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1. Policy Perspectives

n 2017, the vicissitudes of the economic cycle

brought on by fiscal and monetary policy

excesses of 2015 have begun to bottom
out. As the macroeconomic fundamentals
improve, slow growth, weak export earnings
and foreign investment inflows, and thin foreign
reserves cover remain some of the more
troublesome aspects on the economic front.
Exogenous factors - some external and some
domestic - are partly to blame. Sluggish global
economic conditions abroad, and inclement
weather and fiscal austerity at home combined
to drag GDP growth down to 4.4 per cent in
2016. Economic growth dipped further to 3.9
per cent in the first half of 2017,

Looking ahead to 2018, the country's economic
policy makers will face their most challenging
test. The economy is clearly on a more robust
macroeconomic base than it has been over the
past two years, thanks primarily to improved
state finances delivered by the government
under the watchful eye of the International
Manetary Fund's (IMF) Extended Fund Fagility
(EFF) arrangement with Sri Lanka. In the interim,
however, the economy will also be encountering
a set of daunting medium term challenges.
Foremost amongst these is the spectre of a
mounting external debt pile up that comes up
for repayment from 2019 amidst lackluster
export growth and foreign direct investment
(FDI) flows. Thus, the government will be called
on to pull off an unenviable balancing act - to
continue with fiscal consolidation that involves
some unpopular belt-tightening measures and

implement a set of possibly 'painful' policy
adjustments to reverse the steady deterioration
of Sri Lanka's export competitiveness in
international markets.

These competing demands place the debates
on Sri Lanka's economic policy direction
squarely at the centre of what is the defining
global issue of today - i.e., the future of
globalization, simplistically expressed as the
freer flow of trade, people and capital around
the world. Indeed, Sri Lanka's economic policy
is heading in the direction of more integration
with the global economy precisely at a time
when globalization appears to be increasingly
out of favour in advanced economies. Britain's
vote to exit from the European Union (EU), the
election of Donald Trump as US President and
the ascendancy of right-wing parties across
many European countries such as France,
Germany and Italy are viewed as a populist
rebellion against entrenched ruling paolitical
elites and technocrats. The concerns go beyond
mere economics; cultural and identity issues
are also at the forefront. Interest group demands
for greater democracy are interwoven and
identified with matters of national sovereignty.
While the return of identity politics relates in
particular to fears of mass migration, what is
also clear is the lack of social consensus on
the rise of populism. For instance, across
Europe, the ideologues of populism span from
right-wing anti-immigrant, anti-EU parties to left-
wing anti-globalization parties.
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While mass migration and the threat of global
terrorism have contributed to the upsurge of
populist nationalism, anti-establishment
sentiments have alsc been nurtured by years
of sluggish global growth. Thus, almost ten
years after the most severe financial crisis since
the Great Depression of the 1920s, economic
policy could yet see a decisive shift away from
globalization, and towards economic
nationalism. At its simplest, the latter relies an
the belief that it is better to keep jobs and capital
at home, and the way to do that is by loosening
the grip of global integration.

The growing backlash against globalization is
not new. The failure to agree on the Doha round
of global tariff reductions was an early precursor
of things to come. It took another decade before
the backlash against freer trade spilled over
into national politics on a widespread scale. Its
detractors in the US and Europe view
globalization has having been good for the
middle classes of China and India, but less so
for Western societies. Thus, the underlying
threads of economic nationalism and populist
policies have gained legitimacy on the notion
that what matters is not absolute achievement,
but rather its relative outcomes.

The fact that the benefits of globalization are
diffused and spread across consumers and
workers, while its costs are highly concentrated
amongst displaced workers, means that those
opposed to globalization can also reshape
politics much more quickly, Indeed, it can be
argued that the initial dearth of policy
alternatives put forward by established political
parties to the status-quo allowed extremist
parties to emerge; as a result, the forces that
led to the rise of populism across Europe and
the US have managed to shift the debates. This
is in fact despite the election of a pro-EU centrist
in France's presidential election and the
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apparent decline of extremist parties across
Europe. The relative decline of extremist parties
mare recently has little to do with changes in
voter beliefs. Rather, it is more to do with the
fact that established parties have changed their
policies, in some instances adopting tougher
anti-immigrant stances for instance, to lure
voters back into the fold. In other instances,
established political parties have been
eschewed in favour of electing ‘outsiders'. This
too can bring its own vicious cycle of weak
governments that fail to solve the myriad
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problems confronting them, adding to the sense
of policy disorder.

The US policy disengagements from trade
deals and other multilateral agreements - such
as the Trans-Pacific Partnership (TPP) and the
Paris Climate Agreement - as well as the UKs
decision to leave the EU is contributing to
perceptions of an emerging vacuum in global
leadership. Such upheavals have directimpacts
in reshaping policies and strategies across
other parts of the world. Indeed, Asia - led by
China - is emerging as the new bastion of
economic openness. The China-led Regional
Comprehensive Economic Partnership (RCEP)
is viewed as a possible vehicle to achieve a
new round of multilateral trade liberalization in
Asia, replacing TPP as a means of moving
towards a Free Trade Area of the Asia and Pacific
(FTAAP).

Meanwhile, In emerging
economies can also face downside risks of the
current disruptions to global trade and
movement of people. Indeed, emerging

governments

economies often face heightened risks owing
to fickle capital movements - finance and capital
move much mare quickly across borders than
goods, services, and especially labour.
Moreover, the current wave of populist
disaffection with globalization in the US and
Europe can also spillover to these countries if
rising inequities across much of Asia are
perceived to be aggravated by the forces of
globalization.

Sri Lanka too is not immune to paradigm shifts
beyond its borders. An early focus on the West
in 2015 - in pursuit of both political and
economic advantages - began to imperceptibly
shift towards the East as Sri Lanka searched
out new markets, investments and finance.

Better political relations with the West and
progress on issues of human rights were slow
to deliver tangible economic benefits. The most
significant gain finally came in the form of
preferential market access with the
reinstatement of the EU's Generalized System
of Preferences (GSP)-plus scheme in June 2017,
However, Sri Lanka's early interests in pursuing
trade deals with the US, or possibly with the
TPP, were abandoned for all intents and
purposes for fast-track agreements with India,
China and Singapore. In addition, Sri Lanka
made fresh efforts to re-engage China in mega-
development projects, including the resumption
in 2016 of the suspended Colombo Port City

project, amongst others.

Underpinning greater economic integration
with Asian economies is the government's
broader policy thrust to position Sri Lanka as
an export-oriented economic hub at the centre
of the Indian ocean. Such a strategy clearly calls
for greater liberalization and deregulation of
policies impacting productivity and
competitiveness of goods, services, investment
and labour flows. For a small developing
economy such as Sri Lanka - with a domestic
consumer market of a mere 20 million - external
demand is critical as an enabler of sustained
long-term high growth, generating demand,
absorbing labour and raising productivity. Thus,
the policy options for Sri Lanka are quite stark if
the economy’s structural failings - manifest in a
steady deterioration in the competitiveness of
exports - are to be reversed.

The policy space to rely heavily on public
spending for growth is no longer feasible under
current macroeconomic constraints. Public
debt-to-GDP is on the rise, recorded at 79.3
per cent of GDP in 2016. The country's debt
profile indicates an expanding foreign currency
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denominated debt stock at 34.2 per cent of GDP
in 2016. Of this, non-concessional foreign debt
has risen to 53 per cent of total foreign public
debt, elevating the costs and risks of the overall
debt portfolio. The external debt service ratio is
growing incrementally, albeit with a drop in
2016 to 25 per cent through the fortuitous
contraction in debt service paymentis rather
than owing to an increase in eamings of exports
of goods and services. From 2013, the Sri
Lankan economy has to prepare itself to settle
4

maturing International Sovereign Bonds (15Bs)
and syndicated loans of approximately USS 5.7
billion over three consecutive years. This alone
will see the debt service ratio rise sharply unless
earnings from exports of goods and services
expand significantly.

After nearly two years of policy ambiguity, there
are signs for renewed optimism. Considerable
progress has been made in fiscal consolidation
efforts since mid-2016, focused primarily on
much needed revenue reforms. The passage
of taxation measures, including an upward
revision on Value Added Tax {VAT) from 11 to 15
per cent, has yielded stronger revenue
earnings, allowing the government to lower the
overall deficit to 5.4 per cent of GDP without
resorting to damaging cuts in capital
expenditures that have a direct bearing on
medium term growth. The introduction of an
Inland Revenue Act in 2017 is expected to
further instill clarity and consistency to Sri
Lanka's taxation policy. These efforts can keep
the revenue gains coming - helping to broaden
the tax base and improve tax administration -
so that issues of equity in taxation can be
addressed progressively. What the Treasury
authorities must avoid at this point is any back-
tracking in revenue reforms. Although the 2016
revenue numbers look promising - with the
revenue-to-GDP ratio climbing to 14.2 per cent
from a low of 11.5 per cent in 2014 - VAT collection
over the same pericd has increased by only 3
per cent.

The stronger fiscal outcomes are also helping
the Central Bank of Sri Lanka (CBSL) to set
more prudent monetary and exchange rate
policies. After an initial easing of monetary
policy in 2015 that generated unintended
conseguences in fuelling an import-related
consumption boom, there has been a more
concerted effort to tighten policy from mid-2016
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through both upward adjustments to policy rates
and selling down CBSL's holdings of Treasury
bills. The continued high growth in credit to the
private sector and spikes in credit growth to the
government, particularly to public corporations,
prompted a further policy rate adjustment in
March 2017. The tighter policy stance was also
in direct response to rising inflationary
pressures in the economy.

Year-on-year inflation, captured through both
the Colombo Consumer Price Index (CCPI) and
the National Consumer Price Index (NCPI)
indicates upward price pressures building from
end 2018, rising from around 4 per cent to 7.5-
8.5 per cent by March 2017. An annual inflation
rate of 4 per cent at end 2016 recorded by both
the CCPI and NCPI had climbed to 5.5 per cent
and 6 per cent, respectively, by mid-2017

For the CBSL, the challenges of monetary policy
are more complex as rising inflation has also
been accompanied by a continuous growth
slowdown. Estimates of GDP growth compiled
by the Department of Census and Statistics
(DCS) suggest that the Sri Lankan economy is
seeing a gradual deceleration in growth from 5
per cent in 2014 to first quarter growth of 3.8
per cent in 2017 The various inflation indices
also suggest that the surge in price inflation is
being driven by food price increases. This is
more notable in the NCPI where annual food
inflation has risen from 3 per cent at end 2016
to 7 per cent by June 2017, compared to annual
non-food inflation increasing from 4.6 to 5.5 per
cent over the same period.

Thus, Sri Lanka's latest bout of price inflation
has multiples sources, encompassing both
demand-pull and cost-push elements. Tax
increases, particularly the VAT hike, impact the
general price of goods and services with lagged
effects. Inclement weather conditions that have

had adverse impacts on agricultural production
contribute to market access weaknesses to drive
up prices. And, amongst these cost-push factors
is the added spectre of high credit growth.

