2012/

13 data shows that the share of households

receiving Samurdhi benefits is almost double the

share of poor households in many districts. However,

in almost all districts, only a fraction of poor

households are covered by this programme while a

higher share of beneficiar ies are non-poor

households. Except in the districts of Hambantota,

Nuwara Eliya, Batticaloa, Ampara and Ratnapura,

less than a half of the poor households receive

Samurdhi benefits. Such exclusion errors are

particularly higher in the districts of Trincomalee,

Jaffna, Mannar, Killinochchi, Mullaitivu and Colombo

where less than 25 per cent of poor households

receive Samurdhi benefits. Overall, only 38 per cent

of poor households received the Samurdhi subsidy,

indicating that 60 per cent of poor households are

not beneficiaries. These figures indicate the severity

of the targeting issues suffered by the Samurdhi cash

transfer programme at present.

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

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

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

suffers from the lack of a clearly defined criterion

for selecting beneficiaries, a key factor in targeting

errors. The selection criteria for beneficiaries, stated

at the inception of the programme, was family

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

there was an attempt to improve the beneficiary

selection process by adopting a par ticipatory

methodology where potential beneficiaries were to

be selected by the community members. However,

at present, there is no clear eligibility criterion for

selecting beneficiaries while the families that have

been identified initially have simply continued to

receive benefits.31

The Samurdhi /Divineguma subsidy programme also

lacks an entry and exit mechanism to identify non-

poor households who fall into poverty due to various

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

poor'), and to remove those households who have

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

present, the new entrants are added to the

Samurdhi/Divineguma programme mostly as a

replacement for a beneficiary who voluntarily exits

the programme or who is deceased. In such an

event, the next person in the priority list (managed

by the Divisional Secretary) becomes eligible. The

lack of an entry and exit mechanism also has

contributed to targeting errors.

Although the Samurdhi/Divineguma subsidy

amounts have increased in recent times, the

amounts are far below the minimum required per

person per month to meet his/ her basic needs,

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

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

Samurdhi/Divineguma programme, the maximum

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

2014) was received by households with four or more

family members, leaving only around Rs. 875 or less

per person per month in the family. Indeed, the

inadequacy of benefit amounts is found to be a key

reason for dissatisfaction with the Samurdhi subsidy

programme by its beneficiaries,33  in addition to

politicization and political interference, which is

considered another major weakness.

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

has undergone a few waves of reforms during the

last decade. These reforms were aimed at improving

the quality of benefits and the structure and the

design of the programme. Since its inception (and

until 2012), there were seven categor ies of

beneficiaries, including four categories based on

family size, families who were beneficiaries of the

former Janasaviya programme, empowered families

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

the amount of subsidy given to these categories was

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

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

Secretariat (DS) divisions, identified as the poorest

in Sri Lanka. Accordingly, the maximum amount

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

amounts given to other beneficiary categories

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

the 141 DS divisions were also increased to some

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

change in the subsidy amounts received by the

Samurdhi beneficiary families in other DS divisions.

For instance, only the social security component of

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

some categories of beneficiaries, including families

with 3-5 members and families with six or more

members, raising the total subsidy amount received

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

10.6).

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

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

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

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

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

1 member families 250 375 250

2 member families 350 525 350

3-5 member families 600 900 615

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

Empowered families 155 210 155

Janasaviya families 400 415 415

Self-exit families 55 55 55

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

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

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

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

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

underwent another set of reforms, where changes

were made to the beneficiary categories, amounts

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

number of beneficiary categories was simplified in

2012 by bringing it down to four, with four different

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

In addition to the changes to the subsidy amounts,

notable changes were made to the method of

payment of the subsidy. Prior to 2012, the subsidy

was provided to the beneficiaries through printed

stamp cards where part of the  subsidy was given

as a commodity stamp that could be used to

purchase some selected items from the cooperative

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

a cash stamp. However, commodity stamps had

many weaknesses such as the quality of goods

available to purchase and the mismatch between

the type of goods available at cooperative shops

and the needs of beneficiaries.  This method of

stamp cards was changed in 2012 and the full net

subsidy amount was directly transferred to the

Samurdhi Bank accounts of the recipient, while the

compulsory deductions (e.g., compulsory savings,

contribution to social security fund and housing fund)

were transferred directly to the relevant funds.  One

of the objectives of the change was to promote

capital investment among the poor by improving

saving habits. It was also expected to promote

beneficiaries to use financial institutions like banks.

Moreover, as stamp cards are not printed under this

new method, an overall cost reduction of the

programme was also anticipated.34

The Samurdhi/Divineguma beneficiary categories

and the subsidy amounts were revised again in

January 2015. The beneficiary families were re-

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

with less than three members, three-member

families and families with four or more members (in

addition to the so called empowered families), while

the amounts were increased with a maximum of Rs.

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

subsidy amounts received by all categories of

beneficiaries except the 'empowered families' were

raised again in April 2015 with a maximum amount

of Rs. 3,500 per month.

Although the reforms in recent years have improved

the quality of the benefits (and the programme

design), the cost of the programme has increased

substantially. As shown in Figure 10.3, following the

reforms in 2012, the cost of the cash transfers

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

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

With the increase in the benefit amounts in 2015,

the cost of the programme is expected to increase

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

instance, the estimated expenditure of the Samurdhi/

Divineguma subsidy programme would be over 40

billion in 2015.35

The rising cost of the Samurdhi/Divineguma subsidy

programme stresses the need to improve its

targeting by br inging down the number of

beneficiaries while ensuring that the  benefits are

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

would help reduce the cost of the programme and

ensure its sustainability. Improving targeting errors

would first require identifying a criterion or a set of

criteria to select beneficiaries, keeping in mind that

the Samurdhi/Divineguma programme aims to

reduce poverty and vulnerability.

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

is perhaps to define the selection criterion on the

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

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

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

6.7 per cent of the population or 5.3 per cent of

households are currently estimated to be poor. In

addition, there are a considerable number of

households/persons that are just above the OPL,

facing the risk of falling in to poverty due to various

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

OPL would raise the share of the poor population to

9.9 per cent and poor households to 7.9 per cent,

while a 20 per cent increase raises these figures to

13.2 and 10.7 per cent, respectively.

Thus, it is important that the Samurdhi/Divineguma

subsidy programme aims to cover the poor as well

as the vulnerable households. Accordingly, the

selection criteria for the subsidy programme can be

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

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

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

such, a household with four members would be

eligible to receive a Samurdhi subsidy only if their

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

household with two members would be eligible for

the subsidy only if the household income is not more

than Rs. 9,200 per month.

The above proposed reforms can reduce the total

number of beneficiaries, while targeting the 'most

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

programme (with the reduced number of

beneficiaries), which will in turn help increase the

subsidy amount in the long run to make it adequate

to cover minimum needs. As discussed earlier,

despite the improvements in Samurdhi/Divineguma

subsidy amounts in recent years, these amounts still

remain rather low and inadequate.

Identifying eligible households/beneficiaries based

on the criterion discussed above is complex and

requires resources (both human and financial) at

the beginning. However, it can be easily done by

pooling together existing human resources at the

divisional level such as the Samurdhi Development/

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

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

at the DS level (including the divisional statistical

officers). Moreover, it is important to revise the

threshold level/selection criteria at least every 2-3

years based on the OPL. It is also important to

conduct rapid surveys at least every two years to

identify the 'new poor' who should be included in

the subsidy programme and those who have clearly

moved out of poverty. The proposed reforms to

improve targeting of the Samurdhi/Divineguma

programme, however, may not appear to be

politically appealing as it will involve removing a

considerable share of 'undeserving' beneficiaries

from the programme (although it will also include

some new 'deserving' groups who are currently not

receiving benefits). Nevertheless, such reforms will

undoubtedly bring considerable benefits in the long

run both in terms of reducing poverty, vulnerability

and inequality, as well as reducing the costs and

ensuring the sustainability of the programme.

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

in place. However, these programmes are managed

and implemented by numerous departments and

agencies and there is little or no coordination

between them (Table 10.7). The Department of

Pensions administers the public sector pensions,

while the EPF is managed and administered by the

Department of Labour and the Monetary Board of

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

the Ministry of Finance and Planning to offer pension

schemes to informal sector workers.

The social assistance programmes are disparate

and spread out amongst many departments and

agencies. The Samurdhi programme was managed

by the Department of the Commissioner General of

Samurdhi with the labour market component

handled by the Samurdhi Authority. However, after

the change in government following the 2015

Presidential election, the programme has been

brought under one roof under the Department of

Divineguma Development. The National Secretariat

for Elders and the National Secretariat for Persons

with Disabilities offer social assistance programmes

targeting the elderly and disabled. Assistance

programmes for children are implemented by many

departments and agencies in addition to the Ministry

of Child Development and Women's Affairs.

Finally, in addition to social assistance programmes

carried out by the central government, several

programmes are implemented by Provincial

Councils, with the main programme being the Public

Assistance Monthly Allowance (PAMA) cash transfer

scheme. Provincial Councils also implement several

assistance programmes targeting the chronically ill

and disabled.

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

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

manner and as a result, operate in a fragmented

fashion. This has resulted in there being programme

overlap. For example, elderly beneficiaries of the

PAMA and Samurdhi programmes are also eligible

to receive a cash transfer benefit from the National

Secretariat for Elders. Therefore, a single beneficiary

could potentially receive cash benefits from multiple

programmes implemented by different departments.

This programme over lap and duplication of

beneficiaries result in high administrative costs and

misallocation of human resources.

Lack of integration also has negative implications

on potential beneficiar ies. The existence of

overlapping programmes undermines transparency

in the beneficiary selection process. It also results

in potential beneficiaries being left out of the social

protection system. Integration would promote

synergies between interventions. This in turn would

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

such as Chile, Brazil and Colombia points to

institutional models that have enabled these

countries to successfully integrate their social

protection system. The key features are a centralised

Table 10.7
Social Protection Programmes and Implementing Agencies

and unified database of beneficiaries, standardised

mechanisms to target them, and the development

of a clear and coherent social protection policy with

a single ministry - such as the Ministry of Planning

- given the role of central coordinator.36

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

Bank, Manila.

Social Protection Programmes Implementing Agency

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

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

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

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

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

Migrant Workers’ Insurance Ministry of Foreign Employment Promotion and Welfare

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

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

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

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

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

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

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

Labour market programmes for Ministry of Economic Development
disaster affected

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

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

Sri Lanka would be an intensive process requiring

the build-up of administrative capacity, political will

and designing a unifying social protection

framework. Therefore, it is important to approach

integration in a pragmatic way, with clearly defined

medium and long-term goals.

Developing a centralised beneficiary registry is a

vital component in an integrated social protection

system. Crucially, a ministry has to be identified and

given a central role in managing this registry.

Typically, this has tended to be the ministry assigned

the subject of planning, and appears to make sense

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

the focal point, would assist in unifying the current

social assistance programmes with overlapping

objectives. In addition, a centralised registry would

enable means-testing to be done in an efficient and

effective manner.

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

Reforms could be enacted in the medium-term to

improve formal sector pension mobility, which would

be an important step towards integration. Pension

portability is an impor tant component of an

integrated social protection system. The dualistic

nature of the private and public sector pensions limits

labour market mobility between the two sectors.

Enacting the reforms suggested in the pension

reforms section, would be a step towards pension

mobility and social protection integration.

In the long-term, establishing a national social

protection framework is critical. The framework must

specify the roles and responsibilities of all institutions

involved in implementing social protection

programmes (including Provincial Councils) with

well-defined objectives and outcomes. In addition,

the framework must clearly establish standards in

terms of selecting beneficiaries. This would help

reduce programme fragmentation and overlap. It

would also make monitoring and evaluation cost

effective and efficient. Within a shared framework,

programmes can be coordinated to allow the

expected outcome of the programme to be achieved

and benefits maximised.

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

and achieving a number of MDGs, inequality and

vulnerability remain high. The country also faces a

number of demographic and labour market related

challenges such as rapid ageing of its population

and a large informal sector workforce with little or

no social security. These challenges emphasize the

need for reforms in the social protection system -

that at present comprises a large number of

programmes implemented by several ministries and

targeting various vulnerable groups, and suffers from

a number of weaknesses such as poor targeting,

inadequate coverage and lack of integration. In this

context, three key reforms discussed - the current

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

integrating the social protection system - are

fundamental to address poverty and vulnerability,

enhance equity and allow Sri Lanka to face emerging

demographic challenges.

The retirement system in Sri Lanka fails to cover a

large proportion of the elderly population. Moreover,

the level of retirement income provided by most of

the existing schemes is inadequate. People working

in the informal sector are particularly vulnerable in

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

demographics and large informal sector, it is

important to implement reforms that would expand

coverage and provide an adequate retirement

income.  A universal pension designed to provide

basic income security to the elderly population is

an impor tant reform option. In addition, a

combination of parametric and structural reforms is

needed to ensure the viability and sustainability of

the current formal sector retirement schemes.

The Samurdhi/Divineguma subsidy programme,

despite being the largest social assistance

programme in Sri Lanka, has many limitations such

as poor targeting, inadequate benefits, the lack of

clearly defined eligibility criteria, and an entry and

exit mechanism. These, together with the rising cost

of the programme, signal the need to improve

targeting measures and to cover the 'most needy'

groups, which in turn will help bring down costs and

ensure sustainability. It is suggested to define the

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

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

the vulnerable segments clustered just above the

poverty line. This selection criterion should be

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

also revising the beneficiary list by including the 'new

poor' and removing those who have clearly moved

out of poverty.

Sri Lanka has a fragmented social protection system

that has resulted in programme overlap and high

administrative costs. Integrating the social protection

system will promote synergies between programmes

and improve their efficiency and outcomes. A national

social protection framework that utilises a centralised

registry of beneficiaries will enable the country to

effectively implement social protection programmes

within a unified and coordinated structure.



11. Policy Reforms for a Productive
Agriculture Sector
11.1 Introduction

S
ri Lanka's agricultural sector is the sector that

employs and sustains a majority of the

population, and impinges on critical areas

of poverty, food security and related social issues.

It is a sector of production that clearly needs

significant attention to achieve sustainable

development outcomes. Agricultural development

issues are time dependent and context dependent.

The times and contexts, marked by different

development paradigms, have determined the

issues and influenced agricultural policy direction

in Sri Lanka. The issues before liberalizing reforms

in the late 1970s were reflective of the then political

and economic environment based on self-

sufficiency, centred around inward looking policies.

The agriculture policy framework also suffered from

the weakness of being sub-sector specific,

concentrating on individual products or resources

rather than on broader development needs or goals

of the sector as a whole.

At the outset of agriculture policy formation, interest

focused on the export-or iented plantation

agriculture introduced during the colonial era. The

major problem in the beginning was finding suitable

lands to establish plantations; later on, it was to

improve the profitability of plantations. The focus

shifted towards food crops, mainly rice, partly as a

result of world food shortages during regional/global

conflicts of the time, and par t ly due to the

emergence of nationalistic thinking on food self-

sufficiency. This resulted in the development of a

food crop production sector with heavy support from

the state. Following this evolution, Sri Lanka's

agriculture sector today is dualistic in nature,

comprising an export-oriented plantation sector and

a domestic food crop production sector. The issues

faced by the sector overall have grown and become

more diverse in nature, compared to those of the

plantation dominated era. This is largely because

matters pertaining to the plantation sector are more

technical and trade-oriented, whereas those relating

to the food crop sector are a more complex mix, with

technical, social and political dimensions.

Also, agriculture sector issues today are not sub-

sector oriented, but are identified as integral parts

of broader development objectives such as food

security and poverty reduction. They are relatively

more related to global economic phenomena such

as 'foodflation' and 'regoverned markets' as well as

globally shared technical challenges such as climate

change, among others. However, this does not imply

that the long standing sub-sectoral development

issues are no longer valid. Rather, they appear in

modified forms that are more consistent with current

development paradigms. This transition is given due

attention in identifying the issues and the policy

reforms that should receive priority consideration

in achieving the pr imary goal of enhanced

productivity, and the broad objectives of food

security and poverty reduction. Hence, identifying

the existing policy framework, along with further

changes or improvements that address sectoral

issues, is the major focus of this chapter.
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11.2 Agricultural Sector in
Sri Lanka
Agriculture which consists of domestic and export

sub-sectors remains a vital sector in the economy

through the provision of income, employment,

foreign exchange, food and raw materials. It also

stimulates growth in the rest of the economy through

its forward and backward linkages with other

economic sectors.

11.2.1 Agriculture Contribution to
Output and Employment
The relative contribution of agriculture to GDP was

10.1 per cent in 2014. The absolute contribution to

total GDP has increased over time at a very slow

pace. In absolute terms, agriculture's contribution

to GDP has increased by 24 per cent from 2008-

2014 as opposed to a 48 per cent increase in total

GDP during the same period (Figure 11.1). However,

its relative contribution to GDP has declined from

12.1 per cent in 2008 to 10.1 per cent in 2014 due to

faster growth rates recorded by industry and services

sectors.

Since 2008, the agriculture sector grew at a rate of

little over 4 per cent on average. By contrast,

industrial and services sectors have shown much

higher growth rates of 8.6 per cent and 6.1 per cent,

respectively, for the same period (Table 11.1). The

decline in agriculture's contribution to GDP since

the 1970s has continued to fuel a debate on the

importance of agriculture to Sri Lanka's economic

growth. However, empirical literature indicates that

a transition from primary industries such as

agriculture to secondary industries and services in

the process of development is a global phenomenon

experienced across countries.

The agricultural sector's contribution to Sri Lanka's

employment is still quite significant. Despite a

decline in the employment share with the expansion

of the industrial and services sectors in recent years,

the agricultural sector absorbs nearly 28.5 per cent

Agriculture
sector issues
today are not
sub-sector
oriented, but
are identified
as integral
parts of
broader devel-
opment objec-
tives such as
food security
and poverty
reduction.

Figure 11.1
Agriculture Contribution to GDP (2008-2014)

Source: Central Bank of Sri Lanka, Annual Report, various years.
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Table 11.1
Growth Rates of GDP (2008-2014)

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

of the total labour force in 2014 (Figure 11.2). The

most significant employment generation comes from

rice and tea - the two dominant players of the non-

plantation and plantation sectors, respectively. While

utilizing 43 per cent of the total land area of the

country, the sectors remain the mainstay of the rural

economy in Sri Lanka.

11.2.2 Agricultural Exports and Food
for People
Export earnings from agricultural products have

been increasing in value terms, with the share of

Figure 11.2
Agriculture Contribution to Employment (2008-2014)

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

agricultural exports in total exports hovering around

25 per cent. All the major agricultural exports, except

rubber, have shown positive growth during 2008-

2014. A steady growth in exports of minor agricultural

products - and resultant increase in its share of total

agricultural exports - can be considered as one of

the major transformations in the agricultural sector

over the same period (Figure 11.3). Exports of minor

agricultural products have grown by 300 per cent

from 2008-2014, while its share has risen from 2.5

per cent to 6 per cent of total agriculture exports.

Year Agriculture Industry Services GDP

2008 7.6 5.9 5.6 6.0

2009 3.2 4.2 3.3 3.5

2010 7.0 8.4 8.0 8.0

2011 1.4 10.3 8.6 8.2

2012 5.2 10.3 4.6 6.3

2013 4.7 9.9 6.4 7.2

2014 0.3 11.4 6.5 7.4

Average 4.2 8.6 6.1 6.7
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Figure 11.3
Composition of Agricultural Exports in Total Exports (2008-2014)

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

Domestic agriculture still provides approximately 80

per cent of Sri Lanka’s food requirement in value

terms. Table 11.2 shows the availability of major food

commodity groups categorized by domestic

production, exports and imports in 2013. It is clear

that more than three fourths (79 per cent) of food

commodities are produced domestically while only

one-fourth is imported. The amount of food exports

from total domestic food production is a mere 4 per

cent. Even at individual commodity level, local

Table 11.2
Food Availability in Sri Lanka by Major Food Groups (2013)

Commodity Group Gross      Production        Imports       Exports
Availability Qty   % Qty   % Qty   %
Qty (000Mt) (000Mt) (000Mt) (000Mt)

Rice 3,094 3,082 99.6 23 0.7 11 0.4

Wheat & products 819 0 0.0 944 115.3 125 15.3

Other cereals 267 216 80.9 52 19.5 1 0.4

Starchy roots 574 435 75.8 154 26.8 15 2.6

Sugar crops 960 960 100.0 0 0.0 0 0.0

Sugar 622 35 5.6 592 95.2 5 0.8

Pulses 232 25 10.8 221 95.3 14 6.0

Tree nuts 37 45 121.6 2 5.4 10 27.

Oil crops 2,376 2,560 107.7 6 0.3 190 8.0

Vegetable oils 267 69 25.8 206 77.2 8 3.0

Vegetables 1,108 910 82.1 217 19.6 19 1.7

Fruits 869 848 97.6 70 8.1 49 5.6

Spices 97 70 72.2 71 73.2 44 45.4

Meat 138 139 100.7 1 0.7 2 1.4

Animal fats 15 2 13.3 16 106.7 3 20.0

Eggs 110 111 100.9 0 0.0 1 0.9

Milk 868 325 37.4 546 62.9 3 0.3

Fish, seafood 602 435 72.3 192 31.9 25 4.2

Total 17,236 13,565 78.7 4,332 25.1 661 3.8

Source: FAO, FAOSTAT data, Food and Agriculture Organization, Rome.
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Table 11.3 indicate that although food imports have

been increasing in both volume and value in

absolute terms, their share in total imports and total

exports have been declining slightly or remained

constant. The total value of food imports has

increased by 73 per cent from 2008 to 2014, but

food imports as a percentage of total imports

increased only from 8.1 per cent in 2008 to 8.4 per

cent in 2014, and even if we consider the impact of

oil price volatility on Sri Lankan import bill, the

increase still remains marginal. Similarly, food

imports as a percentage of total exports increased

from 14 per cent in 2008 to 14.7 per cent in 2014

(Table 11.3). While national level food availability

seems less challenging overall due to larger shares

of local production in most of the food crops, there

are a few aspects to be considered such as the

share of food imports trending upward over the last

couple of years.