On its own, cost-push factors are less likely to
generate accelerated inflation unless it leads
to a wage spiral. Thus, the monetary policy
tightening seems more a pre-emptive measure
to curb excessive credit growth, especially in
view of Sri Lanka's current low growth
momentum. It suggests that firms and
households may be using borrowed money to
buy assets, particularly property that can in turn
generate an asset bubble in the economy. In all
other respects, indicators of consumer demand
are moderate; for instance, non-food consumer
goods import expenditure has been more or
less stagnant, contracting by 0.6 per cent in the
first five months of 2017 In a contractionary fiscal
policy environment, the risks of a steady
acceleration in inflation are further muted. This
leaves the monetary authorities some leeway
in setting medium-term monetary policy goals
to revive flagging economic growth by
encouraging the private sector to borrow and
invest in productive economic activities through
a stable, low interest rate environment.

On the exchange rate policy front too, there has
been considerable restoration of confidence on
policy direction. The pre-disposition to counter
depreciating pressure on the currency by
running down reserves has given way to a less
interventionist stance by the CBSL in the forex
market as of mid-2016. Indeed, under the EFF
programme, the CBSL has also been actively
purchasing dollars in the market to shore up its
non-debt related share of official foreign
reserves.

Thus, the policy setting suggests that investors
can look forward to a much improved

5
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macroeconomic environment in the ensuing
months. The nagging issue here will be the
exchange rate. With official reserves down ta 3
months of import cover (at US$ 5 billion) in April
2017 - the recommended minimum rule-of-
thumb threshold - and the release of the third
tranche of the IMF held-back as a result, Sri
Lanka had little option but to raise a further USS
1.5 billion as an ISB in May 2017. Thus, one
year into the IMF programme, Sri Lanka's
external sector outlock still looks fragile with
official reserves of USS 6.7 billion, sufficient for
only 4 menths of imports by mid-2017.

With the large volume of external debt set to
mature during 2019-2022, external sector
developments remain the maost critical for
economic stability and growth. Sri Lanka has to
buttress its foreign exchange earnings to build
liguidity and lower external vulnerability. It can
only do this by reversing its declining
competitiveness in international markets and
raise the demand for the country's goods and
services overseas.

Towards this end, like many other emerging
economies, Sri Lanka is seeking to spur growth
through trade in a challenging and uncertain
global context. The government is attempting to
carve out a role for the country as a goods and
services hub at the centre of the Indian Ocean,
signalling its intentions to locate its integration
initiatives mid-point along the strategic trade
and shipping route. Sri Lanka has already
benefited from better market access to EU under
the GSP-plus; in addition, it has gained
assistance from the US under the Millennium
Challenge Corporation (MCC) to address the
country's economic challenges. These
arrangements are reflective of the country's
improved political relations with the West
alongside commitments to address broader,
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and often contentious issues on human rights
and enact related legal reforms.

Despite the helping hand extended by the West,
Sri Lanka's long-term economic interests
appear inextricably linked to integration with
its neighbours in the Asian region. Economic
power is continually shifting to Asia as
purchasing power shifts away from richer
nations to emerging economies such as China,
India and Indonesia. With initiatives such as
the 'One Belt One Road' (OBOR) and Regional
Comprehensive Economic Partnership
{RCEP), Asia stands poised to mitigate the
abrupt halt to the Trans-Pacific Partnership
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(TPP): at the same time, China's re-balancing
will ensure domestic demand stays resilient
with significant scope to boost regional trade
and infrastructure development.

For Sri Lanka, cordial relations with India and
the resolution of early missteps in relations with
China - most evident in the suspension of the
Colombo Port City project in 2015 - are the
lynchpin of its pivot to Asia. Economic
agreements with both countries - an Economic
and Technology Cooperation Agreement
(ETCA) with India and a Free Trade Agreement
{(FTA) with China - are under negotiation, in
addition to an FTA with Singapore. Aside from
those currently under negotiations, many other
bilateral and regional arrangements are also
under discussion.

Such integration initiatives have drawn some
opposition, particularly with regards to the ETCA.
The disgruntlement is coalescing not only
around the potential premise of freer flows of
goods, services, investment and labour under
these agreements, but also around the
perception of asset selling by the state in some
instances. A proposal to offer an equity stake in
the Hambantota port to China, and proposals
with India for a public-private partnership (PPP)
to develop a terminal at Colombo port, as well
as to build an oil refinery in close proximity to
the Trincomalee port have all drawn vociferous
protests from politicians, professional bodies,
trade unions and other activists, Indeed, what
arguably began as a backlash against trade
pacts is merging into wider protests, allowing
both trade unions and employers, often at
loggerheads, to unite against a perceived
common threat. In this interaction of economics
and palitics, ideological battle lines are
seemingly being drawn along 'free trade' and
'sale of national assets',

Thus, the road to economic integration, and the
implied domestic deregulatory reforms
associated with it, is not easy. As noted in the
Sri Lanka: State of the Economy 2015 report,
‘the conditions for introducing, implementing
and sustaining an economic reform effort are
weaker today than during past successful
efforts' (p.3). The confluence of entrenched
privileges, weak institutions, and coalition
governing arrangements make sustained
reform efforts an arduous task. Such existing
conditions, when combined with ascendant
anti-global, populist nationalism sentiments,
calls for measured policy responses on multiple
fronts.

First, Sri Lanka must not overhype the benefits
of economic integration to create impossible
expectations. Economic integration can have
disruptive impacts when goods, services,
investment and labour move at different speeds
across borders; in the long-term, structural
unemployment might arise as a result of clear
and specific causes. Therefore, governments
must recognize that there can be legitimate
concerns and implement policies to mitigate
them in order to avoid the risk of economic
unrest spreading to cripple any meaningful
reform effort. Second, Sri Lanka must adopt a
more focused and strategic approach in its
economic integration process if the full benefits
are to be reaped as swiftly as possible. Whilst a
National Trade Policy and a National Export
Strategy are being formulated, much of the focus
has been on FTA negotiations. Whilst the latter
have a useful role, multiple FTA arrangements
- with complex tariff schedules - can run counter
to Sri Lanka's end objective of joining global
supply networks. A simple tariff setting that
allows intermediate imports to cross borders is
vital, and this can be done more effectively
through unilateral reforms. Formal trade



STATE OF THE ECONOMNY 9

agreements can largely follow these rather than
lead the progress, paving the way for efficient
regulatory measures at the border dealing with
customs and standards, as well as provisions
to protect FDI from unplanned policy or
regulatory changes.

A more nuanced approach is all the more
desirable as FTAs can act as rallying points for
interest groups and are often singled out for
criticism by those opposed to free trade and
economic integration. The adverse impacts of
any FTA can be highly concentrated while the
positive spillovers are spread across
consumers, exporters and workers. Thus, a
policy approach that aligns FTAs with a broader
unilateral reform process to arrive at a more
optimum mix - both in speed and sequencing
of reforms - is perhaps more apt in the current
volatile environment. Indeed, deriving the full
benefits of an FTA will depend on a host of
complementary factors: access to a cost-
effective and reliable network of services
infrastructure such as telecommunications,
transport, and energy; an efficient institutional
and regulatory environment; and a good human
resource pool of professional and technical
skills, to name a few.

The above factors have long been identified as
constraints to growth in Sri Lanka. The country's
ageing demographics and the
epidemiological transition hold important
implications for reforms governing the labour

related

market, education and health sectors, and social
protection systems. The institutional and
regulatory environment pertaining to land and
natural resources are also often identified as
binding constraints on growth. Thus, even as
Sri Lanka brings public finances under better
control, it faces some daunting longer-term
problems to contend with, As the government

gears itself to face these challenges in order to
revive economic growth and generate
productive employment, this year's Sri Lanka:
State of the Economy report draws attention to
'Demographics, Labour Markets and Growth'
as its main thematic focus.

With Sri Lanka's graduation to a low middle
income economy and rising wages, continuing
to compete on cheap labour is no longer a
viable option. Instead, the country will need to
facilitate and improve market sophistication and
efticiency to improve productivity and
competitiveness across the economy.

Two of the biggest constraints holding back
labour market efficiency in Sri Lanka are its
stringent employment protection laws and its
low female labour force participation rates.
Offering employment protection through high
severance pay can constrain the labour market
by lowering aggregate employment, increase
the share of informal sector workers, and
decrease employment opportunities for younger
warkers. Despite Sri Lanka's previous attempts
at reforms in 2003 and 2005, severance pay
remains high - equivalent to 39 months of
salaries or more than three years of income for
a worker with 20 years in a firm - compared to
international practices. Thus, greater mobility
of workers through severance system reforms
is needed to improve the productivity of the
workforce and facilitate job creation.

Female |labour force participation is low in Sri
Lanka at around 36 per cent, although it
increases steadily with education. Given a
significant body of evidence to show that
increasing female participation in the economy
helps growth, Sri Lanka needs to attract this
talent, particularly in view of its ageing
population and shrinking labour force growth.
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While education is a key factor affecting labour
force participation of women, reforms require
policies aimed at facilitating work place
flexibility, job creation and improved working
conditions. These need to be implemented
hand-in-hand with policies to lessen the burden
of home preduction activities for women,
through better quality affordable child care,
better transport facilities and better access to
time saving technologies.

Another main constraint dampening labour
market efficiency in Sri Lanka is the availability
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of skilled workers. This is determined by two
main factors: a) the ability to educate and train
individuals; and b} the ability to retain skilled
workers and attract talent from abroad. With the
accelerated pace of
technological change, new occupations are
emerging simultaneously as a need for new
skills and competencies. Thus, capacity building
in science and technology and innovation are
more crucial today than ever before to equip
people for the world of work in a complex, digital
environment. With only 35 per cent of those
above 20 years completing secondary level

innovation and

education in Sri Lanka, there are significant
gaps in meeting the country’'s skills demand.
Indeed, of the 15 years and above population,
only 13.2 per cent were in science and
technology related occupations. This is not
surprising in view of the fact that less than 10
per cent of schools in the country have facilities
to teach A-Level in the science stream. Poor
quality of general and higher education
systems, mismatches in the courses offered by
universities and competencies needed by the
private sector, lack of proper career guidance
systems to advise school leavers, amongst
others are some key weaknesses. Thus, Sri
Lanka needs to focus on implementing policy
initiatives to reform school and university
curricula, and expand tertiary education in line
with adequate regulatory and accreditation
systems as the most urgent priorities.

Adding to the problem of skills gaps, a large
number of Sri Lankan workers annually exit the
labour market in search of employment
overseas. Indeed, more recently, the country is
seeing a shift in migratory patterns, with more
and more skilled workers seeking jobs. A
worker's pre-migration socio-economic
situation, economic difficulties and higher
earning possibilities abroad are the major push

g
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and pull factors for labour migration from Sri
Lanka. Efforts to synchronize migration with
domestic labour market developments are
important; this involves measures to retain
talent, reintegrate those returning and attract
home grown as well as foreign grown talent. In
fact, with growing labour shortages, Sri Lanka
will also have to look increasingly to attracting
foreign workers, hasting the need for stronger
regulatory policies to receive incoming migrant
workers.

At a broader level, such institutional and
regulatory reforms will determine the
competitiveness and productivity of economic
activities across the country. One of the more
buoyant industries in Sri Lanka today is tourism.
In 2016, tourist arrivals to the country surpassed
the 2 millicn mark, generating significant gains
in both direct and indirect employment. Despite
new source markets opening up in Asia,
weaknesses in human resources, infrastructure,
marketing and promotion, amongst others,
means that the country is not reaping the full
benefits of the post-war tourism boom.
Investment opportunities in tourism are also
hindered by availability of key resources such
as land.

Indeed, policy reforms to meet new demands
on land resources are vital. While arable land
use is said to occupy 65 per cent of Sri Lanka's
land area, with much of home gardens and
arable lands in urban and suburbs converted
for residential or commercial purposes, the
actual arable area appears to be much less. As
scarcity of land grows rapidly - with Sri Lanka's
forest cover already below 30 per cent - a
rational land policy to improve the efficiency of
existing land uses is critical. Aligning land
policies with the country's development
priorities, adopting modern land management
practices, and reviewing the legal framework
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for land policy are some critical areas for
attention.

Efficient land management is all the more
important in view of Sri Lanka's rising
vulnerability to natural disasters such as floods,
drought and landslides. The impacts of global
climate change are identified as a cause for
this among other human-induced factors such
as improper land use,
environmental degradation, In fact, recent IPS
research finds that over three-third of farmers
in the Anuradhapura district has been affected

planning and

by at least one such natural disaster event
during the last five years. Aligning disaster risk
reduction measures with climate adaptation,
incorporating them as part of development
projects, and sharing data and information are
some necessary measures to mitigate Sri
Lanka's growing vulnerability in this area.

The above are all related to the concept of
sustainable development that underlines the
importance of unifying economic, social, and
environmental interests when formulating
national policies and strategies. As Sri Lanka
gears to achieve the global agenda of the
Sustainable Development Goals (SDGs) 2030,
much remains to be done to integrate the
related targets into the country's national policy
framework and budgetary process. Significant
implementation challenges are present,
particularly in the areas of coordination and
manitoring, awareness and capacity, data and
financing. Although multiple government
institutions and committees have been
identified and are entrusted with different tasks
related to SDG implementation, the coordination
and linkages among these institutions/
committees and their roles and responsibilities
still remain weak.

The SDGs also address a vital issue related to
hunger and nourishment whereby the nutritional
dimension is integral to the concept of food
security. Sri Lanka's hunger status is considered
'serious’ with a ranking at 84th position among
118 countries by the Global Hunger Index
compiled by the International Food Policy
Research Institute (IFPRI). The development of
sustainable agriculture should be viewed as
the central element of food security, with
agricultural and nutrition policies closely
aligned and coordinated. Reforming the current
incoherent land and irrigation policies should
be done to foster a shift from low value to high
value agriculture while addressing the issues
of low productivity, efficiency and equity
implications for marginalized and vulnerable
groups.

MNutritional deficiencies also have a direct
bearing on health outcomes and thereby on
worker productivity as well. It is estimated that
out of the 8.4 million employed people in Sri
Lanka, 17 per cent suffer from chronic diseases.
In fact, labour force participation rates for those
suffering from chronic diseases drops sharply
(to 58.6 per cent for men and 23.9 per cent for
women) compared to those without (78.8 per
cent and 38.3 per cent, respectively). Unhealthy
dietary patterns, sedentary lifestyles, tobacco
and alcohol consumption, amongst others, have
seen a sharp rise in the incidence of non-
communicable diseases (NCDs). Despite this,
inadequate human resources and financing are
critical barriers in implementing the country's
national NCD programme.

All the above issues, discussed in some detail
in the rest of the repont, require coordinated
policy formulation and implementation. The
policy lacuna over the last two years has taken
a toll on investor confidence. Now, with public

11
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finance management becoming more stable,
the government is set to unveil its medium term
economic reform agenda for renewed growth.
It must be recognized, however, that a mid-term
reform push is all the harder than during an
initial 'honeymoon' period. For Sri Lanka, it is
made even more trickier as the government
presides over an IMF fiscal austerity programme
simultaneously. The gains from reforms are
likely to be generated in the longer-term while
the adjustments costs are more immediate. The
challenge for the government will be to manage
this transition, balancing some quick fixes with
deeper reforms.

Some relatively easy, quick fixes are available.
The ones most frequently demanded by private
investors relate to consistency and
predictability in the policy environment,
pertaining especially to taxation measures.
Other demands include measures that can help
to cut down red tape and bureaucracy, for
instance in trade facilitation processes or
investment approvals. Tangible gains must keep
coming in to mitigate ambivalence towards
deeper structural reforms that touch on state
enterprises, land policy or the labour market.

The implementation of reforms will depend on
persuading government coalition partners that
the policies have been designed with sufficient
reference to the concerns of ordinary voters. If
political indecision makes a reform effort less
achievable, the evidence will begin to confirm
that the probability of a sustained upswing for
the Sri Lankan economy is dim. In view of the
daunting medium-term debt financing
challenges that Sri Lanka must prepare to meet,
the country cannot afford to lose this opportunity
to put its economic house in order.

12

The gains from
reforms are
likely to be
generated

in the
longer-term
while the
adjustments
costs are

more immediate.
The challenge
for the
government
will be to
manage this
transition,
balancing
some quick
fixes with
deeper reforms.



1. SBess e

2015 & weulen ¢ B&siBn Qg oo eb
oBodBofs’ o me @bls Dged =g
D 2017 Seelbit w@med o880 sl
ootesds. bl @pils s coleew 9@
L sHE® Ixleni@ DULme, gomoem
euBRoc vy Bedn pecldn o 80E
cUie odie, Sedn wdn midomed ¢boc
gD, gililem cudd e 2085 L BoqdmiB
B@nd s ece =5, 80 dnd
g@roond St gy boles] w@0c axild
e a@nd edBu & axBd cilnl. eniBae
ai8m poifed Ss7¢@0 oy o
Smeas gunos) mcens 59 Bes melsed
2016 € ¢ odfc Sdugna Bund 44 ¢t
snm enEE80 exly Da. 2017 @ moed &
bidm b0me mbgots Bawd 3.9 el
esmE By D,

@EC 2018 ses @Be® € oe ded @iltilm
afosd oe? =0@xmo D
aBecinni@n olifegmoes 05 e, glbidma
e EEo® dimssind §en wbmma (IMF)
8 o e@a B md of Budfbie edfed
engm® (EFF) 085wt oled qrefQDD @@
¢l ewred dnf Omd duls 8o wda
Efm Dnews ogle Do egm o g 80
&l Egenbeds] s afREs wlbis ailils
sem@s g8 @0 eom g eped Lo d
endmd muced € alifma 80s mEm
Ademg ghewnls domd ue ecn) g, ¢
emedsy DL Srcost xer gomam
sbomed mo o Dede pecidn o Jed
e85 ® S aoen 2019 B0 ey eoBE80
1B Bede e et o868 agd] esionE
@, @8 gmndud eSO ok B&) S8e®
dmBa endn eend Bodd oy gsinbdhis
ebEe emg s H1elds sL8m 8 camed
guman mdombedec mer 4580

‘g8’ Ba 918 edud gfosd ocie
ointy ofeds o@nema 558 afid
Boid mBed ac eneds 1.

@8 mdomil e § coeoed eilds
gfeds e Bgag Doie £ikd® gg
e2iGue ooed baeuys Stine emedm,
88 el gd eOE®, tmmod e teiiima
Hewetd 0@ oG aich umn emedm
enifundaed grmens s § esis erlsie
2 0m g, ePens® 8 comed ¢bils
gHusfo ecifc pbfse me 08 S0
exmbpgnomele? o8l emimeny
enifondamo oo qbilomes! ne 98
Enfews egenest D 18 il eaemnm
eBunio., gedio m.ofswssl gifdeo
@ gx¥cs ome 508, gene, SUEHE
e eEa 615 gediBa did eahemBion
3B gnelm ednmceD ole @flud sBHe,
cHsies) en e(omEs onensital en
oot Delged SedB dnbo mddes ede.
88 cmsigt eblidned odeas B & oo,
sotdmeBa ©H gHHBEM OOG ¢ nd§eo
egd gim. pdd gHimsimbige egw)
coEicis cfom memiheBic c8 dufin
dectfdia Bl odio w86 goond aif
B 0w oesl. goum edarEma
e @l oo eupdeas BERg Sas 0l
ged o gond dmcinged mBe BEagh
e@d envmbos =8 AD¢ el .
Bemm Doeas gedios 5o “Emn8a
BeEngsl, ¢uil gheEm ecp@ e Bedils! an
Gedio 808 Sedidy ed 80 clBomiin
enifumdas Bedid oele (0 e,

©Ew wum@ana o enifo nelning s,
e h8miced BIES0 cum § amd
s Sedid oyl® Lead ol Sadesd



STATE OF THE ECONOMY 70317

08 @uiead dilmeus ¢ suluma o
1920 persitc 05 B piiln gouimean s’
e voos iR ges gbfcenst Dud
cwman ond 5o coluomdamecs
B egnsiBnd ol ew oD thfeiesd
e Ho@ ¢Bo wiBa. D wdEd Sa
der stfistes dBSw eidss od o B@ ew
ddma 02 pE® dgin ©58 Dl ewIgo
am Hobime on o 5500 »8 eeila
goinbgoeo E8d neg gno wsim @nd.

eifumademol Sedby décs oblmeBEe
oo e ermed. enifo Bo B¢ ¢h B5e®
e¢im bled § tommbas ¢ o0 o feu
emBRBE gifed & 088u v ef o
eBud. 0lnd Hqwd ebgdd dedd ddes
@ vifhmews b edomEDul B
80 0l qamad o Ba. Sxfus dooged
wn gedised eswifumde Bedilxsl ¢@m
oEndul eoifomdeno eanun et 2085
@m0 DE ¢Rels! deay Bmed e
goitaied B8 uslfad Sths &feasia.
4850 talmineed n EmBun B ot
fetm ymo vthy o dules! dmisin
andumin 2d oBE emi &8 wmetss
ofdend.

ewifumdmed oS mbemiBmes oo
ey oo Dodnd 5BSc g g0d 8
880 gomd 8 edgtoer god Bmg
Lnews Jodd fels gewmed Dxlen
epifendsed Bodl om0 edncicma
Doy wiimefs ol opdBe B B8,
aEin Dneesi® SiiBn edociey ueico
s o90ed §8mY Sods gfonS
380 580 eowoHled ufdcues bagwesl
asining oy 3B5E0 edly Hedo@ obin
me B 98 cele gedion an Sefos
dmsqn gd dmBaihes @b i Be@nd
St cboemd ooDeU st gy, eBS
mafbosf cifses S.aed SmdnS-
SdeRens gedisn B.od@nl @if @usdmbcs
g opBE o @eding 5od gininl emelc
epdEs onsin® S0e® DoBm uDBas
Za. 200 @ € grinin€ wlede wensis
spad® dudconmaried Bdinse edmed
B0 er¥md . 0 Uibeuni® eulp