11.3Agrarian Development
Issues and Challenges
While the importance of the agricultural sector in

providing food, employment and export income is

While national
level food
availability seems
less challenging
overall due to
larger shares of
local production
in most of the
food crops, there
are a few aspects
to be considered
such as the share
of food imports
trending upward
over the last
couple of years.

production of all major food items except for wheat

flour, sugar, pulses and milk which are imported in

bulk quantities, exceeds 75 per cent of the total

availability (Table 11.2).

Table 11.3
Food Import Value and its Share of Total Imports and Total Exports (2008-2014)

       Value (Rs. mn)                                                         % of Share
Value of Food      Total Total Imports     Total    Total Total Imports     Total
     Imports   Imports       w/o Oil Exports Imports      w/o Oil Exports

2008 123,203 1,525,705 1,158,865 878,499 8.1 10.6 14.0

2009 113,329 1,172,618 921,612 813,911 9.7 12.3 13.9

2010 149,568 1,519,737 1,175,928 974,387 9.8 12.7 15.3

2011 173,277 2,241,488 1,723,207 1,167,588 7.7 10.1 14.8

2012 166,003 2,441,879 1,817,063 1,245,531 6.8 9.1 13.3

2013 176,423 2,323,128 1,788,080 1,344,054 7.6 9.9 13.1

2014 213,308 2,535,163 1,955,752 1,453,176 8.4 10.9 14.7

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

quite clear, the problem at hand at present is how

this sector can effectively contribute to sustained

growth, while addressing existing constraints and

imminent challenges through policy reforms. This

section attempts to identify the major agricultural
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development issues and challenges that affect

income, employment, food security, agrarian poverty

and export earnings.

11.3.1 Stagnating Productivity
The macro availability of food has improved slightly

since the 2000s. This, however, does not mean that

Sri Lanka is completely food secure. Table 11.4

provides an insight into the domestic food production

sector and some of its problems. The extents

cultivated for major food crops have been constant

since 2000 due to the present lack of new arable

land to be brought under agriculture. The yield levels

of domestically grown food crops, except for rice,

have stagnated for more than a decade at

unimpressive levels even by developing country

standards. Therefore, domestic production will not

be able to meet national requirements even under

present levels of per capita food consumption. As

the population is growing at approximately 1 per cent

annually and real per capita income is rising at 7.5

per cent per year,1  the national requirement will be

rising constantly in the years to come. Due to the

limited scope for further area expansion, a possible

solution to the problem of meeting the growing food

requirement from the domestic production front

should come through yield improvement.

Imperfections in land policy and regulations are

argued to generate some problems relating to

agricultural development such as non-viable

holdings, environmental degradation and low

productivity.2  The limited agricultural land market in

Sri Lanka, resulting from state regulations and ill-

defined property rights, is likely to prevent inter

income group land transactions necessary for size

adjustments, leading to continuation with small non-

viable holdings. A lack of policy focus on land

resource management has resulted in environmental

degradation such as soil erosion and downstream

sedimentation due to improper land use for

agricultural purposes, especially on hilly slopes in

the up country.3  Similarly, a lack of secure property

rights offers fewer incentives to the operators,

making them economically unstable and

unsustainable.4  This creates disinterest in farming

activities leading to the sluggishness in the sector.

Also, restrictions on land transfers, especially on

ownership and mortgaging,5 prevent lands from

being transferred to the most efficient uses and users

who would be willing to invest in improving land

quality. This too leads to land degradation in the long

run and low productivity.

The yield levels
of domestically
grown food
crops, except
for rice, have
stagnated for
more than a
decade at
unimpressive
levels even by
developing
country
standards.

1 Average percentage change in real per capita GDP during 2010-14.
2 Samaratunga, P., and D. Marawila (2005), “Major Characteristics and their Determinants of the Rural Land Sector in Sri Lanka and

Implications for Policy”, Agricultural Policy Series No.7, Institute of Policy Studies of Sri Lanka, Colombo.
3 Samaratunga, P., (2011), “Achieving Economic Efficiency and Equitable Distribution of Land Use through Reforms and/or Market Discipline”,

in Kelegama, S. and D. Gunewardena, (eds.), Economic and Social Development under a Market Economy Regime in Sri Lanka: Buddhadasa
Hewavitharana Felicitation, Vijitha Yapa Publications, Colombo.

4 Deininger, K. (2003), Land Policies for Growth and Poverty Reduction, World Bank and Oxford University Press, London.
5 FAO (2012), “FAO Country Programming Framework (2013-2017) for Sri Lanka”, Food and Agricultural Organization, Rome.
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Table 11.4
Production Performance of Major Food Crops in Sri Lanka

1993-97 1998-02 2003-07 2008 2009 2010 2011 2012 2013

Rice, paddy

   Extent (‘000ha) 791 811 855 1,053 942 1,060 1,091 990 1,188

   Production (000mt) 2,473 2,793 3,084 3,875 3,652 4,301 3,895 3,846 4,621

   Yield (Kg/ha) 3,125 3,444 3,608 3,680 3,875 4,056 3,570 3,885 3,889

Maize

   Extent (‘000ha) 31 27 29 52 51 58 51 59 68

   Production (000mt) 31 30 42 136 130 162 138 202 209

   Yield (Kg/ha) 1,000 1,111 1,452 2,634 2,552 2,806 2,726 3,419 3,087

Pulses

   Extent (‘000ha) 42 26 21 22 20 21 18 20 20

   Production (000mt) 36 24 20 21 23 23 21 26 25

   Yield (Kg/ha) 856 904 945 968 1,136 1,102 1,163 1,274 1,270

Roots and tubers

   Extent (‘000ha) 48 41 36 36 34 33 34 34 35

   Production (000mt) 425 343 345 368 387 381 399 406 435

   Yield (Kg/ha) 8,868 8,472 9,528 10,352 11,374 11,494 11,586 11,924 12,494

Vegetables

   Extent (‘000ha) 87 77 77 78 77 76 78 82 79

   Production (000mt) 576 558 625 723 732 733 759 819 910

   Yield (Kg/ha) 6,599 7,250 8,098 9,224 9,507 9,656 9,708 9,998 11,461

Fruits
   Extent (‘000ha) 100 107 105 103 104 112 116 115 115

   Production (000mt) 810 842 755 729 710 786 824 839 848

   Yield (Kg/ha) 8,066 7,892 7,202 7,075 6,811 7,032 7,078 7,269 7,376

11.3.2 Lack of Agricultural Diversi-
fication
There has been diversification of Sri Lankan diets

away from food grains to high value and high

nutritious products over the years (Table 11.5). These

changes are mainly dr iven by urbanization,

increased female participation in the labour force,

rising average per capita income, and increased

advertising and availability of convenience food. Rice

has traditionally been the staple food item and the

major source of dietary energy for a majority of Sri

Lankans. However, recent data suggest that the

cereals that include rice are becoming less important

Source: DCS, Agriculture Data (http://www.statistics.gov.lk/agriculture/index.htm), Department of Census and Statistics, Colombo.

in providing not only calories but also proteins in

the diet. On the other hand, the consumption of

meat, fish, eggs and vegetables has increased in

terms of quantity. Also the importance of animal

products as a source of calorie and protein has

increased substantially over the years. However,

both the domestic and the export agricultural sectors

that have been centred on a few crop products have

shown little dynamism over the years. Hence, the

agricultural sector has to meet the challenge of

diversifying its product base to reflect changes

occurring in consumption patterns and export

demand.
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Table 11.5
Changing Composition of Sri Lankan Diets

Food 1964- 1974- 1984- 1994- 1999- 2004- 2009-
Consumption 1973 1983 1993 1998 2003 2008 2013

Quantity
(kg/capita/year) Rice 95.3 96.2 94.6 90.4 93.0 101.2 109.4

Wheat 42.3 45.6 41.7 48.1 46.7 44.2 37.3

Pulses 6.1 2.9 5.2 6.5 7.7 7.4 8.8

Starchy roots 29.8 39.7 26.0 18.8 16.9 15.6 18.6

Potatoes 2.9 2.3 3.3 5.8 6.3 6.1 7.7

Vegetables 14.7 20.3 33.0 30.3 31.3 36.0 41.1

Fruits 42.9 76.2 41.7 40.0 38.3 32.9 35.3

Sugar & sweeteners 22.0 12.6 21.8 25.7 29.8 28.6 27.2

Fish 15.9 12.1 15.5 19.4 21.6 19.8 24.6

Meat 4.6 3.7 3.5 5.1 5.9 6.5 6.4

Milk 20.0 24.0 29.1 31.0 32.8 33.0 36.8

Eggs 1.5 1.4 2.3 2.3 2.3 2.1 3.1

Calories Total (kcal/ capita/day) 2,258 2,241 2,219 2,264 2,343 2,380 2,491

% from cereals 54.8 56.7 55.9 54.7 54.0 55.4 54.7

% from animal 4.6 4.4 5.3 6.1 6.2 6.1 6.5

Protein supply Total (g/capita/day) 46.5 45.3 47.5 50.8 53.4 54.5 58.1

% from cereals 58.8 62.3 57.8 54.9 53.1 53.4 50.7

% from animals 19.1 18.2 21.4 24.4 25.6 24.5 26.9

Source: FAO, FAOSTAT data (http://faostat3.fao.org), Food and Agriculture Organization, Rome.

11.3.3 Agrarian Poverty
The domestic agricultural sector in Sri Lanka is

characterized by small scale farming. Many small

holders do not earn a sufficient income from farming,

and poverty is a predominant phenomenon among

them. Agrar ian pover ty and vulnerabilit y is

widespread in rural areas where approximately 87

per cent of the identified poor is living.6  Also, almost

a half of the poor rural population consists of small-

scale farmers.7  Low productivity coupled with non-

competitiveness both in the domestic and export

markets are partly responsible for rural agrarian

poverty. Thus, it is critical to enhance agricultural

productivity, income diversification and economic

growth in rural areas. The agriculture sector has to

make the largest contribution to poverty reduction

efforts as a majority of the poor live in rural and

plantation sectors where agriculture is the

predominant economic activity; a majority of the rural

poor and all estate workers rely on agriculture for

their livelihood.

Because of this clear linkage between agriculture

and pover ty incidence, pover ty reduction has

become the top priority in agricultural development

in recent times. Thus, increasing agricultural

productivity and increasing rural income through

rural agro enterprises are at the top of the agenda

for rural poverty alleviation. Consequently, agrarian

poverty stands out as a serious issue demanding

prompt attention at policy level.

6     http://www.statistics.gov.lk/poverty/PovertyIndicators2012_13.pdf.
7   http://www.ifad.org/operations/projects/regions/pi/factsheets/srilanka.pdf.
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Even though the causes of agrarian poverty and

the means available to overcome it vary across

regions, the poor basically suffer from a set of

common issues such as low resource endowment,

low skills, poor access to technology, inadequate

institutional support and low productivity.

Since Sri Lanka's independence, there have been

a number of short-term efforts by successive

governments to alleviate agrarian poverty through

price support and input subsidies.8  While these may

not necessarily be sufficient for agricultural growth,

the purpose of such short-term policies is to create

the conditions for efficient allocation of productive

resources while correcting economic imbalances.

Ironically, these short-term support measures have

been in existence in Sri Lanka for almost seven

decades. Yet, their contribution to agrarian poverty

alleviation has been minimal, and the opportunity

cost of such short run interventions is not known.9

Thus, a strong need exists for long run measures to

empower farmers through effective coordination of

existing policy measures with the new policy reforms.

11.3.4 Food Insecurity
The fight against hunger has been a key objective

of development efforts. The depth of hunger for Sri

Lanka in 2014 was 216 kcal/capita/day, indicating a

medium level of food deficit among undernourished

children.10  However, this is not much improved from

the level of 230-240 kcal/capita/day that existed in

the early 1990s. The greater the deficit, the greater

the susceptibil ity to health r isks related to

undernourishment. As of 2012, the share of Sri

Lanka's undernourished population is estimated at

24.6 per cent, a decline from 30.6 per cent in 2000.

The share of underweight children less than 5 years

of age is 26.3 per cent, stunted children is 14.7 per

cent and wasted children 21.4 per cent in 2012.11

However, it has been found that, improved health

care alone cannot improve all health related

outcomes as deep rooted socio-economic factors

that include intake of an imbalanced diet, household

high alcohol and tobacco consumption, and lack of

education substantially contribute to child and

maternal malnutrition, especially in the estate

sector.12

One of the major reasons for an imbalanced diet is

the dietary concentration of Sri Lanka's population,

especially those who are in rural and estate sectors,

on a staple commodity (rice) and wheat flour. Even

though there is some recent diversification in the

dietary pattern in general, the composition of the

food basket on average has been more or less static

Low productivity
coupled with non-
competitiveness
both in the
domestic and
export markets
are partly
responsible for
rural agrarian
poverty.

8 A guaranteed price scheme and a fertilizer subsidy scheme are the major support programmes that have been in existence since 1948
and 1970s, respectively.

9 Samaratunga, P., et al.,(2012), “Agricultural Pricing and Public Procurement Policies in South Asia”, Briefing Paper No. 10, GDN Agriculture
Policy Series, Global Development Network, New Delhi.

10 Depth of hunger, which is the difference between the minimum and the average dietary energy intake of the undernourished population,
indicates by how much food deprived people fall short of minimum food needs. The depth of food deprivation is medium when it is 200 to
300 (Global Hunger Index 2014).

11 FAOSTAT available at http://faostat3.fao.org/download/D/FS/E.
12 Jayawardena, P., (2014), “Can People in Sri Lanka’s Estate Sector Break Away from Poor Nutrition: What Causes Malnutrition and How

it Can be Tackled”, Health Economic Series No. 1, Institute of Policy Studies of Sri Lanka, Colombo.
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over the years. The World Food Summit of 1996
defined food security as "when all people at all times

have access to sufficient, safe, nutritious food to
maintain a healthy and active life". This definition
provides the basis for the four components of food
security widely adopted today; availability at national
and global level, accessibility at regional or
household level, affordability at household level, and

household utilization of food in a nutritious way. The
availability of sufficient food and the means to
acquire enough food at the household level do not
ensure proper utilization of food and good health.
Hence, food insecurity is a major determinant of
nutrition related disorders.

Sri Lanka's food security problem is found to be more
severe at the micro (affordability and utilization) level
than at the macro (or availabil ity) level.13

Nevertheless, there are concerns about national
level food security arising from the vulnerability of

the country's exports, the escalation of oil prices,
shor tages in global food production and the
escalation of international food prices. The gradual
distancing of traditional food production bases from
the people in favour of specialized foreign food
producers further aggravates the problem. The role

of domestic agriculture in addressing these
heightened with the culmination of a global food
cr isis in 2008. However, the solutions must
simultaneously address all aspects. In the long run,
the vulnerability to hunger can be lowered by raising
agricultural productivity for a diverse set of both

competitive and sustainable crops, and promoting
dietary diversification.

13 Samaratunga, P., (2011), “Multiple Facets of Food (In) Security in Sri Lanka: An Input to Food Policy”, in Mittal, S. and D. Sethi(eds.), Policy
Options to Achieve Food Security in South Asia, Foundation Books, New Delhi.

11.3.5 Inefficiency in Water Mana-
gement
The Sri Lankan agricultural economy has historically

been heavily dependent on irrigation, being a rice
based country endowed with sophisticated irrigation
infrastructure. Both irrigation infrastructure and water
stored and delivered are treated as public goods
supplied free of charge to the farmers. Being
considered as a common property with no

ownership, no one takes the responsibility for
management and maintenance, except in certain
cases where the government has sought the
participation of farmers. Apart from the fiscal cost,
free provision leads to overuse and wastage of water,
giving rise to an unaccounted economic loss. The

losses are accruing over time, creating a financially
and economically unsustainable system in the long
run. Currently, the irrigated agriculture sector of Sri
Lanka faces two major problems; inefficiency of
irrigation water utilization, and poor management
of irrigation systems owing to a rising budgetary

burden of providing irrigation water.

Inefficiency in relation to irrigation water use implies
that a unit of irrigated land uses more water than
the requirement for the crop. Consequently, the
extent cultivated with the total volume of water
available will be less than the maximum cultivable

extent. This result is from: (a) a lack of technical
know-how on water management and/or (b) a lack
of an incentive to use water sparingly. At zero price
of irrigation water, there is no incentive for farmers
to limit their water use or to adopt water saving
technologies. The global demand for water for

agricultural and non-agricultural purposes is
increasing steadily, and Sri Lanka is no exception

to this general trend.

11.3.6 Climate Change and Agri-
culture
Agriculture in Sri Lanka has evolved in close

harmony with the prevailing climatic conditions of

respective agro climatic regions of the island.
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However, Sri Lanka's climate has undergone

changes to an extent that the right amount of rainfall

does not come at the correct time of the growing

season. Agricultural productivity is likely to suffer

severe losses because of high temperature, severe

drought, flood conditions, sea level rise and soil

degradation. Thus, the future of agriculture in a

changing global climate in the context of an

increasing human population has to be a policy

priority, and an issue of topical importance to the

scientific community.

Increased occurrence of extreme rainfall events due

to climate change, droughts and floods could lead

to crops losses due to moisture stress and excess

water. Besides the water stresses, these conditions

obstruct the management of operations such as land

preparation, transplanting, weed control, and

fertilizer and agro-chemical application that could

result in yield losses. Moreover, increased

occurrence of rainfall irregularity is likely to cause

severe damages to existing irrigation infrastructure,

limiting the water availability for irrigated crop

production. Crop injuries due to high temperatures

are also inevitable, Sri Lanka being a tropical island.

The same will lead to rapid drying up of tanks giving

rise to scarcity of water for agriculture. Apart from

the direct impact of increased variability of rainfall

and rise of ambient temperature, indirect effects of

increased rainfall intensities worsen land

degradation, especially in hilly areas where

plantation crops are grown.

As an island, Sri Lanka is highly vulnerable to sea

level rise and consequent sea water intrusion to low

lying agricultural lands which could cause

salinization of land available for agriculture. Being a

small developing country, the most appropriate

response to climate change is in general adaptation

rather than mitigation. It has been revealed that with

adaptation, the vulnerability of agriculture to climate

change can largely be reduced.14  Many agricultural

adaptation options have been suggested in the

literature and they include a wide range of micro-

level options such as crop diversification and altering

the timing of operations; market responses such as

income diversification and credit schemes;

institutional changes, mainly government responses

such as removal or preservation of subsidies; and

improvement of agricultural markets and

technological developments.

11.3.7 Regoverning Markets
Rapid and ongoing changes are occurring in

domestic and export procurement systems, with the

growing dominance of supermarkets, high quality

retail, bulk procurement by domestic manufacturing

firms, and increased quality awareness in the global

trading system. This phenomenon has been further

influenced by urbanization, income increases,

increased migration of Sri Lankan citizens, increased

female participation in the labour force, etc. In turn,

new demand patterns emerge, shifting the focus

towards continuous supply of high quality, value

added products with improved processing,

packaging and labelling. As in other developing

countries, the food retail market in Sri Lanka has

gradually evolved from fragmented local markets to

centralized wholesale markets and eventually to the

emergence of supermarkets.

14 Droogers, P., (2004), “Adaptation to Climate Change to Enhance Food Security and Preserve Environment Quality: Example for Southern
Sri Lanka”, Agricultural Water Management, 66, 15-33.
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The most intractable issue arising from the global

market is public concern regarding food safety in

industrialized countries that has resulted in

increased and tightened public standards over the

past two decades.15  Moreover, significant

institutional changes and intensified border control

on food imports have been serious issues of concern

for Sr i Lanka. The country lacks sufficient

administrative and technical capacities to comply,

but the cost of compliance could also weaken its

competitive position on agricultural exports. Any

failure to comply can result in loss of market for

agricultural products. On top of that, international

trade agreements such as the WTO's Agreement

on Agriculture (AOA), Technical Barriers to Trade

(TBT) and Sanitary and Phytosanitary (SPS)

agreements exhibit both facilitative as well as

inhibitive effects on the Sri Lankan agriculture sector.

Imports of genetically modified (GM) organisms,

including food and planting materials, have become

a serious issue of concern in the present day due to

the health effects on human and plant varieties.

The inferior quality of most Sri Lankan farm gate

products has been a serious issue in the present

context of high quality consciousness. A large

proportion of the produce leaving the farm gate are

of a quality far below the expected level at the high

end of the supply chain.16  This is mainly attributed

to poor weather conditions, low cost processing

technology, poor storage facilities, early harvesting

habits and the small-scale nature of production. Poor

quality leads to a direct loss of potential exports and

foreign exchange earnings. Many producers do not

have proper processing facilities and are unaware

of the quality parameters. Thus, the impact of

modern and restructured markets has had a number

of repercussions on small-scale farmers who are

unable to keep up with emerging marketing trends.

11.4 Policy Reforms for
Raising Agricultural
Growth
Dramatically increasing the food supply and export

earnings is a daunting challenge on its own, and

needs certain reforms in the current policy structure

in order to bring about some innovative solutions.

Sri Lanka, even after 67 years of independence,

does not have a sustainable agricultural policy. There

have been some policy papers which have been

presented on agriculture at various stages and

intervals, but nothing sustainable has been

Dramatically
increasing the
food supply
and export
earnings is a
daunting
challenge on
its own, and
needs certain
reforms in the
current policy
structure in
order to bring
about some
innovative
solutions.

16 Samaratunga, P., (2007), “Sri Lanka: Innovative Practice in Integrating Small Farmers into Dynamic Supply Chains: A Case Study of Ma’s
Tropical Food Company”, Regoverning Markets Innovative Practice Series, International Institute for Environment and Development, Lon-
don.