Unien B s 58 ufusl ebmed
BE8a. Seyod Dasast duig cuumos’ Tom
BT L& ¢ wop@em Bedil gBfuss
BEeom oo, oid 2@0d obelhic B
elamEs ot eDnid 'anlid slogast’
emidy oBHVT &8 mEpdos ¢PU8. g
2uso Gnes CQ0 o cwans gdm el
gemenmes (Oe el B80Eed Sxa
nunt ey el gfuss Beicd oibe
281 £¢8 S580 edp Bv viSo.

gased BB wgcdmbsion (TPP) eow wbd
elopfn 8868 U8 sbege omecmifst aw
et Fnelbdic BOgBLRs gbdbed
e domoced ofodfiec @59 gedio
coo@ens 9EoHEd Sens GidinSa o
Boma eoifo munsted 8peilBs nbfm
G Bgae, o880 qum ed. 058 céomid
eEimed s geda e gHuss ww
coa @be b B 0P emell mad
Beui@n od8. gfenx® Emed
mommoenst erficd obids Bian mbed
8 FEemyd Ao ulet@s vDd. Ened
memBtess g 2ciBe wldodidon
a58m wfEm8dte (RCEP) aiflan wB8=
Hewed obee meoss @0 (FTAAP) o@m
HB8e® @nliven ece Qonlfef (&8
wEEmlsta eumbu g18med AnoitidBa
g EHEniwed D Doy s 9
B0 B 518 @bioes e wiees.

a8 omd pd @9etd@s wifm ails =Bm
gl @oife eLgeBl wy dmenl dwn e
3180 wdSm dO8dm S wEhn Ei10e®
aomBT 8ne &o vife. griensie =@
oo bifmoss edhend 8O godlnm mdemed
atbosite S 218 qdomEn Syen Ba
wiBa. 4 Oes ov mddmed e, egts
on Bedoeesi® @00 D& edwend L8
eBoecst ede 88 wom oE v 9B Seow.
28 ¢oun Smny doveed on gedived
epiGumdsme oBardecss! (0 ciSm
ean alaed eavend gedolc Eneb@
wilfm an@immbe eoifundmed dceba
Blsy 88 w0 gipnE o B8 ¢ DLew
@38 JUOEU ¢ @ gowes eBd wr mBe.



STATE OF THE ECONOMY 2017

8 @omobe 98 edo Stetst 28eaB Sgim
088 gfm ebmudbBucd Beditlhy eesies’
2. § Eomd edotiEm w» gi5lm
segeids aew 2015 @@ meed & @o8co
e Dic oud i elEge eug, Joeuism
o §eu ebod e wiel € o pleas’
HeormBcl emE b8y bS. 2080 @
Lt ewi edamEm wlHuom vhSD
RE wyn D 088858 omdg o
gofes gond oBe Som @pbifs gfcmwm
a »C el & Gxtem® B . gbummed &
a5 Sl =8 svemm Dofe Sxfes!
gecfer so8a 2017 ¢H @sed &
wi@msmdena 8 bdemmi®@n oS (GSP)
=0 @éh 8 oo pediBa ebege esigd
E0emnEnd B88e8 qbddbo. emetd 3l
teseans efenesecs 380, eahewiBo Susted e B8
pfcdmibnite ule, ebet omadn 48 »d
0 B8U »Es ¢ g cied guitand, Bma
o Heotinoid oo edien] nEmeds R
w0 o8 Bind® S Bug gboens! goeid
B, OO 0@mot § Eomod 2016 &, guiBigom
¢ eme® 8dwe Hed SxoeSia aipd clisin
000D Doeefiel Bme oibn oBam
23 mBed 5D godinws 088 el dTs
amd @b,

B comt guitoin coede @Wse =3 od
gumEne emel mEc; § mbln emnieas
o0 o Blel € meaisd ndd cfudd
el sem® fest eBoy ¢iln edo
gand 98 elifn grinbgoes emebo.
SIS e Ebowes LG mad, edin,
penidn ow @8 o ool deofmdo o
DSomisia emel eu® g o0m Des
EBEmos vy Sodm g mdm efudd
gCE: B2, ca ey 200 elBo clige, eugn
8 8 el 9158 wmebUumwn Bm pih
altimemd 5n ms ablmas emmits
spgity o Be0, ora® dome B80T, gla
@@y oS0 sw Sealmba mem 80880
BEd ace® Sdonsi@n a. d gme gomam
moemiste 5 plear san Dfeds
eummB odm glifmed SmtEn cBOEm
&1 0580 e BmE § i &
g8t Bods edewnisl B8ma.

iz eseam duds & emaeld ¢85 d BOeB
gBeni gtmonn cOGm @bl it Behds
Woes i (008 BE LDl on emnSa.
c.of.Bdugned digs o gmome gBE
B3 0. 2016 E gueds s q.&¢. Humafmad
Howd 793 = Ba. del o woufia qmb
Bedn 8eEBs cah o e ong o8 oD,
2016 € taa ¢.od. Sdefmad Saod 34.2:8 Ba.
B s xS fede wmo gdhraa §d Bedo
SO 8ot 53 (Bt ove wed@s! oy
o GEreed BBLio we 0608 ong o8
. Bede o eoled gmomaBsl &8
el e@w 2016 € Beed 25 ¢t swum e
DRkl ew eelts grmam gagxed 6D 888
b 5 etith endd® guBeds’ twemdtma
Hedf. § comed qubma 2019 80 = Badm
dhmssiomd Soeds ae®md (1ISB) en erssm
Eaecs O ¢ eiich 88am 5.7 O dmddo
s 9fb Dad noa aupe eodB0 gemd
Bo gma. oot on ekt gomnamn =8
euemm ecs udc Deds 20838 sweg
emasiest HB e Sen® g el guma
Suen ece ong om am.

sl eqmm queasis mocos &08 gBuss
ommesitens out »b guiid gz
e e, 2016 & enoed B0 @8 baewss
enends gbon Y 910108 sfenlilm enel
emwE D ag e £S0ad B8e® gosimed
ocfo gn oo g9 =0 eom .
L9mnm® B S B8e® ade (0:0) Buwd
11 0 15 exltn goe ¢88 ey R gu S8
Buid i nd 058 Sen eeed gudied
e oo o8 Be. 0850 @
chnme emel wi ace:@d gif =dm
e Boce® wifoom mor w88 8¢
emnemd Ll afdn Joa ced.
HRedwlmeast Berd 5.4 ¢ty onm ¢880
o8 Ba. 2017 E edBo greon® sommel
DEEiDol® S B ceommed g ofosiBed
ee@Emmia ww ShdStn i ¢l o
S et om g eeduls epel. ¢
cemd@ pid 8680 wo dg wlumeme &5
fps omedm e®8 gudmeddo gicie®
Shome sDeD 0He0 ebne Sedyl A ew
Be® o@imi@mie BEac owg 2@
Dieust pErnese B850 oS Dn .

iii



STATE OF THE ECONOMY 70317

08 abuited € wogithomd aculs o
oo an eqos Oxer gagod sHeniim
oy BEGE GurmdamD @ise e dBai.
2014 § Ecad 1153 908 vod 8008m oiwd
c.@d. Sumlfmed aicoul srsmme Baod 14.2
¢ gug W@ aBe 2016 eiged® yerema
Sismednin svon AL eusln® ne ¢
58 mae 808 ne 90 8¢ ddE8le 8 ged
B 38s sgdH.

SRE A $¢8 BEGE & Gomr @ Dbl
St octB geu ww BHEu gnum gfeddd
#lsE; RE0 glind Bu. smedwBEm
auEodad grmnms cgd ulewids BSfemu
mE] ¢ GESE 2015 ger ofcdd E8E
BEOES wnd 2016 8 mved ¥ ofoddd
aotnD one cBe@si n B Gomo @y fend
o oo 8¢ va B8 &Hel@s uludi
¢ B0l dmadi gusmes omn i
glofn guend sa cah §el emmiis 8¢
& oug Dhlmus e1eRi0 Bedeews dodls
woedMBED @@ ¢ o pme o@s S
2017 & Enmed & i ¢oodt a¢ gmum
MeBo ey He. ool dditon ¢8 858
pbfmed gug om ¢édn BO&mwed
oftndad ¢ Ba.

emie® =fewiBm 8c cboma (CCPI) oo
difm enBewdbem Be ¢Bama (NCP) e
ecRuiE g 23 ouim Sebnf Dad cfudma
2016 ¢© woed & Buwel 40 80068 &o 2017
it Gwsed § Browd 75 - 8.5 ¢t guwe
W@ gwng o Be Blese ¢fLd. 2016
atiny emeg® oifewnidnm 8 cUome om
difim enfewibom e clone v e¢lsi®
St @ B 4 SoliEn cdud@m amuma
2017 8¢ O B0 BEedfsm Buwd 55 v
Bt 6 ¢t gog Bedo.

P0E Om clL@mes, Sbume oo e2es
ed@o ol &€ vbSm Bor Fcom 88
Veno0 Gnes 80 a1f fcs uSond
afiecio Doy s.B0me. “m oo ecdisg
ecdom sconbnelrind ome @dn ¢ .
HednBned Dbme osamn B4 g8 grimedad
2014 2 Bacad 508 B S 2017 seg) mibined
? Bond 3.8 ¢ty com D@8 geusle

iv

emel. e@enl {L8» cbom gmi 8¢
cil@med pvg @0 ey Dules cwnd
Be 0888, &hBw mfewibn 8¢ cbama
qmB 2016 g & Sowd 35 g bBn aad
8 cda@mas 2017 €8 O 80 Bawd 7 et
Pug el e@u DEnd B eoesl, @88
mae 8810 ne g1wd emBm DS
cLl@ma Band 4.6 8D 5.5 ¢=tn £¢8 Ba.

¢® gmp & comned aedi@ 8¢ cCdUfma
EEE wem® wy BODers endB@ am
w@® grped U 800 § gewgblst ana.
R & 508 Dedsewnsi® 918 gwve ¢88
u@i B cream ufoc wde mait) an et
8 ewged ong @ed e g oIt é.
DaEmbBe Bduwemo enel Ieo@s g
BDo0m aavned mcofHs ndbaes B gng
ce@m ebgyg ewe (HDEmELSID cion el
88 B8ire endyB s amd ong a
thamed afebn duxf ¢ ndf.

ebiBErmd &g B8R0 eulnp embsies
8 BEine endy® enim Hend eDolid &
ce@man dmme Oolerd oD, o8 amb
ges yBoddBa 8 568 B Gemed oo
sbfm el DUl gelord od@n ¢ln e
ltma 88 BI80 o Hahd oim Bolds
e L3 efs ofeiBo viBe. g aowel
Dlest 2808 an el S:ed c@ o8
el ootm® Dedusws edeme B8t oRao
ew1g oHfe. 800 alifmed Lufm®
dmmeBoe A a9 me »Be. gems
Buge 2o elasitess tmieniln odg®
cUnm @st cof. Semms Daean gnd
@mmm sibeniBom et pmama e 98
vnews! emnebmedd o8, 2017 §& &
sy gnes 9 Busd 0.685 oBEes.
Hoemitm e gflogd ofodod me
clR@mw (5D 5eboldd® sty Hod)
@03, B ey Aclnu ylofs guund
e OHET e» S00d ef esf emum
e voe el abiln SeminBuc
aeaidsc 588 I88m Se8n ¢hue B ¢
e3m ShOma miEn Do 898« 8us
s Ger uBond Sce 55z BLe®
gtk credy .