15 Product quality standards such as ISO 9000, ISO 14000 certification and process quality standards such as HACCP have become
essential parameters in the food industry.
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implemented to date in a coherent manner. The

major factors which need focus in any reform effort

have special reference to the achievement of three

strategic thrusts relevant to the sector - i.e.,

eradication of poverty, food security and sound

ecosystem management. These are explained

separately.

11.4.1 Land Policy
The major objectives of the present land policy which

dates back to Land Development Ordinance of 1935

are to hold untit led land under government

ownership and distribute such lands as small

holdings for agricultural production purposes while

preventing further subdivision of land holdings. The

other major land related policy is the Paddy Lands

Act of 1956 which consolidated the rights of the

tenant paddy farmers and restricted the use of paddy

lands for any other purpose; this was partially and

conditionally relaxed under the Agrarian Services

Act of 2000. Moreover, land use and land resource

management have not been subject to policy

attention except for the Soil Conservation Act of 1953

and its recent revision.

Hence, reforming current national land use policy

to foster a shift from low value to high value

agriculture, addressing the issues of low productivity

and efficiency, is a timely requirement. These policy

reforms should essentially cover strict enforcement

measures of regulations on land use such as limiting

agricultural land uses only to suitable land classes,

amending regulations on soil conservation to prevent

improper land uses, identifying activities leading to

degradation of land and initiating conservation

practices in susceptible areas, preventing land

encroachment especially in environmentally

sensitive areas. Rationalizing land ownership for

efficient use of land resource by revising the dated

regulations on the ownership and removing

restrictions on transactions of such lands to increase

access to land by efficient farmers have to be

considered a top priority. There is a strong need to

execute an integrated and consistent approach in

managing the land resource of the country by

strengthening the organizational and institutional

framework for land management by bringing all the

scattered institutions with duplicating responsibilities

under one umbrella body.

Even though securing land rights is an important

issue, serious thought has to be given to avoid the

possible equity implications for marginalized and

vulnerable groups.   Measures to mitigate the effects

of imperfections in credit, input and output markets

have to be undertaken simultaneously in order to

prevent large farmers getting a competitive

advantage over small family farms resulting in a large

scale land sell-out by rural poor. These ill effects

should not be deterrents, as there would not be great

disadvantages in such reforms when considering

the positive results, especially the significant

enhancement on land productivity and production

efficiency.

11.4.2 Irrigation Policy
With new developments, it is obvious that the

approach to water management over the past cannot

continue into the future with a policy thrust towards

high productivity and sustainable water resources.

Maintenance of all existing irrigation projects and

the new water resource development activities are

under the purview of the state institutions.

Subsequent governments have identified the need

for a comprehensive policy revision in the water

sector and are attempting to develop a new set of

policies.

The National Water Policy of 2000 aimed at

transferring the management of irrigation works to

farmer organizations. The introduction of irrigation

charges has been proposed many times, and even

attempted at a pilot scale in the past without success.

A major factor behind this failure was the socio-

political setting that strongly believes that water is

treated as a free gift of nature, or as a public good in

an economic sense. The inherent bureaucratic

inefficiency of state institutions that collect and utilize



184

STATE OF THE ECONOMY 2015

the irrigation charges was also partly instrumental

in the failure of this initiative.17

Hence, future policy reforms should essentially deal

with these two issues in order to ensure efficiency

and long run sustainability. A Participatory Irrigation

Management (PIM) in the form of farmers working

together with government irrigation agencies taking

the responsibility of irrigation systems management

was adopted in Sri Lanka for this purpose. The main

purpose of PIM is to improve the productivity of

irrigated agriculture, making the system perform

efficiently and reduce government expenditure.

Nevertheless, the problem of irrigation service

provision cost cannot be solved without some form

of a charge. Hence, the long run solution to the

problems of irrigation water use efficiency, equity

and cost recovery seems to lie with a suitable

combination of participatory management and land

based irrigation charges.

Nevertheless, there are three major areas that need

to be systematically looked into before launching

such an attempt. These are administrative

determination of water charges, determining the

suitable institutional arrangement for

implementation, and evaluating the consequences

of such an initiative. This type of policy revision could

be coupled with the introduction of water saving

irrigation technologies for the marginalized people

who would possibly be affected by such a major

policy revision. These could include for example, the

introduction of solar powered dr ip irrigation,

promotion of agro-wells, rain water harvesting to

increase water use efficiency and to enhance the

income levels of farmers in the water scarce areas.

These can also be considered as adaptation

strategies to minimize the climate change impacts

on the agricultural sector.

11.4.3 Policy on Technology
Transformation
Productivity enhancement in agriculture requires the

choice and use of appropriate technology - i.e., the

technology which is appropriate and adaptable to

local conditions with a majority of rural, relatively

poor farmers. It also determines to what extent the

poor will benefit or lose from integrating into the

modern economy. A National Agricultural Research

Policy (NARP) was formulated in the early 1980s to

foster a public national agricultural system that

ensures demand orientation, client orientation and

high quality in its research and dissemination.

However, the resulting agricultural research system

is also essentially government-centred, and not

successful in commercializing agriculture and

promoting regional specialization and vertical

diversification. Technology adopted in paddy farming

has undergone significant changes over the years.

However, most other agricultural products are grown

under traditional farming methods and characterized

by low productivity.

Enhancing agricultural research and technology by

increasing budgetary and human resources

allocation, with a focus on much broader aspects

like livelihood improvement, rural development, food

security and agro based industries is a necessary

condition for policy reforms in technology generation.

Technology generation does not simply mean the

creation of technology only domestically, by

investing on domestic research. The importation of

technology also plays a pivotal role in the present

context of globalization. As a result, adaptive

research emerges as very important in buying or

acquiring foreign technology before it can be

transferred successfully to different locations in the

country.

17 World Bank (2003), http://documents.worldbank.org/curated/en/2003/02/2171985/sri-lanka-promoting-agricultural-rural-non-farm-sector-
growth-main-report.
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The traditional supply driven process of technology

generation has to change into demand driven

technology development to cater to transformed

markets and niche markets. Promoting research on

the utilization of unexploited indigenous genetic

potentials, especially fruits, aquatic plants and

medicinal herbs; on controlled agriculture (green

house and poly-tunnel technology); on water saving

crop production techniques (solar power drip

irrigation) and non-seasonal crop production; and

small and medium scale agricultural machinery

should be given emphasis, especially in the long

run. However, there can be a problem that only rich

farmers can afford such technology, especially in

the case of embodied technology such as machinery

and hybrid seeds, rather than disembodied

technology such as agronomic practices.

Consequently, the state has to play a role in ensuring

inclusion of all farmers.

Both policy and institutional reforms are needed to

bring R&D, technology and extension under one

umbrella while strengthening the role of public

private partnerships. Agricultural extension is under

increasing pressure to become more effective, more

responsive to clients and less costly to governments.

Despite various attempts at reform for the effective

dissemination of agricultural technology, the process

of reform has remained incomplete. Technology

dissemination process through extension has to be

customized by strengthening existing extension

approaches with adequate budgetary and human

resource investments. Further, the present extension

system which focuses on the production aspect has

to be restructured towards process and value chain

approaches in order to improve competitiveness, to

strengthen business decision-making and to

introduce diversification into processing and value

addition. Establishing a demand driven fee-levying

extension system in addition to the conventional

system, encouraging public private partnerships in

extension delivery, and developing IT technology

infrastructure to enable easy and speedy access to

information by all stakeholders have to be given

careful consideration.

Creating a dynamic data ecosystem that act as a

network of interactions - with government

organizations, private sector and individuals who are

producing and using development information - is a

top priority in modern day agriculture. Time and time

again, the increasing urgency for more data literacy

is heard. Data literacy includes creating more data

producers, strengthening their ability to create

quality data, and enabling stakeholders to be better

data users. This needs taking hard-to-comprehend

information, and putting it into a format that people

can understand. Drawing data from different

organizations and institutions into a common

repository, enforcing common definitions and

standards, creating visual representations of data,

and designing interactive websites and apps are just

a few tools that can be used to make information

more accessible and useful. With the highest level

of resources, and ability to produce valuable tools

to strengthen the economy, the private sector is also

the least likely to make their data public. However,

there may be several private sector companies who

are willing to contribute in any such development

attempts. Those avenues that create close

relationships between public and private sectors

have to be explored to strengthen data sharing,

especially through frequent public-private policy

dialogues.

11.4.4 Marketing Policy
The domestic agricultural sector in Sri Lanka is

characterized by small scale farming. Many small

holders do not earn a sufficient income from farming,

and poverty has been a predominant phenomenon

among them. Low productivity coupled with non-

competitiveness both in the domestic and export

market has partly been responsible for rural poverty.

Added to these, the impact of modern and

restructured markets has had a number of

repercussions on small-scale farmers who are

unable to keep up with emerging marketing trends.

The state marketing policy has historically been

limited to ad hoc procurement of a few products

under a guaranteed price scheme. However, recent
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developments in agricultural markets indicate that

markets are not readily available to absorb the

produce at the time of harvesting, and it was left to

organized traders to purchase at relatively low prices.

This scenario of over-emphasis on the importance

of government intervention still continues without

much change.

This situation has triggered the need for a new

innovative practice working with small holders to

improve their ability to face restructured market

conditions by delivering knowledge, assisting in

accessing capital and advising on food standards

and enterprise planning. Even though there are

certain innovations elsewhere that fulfill these

consumer demands while effectively integrating the

farmers in the supply chain (e.g., MAS Food,

Cargills), lack of capacity to accommodate a large

number of poor farmers has resulted in exclusion

and marginalization. Hence, government policy

should emphasize more on enhancing the value

addition and agro based products among small

holder farmers and linking them with dynamic value

chains.

Development of marketing and allied infrastructure

(trade facilitation) by international trade promotion

and branding for primary and value-added products

with export potential should be a top priority in

agricultural marketing policy. Strengthening trader-

farmer contracts (through Dedicated Economic

Centres, contract grower systems) are a critical

intervention. Private sector investment in agriculture

should be encouraged and the linkages between

producers and the modern value chain actors should

be facilitated. Technical, scientific and financial

assistance should be provided to modernize and

upgrade facilities to international standards,

especially in the area of post-harvest management,

good agricultural practices and food safety. Ensuring

a predictable and transparent trade policy instead

of ad hoc policy changes is required to avoid market

uncertainties and investor confidence. Need-based

state intervention while maintaining market

competition and rural infrastructure development is

suggested. Maintenance of buffer stocks of essential

commodities is useful to stabil ize pr ices,

consumption and food security.

11.4.5 Climate Change Policy
Recent effor ts initiated by the Ministr y of

Environment and Renewable Energy such as the

adoption of a National Climate Change Policy in

2012 and National Climate Change Adaptation

Strategy for 2011-16 have helped to fill some gaps

in policy on climate change at the national level.

However, climate change issues are yet to receive

due attention of policy makers at sector level policies.

This cannot be considered as a favourable situation

for a vulnerable country like Sri Lanka. This

significant policy gap on climate change issues in

agriculture needs to be addressed through carefully

designed policies with the participation of policy

makers, researchers and academia from both the

government and non-government sectors. Increased

irregularity of rainfall over time and increased

variance of rainfall and temperature within cultivation

seasons have been reported as crucial climatic

variables for Sri Lankan agriculture with adverse

implications on food security.

In the context of an increasing population and

vulnerability to food security, increased climatic

variance and thereby, instability of agricultural

production, policy priority should be given to areas

of agricultural research and food production

enhancement. However, it should be noted that

some of the climatic issues in the agriculture sector

can be readily addressed by irr igation and

technology policy reforms. Different adaptation

techniques can be used to minimize the vulnerability

to climate change, such as improving stability and

adaptability of crop var ieties through genetic

improvement and molecular breeding.  Moreover,

strategies are needed to strengthen farmers' abilities

to manage risks such as by changing the cropping

period to take advantages of weather, improved crop

management through crop rotation, inter-cropping

and integrated pest management.
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Growing water scarcity in irrigated areas and

worsening uncer tainty of rainfall in rain fed

agriculture are two major climate change

consequences that can be tackled from improved

water use management as suggested in irrigation

policy reforms. State intervention to enhance both

technical and institutional capacities for more

efficient water management and conservation is

therefore of vital importance. Improved moisture

conservation, modern sustainable irrigation

techniques such as solar drip irrigation, rainwater

harvesting and recycling, efficient use of irrigation

water and conservation agriculture are some

avenues that need to be given careful consideration

in policy reforms. Furthermore, redesigning credit

and agricultural insurance instruments to properly

transfer risk needs future policy focus.

11.5 Conclusion and Way
Forward
Agriculture is one of the key sectors of the Sri Lankan

economy with significant contribution to GDP,

employment, and income of the people. While the

importance of the agricultural sector is well

recognized, the problem at present is deciding on

policy reforms to effectively contribute to sustained

growth, while mitigating existing constraints and

future challenges. This chapter attempted to identify

the major agricultural development issues and

challenges that affect the role of agriculture in

providing income, generating employment,

promoting food security, alleviating agrarian poverty

and improving export earnings.

Since independence, Sri Lanka's agriculture has

transformed in many aspects. A focus on field crops

other than rice is particularly noteworthy, while

reducing the food deficit in many varieties of crop

products. The declining percentage of the country's

labour force employed in agriculture and

agriculture's contribution to GDP over the years

cannot be considered as problems due to the

universal trend of slow rise in the demand for food

as compared with other goods and services as

incomes rise. However, long unsolved problems

remain in achieving the major objectives of the sector

that are evident in a relatively high incidence of

agrarian poverty and food insecurity. Dramatically

increasing agricultural productivity to promote food

supply and export earnings is a daunting challenge

on its own and needs certain reforms in the current

policy structure in order to bring about some

innovative solutions.

Hence, within Sri Lanka's current liberal economic

environment, agriculture policy should be directed

towards transforming traditional subsistence

agriculture to one which maximizes productivity. The

government should also give priority to improving

processing, marketing and downstreaming activities

to increase value addition to agricultural products,

providing more employment opportunities in rural

areas, and thereby increasing food security and

lowering agrarian poverty. High priority should be

placed on achieving a broad based shift from

traditional low value to modern high value

agriculture, accompanied by sustained

improvements in productivity and competitiveness

through policy reforms, which will launch the

agriculture sector into a significantly higher growth

path.

While the reforms in factors of production such as

land and labour should be undertaken with a view

to enhancing agricultural productivity and efficiency,

modernizing the systems of agricultural R&D,

technology and extension - focusing on livelihood

improvement, rural development, food security,

improving agro-based industr ies, initiating

commercial agriculture and preparing the sector to

face global challenges -should be done with the

participation of the private sector. Resources from

agricultural subsidies that are argued to be fiscally

unsustainable, economically inefficient and

environmentally unsustainable such as fertilizer

subsidy should be gradually released for more

productive agricultural investments. Participation of

farmer organizations and the private sector as

partners in agriculture development is recognized
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as essential for equity-based development.

Enhanced youth involvement in agriculture should

be sought through promoting agricultural

entrepreneurship training, encouraging scientific

farming and promoting agro-enterprises. Improved

diversification, especially the restricted agriculture

export base, is essential for transforming agriculture

into a sustainable industry.

While there have been some isolated policy

documents at various stages, Sri Lanka even today

does not have a sustainable agricultural policy. A

sustainable agricultural policy does not necessarily

mean one that does not evolve over time. It can drop

obsolete policy strategies and add some modern

policy actions, avoiding ad hoc policy changes from

time to time.



12. Environmental Reforms for
Sustainable Growth
12.1 Introduction

E
nvironmental concerns have been

increasingly notable in on-going debates

on economic growth strategies for

development. While a number of factors are

essential to achieve high and sustained growth in

the long-run, environmental sustainability is a vital

aspect. Though negative environmental impacts of

growth are apparent, little has been done to

minimize such impacts with policy attention

seemingly focused almost entirely on growth, with

resultant negative implications on the natural

environment and its resources being largely ignored.

Overall, in order to ensure a sustainable

development trajectory for a country, key elements

that have to be assured are sustaining the natural

capital stock and preservation of the natural

environment from pollution. In addition, a proper

adaptation mechanism should be in place to

respond to global environmental threats, such as

climate change. Individual policy level attempts to

find solutions to existing issues are not sufficient.

By and large, the issues call for reforms in the overall

environmental management system of a country.

Though there have been many discussions on

environmental issues, and a recognition of the need

to change existing policies and regulatory

frameworks, nothing tangible has occurred in terms

of changes in the overall environmental

management practices in Sri Lanka. This is in spite

of the country embarking on ambitious large scale

infrastructure development projects that have raised

concerns on environmental damage. A clearly

visible outcome of such omissions is confrontations

among environmental activists, responsible

agencies, groups responsible for environmental

problems and the general public in many instances.

This is a clear symptom of an unhealthy

environmental management system in the country,

and justifies the need for environmental reforms. It

is therefore timely to focus on environmental reforms

as part of a larger economic reform effort to ensure

that intended development outcomes are

environmentally sustainable.

12.2 Key Environmental
Issues in Sri Lanka
Key environmental issues facing Sri Lanka at present

can be discussed under three themes; namely,

degradation of natural capital stock, environmental

pollution and responding to impacts of global climate

change.

12.2.1 Degradation of Natural Capital
At the national level, there are issues in allocation

of natural resources, including land, forests, etc.

Degradation of natural capital brings adverse

impacts on the economy as they play a significant

role in economic activities, though they are not

considered in standard national accounting

frameworks.

Deforestation and forest degradation:
According to Forest Department data, a notable

change in the country's forest cover has been

189
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observed. Forest land accounted for around 33.8

per cent of total land area in 1992, but reduced to

around 27 per cent in 2010 (Figure 12.1).

The causes for forest degradation are numerous.

Forest degradation in the Dry Zone is mainly linked

to the nature of the agriculture system prevailing in

the respective areas.  Increased demand for land

Degradation
of natural
capital brings
adverse im-
pacts on the
economy
though they
are not
considered
in standard
national
accounting
frameworks.

by farmers has resulted in considerable

deforestation.  Additionally, unsustainable land use

patterns, including in plantation agriculture, has

been the main reason for forest loss and subsequent

land degradation in the hill country. The forest land

which was kept intact in the Northern and Eastern

regions due to absence of development projects

during the conflict-affected years is now exposed to

deforestation and degradation. Unplanned

settlements and development projects are causing

significant changes in the forest cover in the areas.1

Forests provide a number of ecosystem goods and

services. Thus, forest degradation is directly

associated with many other environmental problems

such as negative implications on biodiversity, water

scarcity, land degradation, etc., which lead to

significant environmental costs.

Land degradation: Land degradation, occurring

at varying degrees in different parts of the country,

Figure 12.1
Change in Forest Cover (1990-2010)

1 UNDP (2011), “Northern Province - Integrated Strategic Environmental Assessment”, United Nations Development Programme, Colombo.
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is par ticular ly a problem in sensitive areas,

especially in the hill country, with steep slopes, high

intensity rainfall and inappropriate land use

practices.    For instance, cultivating potatoes and

tea in sloppy lands, without adopting proper soil

management measures has resulted in severe

degradation problems.2

Land degradation in Sri Lanka is highly associated

with the changes in land use pattern over the years

and rate of deforestation. Historically, deforestation

took place due to large-scale conversion of

agricultural lands to grow plantation crops. For

instance, tea lands are already showing signs of loss

of fertility in the uplands,3 and cardamom cultivation

in the Knuckles forest area has degraded the soil

cover significantly.4  Loss of soil fertility is a direct

consequence of land degradation, which poses

significant problems for agricultural productivity.

Land resources are being used by a number of

economic sectors in the country, such as agriculture,

forestry, irrigation, plantation industries, etc. Due to

inadequate legal interventions, land is being

unsustainably utilized.

12.2.2 Environmental Pollution
Unplanned rapid industrialization reforms that took

place in the early 1980s have in particular, led to a

number of environmental pollution issues.5  Lack of

due consideration on the environmental

consequences by the said reforms has made the

intended developments environmentally

unsustainable and caused many environmental

costs such as industrial pollution, agricultural

pollution, etc.

Damage to the environment by excessive
application of chemicals: Heavy use of

agrochemicals, such as chemical fertilizer and

pesticides is continuing with the objective of

increasing agricultural productivity. Agrochemicals

are heavily used particularly in paddy cultivation,

vegetable farming in the uplands and tea plantations.

The government fertilizer subsidy, which represents

a major agricultural policy, has direct implications

on the use of fertilizer in Sri Lanka. Though the

fertilizer subsidy has in part contributed to increase

rice production in the country, its effectiveness and

sustainability, especially in regard to negative

environmental externalities, are often being

questioned.6

As shown in Figure 12.2, the use of fertilizer per

land unit was comparatively low during 1990-94

where there was no subsidy given for paddy

cultivation. The full subsidy came into effect in 1995

and fertilizer use has since increased considerably.

Paddy productivity has also increased with the

subsidy schemes over the years.  However, the latest

data show a decrease in paddy productivity even

under increased fertilizer utilization. This provides

some evidence that fer ti l izer is being used

excessively and paddy cultivation is becoming less

responsive to applied fertilizer. Both lead to negative

environmental externalities where excess fertilizer

reduces soil fertility, bio-diversity and water quality

in agricultural lands.

Studies have found that existing cropping systems

with heavy use of fertilizer in the upper catchment

areas of the Mahaweli have caused increased

2 Samaratunga, P.A. and C.M.M. Chandrasekara (2002), “Applicability of Economic Instruments in Controlling Soil Erosion in Up-Country
Sri Lanka”, Ministry of Environment and Natural Resources, Colombo, Sri Lanka.