STATE OF THE ECONOMY 2017

E58u gt eud@eed Bt oo ewd@d
ocBa g ermdens) gfddema S8
860 g, el e Seds @ doma
O cPyBimBed BRend Enes &O oo
@0 sEODE 5 08e@s 2016 & wmoned
80 Bede BS8w ebgy etog Bunidnde®
Z 38 Gomn @ Qi sleby §fntbed®
meddamesd o i, epden=id EFF @
o oo B G 8 e s Bedn
©eDnBED GQE T embn GEigiw md B3
BT ebge eswg ethet 8cE oif8o
efud gfSud Ba.

el omaded gfSodd om8ces
mecidmoc off i pe i fuw g
e gibSm efncdes emell Acietedisip
deba mBa. e88E mdeomb gdma St
E50a gmema &. 2017 gedl Swwed € dide
s.En nx @scHm gmom 22080 -
Aoy b L8 8&E (& & etheb
ACum 5) ven $08 sy dnssind eo
aogcec eoim o oy dgin ofed
afdces Duecst 2017 88 Ewed E &
CotBo griobthfim gis 21g8nd &by nosl
8 ¥ eihed ACuom L5 car 0@ o
ebms Emdows Sl . o8 aomb
donsimd §es ¢dfced G180 wiuns Deads
Beden Bedof oad B comsd anld goned
ot e@enlst ¢boe 80 euess. 2017 @
men Om B dds w.bm géreho 88 dum
G o B8abs © ¢ elich 8Gum
6.7 S,

Secd o Beic g@iesost 2019-2022 moe
Bened € md B0 5ulm Sen Bectd guned
sbbmes 58 diosted mw Domed
gBaecs Dreon o (2Bembe emd mao
o BOT eow o gcmE neiba g =d
BT B Eomndd 0 Badn BHEe quge®
@0 md oReD 8¢ Om g 9o me R
Estent thopmns ebge emg vum Lozt
oDRm e ndombdia mnd S8ec@x oo
ded et wo euihinsio Bectte 4 oCa®
= B8u8ed@s cd@dh.

& wewn @ comd B Om et edend
plilnes 6@ pBecinsin en augE

cnifo aricbnes ne eBged odm LHlmna
ebots 8080 gethsler 2dd. enld guitus)
enondedd eduicdlimed woedl) ww @edla
BRsEcimun s emb) =880 gudis
cOed@sl cos @biBn aewst Deost sbge
g2n s ofx @lsed @ur ceed
arinbgne EcBo@y domm on 588
qooe eosimn® =208, 8 comd (mddd &
gt B8 ded (GSP) e gedins wen@nd
S ovgetst 55868 &18w o @0 enm
o, 80 a#@ndd ded gi58m gBewio
1@=fmene B0 BeESel tecHd
emiboeteni (MCC) e dumdmesd dmog
e ¢ 5B w0 vom g, ¢80 &t Efebg
god on edenlifa Bocodé@n @imo
cfeEnd SEaq owg wn goc 58
gfeniDm ol o) oebEs e acls
el e(eoicy odasium 0@ {oe =0
o BHeds BEaR ob.

o @@ 80 A0Bedy wdnan g 0
o o8t 8 comed €8x mlm giblsm
E08mmist enBong pened 0@ aeciiBans
08e giobygueis 580 oeBa e ed
€ 28 ed eues. elmein Acs Lmied
duala Bme, guitund un guieSHEcid B
@peifsl sifn gbifmad @d; el
sifm Sw gbifn dca ¢ eIl
B0 ewl ¢DEs sOR. 'Y @lms on
Bdios ov peifec Badfbzm elils
a5 8f5a (RCEP) gowed o188
25cmelisioe (TPP) wEBedd® g BL8e® Baoa
w@mne B500 gffusly 8. ¢ ad@ed Bmed
S5 nems 988, meiBo eben® oy wlng
sl e.sbme mor 888 aeBe an
cimmnos oo effic 9de® emedmed
88T 088 pehd Boy ai.

B =i, 8me an o388 oo &198 Bos
(2015 € eomog® Lo mods esi@gbeln
S wBEL el @Ee qumdal)
B! =0 0 Bely Bme wlod gwe
wdastm sty 058 S ecwd
0808 € exfsila of. puifuid o8n gibln
o somee evnewniBon 88g@ (ETCA) 8w
0@n HBewdd ebee 580 OF Joid ecm
@08 qiln 888 wumbdh ¢D8s sl

W



STATE OF THE ECONOMY 70317

00 q@mct Boatdndi wle ¢ Hewd ebge
BEq@st wummbe ebBs 0o, ¢mo Bret@s’
wifmn @@ wmiwbhied @m0 obo
edend {8 tlidin wn meEBe 1L B8etg
o emBd e ef.

08 guinbgnes ECBGBIED Beduews 05ty
efasiews) e@nd Bedilm 80 g, e38
aeome g5 20 osim 8548 cted nal,
@, meaidn e By Bthyl Sewal ac
HEC gEmoD @0l alehic dds adetng
850 BEeE o ogued o ¢ =0 O
. HB8Asfemd Zded emod Smad
Ef K el soldmmd sn emegd Dded
obiuminos eoblme S080 erftud wda
oide pEoEn oyes (PPP) BEag ewnidznd
@518 Bnenies div elueas end BE
ouneds emb sB80 guifms tSud md
B ewldsn o edamcnmend, Dl
paom, Sinife 088 oo ooy Bumbn
¢B BeviGus ¢ntf. gdensi® sp@Eo@
etgy BIygBuee vedd Dediike eahenidy
seBnds D Danfio w88 own swdboas
a3 Drfesiod Bum exig alidned gy
200 e =008, pifnae v edaticma
O Buded®n soe wmesnm @i oo
eucfes Sewtd cUEe®’ wn ‘dis edeng
B85 o8 o oeem 205 eaed.

& em0 gtiln esiobigoen @oms & o 8
4D edBe Buwdm by Abe? gfenlum
ewg emned. B Eomed: 2015 glmed nuite’
B eusitn ¢ gumded "eatile, gSeaiim
HEHnt®, Sueigl@m 508 on oddlts som
0e® goom wow B potes ¢fn wilbiCs
surmbED BEh e¢ ¢bbe «. (3 Bg) g
e D0Ledc Snnd, (HEE amunm ew
&t BEebg cigma mom wme, gSenddm
susim Do 80 2oad. sifin BB
Dees @nedd@st oS enifumda Bedid
dmBa dhfmin 238 wde e HO
endga oommbn oee® sveon afudd
B ghas o.

ae8d § cad gibdn guinbosoied
afcmw gund on eoumd gedmsibs
Hb@reme BEO0 ey e gmpa. §1850m

vi

gmpbigueae edn B8 wdw BEL efoeast
aeRt), eeld, qealids an gda vy &m B2
250s Act® ¢ oe o Be. Ebe mEmd
upenEE oo Sdin adnic gSdcod
Deewns Dymsd@n Sd8omd @nde aBe.
BERen greRLl ehden 00E Be o AL
SEeon S808 elitirdin glealdm
guoimes eboe og B opbidns genma
eBd wel gmnd; 8o 9188 wewr i
2@ne B0ed picds Fuwden we wna.
@eIBE § @omd wBons gt R goile
asiobpgnamed wBube gSe egind
0BT 28 alm esintgoes el
e St Bdbo e oo 8158 BOgyEx
@@ on e thfs ebge gBodtBaxn
an hBm guman cows SiWeas o =0
o god 68 58 ¢dwme ewmd giies
Hewed vbge BOy® el ewebu, Ao
eSge BEyBLE0 sewidnis 5Bmmis g8
»EE 280w g mdn mcados abs
Bewed sge, BOnE hiiar o088 § comed
qanm ¢ofen D ewifo owe® dicad
Eondd Ladd Do oo,

el 88 wdm guind Gils gumamEd
ploceem 6ie S0 3¢ pees goEoans
@, Bo Un abidie uBlenils odw Dfns
el me »Be. Bled sbge BEu®
goSed ofo B0 D& gmono Bom DT
ooy el v 988d @ wee®
ernme oRes8 oy Sods eLodn® OEH
taed Bedm menido aidsks B80 edn Biwed
2 oot d® Sudn Beid eew 9 e
oS,

Hewed sbge T8ud cooigty com
meaaine® dn S0e® odnis D Heosd
Bewed ebge® ow ebiln ssobgvneans
Boéa) goed BelEmat emdd vsizn S
Ot 8u® 88u8r sdowds gles o
HEeE Sewed sbge Bha@m quvis AGe@
8 Dneay dodid Be 918 end 98 eilfa
B85 wmlenibnen, sononmdDsl wn
eudtment aod RS o e, ¢ o Reowed
clige 6818 pSeeiimic ¢low awv
emBEete vm scom® vy gads
cumEmant g B680 goE dn otidBa



STATE OF THE ECONOMY 2017

aSeadim oo add § ool B0uds
LD8m SobE Bumideis pe olnils D
meed. giemsi@ Hewed ebegr H0yE@m
obe 0Bse gfmo o BE o B Boas!
e@ams wqwst mdsienst 08, Bdthae deba
2B wuifedem, phwm ww Acesd S
ety @8me ovend dcos, mbosed
ramdim an Ho@m ofadorn o9
LatBael? wy ooslue BpeEm g Simd
oo 2:0m ErH g nom et veEnDs
Eh GLo DS,

gun ecws @iln I oS Sdedd §
comed bmat g 88w ecn ngsn
erm g Dadon o dobes ot aw
92 geie edie Hondes mmse (Epidemiologi-
cal) @ edege ewg, LBILHG 98 GLAD
e e 08 sl Bl weme emeds
gBenilsn emel Deon Ace:® o8 =osi.
208 an doiebEn odod 0 alasa
Hamdie en Hadn ofadae Dblme enels
B@nsst g 200m Sy ed v eom g,
O am8 B @emwd s gEn L8t e
oo Ut &g me ¢ Did Bdume
ed@nd yamdeEo une 80 de Ba oyBa.
areR0d atilm Obime mEn s oibed
@ &8 euiy SemBe donme S68 oewm
@89 gBeulebed Enes 80 gomt Bm B
B @erm®: giSmed nstDa’ ulbitwd «@8d
B8 il eslés e gbloms ey mdnlen
"EmBers mftie, @8 elige eeng wm LBoma’
omeiis.

8 cop cog Bsd® el ebloome
omB® o gug wom oGy woo cw goa
P dembie Doedus bdn Bndens
emed. ¥ emid ebge eme HIsmogn
ongSie on 0B Bue S8l ww ebilnma
HoEec® dcelmin on 5dembsided
mobemfe®mmie 918 Euw 588 stasmbas
&,

8 comed @ elge emg o800 e
emelim Emem® Db eem bules! ediy
BHaetBie gidfen emads ¢8 58 on @@
demed 848 cowmisted ginde. edtens
20 S868 E pog vl Sed 858 wdwm

etsin SepdBe gadidsn 8580 gfbustd wDbn
edth SgEifia con (Bed@sl g8 ebeg stg
BEn B ernBles guaed oo weand 88
emd oo ewbmost wgen dfa gbacs
&£ amel. 2003 & o 2005 € nBeadim s
coieon o e 8 comed eddSenst etasi
B8 eolE - @ 39 15l 0@ o
ewd e3E108m Dad 20 » eelih mcgas o
etlneun edneds Dad pmnd Ul &gl
6 - asiobthfm mlmis afo aags
50 gavg 3008w LS. O 40 etdh demed
oeoidmba 8 fue Bl oo dBo
HYErene vy B0 edduy goex! S8ed
2Eed ulenilm ndm eeiDm eebEmba
L&t 808 me anpo.

8 Eemed @8 acomed &8 cowBsian
gOsemos odsn Sgevs Bisn @y
Beacad 36 T oo 8008m oD, aailmed
5 enwidie Slmwd gtnE & av
e uaE s w8 S B @,
Beoduews! Sudonis H9m @l o®n
MBeem ¢f Acm Sblme Heo B8 mectn
ambeghe 20 on @me gLosme g
acmed o5 eomBnie enel actos E§Bn
enllmen Do and iDeoie HE8smodia
xSt adfew od o w®n DB =dm
ooites 08 ga 558 qoida =0 oF
efeails ofusd ¢Des o. e@r Sudn
o€ @0 Uren ol swe swgeds @
w3 pes@n @ deidewa, Dt e
gimm ougm® on oee gff Sled
meteaned 08t ewlsl BE8e@sl Al ng
g o Sdocs Saonmdnic Bea
ece S0e® 5Sodl o@o adti@ ar
@ODIE.

& cored @@ edfge omg mbetud-mia
D S8l iyl sl oo Doiews
Hoo crtmaried geambnd. e8o g
B ecnds Sceme enall: ) 8Huso
qlimeme can Eol cw une 508 S
e &) Suen eutmoent dedy oy ew
BecduCn Busmm gmbeee @m0 oRed
Sed. mlsa ismbed edoe an
mssmed ebmudl gebovyd cusE =o
meEon on 58mon wes gLanmmibos o8

wii



STATE OF THE ECONOMY 70317

=8 dfwee S8eD. & amb Sesed am
mmssmed oBombs eomil 58 aw
PNLEHIHG S.BEe, c.asiem (Digital)
obudos ¢ &0 BSe® ecino wgu
drmmd end 5868 € v obm mends St
Hoemd@m . Swe gfdg 200 St o8
goens Bewd 358 ceas (Efm alsnuma
@@ntie 2om 8 comed Bugiom wgm o
2CcE wBicl B euemm 8O wDE.
gfien=i® gidr 158 0 dm modnets!
Bewd o mmeemad g LalSsld ol
e 80wl 13.2 8, cnadiEs Bond 10
e@eamn Ses Bue ideds cwd sug
posified toem® o nrtos e e@a
ce@ul mojees emnel. eug on ool
gimomed sofm con Qeim@n ©ba
8435 Bescie @i e HEolm ot
gbar 0bodfe adn seeusies mH.
o 23 40d ced ad armEio 548
Lafic QoetsiDd BEag cuegel emn@Gnd
GG ¢Biem-usienst ¢, & gmd &
Comb mad o @30 Bosic wid@ic
afeoiime S680 e oEenm Greoded
LErgais Sm@m oo ofom edud (Accredi-
tation System) e@@o mafim glsase 5O¢
H0@ gm@s 8 uam ece Soudem
BHEIC ghlhma emE BE GBna.

mecm B8 Dy 58 i@ § comned
edimasieonst Bz o@iema Beced dfw
el @ ebge exegs 9bn el
grieme Dehsl e € Sne edboas
O SiBews Beced dBwo eenwy ;08
SuR@dhm doied el ¢fu wiBa. 8
Comed 5@ wupdmed ool oo gihm
mig o ¢le® ot brleds edtmesned
obD eemn@Bn ol eililn b, el
cdmdm, e Becdtc guilie® Bt 8
Eda. mup@sma ofo alfic @8 sige stog
wotbimer wfmBn B89 cod @ SO
HBua @e dely ofed Budd, oovg
si8eom oo aminbgnese 509 av edBe
@S eBr@ Bedn Sy gmmbaee od
M BE® gy o eFenw® 8o g8
cu@dmmbas 08 sBemm s.updfn
edomant BEo(H@ mcwm gac Hodm
gSots glosmie 858 =iz §

wiii

Com20 Becd edimaen’ &8 sflewas
eOEit) B0 fged.

god meum § 098 pondin an Huwdn
sleaidsn 0 0@ gbln Houmdn®De
miombnita an dcolmio Aden mdn
g, ¢ § Eomied Doy axfSed
2UEsies Dulen eebadm Drotndad, 2016
2 wolhdnm 58K co coe scas BEw
@EiEE wedst wad an by et Synfed
o8 g L[EDEE dmma enlea. gpiaed
= ebge owg gy Dtim BO¢ @1
oBos, odoe ovgsd, cecBndsy e
gebumed foemm Su odond g mBs
cofndm E88e8 ofuclsm ol eme
evnasizn B0 gewel ef. wendm igisimed
aeaids qDel 9B DS EE» wbaw can
om emoBEled@s Eied g,

gfensie otl® ododd wew ¢f occ®
28080 uyResis gleaium aovbos o. &
camned 8 yednses Soad 653 Do mg
o 88 Leeed =y JU¢ mebnm e
comanln gednic bo e oS SBoEs
&5 ginenan Bine ewd Drdied mobiest esgan
@@e g S o teewd 0o e oS
88 g@rese Do 82D everl. gB®
Bemie Sgeust 08 et § comied 0m
¢IGEe OBy Bued 300 D&y o B8
oS Hen @B mibned mobicde®@motia D8
fugn S080 Dos sy 908 gfosBaxn
gmstas ©. ol ulogf ded o-obum
g wdo ocEE, »in 9l pelmumis
80 @@y OB ww 98 gBuSa e
g semim o omnbsea qDlime emg
B g ©8wd Sogmsien Hedn.

mlutsd ond me@mmdaas Db Bges
test B comel 9050, Buwa o mma
@® 2R dombn queavdl cfe®
g gwg ofs sbfm See. eodfc
slanes evmdbed vy ecs weow eom
e el odie end ¢ELES 908
B, 31D S08 con clfinbn Ba 55
B8 B8 ¢f mom @4 @l v som
g, qiienm gfodS gusem gromme
B85 G E gmdotind [dfismed mdm ¢



STATE OF THE ECONOMY 2017

wnvmels cofo Ded on ne
enBreasl news ecEDC DO DS
wEomlm goolsiens Sofist end LU
ooe . eagdin eLomilbe® § quug
qBerm® ) BGe8 Buid, wtiidn Sunide
embes ect wugwn 858 an ¢ oD
EI0nd; HLET; B B 88 yedoed
sbama P abem® wdma BEED giop
Baboass .

gun wgns! Bucde thfie ofceds ww cow
@b wmed H8e® & qblm, wédBae ewv
o18alfn c2@mis &nd oy H0ed
Leosto® gebm Hded webliDnm wun@ad
(SDG) gqeoc e, B Gommi Bowed wedbm
EE 2030 e0dfe mitow Lno eusies B30
wom® Dol € s ofuddf iged e
quiys SombEed gac ecss arinlaneaa
B0 nod efwend of De o o
Beduear® w@dmilnde ww gldues,
cmisl 08 ww @b, (on oo Gesma
o Besnic Gun@n S8e8 oiefe gy
aBewio vod. peho BEQ arxom oo »EY
Dgmn G@Om Bdund e.tblm geuiadcd aec
8580 u@mb 200 cbd gif mEy @’
sramm/em8d amd aBamdndama on
BB ow doned n8m v Dol D@
cUBEa.

Hdwmid wadiun gens® wifodm an
eofumal goc €8 mdism MeTinesa
mdm gl esiza oB@ns gund ok
wobad sumEuaed grmemo . guinbidfs
aid 5Sos wledses guemma (IFPRI)
emem ¢ enifu BB cbome goD &
CorS SoBE 1188 8 B o oided@n
220808 oeide Bdumend eees. Soead
aBlE wablme miBmmbiEn vy euiuas
afogfs ebdo ofsD s o
elandmdes 8 00 aiaEn mded 86D
cream e oeed. s emngenm
BB tw erfsan oSoulf efewnlmas
af SEeodmbe, mbiesadmbe oo e
mIm @ 8w gLoOmEs ol pathodic
es@arnsi@emd o e add plsineie Bdm
oo g8 20mim® maEnblecy (8
L05nmB0E0 16188 ¢ 9oy qumded
DE $We.

iz commde emuas nwba emels
i@ e pnd 8 etftm SEBmbud
¢ Bcmi. @ comed co cuie 835 Un eudis
Hams dombenst Scwnd 175 wda
Besionm ediolBs svedu® vest 8 g,
gienmE Hision ediebBst suegm goed
@8 Aem eoobdie (B8 Bawo 8.6
e oE Bowd 23.9:9) el emdm oo
ed (B8 Bood 7884 on oy Bacd
38.359) annbsta wle asgs DL Bua
@ES G 2. eas@s emlm gaad
dindal, SsimBon =F dDm eealsl,
cBemg on ooy wlewidma edmd
BOE ood @ emdn edese (NCD) Bues
g 890 edn e ded oY uEienDd
erdmn 18 o on sk s eds
e@rnim edin T8 ooy Godén A58
1B @hindst o

gum wgns o @0re Silimed &0
et 808 Evodi@md winbdh enedm
amo J0 efasiladaa § ofosd amd 558
oo Sosi@n 858 gbas 0. o8By Ded ecn
e =08 ofods em@End giecidn
Sdinee enel ¢BL acueda. ¢ hds 8cn
Defmmisa Ehid eE® qmeily U
S0 esemy s molfis s glenidm
MBI snos fthcd oe uae. ened Do
B0 mfs chenitn ffon 568 g '8g
w@ed @@ emi Do ofd 20 BEom
@R, S i cdnd molies! Dulest quetiD
4 2808 Simssind §eo ¢d8ced Bwuct men
wfeld 1D wonmm Bomi 80 Sewsa.
gSeniumic cw geoldin 880 g
mces endm god ocBdoe Bitie 8t
@ fs com. @@yl g gBeciown
Lrfesi o@d; gfeaidn 8o »ind
BeorBofse neme »ody @8 =8mmidu
oSy medmmdae S58a.

eoetidum Doenst a8nd vmne Bae® .
adofn mecidpoe efhewiBo gde 85w
s Do Dedeew=® Ay sa Sbed
Beood e uhodtd obnde emistmed ww
eiE 90 uElslees. goms 9EEs g
molcne Sor oot ow Scwibosiged
BeeE gh) B0 olad Do Bodd eupesia.

ix



STATE OF THE ECONOMY 7017

daeds Lsliesns, g ghenfa ewd g8 ebgy
eug gnestm old Snmrdigs sfewiim
emel g8 oduodon wdma B680 w@lf
oe geadds eoba g,

gReaiddm Hordem H58, w@ime
dricoramasied HU8mmin g@eaiso
CBEED eom ghuod wiey® =g v
&R Eoed BdEnd Do duiy 0@

B der udd. edasicm gBRdmecs
vheniis gusing arterd ©d 0Be ¢8g
wobsiert H® & Eomed qifnma emesmiis
PNE WB0 B ©Bo® el L0 g gl
SOLc; D@ g, @dume 805 ool s
geosm phecion 28ed deld miidn nooa
HEcmdd Bhsiy @R §i5 e 4D
oo emnefo gua osimd B comd Sy
200 gern® Ba gna.