3 Ananda, J., (1998), “Soil Erosion Damage Function for Smallholder Tea in Sri Lanka: An Empirical Estimation”, a paper presented at the 1st

World Congress of Environmental and Resource Economists, 24-27 June 1998, Isoladi San Giorgio, Venice, Italy.
4 Dhakal, B., et al.,  (2012), “Impacts of Cardamom Cultivation on Montane Forest Ecosystems in Sri Lanka, Forest Ecology and Management,

vol. 274, pp.151–160.
5 Ileperuma, O.A., (2000), “Environment Pollution in Sri Lanka: A Review”, Journal of National Science Foundation Sri Lanka, 28(4):301-

325.
6 Rodrigo, C. (2014), “Key Determinants of Sri Lanka’s Fertilizer Subsidy: Some Research Findings for Policy Makers”, Institute of Policy

Studies of Sri Lanka, Colombo, http://www.ips.lk/talkingeconomics/2014/11/24/key-determinants-of-sri-lankas-fer tilizer-subsidy-some-
research-findings-for-policy-makers/.
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7 Bandara J.M., et al., (2011), “Pollution of River Mahaweli and Farmlands under Irrigation by Cadmium from Agricultural Inputs Leading to
a Chronic Renal Failure Epidemic among Farmers in NCP, Sri Lanka”, Environmental Geochemistry and Health,  (5):439-53.

8 Bandarage, A., (2013), “Political Economy of Epidemic Kidney Disease in Sri Lanka”,  http://sgo.sagepub.com/content/3/4/
2158244013511827.full.

9 Wahundeniya, W.M.K.B., (2013), “Organic Farming Situation in Sri Lanka”, Horticulture Crop Research and Development Institute, Sri
Lanka.
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Cadmium levels in the Mahaweli river water.7  Heavy

use of agrochemicals is a risk factor for the

occurrence of kidney disease in the North Central

Province of Sri Lanka. 8 This calls for promoting more

organic agriculture in the country, which at present

claims only around 5 per cent of agricultural land.9

An agricultural system that operates under organic

fertilizer has the potential to produce Ecosystem

Goods and Services (EGSs).  Many EGSs produced

through agricultural systems generate positive

externalities. For example, revitalization of the soil

with rich organic matter is a direct positive externality,

while improving the biodiversity is an indirect positive

externality. However, an agriculture system that is

predominantly based on chemical use will lose most

of these EGSs and create negative environmental

externalities.

Un-coordinated waste management: Over the

years, much emphasis has been laid on dealing with

the Municipal Solid Waste (MSW), as it is the main

Figure 12.2
Fertilizer Consumption and Paddy Productivity (1990-2011)

Source: Department of Agriculture, “Cost of Cultivation” data.
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contributor to the solid waste generated in Sri Lanka.

Handling of MSW is being done with the services

of municipal councils. The management of MSW,

unlike other waste, is backed by a national solid

waste management policy, a national strategy for

solid waste management and technical guidelines.10

As evident from Figure 12.3, a larger proportion of

MSW is biodegradable which can be used to make

organic fertilizer, if appropriate strategies are in

place.

Industrial waste, hospital waste and electronic waste

generation are on an increasing trend. Waste

separation is minimum at household level, thus it

leaves room for electronic and other waste to be

mixed with household solid waste. In addition,

hospital waste and industrial waste also have the

probability of being mixed with MSW since 'open

10 CEA (2005), “Technical Guidelines on Solid Waste Management in Sri Lanka”, Central Environmental Authority, Colombo; Wijetunga, S.,
(2013), “Community Views and Attitudes for Waste Management Improvement in a Higher Education Institute: Case Study”, Journal of
Environmental Professionals Sri Lanka, 1(1): 57-69.

11 Karunasena, G., and A Kannangara (2013), “Industrial Waste Management: Free Trade Zones in Sri Lanka”, University of Moratuwa, Sri
Lanka, http://www.civil.mrt.ac.lk/conference/ICSBE2012/SBE-12-226.pdf.

12 MOH (2012), “Environmental Management Framework for Healthcare Waste and Infrastructure Development”, Ministry of Health, Colombo.
13 Visvanathan, C., (2006), “Medical Waste Management Issues in Asia”, paper presented at Asia 3R Conference, 30 October -1 November,

2006, Tokyo, Japan.

dumping' is quite common for all these waste types.

With heavy rainfall, these can get easily absorbed

into soil and water, creating environmental pollution.

Industrial waste management is mainly focused on

FTZs and it does not involve a national strategy.

There are other industries in urban areas that violate

the conditions of the Environment Protection Licence

(EPL) issued by the Central Environment Authority

(CEA).  It leads industrial waste to be mixed with

solid waste.11  In addition, though there is an

environmental management framework for health

care waste in Sri Lanka,12  only a handful of hospitals

implement it. Lack of adoption of set frameworks

leaves room for environmental pollution.13

Sri Lanka does not have an electronic waste

management policy or a strategy in place.  The CEA
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has linkages with around 14 pr ivate sector

companies in Sri Lanka in managing electronic

waste under a Memorandum of Understanding.

Though MSW is being managed with high emphasis

on a proper policy, strategy and technical guidelines,

other types of waste are not managed in such a

comprehensive manner. This leaves room for

industrial, health care and electronic waste to create

more pollution. The absence of a comprehensive

integrated sustainable waste management policy

has now become a significant issue in environment

management in Sri Lanka.

Air pollution: The WHO estimates the number of

deaths attributable to indoor air pollution and outdoor

air pollution in Sri Lanka to be 4,200 and 1,000,

respectively in 2004. A majority of the residential

areas in Sri Lanka have particulate matter (PM),

ground level ozone (O3), carbon monoxide (CO),

sulfur oxide (SOx), nitrogen oxide (NOx) and lead

(Pb) levels which are higher than recommended

levels. These elevated conditions have the

probability of causing respiratory diseases.14

14 Nandasena, S., et al., (2012), “Air Pollution and Public Health in Developing Countries: Is Sri Lanka Different?”, Journal of the College of
Community Physicians of Sri Lanka, 17(1): 15-20.

While the MOH is fully equipped to treat respiratory

illnesses, it involves significant costs. Preventing

such health and related environmental impacts have

to be done by limiting the emissions of pollutants.

The main cause of air pollution in Sri Lanka is an

ever increasing vehicle population. The number of

motor vehicles annually registered is clearly showing

an increasing trend (Table 12.1).

The CEA is the responsible authority to measure

air quality in Sri Lanka. However, CO2 emissions

are not measured at the moment because the

machines have malfunctioned, thus creating a

problem of monitoring. Air pollution monitoring

mechanism should also be improved; CO2 emission

data is only available for Sri Lanka up to 2008. The

available data suggest an increase in the emissions

as illustrated in Figure 12.4.

As outdoor air pollution in Sri Lanka is mainly caused

by emissions from vehicles, it is necessary to reduce

the importation of high emission vehicles. One

solution to fill the gap of vehicle demand is to import

more low emission vehicles, namely hybrid and

electr ic vehicles. As suggested by the US

Environmental Protection Agency (EPA) every gallon

Vehicle class                         Year
2003 2006 2009 2012

Buses 1,949 3,346 739 3,095

Cars 21,184 27,758 5,762 31,546

Motor cycles 86,777 156,626 135,421 142,584

Three wheelers 36,204 64,466 37,364 98,815

Table 12.1
Number of Motor Vehicles Registered

Source: Department of Motor Traffic, Colombo, http://www.motortraffic.gov.lk/
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of gasoline pumps about 20 to 25 pounds of carbon

dioxide into the air. For Sri Lanka, this amount of

carbon dioxide is released by consuming 3.785 litres

of fuel. The hybrid technology is however capable

of running a car at 20-30km per litre and at zero

emission level using electricity.15

Sri Lanka's draft 'National Transport Policy' has

placed emphasis on having more cost effective and

environmentally friendly automobiles. However, the

recent increases in the taxes of hybrid cars

discourage consumers from buying them. Therefore,

the government should reconsider its taxation

policies in order to achieve the objectives of

transpor t policy, and ensure there are no

contradictory policies and strategies dealing with the

same environmental issues.

12.2.3 Global Environmental Threats
Though Sri Lanka is not a significant contributor to

global climate change, the country has to face its

negative impacts like many other developing and

emerging countries. The impacts are and predicted

to be, in terms of increase in air temperature,

changes in intensity and distribution of rainfall,

increased frequency and severity of extreme

weather events and sea level rise. While the specific

impacts of these are different across the economic

sectors, the cost of climate change is not negligible.

Impacts of climate change are particularly to be felt

by agriculture, water management, coastal and

human settlement sectors, health, biodiversity, etc.

The integrated assessment models suggest that the

loss of annual GDP due to climate change impacts

in Sri Lanka will be 1.2 per cent by 2050.16

A 'National Climate Change Policy' and a 'National

Climate Change Strategy (2011-16)' to deal with

climate change issues are in place in Sri Lanka.

However, still there are several gaps in relation to

mainstreaming climate change into the country's

development process. They include information

gaps, lack of a policy agenda and identification of

pr ior ities, coordination gaps and resource

mobilization gaps.17

Figure 12.4
Total CO2 Emissions (MT)

15 Abeygunasekara, S., et al., (2014). “Evaluation and Comparison of Automobile Fuel Systems, Most Appropriate to Sri Lankan Automobile
Standards”, paper presented at the SAITM Research Symposium on Engineering Advancements, 25-26 April 2014, Sri Lanka.

16 Ahmed, M., and S. Suphachalasai (2014), “Assessing the Costs of Climate Change and Adaptation in South Asia”, Asian Development
Bank, Manila.

17 Senaratne, A., N. Perera, K. Wickramasinghe (2009), “Mainstreaming Climate Change for Sustainable Development in Sri Lanka: Towards
a National Agenda for Action”, Working Paper Series No. 14, Institute of Policy Studies of Sri Lanka, Colombo.

Source: UNDP (2015), “Millennium Development Goals Country Report”, United Nations Development Programme, Colombo.
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Sri Lanka has to focus more on the impacts of

climate change in regard to the above mentioned

gaps. However, in order to make an adaptation

process effective, reforms are needed in inter-

sectoral policy coordination and institutional

mechanisms. The focal point for climate change in

Sri Lanka is the Climate Change Secretariat (CCS),

which comes under the purview of the ministry

dealing with the subject of environment.  While the

CCS undertakes the central role, other ministries

and line agencies too have to be coordinated

effectively in order to mainstream climate change

into the development process.

12.3 Present Environmental
Management System and
Gaps
12.3.1 Issues in Environmental
Governance
At policy level, the subjects of natural environment

and resources are being handled by a specific

ministry in the country's administrative structure, as

in many other countries. The ministry is expected to

provide leadership to manage the country's

environment and natural resources in line with

sustainable development initiatives. In order to

achieve this, it is very important that the ministry

and its implementing agencies have a common

policy direction.

In the case of Sri Lanka, there have been ad hoc

changes in the implementing agencies under

subject ministry. Accordingly, the name of the

ministry has undergone significant changes during

Cabinet reshuffles (Table 12.2). Agencies which are

not directly dealing with environment and natural

resource issues have also been included under the

purview of the ministry. For instance, the Department

of Railways and several agencies dealing with

transport were placed under one ministry along with

the environmental agencies during 1994-97.

The agencies which are directly dealing with the

environment subject such as the Forest Department

(FD), CEA, State Timber Corporation (STC),

Geological Survey and Mines Bureau (GSMB) and

Marine Environment Protection Authority (MEPA)

have been continuously listed under the ministry

dealing with the environment subject. However, the

Department of Wildlife Conservation (DWC), which

owns and manages a significant portion of forests

in the country (accounting for nearly 12 per cent of

the total land area) is frequently placed under

ministries which are not primarily dealing with

conservation. There have been periods where the

DWC was under the ministry dealing with agrarian

services; during 2010-12, the DWC functioned under

the Ministry of Economic Development; and

currently, it is under the Ministry of Tourism and

Sports.

The income generated by the wildlife parks owned

and managed by the DWC is showing a significant

increase, mainly after the end of the North/East

conflict in 2009.18  However, there are many

concerns relating to the sustainability of wildlife

parks as certain parks are being over-visited during

some parts of the year, and it creates direct adverse

impacts on wildlife. However, the ministries dealing

with tourism or agrarian services do not have the

capacity to address such issues which are related

to natural resource management.

18 SLTDA, “Annual Statistical Report 2013”, Sri Lanka Tourism Development Authority, Colombo.
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Table 12.2
Changes in the Ministry Dealing with Environment Subject (1994-2015)

Period Name of the Ministry Environment Subject Other Agencies under the Ministry
Related Agencies
under the Ministry

1994- Ministry of Transport Environment and CEA      Department of Railways,
1997 Women’s Affairs Sri Lanka Central Transport Board,

Department of Motor Traffic,
National Transport Commission,
Transport Studies and Planning Centre,
Women’s Affair Division

1998- Ministry of Forestry and Environment CEA, FD, STC  Department of National Zoological
2000 Garden

2001- Ministry of Forestry and Environment CEA, FD, DWC, STC, Department of National Zoological
GSMB, WT Garden

2003 Ministry of Environment and Natural CEA, FD, DWC, STC, Department of National Zoological
Resources GSMB, WT Garden

2004- Ministry of Environment and Natural CEA, FD, DWC, STC, Department of National Zoological
2005 Resources MEPA, GSMB, WT Garden,Department of Meteorology

2006 Ministry of Agriculture, Irrigation and CEA, FD, DWC, STC,
Mahaweli Development MEPA, GSMB  

2007 Ministry of Environment and Natural CEA, FD, DWC, STC,
Resources MEPA, GSMB
 

2008- Ministry of Environment and Natural CEA, FD, DWC, STC,  
2009 Resources MEPA, GSMB, WT

2009 Ministry of Environment CEA, FD, DWC, STC,  
MEPA, GSMB, WT

2010- Ministry of Environment CEA, FD, STC, MEPA, National Gem and Jewellery Research
2012 GSMB and Training Institute,

National Gem and Jewellery Authority

2012- Ministry of Environment CEA, FD, STC, MEPA, National Gem and Jewellery Research
2013 GSMB and Training Institute,

National Gem and Jewellery Authority
Sustainable Energy Authority

2013- Ministry of Environment and CEA, FD, STC, MEPA, National Gem and Jewellery Research
2015 Renewable Resources GSMB and Training Institute

National Gem and  Jewellery Authority
Central Engineering Consultancy Bureau

2015- Ministry of Mahaweli Development CEA, FD, STC, MEPA, National Gem and and Environment
todate GSMB Jewellery Research and Training

Institute
National Gem and Jewellery Authority
Central Engineering Consultancy Bureau

Notes: CEA (Central Environment Authority), FD (Forest Department), STC (State Timber Corporation), DWC (Department of
Wildlife Conservation), GSMB (Geological Survey and Mines Bureau), WT (Wildlife Trust), MEPA (Marine  Environment
Protection Authority).
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With these types of frequent and ad hoc changes

in administrative structures of the ministry and

agencies dealing with the environment subject, the

intended 'sustainability' objectives are difficult to

achieve. The ministry is expected to provide overall

policy direction to its agencies, but when the policy

direction of the main ministry is not centred on

natural resource management, it creates confusing

policy signals and undermines sustainability as a

core focus of development policy.

In addition, when the implementing agencies of a

ministry change, it leads to a number of

inefficiencies due to logistical issues. The personnel

allocated to address certain subject areas under the

overall environment subject also tend to be

underutilized. The situation is further worsened

when the agencies which are not directly dealing

with the environment subject are listed under the

environment related ministry.

Apart from the above mentioned agencies, there

are other ministries and implementing agencies

which are dealing with environment and natural

resource issues.  Water resources in the country

are managed by a number of agencies, such as the

Water Resource Board, Irrigation Department,

Mahaweli Author ity, etc. Coastal resource

management is under taken by the Coast

Conservation Department. Fishery resources are

managed by the Ministry of Fisheries and Aquatic

Resources and its line agencies. Most of such

agencies have a development mandate primarily,

though conservation aspects are also included.

12.3.2 Gaps in Environmental
Planning
Proper environmental planning is essential in

making decisions in regard to planning development

activities and pr ior it izing them, with due

consideration to the natural environment. In practice,

environment planning has to incorporate all the

elements which deal with development and natural

environment, such as land use, infrastructure

development, regional development, urban planning,

etc. It should take place at all levels in the decision

making process - national, regional, programme or

project levels.

National and regional planning: At national and

regional levels, environmental planning is based on

the National Physical Plan (NPP) for 2011- 2030,

which was approved by the National Physical

Planning Council in July 2007, as per the Town and

Country Planning (Amendment) Act No 49 of 2000.

The project proposals in relation to the plan were

approved in January 2011. The plan was prepared

with the objective of promoting and regulating the

integrated planning of economic, social, physical and

environment aspects of land in Sri Lanka, and

thereby to promote economic growth. It also aims to

With frequent
and ad hoc
changes in
administrative
structures of
the ministry
and agencies
dealing with
the environ-
ment subject,
the intended
‘sustainability’
objectives are
difficult to
achieve.
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bring the government, stakeholders and the

community together to discuss, review and make

decisions to guide the future of Sri Lanka's economy,

environment and communities.

A NPP is an important strategic document for any

country. It is of high importance to guide

development in an environmentally and socially

sustainable manner. The plan should provide

guidelines for uti l izing the natural resource

sustainability while optimizing economic gains.

However, there are several issues in the current NPP

which limits its effective implementation in

development planning. According to the NPP, the

central hills and the coastal belt is identified as the

key fragile areas of the country. It identifies that the

population density of the identified fragile areas are

higher than that in the rest of the country. Thus, the

NPP identifies the movement of population from the

fragile areas to metro regions as a national priority.

Several metro regions are proposed to be developed

namely, Western Metro Region, Southern Metro

Region, Eastern Metro Region, North Central Metro

Region and Northern Metro Region.

One of the most observable facts in regard to the

NPP is that areas identified for development

activities are covered by natural forests. Thus, forest

areas are allocated for other economic uses such

as rural settlements, agriculture, metro regions, etc.

This calls for careful examination and appropriate

revisions in the plan, so that the natural resource

capital of the country is kept intact. Additionally, it is

questionable if the development projects proposed

in the NPP have been undertaken with adequate

feasibility assessments.

Project level planning: At present, Sri Lanka

uses Environmental Impact Assessment (EIA) as a

tool at the initial stage to identify possible effects of

projects on the environment. The EIA process was

first introduced to Sri Lanka in 1981 and it became

a mandatory requirement by law in 1993; it is a

mandatory requirement as per the National

Environment Act No. 47 of 1980 amended by Acts

No. 56 of 1988 and No. 53 of 2000. In addition, the

EIA provisions are also included in the Coast

Conservation (Amendment) Act No. 57 of 1981 and

the EIA in the Fauna and Flora (Amended) Act No.

49 of 1993. There are around 23 government

agencies which can act as the project approving

agencies for EIA depending on the subject area,

and they are responsible for administering the EIA

process for a project.

According to the National Environment Act, only

large scale development projects which are likely to

have significant negative impacts on the natural

environment are subjected to EIA.  When it is

considered that the environmental impacts of a

project are not significant, only an Initial

Environmental Examination (IEE) is required to be

carr ied out. In addition, projects located in

environmentally sensitive areas are required to go

through the EIA. According to the Fauna and Flora

Act, any development activity which takes place

within a mile from the boundary of any National

Reserve should undergo an EIA process.

There are several drawbacks in using the EIA as

the only tool to integrate environmental aspects into

development planning. First, the EIAs take into

consideration only project-based environmental

impacts and they do not consider the cumulative

impacts of development projects. However, at policy

and programme planning level, strategic decisions

ought to be taken considering the entire impacts of

development projects and not necessari ly

considering an individual project impacts on the

environment. Project level environmental

assessments limit the space for coordinated action

among the government agencies. Thus, current

mechanisms constrain effective decision making.

The need is for a more holistic approach which looks

at the cumulative impacts of development projects.

It is argued that rapid industrialization with lack of

monitoring, insufficient technically skilled personnel
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and lack of baseline information for evaluation are

factors that restrict sustainable implementation of

environmental assessments in Sri Lanka.19  Also,

studies document gaps in relation to the present EIA

process itself.  For instance, the EIA which was

carried out for the Southern Transport Development

Project in Sri Lanka was highly criticized for its lack

of consideration of environmental issues.20  Major

environmental concerns such as the impact on the

river basins and wetlands were largely ignored. Lack

of transparency and inadequate involvement with

the affected local communities were also issues in

this context.

Key local level issues such as implications on

biodiversity, ecosystem services which have

significant social implications are under-represented

in EIAs. Also, the assessments of ecological impacts

of development projects have not been done up to

the required details. Accordingly, it seems that the

present EIA system does not provide necessary

information for relevant stakeholders, including

policy makers.21

12.3.3 Weaknesses in Current
Approach of Environmental Mana-
gement
Though Sri Lanka adopted open market economic

reforms in the late 1970s, it is important to note that

the approach for environmental management in the

country is largely based on a command and control

method.22  Enough evidence exists to support

market-based mechanisms, rather than command

and control methods as effective pollution mitigating

tools. Market-or iented mechanisms refer to

economic instruments such as taxes, permits and

emission charges, which create incentives for

polluters to reduce pollution rather than paying

penalties.23

Pollution control is mandated by the National

Environment Act and the regulatory powers are

vested with the CEA. Only a few significant

interventions exist to control pollution and Sri

Lanka's pollution control mechanisms lack market-

based instruments (MBIs). For example, if a firm

pollutes an open water source by its effluents, the

CEA can charge it under existing laws that can lead

to a cancellation of the firm's Environmental

Protection License (EPL) and halt further business.

Such command and control approaches encourage

rent seeking behaviour. There are other rules and

regulation in place to control pollution in Sri Lanka;

public littering is prohibited and it is a punishable

offence; open dumping of MSW can only happen at

an identified place by the local government; at every

registration, it is mandatory for motor vehicles to

pass an emission test. All these mechanisms are

command and control methods.

Sri Lanka introduced a load based licence fee

scheme in 2000. It was initially introduced to high

polluting industries with the aim of expanding

towards moderate and low polluters as well. Market-

based instruments (MBIs) like this are common in

countries such as Thailand, the Philippines and

Malaysia. They are effective in reducing pollution

levels while promoting environmental-friendly

technologies in managing industrial waste.

19 Mackee, J., et al., (2001), “Environmental Assessment in Sri Lanka: Its Status and the Potential for the Introduction of Strategic Environmental
Assessment”, Journal of Environmental Assessment Policy and Management, 3(02):209-240.

20 ADB (2009), “Southern Transport Development Project Sri Lanka” in ADB and the Environment, A Monitoring Framework for ADB’s
Environment Policy based on Four Case Studies, http://www.forum-adb.org/docs/ADB-and-the-Environment-case1.pdf [accessed 25 April
2015].

21 Samarakoon, M., and J.S. Rowan (2008), “A Critical Review of Environmental Impact Statements in Sri Lanka with Particular Reference
to Ecological Impact Assessment”, Environmental Management, 41(3).

22 Wilson, C., et al., (2010), “Why do Policy Decision-makers Opt for Command and Control Environmental Regulation? An Economic
Analysis with Special Reference to Sri Lanka”, School of Economics and Finance Discussion Papers and Working Papers Series 259,
Queensland University of Technology, Australia.

23 Edirisinghe, J., et al., (2008), “Taxing the Pollution: A Case for Reducing the Environmental Impacts of Rubber Production in Sri Lanka”,
South Asian Network for Development and Environmental Economics, Nepal.
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12.4 Proposed Environ-
mental Reforms
Given the negative economic, social and

environmental impacts highlighted above, it is timely

for Sri Lanka to adopt suitable reforms to address

gaps and deficiencies in its management of the

environment and natural resources. Reforms can

include changes in policies, regulations, and

institutional frameworks. These are discussed below.

12.4.1 Reforming Environmental
Governance
In the case of Sri Lanka, due to existing weaknesses

in the governance mechanism of the environment

sector, it has to undergo system-wide changes. The

reforms should ensure that the basic components

of environmental governance that leads to

sustainable development are in place. There are

mainly seven principles of effective environmental

governance and they are:24

• Environmental laws should be clear, even-
handed, implementable and enforceable,

• Environmental information should be shared
with the public,

• Affected stakeholders should be afforded
opportunities to participate in environmental
decision-making,

• Environmental decision-makers, both public
and private, should be accountable for their
decisions,

• Roles and lines of authority for environmental
protection should be clear, coordinated, and
designed to produce efficient and non-
duplicative programme delivery,

• Affected stakeholders should have access to
fair and responsive dispute resolution
procedures,

• Graft and corruption in environmental
programme delivery can obstruct

environmental protection and mask results and
must be actively prevented.

In order to achieve effective environmental

governance, reforms are required in the institutional

structure and the policy structure of the country.  In

terms of institutional changes, it is a must that the

ministry dealing with the environment subject and

relevant implementing agencies are assigned a

single policy direction, by bringing all the agencies

with a conservation mandate under the ministry. Ad

hoc shuffling of implementing agencies and

attaching non-relevant subjects to the ministry

handling the environment subject should be avoided.

The role of the ministry as the main government

entity to ensure sustainable development should be

given due prominence in the overall governance

structure of the country.

The institutional reform measures should also take

into consideration the need for creating inter-agency

linkages with the agencies under the mandate of

natural resources and environmental management.

Both the agencies with a conservation mandate,

listed under the ministry dealing with environment

subject and other ministries and agencies which

deal with environment and natural resource

management should have effective coordination.

The coordination is also required for agencies under

environment vis-à-vis other economic sectors.

In terms of policy reforms, attention must be given

to eliminating the contradictory policies with regard

to environmental conservation and economic

development. For instance, though the overall policy

thrust is to promote forest-based ecotourism in Sri

Lanka, there are policy and legal barriers in forest

and wildlife policies for effective implementation of

ecotourism principles.25  All the policies and Acts

related to environment and natural resource

24 Benjamin A.H., and S. Fulton (2011), “Effective National Environmental Governance – A Key to Sustainable Development”, United Nations
Environmental Programme (UNEP).

25 Wickramasinghe, K., (2009), “Ecotourism for Sustainable Forest Management in Sri Lanka”,  Environmental Economic Policy Series No.
12, Institute of Policy Studies of Sri Lanka, Colombo.
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management should be reviewed carefully and

revised to eliminate contradictions and gaps.

Ultimately, reforms should make sure that policy and

the legal framework for environmental and natural

resource management are clear and consistent.

Both institutional and policy gaps can be addressed

via an inter-ministerial coordination committee at the

policy making level. There has to be a change in the

current approaches to minimize such conflicts and

thereby move towards environmental conservation

and gaining economic benefits through natural

resources. Mainstreaming climate change into Sri

Lanka's development process is a must in adapting

to the impacts of global climate change. As impacts

are felt across all economic sectors, system-wide

changes are required to incorporate climate change

adaptation into all policies, plans, programmes,

projects, etc., in appropriate manner.  Facilitation of

climate change adaptation can be listed as another

important role of an inter-ministerial committee for

ensuring sustainable development.

The existing issues in the environment sector with

regard to development activities show that there is

lack of awareness among important stakeholders

such as the public and more specifically local

communities. Development activities which have

implications on the natural environment should

necessarily consider the involvement of affected

groups from the design stage and create a proper

dialogue in order to reduce possible economic and

social issues.  Unfortunately there is no forum at

present for relevant stakeholders to meet and

discuss environmental issues in Sri Lanka. Also,

increased community participation in management

of natural resources such as forests can bring in

sustainable outcomes.    Thus, establishment of

transparency in terms of environmental planning and

management should be an important component of

the reform process.

12.4.2 Enhancing Environmental
Planning
It is a commendable move that the National Physical

Planning Department is in the process of integrating

climate change and disaster risk reduction aspects

into the NPP.  Given the increased frequency and

severity of natural disasters and more visible signs

of global climate change, this is an important step

forward. However, incorporation of climate change

adaptation into national physical planning should

acknowledge that there are significant information

gaps and research needs in relation to climate

change vulnerabilities in various sectors. The NPP

has to be flexible enough to incorporate such

findings in the future. Similar to many other national

plans, the NPP should not exist in isolation of other

strategic plans in different sectors.  Revisions and

further improvements in the NPP is a prioritized

need. Meaningful coordination of relevant

stakeholders is a must in this regard. It also calls for

synergy among other policy plans at sectoral level.

Strategic Environmental Assessment (SEA) can be

viewed as an impor tant tool for integrating

environmental aspects into development activities.

There is no exact definition for the SEA, though it is

being increasingly adopted by many developed and

certain developing countries in the world. There are

several definitions proposed by various agencies.

According to OECD, an SEA refers to a range of

analytical and participatory approaches that aim to

integrate environmental considerations into policies,

plans and programmes and evaluate the inter-

linkages with economic and social considerations.26

It is a complementary tool for EIA. The SEA is a

broader concept than the EIA - which is for a

particular project - and helps in decision making in

regard to government policies, plans and

programmes.

26 OECD (2006), “Applying Strategic Environmental Assessment: Good Practice Guidance For Development Co-Operation”, DAC Guidelines
and Reference Series, OECD Publishing.
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The SEA is meant for proactive decision making in

regard to the most appropriate development

interventions for a given geographical area.

However, as opposed to the EIA, it does not need

to end at the initial phase in getting legal clearance

for the project. Instead, it can be used to evaluate

and modify policies during and after the process.

Though it implies integration of environmental

concerns into development planning, social aspects

in regard to planning are also usually incorporated.

The SEAs do not necessarily take a 'one-size-fits-

all' approach for different contexts. There is no

uniform approach which is universal in regard to

SEAs. The SEA for a given context has to be

developed based on specific conditions.

There have been many discussions in regard to

weaknesses of the EIA process and the potential

benefits of SEA; it has not been a mandatory

requirement in the case of Sri Lanka. In 2006, the

Cabinet of Ministers approved implementation of

SEA for policies, programmes and plans in Sri

Lanka. The memorandum that was submitted by the

CEA through the Ministry of Environment and

Natural Resources recommends that in the future,

all policies, plans and programmes should be

subjected to a SEA during their development.27

There have been three pilot scale SEA studies

carried out since then, namely the Trincomalee

Metro Area Development Plan (2008), Hambantota

Development Plan (2010) and Northern Province

Regional Development Plan (2011). There is an

impor tant need to make SEA a mandatory

requirement in development planning, with required

legal provisions in place.  This has to be coupled

with capacity building and proper awareness

creation among the stakeholders.

12.4.3 Introduction of Market-based
Instruments
MBIs are based on creating an explicit or implicit

pr ice on emissions, and generate financial

incentives for controlling environment pollution.

Market signals are a key element in implementing

MBIs. These are also called economic incentives

(IEs) and include pollution charges or levies, taxes,

subsidies, and tradable permits. MBIs have the

potential to allow a recommended level of

environmental pollution while compensating the

affected groups at the social cost of environmental

cleaning. MBIs can be either direct or indirect. Direct

instruments require the regulator to monitor

emissions. The most used direct instruments are

emission fees and tradable permits. Taxes and

subsidies are the main indirect MBIs.

Under an emission fee system, the regulatory

authority charges the polluting entity once the

effluent discharge passes set standards. In a

tradable permit system, once the overall level of

pollution is established, the level of allowable

pollution is allocated among firms in terms of a

permit. If a firm is polluting below its allowable limit,

under the permit, it is possible to trade the rest of

the permit to another entity.

Taxes are common in controlling air pollution. For

example, a tax system to encourage low emission

vehicles can reduce the level of air pollution and

encourage more usage of such vehicles in the

country. At the same time, tax systems are important

in reducing the flow of goods into the country. An

effective tax scheme is capable of reducing the

importation of second hand electronic and electrical

items, limiting the amount of electronic waste being

generated. One example of a possible subsidy

intervention is to provide loan facilities or grants for

entrepreneurs to collect electronic waste and handle

disposal. Under a sufficient subsidy scheme,

electronic waste can be bought for a nominal price

from the consumers where waste collectors are paid

for their services and consumers get a price for their

waste, encouraging more environmentally-friendly

electronic waste disposal. Another popular subsidy

scheme is the deposit-refund system. In such a

27 CEA (n.d.), “A Simple Guide to Strategic Environmental Assessment (SEA)”, Central Environment Authority, Colombo.
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system, a deposit is taken by the regulators when

the items are sold to the consumer and it will be

returned after use (Box 12.1). This sort of system is

also ideal in controlling electronic waste with LED

batteries and CFL bulbs.

Emission fee systems are ideal in controlling

pollution through industrial waste disposal.

Industries are known to dispose their effluent to

nearby streams, ultimately damaging the

ecosystems, downstream water quality and even

ground water. Once emission fee systems are

established, the monitoring agencies can be vigilant

about the levels of emissions and charge them

accordingly. However, the major drawback in such

a system is that the regulatory authorities are

responsible for monitoring, where a possibility of

bribes and cost of monitoring and technical support

can cripple such a system easily. A tradable permit

system is also ideal for controlling industrial and

hazardous waste, especially for an industrial zone.

Since there are many industries in a zone, where

firms are polluting at different levels, a tradable

permit system will ensure that pollution is controlled

by the pricing of permits. There are enough

examples from developing countries around the

world regarding implementation of MBIs for

controlling environmental pollution (Box 12.2).

Deposit refund systems are a famous MBI tool that most countries use to minimize the consumption
of potentially harmful products. This is done at the point of sale, and the consumer can claim the
refund at the end of the useful life of the product by returning it to the sales point. Deposit refund
system is a preventive mechanism, the charge or the deposit is paid in advance before the pollution
occurs. Hence, it rewards the good environmental practices rather than penalizing the bad. The
revenue collected from such a system can be applied to recycling efforts. Sri Lanka in 2011, attempted
to implement the deposit refund system to the use of pesticide containers. However, it has not yet
been finalized as the proposal for implementation of the scheme is awaiting Cabinet approval.

Box 12.1
Deposit Refund Systems in Sri Lanka

Malaysia stands as one of the first countries to implement effluent charges. In 1978, Malaysia
introduced effluent fees, paired with licensing in order to control pollution from the palm oil industry.
In 1997, the Philippines implemented environmental fees for wastewater discharge from industrial
sources. Colombia introduced a pilot programme of water effluent charges. This is after experiencing
no success in pollution control with command and control regulations. Ecuador implemented a water
effluent charge system in the municipality of Quito. Here, the enterprises discharging above national
standards for organic content and Total Soluble Solids (TSS) pay a per-unit charge equal to the cost
incurred by the municipality. Also, the provision of subsidies and tax relief for the mining sector
mercury recovery investments is a priority for the Ecuadorian authorities. Brazil and Colombia extended
subsidies in the clean technology area. Important aspects of the programme were industrial pollution
abatement investments, as well as income tax and value-added tax rebates for clean technology
adoption. Furthermore, Jamaica offers tax and tariff relief for pollution abatement investments, while
Mexico offers subsidies for industrial pollution abatement investments. This is administered by
exempting a set of pollution control equipment from import taxation. In addition, for industrial abatement
investments, the Venezuelan authorities provide tax and tariff relief.

Box 12.2
Market Based Instruments (MBI) in Developing Countries
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However, the implementations of MBIs are heavily

dependent upon the regulatory and enforcement

mechanisms, and the strength of the institutions.

Three key requirements for this are setting up rules,

monitoring performance, and enforcing compliance.

It is important that as a first step, Sri Lanka

recognizes environment and development as

complementary rather than substitutes. Once this

is accepted, the problems of weak regulatory

institutions, understaffing and lack of resources can

be better addressed.

12.5 Conclusion
Ad hoc policy interventions do not lead policy

makers to find lasting solutions to existing and

emerging environmental threats in Sri Lanka. Most

of the environmental issues arise due to lack of

consideration in making system-wide changes, such

as in governance structure, environment planning

and monitoring, and approach to environmental

management. As Sri Lanka gears to revisit its

development framework and relevant economic

reforms, it is timely to mainstream environment

sector reforms to ensure sustainable growth in the

long-term.

As previously discussed, three types of reforms in

the environment sector in Sri Lanka can be identified.

First, there should be changes in the environment

governance structure, where environmental

sustainability is given due recognition in policy

planning and implementation. This has to be

supported with enhancing inter-agency linkages,

policy coordination and meaningful stakeholder

participation.  Mainstreaming climate change into

development planning becomes an important need

in this regard. Secondly, changes should be made

in the current method of environmental planning by

addressing gaps in the NPP and making SEAs

mandatory for the relevant development

interventions. Thirdly, weaknesses in the current

command and control based environmental

management system can be avoided by introducing

appropriate MBIs to manage not only existing

environment problems, but also those that can arise

due to the growth process.

Three key
requirements
for implemen-
tation of MBIs
are setting up
rules, moni-
toring perfor-
mance, and
enforcing
compliance.

Ad hoc policy
interventions
are not suffi-
cient to find
lasting solu-
tions to exist-
ing and
emerging en-
vironmental
threats in Sri
Lanka.
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Appendix A: Macroeconomic Indicators (Statistical Base)

Table A1: Socio-Economic Indicators

1. Basic indicator Unit

Area: Sq. km. 65,610

Mid year population (2014) ('000) 20,675

Population growth rate (2014) % n. a.

Life expectancy at birth (2013) Years 74.3

Infant mortality rate (2010) Per 1000 live births 9.9

Gross school enrolment ratio (2005)(a) % 62.7

Adult literacy rate (2013) % 92.5

Human development index (HDI) (2013) Value 0.75

Human poverty index (HPI) (2005) Value 17.8

2. Output, labour force and employment 2010 2011 2012 2013 2014(e)

GNP at current market prices Rs. bn. 5,534.0 6,471.0 7,424.0 8,448.0 9,545.0

GDP at current market prices Rs. bn. 5,604.0 6,543.0 7,579.0 8,674.0 9,785.0

GDP per capita at current market prices US$ 2,397.0 2,836.0 2,922.0 3,280.0 3,625.0

Labour force (p) Mn. 8.1 (h) 8.6 (l) 8.5 (l) 8.8 (l) 8.8 (l)

Labour force participation %  48.1 (h) 47.8 (l) 52.6 (l) 53.8 (l) 53.3 (l)

Unemployment % 4.9 (h) 4.2 (l) 4.0 (l) 4.4 (l) 4.3 (l)

3. Real output growth

GDP (g) % 8.0 8.2 6.3 7.2 7.4

Agriculture, forestry, and fishing % 7.0 1.4 5.2 4.7 0.3

Mining and quarrying % 15.5 18.5 18.9 11.5 11.0

Manufacturing % 7.3 7.9 5.2 7.5 8.0

Construction % 9.3 14.2 21.6 14.4 20.2

Services % 8.0 8.6 4.6 6.4 6.5

4. Prices & wages

CCPI (2002=100) - annual average % change 5.9 - - - -

CCPI (2006/07=100) - annual average (n) % change 6.2 6.7 7.6 6.9 3.3

WPI - annual average % change 11.2 10.6 3.5 9.2 3.2

Implicit GNP deflator (g) % change 7.3 7.9 8.9 6.7 5.1

Real wage rates (q)

Workers in wages boards trades % change 24.3 -2.0 13.8 -1.2 0.4

Government employees % change -2.7 -0.1 -3.7 -0.6 7.0

 5. Consumption, investment, and savings (g)

Consumption % of GDP 80.7 84.6 83.1 80.0 78.9

Gross domestic capital formation % of GDP 27.6 29.9 30.6 29.5 29.7

Gross domestic savings % of GDP 19.3 15.4 16.9 20.0 21.1

Gross national savings % of GDP 25.4 22.1 24.0 25.8 27.0

Net Imports of Goods and Services % of GDP 8.3 14.6 13.7 9.5 8.5

6. Government finance  (g)

Revenue % of GDP 14.6 14.8 13.9 13.1 12.2

Expenditure & net lending % of GDP 22.9 21.9 20.5 19.2 18.3

Current expenditure % of GDP 16.7 15.7 14.9 13.9 13.5

Capital expenditure & net lending % of GDP 6.1 6.2 5.6 5.4 4.8

Current a/c balance % of GDP -2.1 -0.9 -1.0 -0.8 -1.3

Budget deficit

Primary deficit % of GDP -1.7 -1.4 -1.1 -0.8 -1.6

Overall deficit (before grants) % of GDP -8.0 -6.9 -6.5 -5.9 -6.0

Public debt

External % of GDP 36.1 35.6 36.5 34.1 31.8

Domestic % of GDP 45.8 42.9 42.7 44.2 43.7

i
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Unit 2010 2011 2012 2013 2014(e)

 7. External trade

Terms of trade % change 27.4 (j) -8.9 (j) -1.5(j) 4.6(j) 4.3(j)

Import price index % change 10.2 (j)  22.0 (j) -5.8(j) -4.7(j) -1.5(j)

Export price index % change  40.4 (j) 11.1 (j) -7.3(j) -0.3(j) 2.7(j)

Import volume index % change  19.6 (j)  23.6 (j) 0.5 (j) -1.5(j) 9.5(j)

Export volume index % change -13.3 (j)  10.2 (j) -0.2 (j) 6.7(j) 4.3(j)

8. External finance (g)

Trade balance % of GDP -9.7 -16.4 -15.8 -11.3 -11.1

Current account balance % of GDP -2.2 -7.8 -6.6 -3.8 -2.7

Capital & financial account balance % of GDP 5.7 7.0 7.2 4.6 2.7

Foreign direct investments % of GDP 0.9 1.5 1.5 1.3 1.2

Foreign portfolio investments % of GDP -0.5 -0.3 0.5 0.3 0.2

Import capacity months of imports (d) 7.7 4.7 5.4 5.7 6.1

External debt % of GDP 50.1 55.3 62.5 59.4 57.4

Debt-service ratio (m) % of exports 16.7 12.7 19.7 23.5 20.2

9. Exchange rates (year end)

U.S.A. Rs./US$ 111.0 113.9 127.2 130.8 131.0

U.K. Rs./UK Pound 171.4 175.4 205.5 215.6 204.0

Japan Rs./Yen 1.4 1.5 1.5 1.2 1.1

European Union Rs./Euro 147.6 147.4 168.1 180.5 159.4

India Rs./Rs. Indian 2.5 2.2 2.3 2.1 2.1

SDR Rs./SDR 170.8 174.9 195.3 201.4 189.9

10. Money supply

Narrow money supply (M1) % change 20.9 7.7 2.6 7.7 26.3

Broad money supply (M2) % change 15.8 19.1 17.6 16.7 13.4

Domestic credit % change 18.6 34.3 21.7 13.7 10.5

External banking assets % change -6.1 -74.0 -126.3 -195.5 119.8

11. Interest rates

Treasury bill yield rates

3 month % per annum 7.2 8.7 10.0 7.5 5.7

12 months % per annum 7.6 9.3 11.7 8.3 6.0

Call money rates % per annum 8.0 9.0 9.8 7.7 6.2

Average prime lending rate % per annum 9.3 10.8 14.4 10.1 6.3

Commercial banks saving % per annum 9.5 8.5 10.5 9.1 8.0

NSB saving % per annum 5.0 5.0 5.0 5.0 5.0

Commercial banks fixed deposits % per annum 17.0 11.0 17.0 16.0 12.0

NSB fixed deposits % per annum 8.5 8.5 12.5 9.5 6.5

12. Share market indicators

Annual turnover Rs. bn. 570.3 546.3 213.8 200.5 340.9

Companies listed No. 242 272 287 289 294

Market capitalisation Rs. bn. 2210.5 2213.9 2167.6 2459.9 3104.9

Net purchases by non-nationals Rs. mn. -26335 -19039 38661 22783 21217

Share price indices

CSE Share (Index, 1985=100) 6,635.9 6,074.4 5,643.0 5,912.8 7,299.0

CSE Sensitive(f) (Index, 1998 Dec =1000) 7,061.5 5,229.2 5,119.1 - -

Notes: (a): Combined first, second, and third level gross enrolment ratio.
(b): Excluding Northern and Eastern Provinces.
(c): Average of four quarters.
(d): Months of same year imports.
(e): Provisional.
(f): The Milanka Price Index (MPI) was introduced in January 1999, (1998 December=1000) to replace the Sensitive Price Index.
(g): From 2003, data are based on GDP estimates compiled by the Dept. of Census and Statistics.
(h): Excluding Northern Province.
(i):  Excluding Mullaitivu and Killinochchi districts.
(j):  From 2007 onwards, trade indices have been calculated with a wider coverage using 2010 as the base year.
(k): Estimates from 2006 onwards are based on National Accounts data of the Dept. of Census and Statistics.
(l):  Data covers the entire island.
(m):The rebased CCPI (2006/07=100) has replaced CCPI (2002=100).
(n): Overall debt service ratios were reclassified to capture debt servicing“of government, short-term debt  in accordance with the

External Debt Statistics Manual (2003)“of the IMF."
(p): Data up to 2011 for household population aged 10 and above“while that of 2012 onwards for those aged 15 and above.
(q): Real wage rate indices are based on CCPI (2006/07=100).