1. Qameansd CHTHE)

2015 @il apemigst  opipsd Gewwiule
amrugssiul e afl wHoE  BE
Garaamasallal omns o (peunssiulL
GummenTaTy sl L SHe0 Sef wrborissT 2017
S DLENTIPET  FIDEEDA B L AN &S
GsTLEdELS. Qorss GUITERETTSTT SigluenL
LsmTLssnen GUobu Sl Lohsioren susn s

gomws 2 sy wpmb  Gauelprlf
wHEA g e LunFsmsaiss  Guoawnnen
mamauemo  GeuefEm G @mOy  ursisTIE
Gurnswrar FHlanaamio GUTHMITHT]
(penensrseisy sramiubdlsm Woeanph ddbassl
AMOBSE Ha  UUSMTSEs  STemiul L.
Esbsl ugSumaisy Gurminrs Emings Fa
Geusllws  whpw Ao Cadlw  FHlullsonsn
SMYaisenTHD. YESTeT GUmheTETT Hemetuish
ESS Heenio  whoib Gadlu  FHlulsomsn
SIHSODHD  STEHMe0  whHmbd Hids sufls
Gamatens 2016 apb opemgss Eorsss GnHiu
2 Muss ETImEE 4.44 aisw sy
sl SFAenLrushihs SITaIoTE SIEHLOHSH.
2017 oD BYENQET (IPHAITAIE DLEDTLLITE sl
GummarTTsTr ausnTFF Glosgh  mEIOMISS 3.9
FmHeish susn| eihFFILenL Hshs).

(parGanmaElu 2018 oy emgensn Grm b S
Gura @ml Brligst GuTmentsTrs Ganeisnsd,
i Lmsmmand S GEMDaTHEREEH S
FauTed IBEHHTE 2_semen. GUImHeTTSHTY GBetsy
#iouBmne Al Fmeusmiss  GeomemnaiLL e
anuBaEs GeremGeisn ughsenaunea B
suFdlsen (EFF) ufldlyssaian £ip simsss
aps slyal o ggampliys g Heii
CrmsansDE SrF B Blamsosmonils
gl enL WIRTeN ELHS 2 AL mIESEELE L
Gewiglap Gurg oglsflils vlsayd
aRAITEISAD Ceuniflsmoransicmen GLmHaTTSHTY

siglusn Glmsnisnst el haisiengl. ssianb
ABfa BaLlulL smaosdle QummhsmTsTTD
BES5] Srasda e Gorsors Faursse
umshmIbE (pamGsETbhasnang. wsunia
Wlsapd gpsdlucrens gomiod suenfEduis
wpmie Gwry GaualiErl®  psalEsaie
o Cumidasiey emmenLsuren [Hemsvsniouisn o
2019 o opew (B upsad e B
GFausmsusD@®Henen  CeusiiBTL (5SS e saflem
aflafly ews Bl (Gohsren @UheT WL
mmasnw Garhmeligseims. Ssa g
SnFThEsAE Caasimmsains susnyLUnSED
Gusbuib sisvers Seo (peiGen(Biubne wohmb
FrauBss aissEF Fhms MpFd Db
sumpdEsn Bamavaniouisy Baomensula b
Guriligssaenwnwllensn  Gow Ul & siaSm &
(HISLSTOTE) Fihbss amigu fao CETaTenEF
FTNH Smi & er|em e G v el & Gl ami (f
FUEMOIUGHHW Waad &genomsa
(et Gen (GLUIYS saflenan  GiomdGsmaTsusm @
SIPHFHD aPEIEIULHETETS.

BBH&0 BUTL g Sl aICWTE DL 55wl &He
Boomeamsuila GurmenrsTrs  GsTETME
e GenGuys Gariidlst  aileunsssd e
Grygwrs (peamassiul® yesmen CiFfens
B160ED uemEUTEY susmTslsvdsemiLIHSH LI HED,
SUBHTOUE] D EUBLD LTS GUTHIEID IDHEET DD
(pausaD SHhATOTS 2 1 Luruidl@Enaniouiamen
&7 a1l a0 Wl & & [0 &t
uGasrsmownondsale sidlisneod wng sisLug)
unm  emowniuBSS0HETETH. 2 HenIDUITS,
@eominsuie GurmenmenT Gsmeiams EsTen
sufhsshELE Wsaud o aaljliys Geuddem
AlenzFuwllad GFaaGuowrulla 1 Esmsmow
GubuESsin L GumHETSTTEEaTe Fsiomen
Glauiiysenabe o simmEsmemnn sremiupL.

20 1



STATE OF THE ECONOMY 917

wEyTIdw smssERlmba BRGMNSDEG
Afldasrafiur surddlenst oefdmsd Wymee,
Geoms, @ snell Gumain @E@yriniw mBrGHSaT
uey umlls Gerasiwu  Dpfiust sl s
(paTENlEmeud® MBS HLGEET ([HaBTaE
Biaursld Geudan spdusd Hensosnss
whmie Gamfsm ussisbasiymen Tyustuomen
Buirgrlmisen senn sugauEiGafleom@n. FHibhs
pwpdlsst GuUTEmMITSETISSDE Wl G
AUTILNISSIUL Lighaésailslenan.  SaTFNILH
wome  salssawrear  Uyd e e s e an e
(LPETENEUSHSIGTENE. UJHS D60 HITUIGS S5 5T 6
2 TeuGETenEnm S &M (RESD Hipdhseaia
Barflémanaist Gaflu sw o flans ubmw
ailLwssEnLa  uurdlamembs  rHS6ws-
r&s sremiuGAeps. salbam oiydius
e STEEmEND  FAPSEIGTe  (Hybiuwyay
un il SF F5 HILAT  HEDE HI6T 6T HIL
(RyUsOLIESETEID (TTLISLUNDENL WSS IhETEMD
UMMl Faps uEeHLOUTE  Sesnio  aleLg)
Gaaieum@ b, 2 _srramors, mErTUUT LITS
CApLISCLILCTS LEMhDIS ShSHILLMTSET CHb
Grradll HyGuuTas ahrman shylSsae
whpb  @mGrridwE shissHm  sglysam
Ganw Gereadw WBsTemow stdifing s Fausng
shlmSdhaenang).

Fops  @GRGwFe] oo WEETET UWLRISTITS
SFENIGHH TTusbuLoTe Beeurs epddlbe
uBisaiiys  Geulsusiisn  Blowue  Falwumen
AETOYEMTRA UNAIBLEIEN  LLITE  Bleuail
AUHAIEILET  E&  IDHSOTET AT FFBEH0
emsswalbmeneae. 1920 syt oyenBaeilso
A0 [E T umylw GQum@eTTHETY
eviensnLsysemlen soulL  Guorswmer Bl
FIFMFHM UbEH| uHLEiSaaE TaTsmmple s
UBsTsIoULILOT SHEaTs0 ATSswomsn wahnEwraEm
oI GUTEETTET BMENEEHNG (PHUCL 0
Glogub &mem (Wipsisosme. e sIelsHLDILITS
Ba sEEUEOUE GEmflsd sumuiliyssana
uTEHET S GG Garaiensd wWHIW  peuds
Gursfgnst srddmEdamenie Bsapn SAobssm
marm mUHUEms wopow  ssum ofle e
GrusugTuilar yBamer
Eeomuhgms Beustib senug) s1e0Ee0T(HEnLLL
HHSHBTBHID.

&) (1 &) em 5w L1 Em L

uEsTeTouNnTSSaNHE aHrTan Curdsblsrsm
siglsflegsnsd yHluGsng alowoeim.
yBsrenfdlwuran  sauflseflmend  Hsnpsdlain
GLrsn &oled 2L urGL el pflen
qligsGerausnEg Bwars  Guramenwn
AT HIOHH N DULG Snigl LTSSNGE ST
aflLwiers soms&siufaSans.  Wsan
FEHHRTON alShsHEHEGaRTTen GuTsbamTsm
urflweraflad Bmalw 217 Flw 651 gy 61
2 HEauBuusng CGuogw @ SFTSHUSLWD
THESBE. ma&Elw  F@rradwd  wHmd
mBrriurelsy WBSMTeT WWIDTHEISE, s1HTT6
s TBeTenen CursHaAssn alasdlst WEsTam
WWIOTHESTEIE Uwaeiiugs  Gumadshu
FpshANG GHmnhs sEnelscmEib whoib Femm
whmib EnHur Gurenn BHESHT muEindmenrd
GETEEL  SHAIEUTDTEN BI(HSEYSE  HEa
SHHHLON HAYLD SLEh.  Sensunsl D
yusbuwnorer Gsvsiansaaiar S HeondlsEm
Gurd@ Weapd Wadluwrs Soluus @
aafleninhasubienel  oEnLbEH  GBETHTNSDG
seiers Siege gUulflG ralwurem
&Y, EHEHBNETHLD.