Sources: IPS database.
Central Bank of Sri Lanka, Annual Report, various issues.
Colombo Stock Exchange, Annual Report, various issues.
UNDP, Human Development Report, various issues.

Dept. of Census and Statistics, Quarterly Report of the Sri Lanka Labour Force Survey,  various issues.
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  Table A2: Gross Domestic Product (GDP), Mid-year Population (POP), Per Capita GDP
(PGDP), and their Growth Rates, 1992-2014

          Constant Prices (c)                                Growth Rates
       GDP                   PGDP              POP(b) GDP     PGDP               POP

     Rs. mn.                   Rs.mn.              (‘000)

1992 563,061.9 32,311.6 17,426 4.3 3.3 0.9

1993 602,171.5 34,125.1 17,646 6.9 5.6 1.3

1994 636,061.5 35,552.0 17,891 5.6 4.2 1.4

1995 670,742.2 36,984.0 18,136 5.5 4.0 1.4

1996 695,934.0 37,954.5 18,336 3.8 2.6 1.1

1997 739,763.0 39,840.7 18,568 6.3 5.0 1.3

1998 774,796.0 41,247.7 18,784 4.7 3.5 1.2

1999 808,340.0 42,419.2 19,056 4.3 2.8 1.4

2000 857,035.0 44,866.2 19,102 6.0 5.8 0.2

2001 843,794.0 44,889.8 18,797 -1.5 0.1 1.6

2002 877,284.0 46,365.6 18,921 4.0 3.3 0.7

2003(d) 1,733,222.0 90,399.1 19,173 5.9 4.6 1.3

2004 1,827,597.0 94,036.4 19,435 5.4 4.0 1.4

2005 1,941,671.0 98,843.0 19,644 6.2 5.1 1.1

2006 2,090,548.0 105,274.9 19,858 7.7 6.5 1.1

2007 2,232,656.0 111,415.5 20,039 6.8 5.8 1.2

2008 2,365,501.0 116,837.9 20,246 6.0 4.9 1.1

2009 2,449,214.0 119,613.9 20,476 3.5 2.4 1.1

2010 2,645,542.0 127,958.5 20,675 8.0 7.0 1.0

2011 2,863,691.0 137,222.2 20,869 8.2 7.2 1.0

2012 3,045,288.0 149,807.6 20,328 6.3 9.2 0.9

2013  3,266,041.0 159,451.3 20,483 7.2 6.4 0.8

2014(a)  3,506,664.0  169,608.9 20,675 7.4 6.4 0.9

Notes: (a): Provisional.

(b): From 1997 the figures are based on “Statistics on Vital Events 2000-2010”  published by Registrar General’s Department in
January 2011. 2001 figure is based on Census of Population and Housing-2001.  From 2008 the figures are provisional.

(c): Up to 2002 data are based on 1996 prices and 2003 onwards data are based on 2002 prices.

(d):  From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics.

Source: Central Bank of Sri Lanka, Annual Report, various issues.
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Table A6: Labour Force Participation of the Household Population
 All Island, 2002-2014

Household Labour Labour                                      Labour force
population force force            Employed         Unemployed
(10 yrs. & over) participation
No. mn. No. mn. rate (%) No. mn.   Rate   No. mn.   Rate

2002
q1 14.1 7.3 51.7 6.7 91.3 0.6 8.7
q2 14.2 7.0 49.5 6.3 90.2 0.7 9.8
q3 14.3 7.0 49.4 6.4 90.9 0.6 9.1
q4 14.3 7.2 50.6 6.7 92.5 0.5 7.5

2003 (a)
q1 15.6 7.6 49.1 6.9 90.8 0.7 9.2
q2 15.6 7.5 48.3 6.9 91.9 0.6 8.1
q3 15.7 7.6 48.6 7.0 91.6 0.6 8.4
q4 15.8 7.8 49.6 7.2 92.1 0.6 7.9

2004
q1 (b) 16.3 8.0 49.0 7.3 91.9 0.7 8.1
q2 (e) 16.5 8.0 48.6 7.3 91.0 0.7 9.0
q3 (e) 16.7 8.0 47.8 7.3 91.5 0.7 8.5
q4 (e) 16.7 8.2 48.8 7.5 91.8 0.7 8.2

2005 (c) 16.9 8.1 48.3 7.5 92.3 0.6 7.7
2006 (d)

q1 14.8 7.6 51.7 7.1 92.8 0.5 7.2
q2 14.8 7.5 51.1 7.1 93.7 0.5 6.3
q3 15.0 7.6 50.7 7.1 93.6 0.5 6.4
q4 15.0 7.6 51.0 7.1 93.7 0.5 6.3

2007(d)
q1 15.0 7.5 49.8 7.0 93.8 0.5 6.2
q2 15.0 7.4 49.0 6.9 93.5 0.5 6.5
q3 15.0 7.5 50.2 7.1 94.4 0.4 5.6
q4 15.1 7.6 50.1 7.2 94.5 0.4 5.5

2008 (a)
q1 16.3 8.0 49.1 7.6 94.9 0.4 5.1
q2 16.3 8.0 49.0 7.6 94.5 0.4 5.5
q3 16.3 8.2 50.3 7.7 94.5 0.4 5.5
q4 16.4 8.2 49.7 7.7 94.6 0.4 5.4

2009 (a)
q1 16.6 8.2 49.2 7.7 94.5 0.5 5.5
q2 16.5 8.0 48.3 7.5 93.8 0.5 6.2
q3 16.7 8.1 48.7 7.6 94.1 0.5 5.9
q4 16.6 8.1 48.5 7.6 94.3 0.5 5.7

2010 (a)
q1 16.9 8.1 48.2 7.7 95.0 0.4 5.0
q2 16.8 8.1 47.9 7.6 94.6 0.4 5.4
q3 16.8 8.0 47.4 7.6 95.1 0.4 4.9
q4 17.0 8.3 48.8 7.9 95.5 0.4 4.5

2011 (a)
q1 16.9 8.1 48.0 7.8 95.7 0.3 4.3
q2 17.2 8.3 48.3 8.0 95.8 0.4 4.2
q3 17.1 8.3 48.3 7.9 96.1 0.3 3.9
q4 (f) - - - - - - -

2012 (e)
q1 (f) - - - - - - -
q2 17.8 8.3 46.4 7.9 96.1 0.3 3.9
q3 17.8 8.4 47.2 8.1 95.9 0.3 4.1
q4 18.1 8.7 48.1 8.4 96.1 0.3 3.9

2013 (e)(g)
q1 16.4 8.9 54.2 8.5 95.4 0.4 4.6
q2 16.4 8.9 54.2 8.5 95.6 0.4 4.4
q3 16.4 8.8 53.8 8.4 95.6 0.4 4.4
q4 16.4 8.7 53.0 8.3 95.9 0.4 4.1

2014 (e)(g)
q1 16.4 8.8 53.4 8.4 95.9 0.4 4.1
q2 16.5 8.8 53.6 8.4 95.5 0.4 4.5
q3 16.6 8.9 53.2 8.5 95.8 0.4 4.2
q4 16.6 8.8 52.9 8.4 95.6 0.4 4.4

Notes: Up to 4th quarter 2002, data excludes both Northern and Eastern provinces.
(a) Including Eastern province but excluding Northern province.
(b) Excluding Vavunia,Mullaitivu ,Kilinochchi districts.
(c) Quarterly labour force survey was conducted as a one off survey in August 2005.
(d) Excluding Northern & Eastern provinces.
(e) All the districts are included.
(f) Labour Force Survey was not conducted for this quarter.
(g) All persons of age 10 years and over are considered to be in the working age (Labour Force) , before 2013. However, this was

changed as age 15 and over from 2013 onward.

Source:  Department of Census and Statistics, Quarterly Report of the Sri Lanka Labour Force.
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                      Table A7: Gross Domestic Fixed Capital Formation, 1992-2014

    Private(a)       Public(b) Private(a) Public(b) Private(a) Public(b) Private(a) Public(b)

(Rs. mn., current market prices)         (As % of GDP)      (At constant prices(c)(e)) (Growth in real terms)

1992 86,407 13,632 20.3 3.2 8640.7 1363.2 39.0 -5.3

1993 105,305 20,570 21.1 4.1 11084.7 2165.3 28.3 58.8

1994 136,649 17,611 23.6 3.0 14693.4 1893.7 32.6 -12.5

1995 147,280 23,595 22.1 3.5 17533.3 2808.9 19.3 48.3

1996 160,181 23,328 20.9 3.0 13238.1 1927.9 -24.5 -31.4

1997 186,950 29,923 21.0 3.4 21738.4 3479.4 64.2 80.5

1998 221,754 33,960 21.8 3.3 26399.3 4042.9 21.4 16.2

1999 266,518 35,210 24.1 3.2 60572.3 8002.3 129.4 97.9

2000 311,460 41,132 24.8 3.3 46486.6 6139.1 -23.3 -23.3

2001 267,298 42,346 19.0 3.0 21556.3 3415.0 -53.6 -44.4

2002 298,731 31,812 18.9 2.0 35563.2 3787.1 65.0 10.9

2003(f) 318,909 46,285 17.5 2.5 62,531.2 9,075.5 75.8 139.6

2004 422,060 51,262 20.2 2.5 47,961.4 5,825.2 -23.3 -35.8

2005 478,917 94,347 19.5 3.8 46,049.7 9,071.8 -4.0 55.7

2006 624,972 105,938 21.3 3.6 55,307.3 9,375.0 20.1 3.3

2007 714,084 170,604 20.0 4.8 51,006.0 12,186.0 -7.8 30.0

2008 852,708 262,602 19.3 6.0 52,313.4 16,110.6 2.6 32.2

2009 838,629 308,811 17.3 6.4 142,140.5 52,340.8 171.7 224.9

2010 1,128,151 323,851 20.1 5.8 154,541.2 44,363.2 8.7 -15.2

2011 1,402,217 370,298 21.4 5.7 177,495.8 46,873.2 14.9 5.7

2012 1,695,184 494,621 22.4 6.5 190,470.1 55,575.4 7.3 18.6

2013 1,946,925 589,723 22.4 6.8 290,585.8 88,018.4 52.6 58.4

2014(d) 2,119,243 633,020 21.7 6.5 415,537.8 124,121.6 43.0 41.0

 Notes: (a): Private sector and public corporations.
(b): Government and public enterprises.
(c): Current series deflated by GDP deflator.
(d): Provisional.
(e): Up to 1995 data are based on 1982 prices. From 1996-2002 data are based on 1996 prices.  2003 onwards

data are based on 2002 prices.
(f): From 2003, data are based on GDP estimates compiled by the Department of Census and Statistics.

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



ix

STATE OF THE ECONOMY 2015

T
ab

le
 A

8
: S

av
in

g 
an

d
 I
n
ve

st
m

en
t,

 2
0
0
0
-2

0
1
4

2
0
0
0

2
0
0
1

2
0
0
2

2
0
0
3
 (c

)
2
0
0
4

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
1
0

 2
0
1
1

2
0
1
2

2
0
1
3

2
0
1
4
(a

)

(A
s 
%

 o
f G

D
P
)

G
ro

ss
 d

o
m

es
tic

 c
ap

ita
l f

o
rm

at
io

n
2
8
.0

2
2
.0

2
1
.2

2
2
.0

2
5
.3

2
6
.8

2
8
.0

2
8
.0

2
7
.6

2
4
.4

2
7
.6

2
9
.9

3
0
.6

2
9
.5

2
9
.7

G
ro

ss
 d

o
m

es
tic

 sa
vi

n
gs

1
7
.4

1
5
.8

1
4
.4

1
6
.0

1
6
.4

1
7
.9

1
7
.0

1
7
.6

1
3
.9

1
7
.9

1
9
.3

1
5
.4

1
6
.9

2
0

2
1
.1

N
et

 im
p
o
rt
s 
o
f g

o
o
d
s 
an

d
 n

o
n
-fa

ct
o
r s

er
vi

ce
s 
(b

)
1
0
.6

6.
2

6.
7

6.
0

8.
8

8.
9

1
1
.0

1
0
.4

1
3
.7

6.
5

8.
3

1
4
.6

1
3
.7

9.
5

8.
5

N
et

 fa
ct

o
r i

n
co

m
e 

fr
o
m

 a
b
ro

ad
-1

.8
-1

.7
-1

.5
-0

.9
-1

.0
-1

.2
-1

.4
-1

.1
-2

.4
-1

.2
-1

.2
-1

.1
-2

.0
-2

.6
-2

.5

N
et

 p
ri
va

te
 tr

an
sf

er
s

5.
9

6.
2

6.
6

6.
4

6.
5

7.
1

6.
7

6.
8

6.
3

7.
0

7.
4

7.
8

9.
1

8.
4

8.
3

G
ro

ss
 n

at
io

n
al

 s
av

in
gs

2
1
.5

2
0
.3

1
9
.5

2
1
.5

2
2
.0

2
3
.8

2
2
.3

2
3
.3

1
7
.8

2
3
.7

2
5
.4

2
2
.1

2
4

2
5
.8

2
7

Fo
re

ig
n
 sa

vi
n
gs

4.
1

4.
5

5.
1

5.
5

5.
6

5.
9

5.
3

5.
7

3.
9

5.
8

6.
1

6.
7

7.
1

5.
8

5.
9

N
ot

es
:

(a
): 

P
ro

vi
si

o
n
al

.

(b
): 

A
ls

o
 re

fe
rr

ed
 to

 a
s 
ex

te
rn

al
 in

flo
w

 o
r t

h
e 

re
so

u
rc

es
 g

ap
.

(c
): 

Fr
o
m

 2
0
0
3
, d

at
a 

ar
e 

b
as

ed
 o

n
 G

D
P
 e

st
im

at
es

 c
o
m

p
ile

d
 b

y 
th

e 
D

ep
ar

tm
en

t o
f C

en
su

s 
an

d
 S

ta
tis

tic
s.

So
u
rc

es
:

IP
S 

d
at

ab
as

e;
 C

en
tr
al

 B
an

k 
o
f S

ri
 L

an
ka

, A
n
n
u
al

 R
ep

o
rt

,  
va

ri
o
u
s 
is

su
es

.



x

STATE OF THE ECONOMY 2015

T
ab

le
 A

9
: S

u
m

m
ar

y 
o
f 
G

o
ve

rn
m

en
t 
Fi

sc
al

 O
p
er

at
io

n
s,

 2
0
0
2
-2

0
1
4

(A
s 
 %

 o
f G

D
P
)

2
0
0
2

2
0
0
3
 ( 

c)
2
0
0
4

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
1
0

2
0
1
1

2
0
1
2

2
0
1
3

2
0
1
4
(b

)

R
ev

en
ue

1
6
.5

1
5
.7

1
5
.4

1
6
.1

1
6
.3

1
5
.8

1
4
.9

1
4
.5

1
4
.6

1
4
.3

1
3
.9

1
3
.1

1
2
.2

G
ra

n
ts

0.
4

0.
5

0.
4

1.
4

1.
0

0.
9

0.
7

0.
5

0.
3

0.
2

0.
2

0.
2

0.
1

Ex
p
en

d
itu

re

  C
u
rr

en
t e

xp
en

d
itu

re
2
0
.9

1
9
.0

1
9
.2

1
8
.7

1
8
.6

1
7
.4

1
6
.9

1
8
.2

1
6
.7

1
5
.4

1
4
.9

1
3
.9

1
3
.5

  C
ap

ita
l &

 n
et

 le
n
d
in

g
4.

6
4.

7
4.

3
6.

0
5.

6
6.

1
5.

7
6.

7
6.

1
6

5.
6

5.
4

4.
8

C
u
rr

en
t a

cc
o
u
n
t b

al
an

ce
-4

.4
-3

.3
-3

.9
-2

.7
-2

.4
-1

.6
-2

.0
-3

.7
-2

.1
-1

.1
-1

.0
-0

.8
-1

.3

P
ri
m

ar
y 

d
ef

ic
it

-1
.6

-0
.9

-2
.2

-3
.6

-2
.9

-2
.6

-2
.2

-3
.5

-1
.7

-1
.4

-1
.1

-0
.8

-1
.6

O
ve

ra
ll 

d
ef

ic
it 

(b
ef

o
re

 g
ra

n
ts

)
-8

.9
-8

.0
-8

.2
-8

.7
-8

.0
-7

.7
-7

.7
-9

.9
-8

.0
-6

.9
-6

.5
-5

.9
-6

.0

Fi
n
an

ci
n
g 

b
u
d
ge

t d
ef

ic
it

  F
o
re

ig
n
 fi

n
an

ci
n
g

0.
1

2.
4

1.
8

2.
0

1.
4

2.
8

-0
.1

4.
8

4.
4

3.
4

3.
8

1.
4

2.
1

  D
o
m

es
tic

 fi
n
an

ci
n
g

8.
0

4.
5

5.
8

5.
2

5.
6

3.
6

7.
1

5.
1

3.
6

3.
5

2.
7

4.
5

3.
9

   
 M

ar
ke

t b
o
rr

o
w

in
gs

8.
0

4.
5

5.
5

5.
0

5.
6

3.
6

7.
0

4.
9

3.
4

3.
6

2.
7

4.
4

4.
0

   
   

B
an

k
-0

.3
-1

.2
2.

1
1.

1
2.

7
0.

4
4.

4
1.

0
-

2.
9

1.
7

3.
4

1.
3

   
   

N
o
n
-b

an
k

8.
3

5.
7

3.
4

3.
9

2.
9

3.
1

2.
6

3.
8

3.
5

0.
7

0.
9

1.
0

2.
7

   
 O

th
er

 b
o
rr

o
w

in
gs

-0
.1

-
0.

2
0.

2
-

-
0.

1
0.

2
0.

2
-0

.1
-

0.
1

-0
.1

  P
ri
va

tis
at

io
n
 p

ro
ce

ed
s(

a)
0.

4
0.

6
0.

1
-

-
-

-
-

-
-

-
-

-

N
ot

es
:

(a
): 

Si
n
ce

 1
9
9
4
, p

ri
va

tiz
at

io
n
 p

ro
ce

ed
s 
h
av

e 
b
ee

n
 s
h
ift

ed
 fr

o
m

 th
e 

ca
p
ita

l e
xp

en
d
itu

re
 a

n
d
 n

et
 le

n
d
in

g 
ca

te
go

ry
 to

 th
e 

fin
an

ci
n
g 

se
ct

io
n
.

(b
): 

P
ro

vi
si

o
n
al

.
(c

): 
Fr

o
m

 2
0
0
3
, d

at
a 

ar
e 

b
as

ed
 o

n
 G

D
P
 e

st
im

at
es

 c
o
m

p
ile

d
 b

y 
th

e 
D

ep
ar

tm
en

t o
f C

en
su

s 
an

d
 S

ta
tis

tic
s.

So
u
rc

e:
C

en
tr
al

 B
an

k 
o
f S

ri
 L

an
ka

, A
n
n
u
al

 R
ep

o
rt

, v
ar

io
u
s 
is

su
es

.



xi

STATE OF THE ECONOMY 2015

   
  T

ab
le

 A
1
0
: M

o
n
ey

 S
u
p
p
ly

 a
n
d
 U

n
d
er

ly
in

g 
Fa

ct
o
rs

, 1
9
9
5
-2

0
1
4

U
n
it

1
9

9
5

   
   

   
   

   
 1

9
9

6
   

   
   

   
   

1
9

9
7

   
   

   
   

   
1

9
9

8
   

   
   

   
1

9
9

9
   

   
   

   
   

2
0

0
0

   
   

   
   

  2
0

0
1

   
   

   
   

2
0

0
2

   
   

   
   

2
0

0
3

(b
)

2
0
0
4

1.
Fi

n
an

ci
al

 d
ep

th
N

ar
ro

w
 m

o
n
ey

 s
u
p
p
ly

M
1
/G

D
P

1
1
.3

1
0
.2

9.
6

9.
5

9.
8

9.
4

8.
7

8.
8

8.
9

9.
0

B
ro

ad
 m

o
n
ey

 s
u
p
p
ly

M
2
/G

D
P

3
4
.2

3
3
.0

3
2
.4

3
1
.1

3
2
.4

3
2
.2

3
2
.0

3
2
.3

3
1
.9

3
2
.9

2.
M

o
n
et

ar
y 

ex
p
an

si
o
n
/c

o
n
tr

ac
ti
o
n

N
ar

ro
w

 m
o
n
ey

 s
u
p
p
ly

%
 g

ro
w

th
6.

7
4.

0
9.

8
1
2
.1

1
2
.8

9.
1

3.
2

1
4
.0

1
6
.0

1
6
.6

B
ro

ad
 m

o
n
ey

 s
u
p
p
ly

%
 g

ro
w

th
1
9
.2

1
0
.8

1
3
.8

9.
7

1
3
.3

1
3
.0

1
1
.4

1
3
.2

1
3
.8

1
8
.5

3.
C

au
sa

l f
ac

to
rs

3
.1

 E
xt

er
n
al

 b
an

ki
n
g 

as
se

ts
R
s.
 m

n.
6
6
,5

3
2
.0

6
1
,8

6
1
.0

8
9
,2

9
2
.0

9
3
,7

2
4
.0

8
3
,8

9
2
.0

5
9
,4

4
8
.0

8
0
,0

1
9
.0

1
0
1
,7

1
7
.0

1
2
9
,4

8
7
.0

1
2
9
,1

5
2
.0

%
 g

ro
w

th
3.

2
-7

.0
4
4
.3

5.
0

-1
0
.5

-2
9
.1

3
4
.6

2
7
.1

2
7
.3

-0
.3

3
.2

 D
o
m

es
tic

 c
re

d
it

R
s.
 m

n.
2
6
2
,6

7
0
.0

2
9
2
,3

9
5
.0

3
2
3
,0

4
6
.0

3
6
9
,5

1
7
.0

4
3
2
,8

8
8
.0

5
4
9
,9

2
7
.0

6
3
8
,8

7
6
.0

6
8
0
,3

9
6
.0

7
3
1
,8

7
2
.0

8
9
5
,9

4
2
.0

%
 g

ro
w

th
2
7
.5

1
1
.3

1
0
.5

1
4
.4

1
7
.1

2
7
.0

1
6
.2

6.
5

7.
6

2
2
.4

   
   

   
   

3
.2

.1
 to

 G
o
ve

rn
m

en
t

R
s.
 m

n.
3
8
,6

6
2
.0

4
7
,1

3
1
.0

4
5
,2

5
0
.0

6
4
,6

1
8
.0

9
3
,9

1
5
.0

1
4
7
,3

0
4
.0

2
0
1
,3

1
1
.0

1
9
2
,9

9
4
.0

1
7
6
,2

3
6
.0

2
2
0
,4

6
2
.0

%
 g

ro
w

th
2
3
.3

2
1
.9

-4
.0

4
2
.8

4
5
.3

5
6
.8

3
6
.7

-4
.1

-8
.7

2
5
.1

   
   

   
   

3
.2

.2
 to

 P
ri

va
te

 s
ec

to
r

R
s.
 m

n.
\2

1
0
,7

0
3
.0

2
2
9
,7

7
3
.0

2
6
3
,1

9
8
.0

2
9
4
,8

6
8
.0

3
2
5
,9

2
7
.0

3
6
4
,3

6
9
.0

3
9
6
,7

5
4
.0

4
4
4
,3

7
1
.0

5
1
9
,4

4
4
.0

6
3
4
,3

1
0
.0

%
 g

ro
w

th
2
9
.0

9.
1

1
4
.5

1
2
.0

1
0
.5

1
1
.8

8.
9

1
2
.0

1
6
.9

2
2
.1

3
.3

 O
th

er
 li

ab
ili

tie
s

R
s.
 m

n.
-6

7
,9

7
4
.0

-6
6
,8

1
3
.0

-7
9
,8

7
4
.0

-9
7
,4

2
5
.0

-1
0
6
,6

6
0
.0

-1
3
6
,0

3
5
.0

-1
6
3
,8

6
7
.0

-1
6
8
,5

4
4
.0

-1
8
1
,1

1
1
.0

-2
0
7
,5

1
5
.0

%
 g

ro
w

th
-3

4
.6

1.
7

-1
9
.5

-2
2
.0

-9
.5

-2
7
.5

-2
0
.5

-2
.9

-7
.5

-1
4
.6

C
o
n
td

..
U

n
it

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
1
0

2
0
1
1

2
0
1
2

2
0
1
3

2
0
1
4

1.
Fi

n
an

ci
al

 d
ep

th
N

ar
ro

w
 M

o
n
ey

 S
u
p
p
ly

M
1
/G

D
P

9.
4

8.
8

7.
4

6.
3

7.
0

7.
3

6.
7

5.
9

5.
6

6.
3

B
ro

ad
 M

o
n
ey

 S
u
p
p
ly

M
2
/G

D
P

3
3
.6

3
3
.8

3
2
.1

2
9
.1

3
1
.8

3
2
.4

3
3
.5

3
4
.2

3
5
.3

3
5
.4

2.
M

o
n
et

ar
y 

Ex
p
an

si
o
n
/C

o
n
tr

ac
ti
o
n

N
ar

ro
w

 M
o
n
ey

 S
u
p
p
ly

%
 g

ro
w

th
2
2
.4

1
2
.6

2.
7

4.
0

2
1
.4

2
0
.9

7.
7

2.
6

7.
7

2
6
.3

B
ro

ad
 M

o
n
ey

 S
u
p
p
ly

%
 g

ro
w

th
1
9
.6

2
0
.7

1
5
.6

1
1
.7

1
9
.9

1
8
.0

2
0
.9

1
8
.3

1
8
.0

1
3
.1

3.
C

au
sa

l F
ac

to
rs

3
.1

 E
xt

er
n
al

 B
an

ki
n
g 

A
ss

et
s

R
s.
 m

n.
1
6
7
,1

4
7
.0

1
8
5
,0

0
5
.0

2
2
5
,9

8
9
.0

8
8
,7

6
0
.0

3
5
8
,5

5
4
.0

3
9
0
,2

8
4

1
5
0
,9

1
6

1
1
2
,3

9
5

1
3
3
,8

0
8

3
1
8
,2

0
3

%
 g

ro
w

th
2
9
.4

1
0
.7

2
2
.2

-6
0
.7

3
0
4
.0

8.
8

-6
1
.3

-2
5
.5

1
9
.1

1
3
7
.8

3
.2

 D
o
m

es
tic

 C
re

d
it

R
s.
 m

n.
1
,0

6
7
,3

8
5
.0

1
,3

8
2
,0

0
4
.0

1
,6

0
7
,7

8
6
.0

1
,8

9
7
,5

0
0
.0

1
,9

0
7
,7

4
8
.0

2
,2

6
2
,8

6
1
.0

3
,0

3
7
,9

7
0

3
,6

9
6
,1

3
1

4
,2

0
0
,7

8
3

4
,6

4
0
,1

4
6

%
 g

ro
w

th
1
9
.1

2
9
.5

1
6
.3

1
8
.0

0.
5

1
8
.6

3
4
.3

2
1
.7

1
3
.7

1
0
.5

   
   

   
   

3
.2

.1
 to

 G
o
ve

rn
m

en
t

R
s.
 m

n.
2
4
9
,5

6
5
.0

3
5
7
,2

8
9
.0

3
7
4
,1

0
0
.0

5
8
2
,9

0
7
.0

6
4
0
,3

2
6
.0

6
2
7
,1

8
5
.0

8
3
3
,6

1
0

1
,0

4
5
,2

3
2

1
,3

0
1
,3

4
2

1
,4

3
5
,9

0
0

%
 g

ro
w

th
1
3
.2

4
3
.2

4.
7

5
5
.8

9.
9

-2
.1

3
2
.9

2
5
.4

2
4
.5

1
0
.3

   
   

   
   

3
.2

.2
 to

 P
ri

va
te

 S
ec

to
r

R
s.
 m

n.
8
0
1
,1

4
9
.0

9
9
3
,1

5
9
.0

1
,1

8
4
,5

1
9
.0

1
,2

6
7
,6

0
1
.0

1
,1

9
4
,1

8
9
.0

1
,4

9
1
,0

9
9
.0

2
,0

0
5
,8

6
0

2
,3

5
8
,4

2
1

2
,5

3
4
,3

4
3

2
,7

5
8
,1

9
9

%
 g

ro
w

th
2
6
.3

2
4
.0

1
9
.3

7.
0

-5
.8

2
4
.9

3
4
.5

1
7
.6

7.
5

8.
8

3
.3

 O
th

er
 L

ia
b
ili

tie
s

R
s.
 m

n.
-2

4
6
,4

3
8
.0

-3
4
8
,6

4
4
.0

-4
3
1
,7

5
9
.0

-4
5
2
,4

2
3
.0

-5
0
3
,4

6
0
.0

-5
4
8
,8

9
5

-6
4
4
,2

8
7

-7
4
1
,2

3
0

-7
0
6
,6

0
5

-7
7
9
,4

1
8

%
 g

ro
w

th
-1

8
.8

-4
1
.5

-2
3
.8

-4
.8

-1
1
.3

-9
.0

-1
7
.4

-1
5
.0

4.
7

-1
0
.3

N
ot

es
:

 D
at

a 
h
av

e 
b
ee

n
 re

cl
as

si
fie

d
 s
ta

rt
in

g 
fr
o
m

 1
9
9
0
.  

Fo
r m

o
re

 in
fo

rm
at

io
n
, s

ee
 A

n
n
u
al

 R
ep

o
rt

 1
9
9
5
, C

en
tr
al

 B
an

k 
o
f S

ri
 L

an
ka

.
(b

) F
ro

m
 2

0
0
3
, d

at
a 

ar
e 

b
as

ed
 o

n
 G

D
P
 e

st
im

at
es

 c
o
m

p
ile

d
 b

y 
th

e 
D

ep
ar

tm
en

t o
f C

en
su

s 
an

d
 S

ta
tis

tic
s.

So
u
rc

e:
C

en
tr
al

 B
an

k 
o
f S

ri
 L

an
ka

, A
n
n
u
al

 R
ep

o
rt
, v

ar
io

u
s 
is

su
es

.



xii

STATE OF THE ECONOMY 2015

   
   

  T
ab

le
 A

1
1

: 
In

te
re

st
 R

at
es

, 
2

0
0

1
-2

0
1

4

(%
, e

n
d
 o

f p
er

io
d
)

2
0
0
1

2
0
0
2

2
0
0
3

2
0
0
4

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
1
0

2
0
1
1

2
0
1
2

2
0
1
3

2
0
1
4

B
an

k 
ra

te
1
8
.0

1
8
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

1
5
.0

T
re

as
u
ry

 b
ill

s,
 y

ie
ld

 ra
te

s

  3
 M

o
n
th

1
2
.9

9.
9

7.
4

7.
3

1
0
.1

1
2
.8

2
1
.3

1
7
.3

7.
7

7.
2

8.
7

1
0
.0

7.
5

5.
7

  1
2
 M

o
n
th

1
3
.7

9.
9

7.
2

7.
7

1
0
.4

1
3
.0

2
0
.0

1
9
.1

9.
3

7.
6

9.
3

1
1
.7

8.
3

6.
0

R
ep

u
rc

h
as

e 
ra

te
1
2
.0

9.
8

7.
0

7.
5

8.
8

1
0
.0

1
0
.5

1
0
.5

7.
5

7.
3

7.
0

7.
5

6.
5

6.
5

C
al

l m
o
n
ey

 ra
te

  M
ax

im
u
m

1
3
.0

1
0
.9

8.
3

1
0
.6

1
1
.0

1
5
.1

4
0
.0

2
0
.0

9.
1

8.
4

9.
1

9.
9

7.
8

6.
5

  M
in

im
u
m

1
2
.5

1
0
.3

7.
4

9.
5

1
0
.5

1
2
.8

1
6
.0

1
3
.3

8.
0

7.
8

8.
8

9.
5

7.
5

6.
0

W
ei

gh
te

d
 a

ve
ra

ge
 p

ri
m

e 
le

n
d
in

g 
ra

te
1
4
.3

1
2
.2

9.
0

1
0
.2

1
2
.1

1
4
.7

1
7
.0

1
9
.2

1
1
.1

9.
3

1
0
.5

1
4
.3

1
0
.0

6.
4

C
o
m

m
er

ci
al

 b
an

k 
sa

vi
n
g

  M
ax

im
u
m

1
2
.0

1
1
.0

7.
3

7.
8

1
0
.3

1
0
.5

1
6
.5

1
6
.5

1
0
.5

9.
5

8.
5

1
0
.5

9.
1

8.
0

  M
in

im
u
m

4.
0

3.
5

2.
1

3.
0

3.
0

3.
0

3.
0

3.
0

1.
5

1.
5

1.
0

0.
8

0.
8

0.
5

N
SB

 sa
vi

ng
8.

4
6.

0
5.

0
5.

0
5.

0
5.

0
5.

0
5.

0
5.

0
5.

0
5.

0
5.

0
5.

0
5.

0

C
o
m

m
er

ci
al

 b
an

k 
fix

ed
 d

ep
o
si

t (
o
n
e 

ye
ar

)

  M
ax

im
u
m

1
4
.5

1
1
.0

7.
8

9.
8

1
1
.5

1
4
.0

2
0
.0

2
0
.3

1
9
.0

1
7
.0

1
1
.0

1
7
.0

1
6
.0

1
2
.0

  M
in

im
u
m

9.
5

7.
5

5.
0

5.
5

5.
5

5.
5

8.
5

8.
5

7.
3

5.
1

5.
6

5.
0

6.
0

4.
0

N
SB

 fi
xe

d
 d

ep
o
si

t (
o
n
e 

ye
ar

, p
ai

d
 o

n
 m

at
u
ri
ty

)
1
3
.0

1
0
.0

7.
0

8.
0

9.
0

1
1
.0

1
5
.0

1
5
.0

9.
5

8.
5

8.
5

1
2
.5

9.
5

6.
5

So
u
rc

es
:C

en
tr
al

 B
an

k 
o
f S

ri
 L

an
ka

, A
n
n
u
al

 R
ep

o
rt
, v

ar
io

u
s 
is

su
es

.

C
en

tr
al

 B
an

k 
o
f S

ri
 L

an
ka

, B
u
lle

tin
, v

ar
io

u
s 
is

su
es

.



xiii

STATE OF THE ECONOMY 2015

                Table A12: Basic Indicators of the General Price Level, 1994-2014

         CCPI                                       CCPI                                CCPI                                      WPI                                        GDPD
                  (1952=100)  % change    (2002=100) % change    (2006/07    % change     (1974=100)  % change        (1996=100) % change
                                                                                                                  =100)

1994 1,527.4 8.4 873.4 5.0 82.3 9.3

1995 1,644.6 7.7 950.3 8.8 89.2 8.4

1996 1,906.7 15.9 1,145.1 20.5 100.0 12.1

1997 2,089.1 9.6 1,224.3 6.9 108.6 8.6

1998 2,284.9 9.4 1,298.7 6.1 117.8 8.4

1999 2,392.1 4.7 1,295.3 -0.3 123.1 4.4

2000 2,539.8 6.2 1,317.2 1.7 131.3 6.7

2001 2,899.4 14.2 1,471.2 11.7 147.6 12.4

2002 3,176.4 9.6 100.0 1,628.9 10.7 160.0 8.4

2003 3,377.0 6.3 105.8 1,679.1 3.1 168.2 5.1

2004 3,632.8 7.6 115.3 9.0 1,889.0 12.5 183.0 8.8

2005 4,055.5 11.6 128.0 11.0 2,105.9 11.5 202.1 10.4

2006 4,610.8 13.7 140.8 10.0 2,351.5 11.7 224.9 11.3

2007 5,416.1 17.5 163.1 15.8 2,924.4 24.4 256.4 14.0

2008 199.9 22.6 129.2 3,653.6 24.9 298.3 16.3

2009 206.8 3.4 133.6 3.5 3,500.9 -4.2 315.8 5.9

2010 219.1 5.9 141.9 6.2 3,893.0 11.2 338.9 7.3

2011 226.5 6.9 151.5 6.7 4,306.5 10.6 365.5 7.9

2012 - - 162.9 7.6 4,457.3 3.5 398.1 8.9

2013 - - 174.2 6.9 4,867.9 9.2 424.8 6.7

2014(a) - - 179.9 3.3 5,022.1 3.2 446.4 5.1

Notes: (a): Provisional.

(b): CCPI (2002=100) has been replaced since June 2011.

CCPI: Colombo Consumers Price Index

WPI: Wholesale Price Index

GDPD: GDP Deflator

Sources:  Department of Census and Statistics.
 Central Bank of Sri Lanka, Annual Report, various issues.
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                     Table A13: Wage Rate Indices, 1993-2014
                                   (December 1978=100)

                         Workers in wages boards trades(a)                    Government employees(b)

   Nominal     Real Nominal    Real

1993 685.8 116.6 675.5 114.8

1994 712.4 111.7 735.5 115.4

1995 740.3 107.7 792.5 115.4

1996 801.7 100.7 818.2 103.0

1997 849.1 97.3 906.5 104.0

1998 953.3 99.9 1,001.4 104.9

1999 977.6 97.8 1,001.4 100.2

2000 1,000.4 94.3 1,084.7 102.1

2001 1,049.3 86.6 1,310.8 108.1

2002 1,126.5 84.9 1,525.3 115.0

2003 1,205.2 85.4 1,525.0 108.1

2004 1,233.0 81.3 1,872.1 123.3

2005 1,329.7 78.5 2,417.5 142.7

2006 1,358.2 70.5 3,150.8 163.5

2007 1,648.8 73.6 3,828.4 171.6

2008 2070.4 75.5 4116.1 150.4

2009 2171.4 76.7 4502.8 159.0

2010 2865.3 95.3 4651.6 154.7

2011 2996.1 93.3 4964.5 154.7

2012 3662.0 106.2 5304.7 153.8

2013 3869.2 104.9 5568.3 150.9

2014(c) 4012.2 105.3 6058.0 159.0

Notes: The wage rates used in the calculation of index numbers are minimum wages.
(a): Combined index for workers in agriculture, industry and commerce, and services.
(b): Combined index for non-executive officers and minor employees.
(c): Provisional.

Source: Central Bank of Sri Lanka, Annual Report, various issues.
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Table A14: Sri Lanka's Direction of Foreign Trade, 1997-2014

Unit 1997  1998 1999 2000 2001 2002 2003 2004 2005

1. Exports to selected countries and groupings

U.S.A US$ mn. 1666 1890 1792 2193
U.K. US$ mn. 525 530 604 737
Germany US$ mn. 230 232 216 230
Japan US$ mn. 234 196 159 230

EC % of total exports 35 33.6 35.3 33.4
Germany % of  exports to EC 17.1 17.9 16.2 15.2
UK % of exports to EC 39 41 45 48.5

ASEAN % of total exports 3.4 3 3.1 3.5
Singapore % of exports to ASEAN 43.7 38.1 37.9 38.7
Malaysia % of exports to ASEAN 16.6 10.1 6 5

SAARC % of total exports 3.1 3 3.8 4.2
India % of exports to SAARC 37 33.2 33.7 30.6

NAFTA % of total exports 45.5 51.5 49.8 50.5
USA % of exports to NAFTA 95.3 95.4 95.1 95.4
Canada % of exports to NAFTA 3.2 3.1 3.1 3.1

APEC % of total exports 59.8 58.9 56.3 57.8
USA % of exports to APEC 72.4 83.4 84.1 83.5

              Japan % of exports to APEC 10.2 8.6 7.5 8.7
              Singapore % of exports to APEC 0.1 1.9 2.1 2.3

2. Imports from selected countries and groupings

Japan US$ mn. 479 556 561 646
India US$ mn. 560 539 512 600
Hong Kong US$ mn. 411 411 459 516
U.S.A US$ mn. 187 230 216 255
U.K. US$ mn. 282 305 251 311
Taiwan US$ mn. 372 379 347 390

EC % of total imports 17.6 23.3 19.4 18.8
Germany % of imports from EC 20.5 20.2 15.8 16.5
UK % of imports from EC 31.6 30.3 29.1 32.8

ASEAN % of total imports 114.7 19.6 21.1 21
Singapore % of imports from ASEAN 38.3 36.8 48.2 46.7
Malaysia % of imports from ASEAN 22.3 22.8 18 20.5

SAARC % of total imports 13.1 15.1 14.2 14
India % of imports from SAARC 83.9 83.3 81.4 84.8

NAFTA % of total imports 5.7 7.1 5.5 6
USA % of imports from NAFTA 64.7 75.0 89 84.1
Canada % of imports from NAFTA 19 13.6 9.3 15.6

APEC % of total imports 61.9 45.9 53.4 54.9
USA % of imports from APEC 5.9 11.6 9.1 9.2
Japan % of imports from APEC 9.4 28.1 23.6 23.2
Singapore % of imports from APEC 9.1 15.7 19 17.8

1926 1764 1777 1869 1988
576 590 640 779 777
199 199 232 274 272
186 140 162 158 145

26.1 29.0 30.0 32.5 30.9
15.8 14.6 15.1 14.6 13.9
45.8 43.3 41.6 41.6 39.6

2.9 2.6 2.5 2.6 2.9
51.4 63.6 61.8 67.9 52.2
5.9 8.4 11.7 7.1 9.5

3.3 5.5 6.8 8.8 10.3
45.6 66.5 70.0 77.3 86.7

42.1 39.6 36.6 34.4 33.3
95.1 94.6 94.6 94.5 94.1
3.4 3.3 3.4 3.6 3.7

59.5 54.6 52.2 47.8 46.2
83.1 82.5 80.6 81.4 82.3
8.0 6.6 7.4 6.9 5.9
2.5 3.1 3.0 3.8 3.3

337 355 448 412 380
709 853 1073 1439 1835
500 491 560 619 648
266 219 198 240 205
221 263 273 312 277
323 288 276 291 279

14.2 14.6 16.5 15.7 14.5
16.3 13.6 13.0 15.4 13.9
26.0 29.5 24.8 24.8 21.6

19.4 19.1 19.8 20.0 20.5
44.8 46.0 46.2 51.2 48.2
22.7 21.7 25.6 24.1 25.7

11.9 15.6 17.6 19.7 22.4
84.4 89.4 91.5 91.4 92.6

4.9 3.8 3.5 3.6 3.2
91.5 93.8 85.4 84.4 71.2
8.2 5.8 14.3 15.3 28.0

55.6 52.1 49.2 46.4 44.0
10.1 8.5 7.1 7.6 6.2
12.8 13.8 16.0 13 11.6
15.6 16.8 18.7 20.5 22.4
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Unit 2006 2007 2008 2009 2010 2011 2012 2013 2014(a)

1. Exports to selected countries and groupings

Cont../

Note: (a):  Provisional.
Sources: International Monetary Fund, Direction of Trade Statistics, various issues; Central Bank of Sri Lanka,  Annual Report, various issues.

U.S.A US$ mn. 2006 1970 1869 1576 1701 2145 2126 2494 2731

U.K. US$ mn. 880 1018 1090 1024 990 1112 1059 1078 1116

Germany US$ mn. 329 438 405 347 400 510 455 468 498

Japan US$ mn. 164 160 159 139 171 223 217 224 237

EU % of total exports 33.7 37.6 37.4 38.5 33.3 33.9 33.0 31.5 31.4

Germany % of  exports to EU 14.2 15.2 13.4 12.7 13.9 14.3 14.1 14.3 14.3

UK % of  exports to EU 37.9 35.4 35.9 37.6 34.4 31.1 32.8 32.9 32.0

ASEAN % of total exports 3.4 3.0 3.2 4.8 9.0 7.0 3.9 3.0 3.8

           Singapore % of exports to ASEAN 39.0 34.8 29.7 25.8 65.5 55.4 26.1 33.7 33.6

           Malaysia % of exports to ASEAN 12.9 15.7 17.2 13.9 9.4 13.3 18.0 15.1 10.7

SAARC % of total exports 8.7 8.5 6.9 6.2 7.2 6.6 7.8 7.4 7.9

            India % of exports to SAARC 81.6 79.8 74.5 73.0 76.8 74.1 74.4 70.4 70.9

NAFTA % of total exports 30.9 27.6 24.9 24.1 21.6 22.4 24.3 26.4 27.1

USA % of exports to NAFTA 94.2 93.3 92.4 92.2 91.5 90.5 89.6 90.8 90.6

Canada % of exports to NAFTA 3.6 3.7 4.4 4.3 5.0 5.4 6.1 5.5 5.7

APEC % of total exports 44.0 38.8 37.0 37.9 39.8 38.7 38.1 40.1 41.6

USA % of exports to APEC 81.5 66.4 62.3 58.7 49.5 52.5 57.1 59.9 59.1

Japan % of exports to APEC 6.6 5.4 5.3 5.2 5.0 5.5 5.8 5.4 5.1

Singapore % of exports to APEC 3.0 2.7 2.5 3.2 14.9 10.0 2.7 2.5 3.0

2. Imports from selected countries and groupings
Japan US$ mn. 450 413 426 224 584 1025 552 668 941

India US$ mn. 2173 2610 3447 1820 2570 4431 3640 3171 4023

Hong Kong US$ mn. 659 725 695 517 580 632 605 430 351

U.S.A US$ mn. 201 412 279 259 168 266 234 416 492

U.K. US$ mn. 303 230 250 254 267 304 297 281 290

Taiwan US$ mn. 275 264 251 201 264 352 365 435 443

EU % of total imports 13.7 12.4 12.5 12.6 10.9 9.2 9.3 9.2 8.2

Germany % of imports from EU 15.8 16.4 16.0 19.3 17.2 18.3 17.9 23.1 20.6

UK % of imports from EU 21.5 16.5 14.2 19.8 18.2 16.4 16.7 16.9 18.3

ASEAN % of total imports 21.7 16.9 15.8 18.7 18.8 18.6 18.2 18.6 16.2

           Singapore % of imports from ASEAN 52.9 58.4 55.8 55.8 61.8 56.4 48.2 50.2 40.0

           Malaysia % of imports from ASEAN 23.7 14.8 16.1 15.1 15.2 18.2 23.2 17.0 23.6

SAARC % of total imports 22.9 24.9 26.0 20.1 21.4 23.7 21.0 19.9 22.3

           India % of imports from SAARC 92.4 92.7 94.0 88.6 89.3 92.1 90.2 88.4 92.7

NAFTA % of total imports 4.1 4.4 4.7 5.2 3.3 3.2 3.0 3.6 4.1

USA % of imports from NAFTA 48.0 83.5 42.4 48.4 37.6 41.3 41.2 64.0 61.2

Canada % of imports from NAFTA 51.5 16.1 57.6 51.6 62.4 58.7 58.1 35.2 38.6

APEC % of total imports 43.8 46.1 43.0 47.8 46.3 46.6 48.7 52.0 53.1

USA % of imports from APEC 5.3 7.9 4.6 5.3 2.7 2.8 2.5 4.4 4.8

Japan % of imports from APEC 11.9 7.9 7.0 4.6 9.4 10.9 5.9 7.1 9.1

Singapore % of imports from APEC 26.2 21.5 20.6 21.9 25.2 22.5 18.0 18.0 12.2
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Table A16: Structure of Commodity Exports, 1995-2014

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

1. Agricultural exports

Value (US$ mn.) 829.0 961.0 1060.0 1088.0 947.0 1005.0 932.0 938.0 965.0 1065.2

Growth 18.1 15.9 10.3 2.6 -13.0 6.1 -7.3 0.6 2.9 10.4

% of total exports 21.8 23.5 22.8 22.7 20.5 18.2 19.3 20.0 18.8 18.5

1.1 Plantation crops

Value (US$ mn.) 695.00 829.00 916.00 918.00 783.00 850.00 796.00 771.00 815.0 903.30

Growth 21.3 19.3 10.5 0.2 -14.7 8.6 -6.4 -3.1 5.7 10.8

% of total exports 18.3 20.2 19.7 19.1 17.0 15.4 16.5 16.4 15.9 15.7

1.1.1 Tea

Value (US$ mn.) 481.0 615.0 719.0 780.0 621.0 700.0 690.0 660.0 683.0 738.9

Growth 13.4 27.9 16.9 8.5 -20.4 12.7 -1.4 -4.3 3.5 8.2

% of total exports 12.6 15.0 15.5 16.3 13.5 12.7 14.3 14.0 13.3 12.8

1.1.2 Rubber

Value (US$ mn.) 111.0 104.0 79.0 44.0 33.0 29.0 24.0 27.0 39.0 51.3

Growth 53.1 -6.3 -24.0 -44.3 -25.0 -12.1 -17.2 12.5 44.4 31.5

% of total exports 2.9 2.5 1.7 0.9 0.7 0.5 0.5 0.6 0.8 0.9

1.1.3 Coconut kernel products

Value (US$ mn.) 69.0 81.0 82.0 56.0 84.0 77.0 41.0 41.0 48.0 58.6

Growth 37.7 17.4 1.2 -31.7 50.0 -8.3 -46.8 0.0 17.1 22.1

% of total exports 1.8 2.0 1.8 1.2 1.8 1.4 0.9 0.9 0.9 1.0

1.2. Minor agricultural crops

Value (US$ mn.) 134.0 132.0 145.0 170.0 165.0 155.0 136.0 168.0 150.0 161.9

Growth 3.7 -1.5 9.9 17.2 -2.9 -6.1 -12.3 23.5 -10.7 7.9

% of total exports 3.5 3.2 3.1 3.5 3.6 2.8 2.8 3.6 2.9 2.8

2. Mineral exports

Value (US$ mn.) 87.0 96.0 90.0 60.0 64.0 97.0 86.0 90.0 84.0 120.0

Growth 0.2 10.3 -6.3 -33.3 6.7 51.6 -11.3 4.7 -6.7 42.9

 % of total exports 2.3 2.3 1.9 1.3 1.4 1.8 1.8 1.9 1.6 2.1

3. Industrial exports

Value (US$ mn.) 2,870.0 3,006.0 3,436.0 3,607.0 3,551.0 4,283.0 3,710.0 3,631.0 3,977.0 4,506.1

Growth 19.6 4.7 14.3 5.0 -1.6 20.6 -13.4 -2.1 9.5 13.3

% of total exports 75.4 73.4 74.1 75.2 77.0 77.6 77.0 77.3 77.5 78.3

3.1 Textile & garments

Value (US$ mn.) 1,853.0 1,902.0 2,274.0 2,460.0 2,425.0 2,982.0 2,543.0 2,424.0 2,575.0 2,808.9

Growth 19.4 2.6 19.6 8.2 -1.4 23.0 -14.7 -4.7 6.2 9.1

% of total exports 48.7 46.4 49.0 51.3 52.6 54.0 52.8 51.6 50.2 48.8

3.2 Petroleum products

Value (US$ mn.) 85.0 104.0 97.0 73.0 74.0 98.0 68.0 73.0 65.0 99.6

Growth 6.1 22.4 -6.7 -24.7 1.4 32.4 -30.6 7.4 -11.0 53.2

% of total exports 2.2 2.5 2.1 1.5 1.6 1.8 1.4 1.6 1.3 1.7

4. Total commodity exports Inc. petroleum

Value (US$ mn.) 3,806.6 4,095.0 4,639.0 4,798.0 4,610.0 5,522.0 4,817.0 4,699.0 5,133.0 5,757.2

Growth 18.6 7.6 13.3 3.4 -3.9 19.8 -12.8 -2.4 9.2 12.2

5. Total commodity Eeports excl. petroleum

Value (US$ Mn.) 3,721.6 3,991.0 4,542.0 4,725.0 4,536.0 5,424.0 4,749.0 4,626.0 5,068.0 5,657.6

Growth 19.0 7.2 13.8 4.0 -4.0 19.6 -12.4 -2.6 9.6 11.6
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2005 2006 2007 2008 2009 2010 2011 2012 2013 2014(a)

1. Agriculture exports

Value (US$ mn.) 1,153.8 1,292.7 1,507.2 1,854.8 1,690.3 2,306.4 2,527.80 2,331.50 2,581.10 2,793.90

Growth 8.3 12.0 16.6 23.1 -8.9 36.4 9.6 -7.8 10.7 8.2

% of total exports 18.2 18.8 19.7 22.9 23.9 26.7 23.9 23.9 24.8 25.1

1.1 Plantation crops

Value (US$ mn.) 970.40 1,098.20 1,275.80 1,567.60 1,449.90 1,779.60 1,963.30 1,745.90 1,818.10 2,030.00

Growth 7.4 13.2 16.2 22.9 -7.5 22.7 10.3 -11.1 4.1 11.7

% of total exports 15.3 16.0 16.7 19.3 20.5 20.6 18.6 17.9 17.5 18.2

1.1.1 Tea

Value (US$ mn.) 810.2 881.2 1,025.2 1,271.5 1,185.1 1,440.6 1,490.90 1,411.90 1,542.20 1,628.30

Growth 9.6 8.8 16.3 24.0 -6.8 21.6 3.5 -5.3 9.2 5.6

% of total exports 12.8 12.8 13.4 15.7 16.7 16.7 14.1 14.4 14.8 14.6

1.1.2 Rubber

Value (US$ mn.) 46.9 93.1 109.4 125.1 98.6 173.2 206.4 125.1 71.3 45.3

Growth -8.6 98.5 17.5 14.4 -21.2 75.7 19.2 -39.4 -43.0 -36.5

% of total exports 0.7 1.4 1.4 1.5 1.4 2.0 2.0 1.3 0.7 0.4

1.1.3 Coconut Kernel Products

Value (US$ Mn.) 48.8 52.8 60.3 82.4 58.2 55.4 - - - -

Growth -16.7 8.2 14.2 36.7 -29.4 -4.8 - - - -

% of Total Exports 0.8 0.8 0.8 1.0 0.8 0.6 - - - -

1.2. Minor agricultural crops

Value (US$ mn.) 183.4 194.6 231.5 287.3 240.4 71.6 88.7 76 101.3 165.2

Growth 13.3 6.1 19.0 24.1 -16.3 -70.2 23.9 -14.3 33.3 63.1

% of Total Exports 2.9 2.8 3.0 3.5 3.4 0.8 0.8 0.8 1.0 1.5

2. Mineral exports

Value (US$ mn.) 143.3 119.9 127.8 97.8 88.7 24.2 32.9 61.3 51.6 59.5

Growth 19.4 -16.3 6.6 -23.5 -9.3 -72.7 36.0 86.3 -15.8 15.3

% of total exports 2.3 1.7 1.7 1.2 1.3 0.3 0.3 0.6 0.5 0.5

3. Industrial exports

Value (US$ mn.) 4,948.4 5,401.1 5,967.3 6,158.0 5,305.4 6,096.1 7,991.70 7,371.20 7,749.40 8,262.00

Growth 9.8 9.1 10.5 3.2 -13.8 14.9 31.1 -7.8 5.1 6.6

% of total exports 78.0 78.5 78.1 75.9 74.9 70.7 75.7 75.4 74.6 74.2

3.1 Textile & garments

Value (US$ mn.) 22,894.5 3,080.4 3,339.6 3,468.7 3,274.2 3,356.0 4,191.20 3,991.10 4,508.30 4,929.90

Growth 3.0 6.4 8.4 3.9 -5.6 2.5 24.9 -4.8 13.0 9.4

% of total exports 45.6 44.8 43.7 42.8 46.2 38.9 39.7 40.8 43.4 44.3

3.2 Petrolium products

 Value (US$ mn.) 130.9 188.4 168.9 254.9 134.7 263.4 552.7 463 427.7 338

Growth 31.4 43.9 -10.4 50.9 -47.2 95.5 109.8 -16.2 -7.6 -21.0

% of total exports 2.1 2.7 2.2 3.1 1.9 3.1 5.2 4.7 4.1 3.0

4. Total commodity exports inc. petroleum

Value (US$ mn.) 6,346.7 6,882.7 7,640.0 8,110.6 7,084.5 8,625.810,558.809,773.5010,394.3011,130.10

Growth 10.2 8.4 11.0 6.2 -12.7 21.8 22.4 -7.4 6.4 7.1

5. Total commodity exports excl. petroleum

Value (US$ mn.) 6,215.8 6,694.3 7,471.1 7,855.7 6,949.8 8,362.4 10,006.1 9,310.5 9,966.6 10,792.1

Growth 9.9 7.7 11.6 5.1 -11.5 20.3 19.7 -7.0 7.0 8.3

Note:         (a): Provisional.

Sources:  Central Bank of Sri Lanka, Annual Report, various issue; IPS database.
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Table A19: Tourist Arrivals by Country of Residence, 2003-2014

     2003             2004     2005             2006      2007          2008

No. Growth No. Growth No. Growth No. Growth No. Growth No. Growth

North America 25,110 26.4 29,759 18.5 46,457 56.1 35,323 -24.0 28,355 -19.7 24,311 -14.3

  Canada 11,164 34.5 14,633 31.1 21,185 44.8 14,623 -31.0 11,869 -18.8 10,258 -13.6

  U.S.A. 13,946 20.6 15,126 8.5 25,272 67.1 20,700 -18.1 16,486 -20.4 14,053 -14.8

Western Europe 255,169 27.4 284,440 11.5 227,191 -20.1 228,445 0.6 194,448 -14.9 167,187 -14.0

  Germany 58,908 6.8 58,258 -1.1 46,350 -20.4 47,402 2.3 35,042 -26.1 30,625 -12.6

  United Kingdom 93,278 38.1 106,645 14.3 92,629 -13.1 88,306 -4.7 94,060 6.5 81,331 -13.5

  France 28,585 43.0 29,996 4.9 26,653 -11.1 22,693 -14.9 8,091 -64.3 10,594 30.9

  Italy 15,654 28.6 18,862 20.5 10,192 -46.0 12,424 21.9 11,451 -7.8 9,126 -20.3

  Netherlands 118,197 54.9 21,455 17.9 15,156 -29.4 19,360 27.7 17,526 -9.5 13,030 -25.7

Asia 1177,351 24.0 198,068 11.7 223,351 12.8 242,132 8.4 202,480 -16.4 173,039 -14.5

  Japan 17,115 25.8 19,641 14.8 17,148 -12.7 16,189 -5.6 14,274 -11.8 10,075 -29.4

  India 90,603 29.5 105,151 16.1 113,323 7.8 128,370 13.3 106,067 -17.4 85,238 -19.6

  Pakistan 9,704 43.6 9,638 -0.7 11,029 14.4 11,145 1.1 10,204 -8.4 7,885 -22.7

Australasia 22,965 73.9 26,540 15.6 29,738 12.0 25,127 -15.5 22,924 -8.8 21,839 -4.7

  Australia 19,958 77.9 23,247 16.5 25,986 11.8 21,849 -15.9 20,241 -7.4 19,536 -3.5

Other(a) 20,047 19.8 27,395 36.7 22,571 -17.6 28,576 26.6 45,801 60.3 52,099 13.8

Total 500,642 27.3 566,202 13.1 549,308 -3.0 559,603 1.9 494,008 -11.7 438,475 -11.2

Contd…/

2009 2010 2011    2012 2013 2014(b)

No.    Growth No.    Growth No. Growth No.    Growth No.    Growth No. Growth

North America 24,948 2.6 40,216 61.2 49,057 22.0 59,236 20.7 65,616 10.8 72,653 10.7

  Canada 10,707 4.4 21,123 97.3 24,671 16.8 29,329 18.9 30,926 5.4 33,282 7.6

  U.S.A. 14,241 1.3 19,093 34.1 24,386 27.7 29,907 22.6 34,690 16.0 39,371 13.5

Western Europe 170,123 1.8 256,861 51.0 315,210 22.7 373,063 18.4 421,037 12.9 479,007 13.8

  Germany 29,654 -3.2 45,727 54.2 55,882 22.2 71,642 28.2 85,470 19.3 102,977 20.5

  United Kingdom 81,594 0.3 105,496 29.3 106,082 0.6 114,218 7.7 137,416 20.3 144,168 4.9

  France 15,886 50.0 31,285 96.9 48,695 55.6 56,863 16.8 64,388 13.2 78,883 22.5

  Italy 7,514 -17.7 11,423 52.0 13,527 18.4 15,871 17.3 17,982 13.3 21,116 17.4

  Netherlands 11,291 -13.3 17,861 58.2 23,966 34.2 26,754 11.6 22,281 -16.7 24,196 8.6

Asia 174,534 0.9 244,124 39.9 333,841 36.8 380,289 13.9 509,653 34.0 650,810 27.7

  Japan 10,926 8.4 14,352 31.4 20,586 43.4 26,085 26.7 29,923 14.7 39,136 30.8

  India 83,634 -1.9 126,882 51.7 171,374 35.1 176,340 2.9 208,795 18.4 242,734 16.3

  Pakistan 7,373 -6.5 9,148 24.1 14,724 61.0 16,056 9.0 25,336 57.8 25,424 0.3

Australasia 26,068 19.4 37,290 43.0 46,467 24.6 57,776 24.3 60,836 5.3 65,252 7.3

  Australia 23,239 19.0 33,456 44.0 41,728 24.7 51,614 23.7 54,252 5.1 57,940 6.8

Other(a) 52,217 0.2 75,985 45.5 111,400 46.6 135,241 21.4 217,451 60.8 259,431 19.3

Total 447,890 2.1 654,476 46.1 855,975 30.8 1,005,605 17.5 1,274,593 26.7 1,527,153 19.8

Notes:      (a):    Latin America & the Caribbean, East Europe, Africa, and Middle East.
(b): Provisional.

Source: Ceylon Tourist Board, Annual Statistical Report, various issues and Monthly Statistical Bulletin, 2012.
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INSTITUTE OF POLICY STUDIES OF SRI LANKA 

Themes of the “Sri Lanka: State of the Economy Reports”

1992 Macroeconomic Policy

1993 Export Sector

1994 Agriculture Sector

1995 Poverty Alleviation

1996 Workers’ Charter

1997 Private Sector Expansion

1998 Demographic Change and Social Safety Nets

1999 Free Trade in South Asia

2000 Plantation Sector

2001 Competition Policy and Regulations

2002 Agriculture Sector

2003 Garment Sector

2004 Land Policy

2005 Post-Tsunami Economic Issues

2006 Agriculture Reforms: Irrigation Water Charges and Land Policy

2007 Empowerment of the Poor

2008 Political Economy  Dilemma of Reforms

2009 The Global Economic Crisis: Issues, Impacts and Outlook

2010 Growth and Stability in Post-conflict Economic Recovery

2011 Post-Conflict Growth and Recovery

2012 Keeping Sri Lanka on the Growth Expressway

2013 The Transition to a Middle-Income Economy

2014 Rising Asia: Opportunities and Challenges for Sri Lanka

2015 Economic Reforms: Political Economy and Institutional Challenges



Sri Lanka's fiscal constraints, the demographics of a contracting labour force, and skill deficien-
cies suggest that a rise in infrastructure investment will spur growth only temporarily. Sustaining
higher growth in the long run must come via a competitive export sector through improvements

in productivity, notably due to innovation and to investments in human capital.

Overhauling Sri Lanka's tax system, tackling loss making state-owned-enterprises (SOEs), im-
proving labour market efficiency, filling skill gaps in the work force, improving productivity of
agriculture, delivering a better safety net to the poor and vulnerable, to name a few, are amongst
a raft of reforms that need attention. Such reforms are politically difficult to deliver through the

legislative phase, and are often even more difficult to implement. Reforms generate distribu-
tional impacts that create 'losers' and 'winners', entailing short-term adjustment costs and the
potential for long-term benefits. Thus, while reforms need to be ambitious in scope, it is typically
the case that ambition may have to be tempered by political economy realities.

An agenda setting for reforms must begin with attempts to strengthen interactions between

institutions, policy processes, and policy outcomes. The environment in which many of these
sorts of transitions take place is strongly influenced by broader factors such as the quality of
institutions and governance in a country. The Sri Lanka: State of the Economy 2015 report
addresses these through an overarching theme of "Economic Reforms in Sri Lanka: Political
Economy and Institutional Challenges". The report examines in some detail the many inter-
related reforms that touch on important economic policy areas - trade and investment, labour

market, foreign employment, education, health, social protection, agriculture and the environ-
ment. Given the array of issues, the report argues for coherence and prioritization in the design
of reforms on several fronts, so that they add up to a plausible overall economic strategy that will
help Sri Lanka to achieve sustained high growth in the long-run.
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