WESTEMDIUTSEANGT  BAEIFDIDENT  SUTigHeD-
SWTENTHEET DM 2Pl el antuilad
LT HAISTENSIL T Bha HTédslh SLnbuwghs
paplug &ep s Slame uflad  umglwerafla
oenGsihalear  ois ShasOUbHeus LGsTen
wweT&EsEaE®  afliuys  Gaiflalssarmn
SrFws s HfHOTE GRS HHTHTSHSHIS
GaEranausne Huamn GuDmsTeTs aEuS
upiuETEGD. 2 ememowns eosTNssIu L
arflwal & Flasaled  Flaoa sl D
BNV ENIOSEERS @ UIsTenons  ormmn &
Garaisnasailans  (paTmalusnE  Sweor-
aipuia  GQuEUEDTEIDTSE  SHglLSHL TS
&L Flmen  G(pDIeN DNIDE & STTENIDTE
B sBeing) et clieun Hbs (LD, SICLIgLITE
ghAaam mGrmiur oo pefl @yrFFunn
wits Uyushugsaienn Cumusng — oabsb
AIPEIGHASET  cpall  alleurssSleanan  Gaum
HenFuwllsy OTHOINISHE B GUDIISTTES.
@eusuTmen Blensuenio STemUL(baug Lymers
mamgud Caimalst mGrriur srssHnG
ganL b5 EHauTenemsSaEamnamul  Geib



STATE OF THE ECOMNOMY 2017

Gameiensad womw @mErrlur LITSE
SiglivenLeuns sl dlsellen  sismsnl snsud
ST GEEmns WwHND SIHOETE  ELP6D
STEMUUL Lanem@h. s siemieniouilsd
sguurars slidfsst gulddE  falullad
Uleticoan_ N6l SHEDL[BSEMLD  GUIT &5 61T SV e
mibllGemsullene  OTHMSISNE HTJII0TS
asmioweiaiensy. sifepid Glosurs SITEmIDTS
Bmiusn  eisrTidstiul L s fsa S5
Gamal assailana  omm W en W@ .
AUTEHENTTEENET  BEUTHHpSEHD  Gurpl G
Wleayh  sEamwwra  GeGuwisy  saglioy
Geranansuiemsar sl lTpsseTars. Guoab,
Ao amsiliumsailsd sosnilsstiule aiydlue
s flmEnsE ufaors Gausilus BEufsailamas
Gl Galg Garamusieg Sihs albuGHmen
STL (hElal men. HHGIaSlHES  Heuf Sen
waEGaTBOusD@ e @n,ullydh 5 e s s e
Hpsdmmaaima Hrsae CeraasnE
Fuweorg Gumen Guaswmen  SITSDE s
2 (HaIT&EGW wallauamLBs Guns N &
STamoTaainulemra Barananasaia @Huplu
Heneusnioemn  OEaID BEilLIFSE SIemonS
SHEDLEhH.

grwarary udis umismememo (TPP) whmnb
umiler &msufensy 21 silngdsng GUTAD sulhHs
GEMHssa ammEaSaTa BHhRID 1w Gaum)
LEiL@E DL siigdenssalalihhand Brig
mafu BrrFflusfan Gansiams WHIILDART S
wGyriniw FrmdHalmba Brigashe ol
@rrsFlus afss sywrens LGsmen
HEFUEMILHBAHHN Ul B aumdlsim Burs
upil Gerafngg umisaiiyF Grldlamen.
Fal Gurenm siipha suhdenn £ sudsn Gsum)
Ui Gaarisa |Ygns GETaMmSSET  oDOID & um
alflsaiena fen  aupsusmwlUEDE BBIpF
GFsueurddsnen CFaHaIEDTNa. 2 EenIDILITE
Fen whpd Fenrallal HEnEUENLDHSINS S0
=y Fuirellsi Gl menT &y 58 si HoES
Burde, yflu sfsny mwwiors 2 (HEaBas)
ARHAGDS. Fm HMAMIDSHHGUHSHIL G Falglll
SUeULD UNBSHILLL GUMBETTSNT LGS a5 anio
(o7 Amd) ofu vsds sspAr aTsss
susvwGonenflan  smims (FDAAP) uwesmb
GElsusig OMTHED GaEDTE Lyrsiay usiils

UBISTamanio&HH USams oL fwreils usiuss
auidss Bagubissss yhu shEpradsne
SpLbE GaralsusiE  Suwaismwulansn
FHUGSSIW afEUTEIDTS SHSILGSGS.

=G 5 6 s em e agpul B au@mslai o
G (R ETT ST T HHIL 68 Fnlpll SHTE  WGEHTET
SUISHSHEBL WLDOIE WHE  FUbGuUTaSDnE
Blveyalai m SenLsaflal &6 s
alip FFlumese USEDH  (PBEGs-
TH&SIPpUD. & smenwowns o Uljs6suphs
ARSI GUThTTHETIE ST HEGHEIDTSE
ApSUSATL UmFFala)  HIFFUNDDD SHeaniouism
STTEMOTE HHE USFDE (PEEIGETHES
(Wigu|lb. B HF whmb apsosall Gubl e,
Gremaussl IOMDID  6INYLIDTS 2_sm|pin| sa)D
Difmenstlen Goumions Gadlu srsdensvmsn Do s
umihs GEsiend Falgll ST 5SS e e @i,
Guaub maedlu BrHsear wHow G
pEaramowprasn Gsrejdsl snGumm
mleoayslaim  allpOudeianiw oy lwunallen
Gmaorsn yBassmisaied sk HOHEGD
swmlmeowumn uBasramwwinns sl
GaEmars slanad #Hi&s0Ul Gaiamsns
o_smiyGaursip eiulipmids Bibs BrBssign
BEsm5S UIHS GFee 1D,

BARMSUID Sl DBE GHEF  SUMENSE
Geaueflulled Flaspslainm GBs SHgUumL
i imessTehhS FRBULalsemsy. Esumenauism
st whmd GuTmeTTETy EBeemo 2015
Sylb Dpewigal STBU B LEHM T Gobsks-
sLGmD CEred  BaIHHEILE Oaen] Y
uiSsss sHs. WsaE wome B
suemmisafanen Goys Getamaudls ugluguirs
apsAmear CGrnéal usmww  GBeul s
GumssGswsis Wsapd Anbs ordusd
Garujilensn CusnilaGarensned wmmib weils
o flanwd  Up# Henamaser  Gasmogulad
(s BanpoGEiorenienm e be Gsmearomiig
a2 flu GUTHMTSTT UUSSaTmen  DienLHEl
Glamaneudlen 0SNG HEEND MUl HENeng).
BmFurs smLBs Hsan  Osalurss
Gafldenm Lwenms Fpiug) Byl smimb
2017 wen wriHs  aaflsedubssiule
Senldsl Leniely (GSP) fen supriflugi e



STATE OF THE ECONOMY 917

mEITOIL UTSSEF ShHMBHH DSBS
FAWTE HEDPUID FHHTULLTS  HEDLOHBSI.
aailgnih meflu ByrFFussien GUHLDUTEID
Comerarh psils URISTENEDIDILLAT  uTH5HES
GarThEdaa auTEsalma goubGsss
Gamsieugmes  (pasn)  sSriciull Sgiand
@m&w, wmme  Fmis 0L e
Gupbumsons Weapd siflsowrs goubadls
GETamL 2 L @ligSamasaisl STIamoTS FEe0
GumEMTETIRISST@maUD  msaill Haremsml.
Gt @aomans 2016 o0 sy eEged
@mLpmsSsiulL GaTupby SHIMDLEs he)
GFusFl D 2 amemmiEsoTs Umiu o TeimEs
Qowsbdl Leisenag WemBo fomalsnen
Eenamsbas GQamanand yHw  apumhdsen
al{haS UL {hamems.

& asm

Bamimas @65 FpD B 05 F e
BHBeLBHBILLL ebpiod Chradiu Gysren
QUITHETTSTT DSHFHL HENGILIDTS 2 (hauT g
SHIFNESNEIS UThS Garamamassaieans
(paTEmadEHD SiplumLwTs Hmelus
GumpenTaIgm seplel  Wsad H@ls
GUTHATETY prdsnaminsea GHTEALTEHD.
SeuamnTa eoumy  auflGurenn Gseataims
Gumplasn. Grmausa. WHaSHEM WHDILD
paflind 2 Cumdsudea alsnanhAmsn whHmnb
Gurliysasaianie Grrssl Gl surs @a
GFssgidenn Hsab Heo@uBdaiul L wihmb
QUpE & (PMDSATMmMm B S HEe M
Garsenssaiansn Bari Hibd@mas,. 20 Wsoeliuen
2 _6METLH aufSEEF Fhansmus GsremBaien
@ eumIan s Cursin  owllsallpsdl  SELHS
alpdam FAf GurmemmsrTSEing B ST
auenj & AGwmei fflemen GarLgsdlunan
Gusnila Ganal ausn & Gsei afls sl an an
B_(HaTHEHEHA, £ NPl FHUGHHH WHID
almens Fmeflanen  CuibuFHsan  Geauaflus
Casiailse e (pafwwrsw. g drsmn
Fmmiwg] Gum &Sm0 LIglILIgUITS
siipsFlusnLsugen aa s Gauafld arn Hdam
GurmenTsTrs Slat  slLamwly  felhwmen
GuorFnmen saaniouiamen onmiusniuSE
@Bweorgd Gumemmsl EEUmImMEHEH BT
Gansiisms Fahwmsn wrhmpesufa GLUHDLITID
SUEMITUIERDSEHL LI L BT(HIB.

iv

STalEES GeTLTurs ops Goavs) Geuisa
Gu@mwuTes Ssglswra  se Slullis
Garsiens  sumUIliLdhsaT A G NG AT=1110]
ppUGUTReTTETT asiemausaian  fip  Guoann
Guemild Gamatan ppwrg. Gursss Gasdlu
2_MusHuls sis SLAI SIS 2 WTmmLh)
Grsidlaimgl. 2016 Sy LAY DTS SLET
Guorsas Badlu o mussuils HrDoSe 79.3
FEASIOTGHID. BTG SLEAT o_aan_&s5H0EH
agou Geusfiprl F GForsumanisais: Gubms
Gamsaniun L SLa sFHsfsa axpdams. 2016
Sl SEBiRe0 Sy GLongd GaAu 2 bl
BrDDéEH 35.2 #aaiscngDd. Bl bbaibbal
Fepiana  Feoans Geaualbrl([ Sie  @ene
Giorshs GaualErl B sLaisailea mrHoSEs 53
FHaimlh aen] sifsfllugss emLnas Gorss
L6 ey HID SKUBTED SBEAEET.
GauaBr (Be sLamsalmen Wms Geeydssin
Feaisd  oFsfbenma. @& 2015 sub
SpEi gl BTOmMISE 25 soalsd  sueng
alpFFAUmLESS. GUTHLSET HmID GFenaussi
apmicd aumorans osflafiidas sl amGasmna
Garhuuamasas aGxFmswurs  Guombs-
men el Ul Lspwoulla &y ensm &eu g0 .
Eeomenasuila GuTmeITsTTD 2019 oub SEE
e (pdljsuenL fem s7auGas @i (piisen
(gm.eT60.1g) DM SiERTEmeTaITS Sl
SiGofas Gumsg 5.7  UWeoadue seflensm
2 _GMeanLSEIl  HLaTEEmaT aIHJaImHD (e
apLmsallgysn  Wend Goassiausmg
HUTTTHSH GausmiBid. Gumpl saT  1ommnD
Goemeusvamsit ghmiedl @GOG SHxe sensilenst
23 &6 Ela DanwWramE 2 amipl Ly sei
S sflbsiuLraliges &6 ST TamOTS SL6H
Grenaus Fpaislh Hfis0Ts Siflsflss.

Tl o (GRG0 | 3 o 1 % A s - AT
Blevsiy Gamsenmmant Samet menemioulah ey
LHL FTHSHIOMEN LIGTHTLSGET G &6 dn g8
maEasiena. 2016 DD SLewEgaT  BHEOLGS
wased  Ursrenons Weajs  (pd@lwioms
aLjsaiar  wnfrmwoly Grrésd  saemb
Goeassliul L surfl  Gasmen sl e
BBAIILGSHD  PwDaluied BHSHH S
ghalHg Hlapam LB H  Ganeien
(\pigrbeTengl.  Gemenssatsi g GuniodByaf



STATE OF THE ECOMNOMY 2017

(sum) mIOMIEE 11 (pHed 15 FHaisin sy
aiflaflgmenn o_aenlmimans sufl smaiHn
ug(penD Smbsfhsis Gararsmiul Lenouie
SMIEAIONEG QUBLID YITSEAD 2 enpHEiD tusiu
BamamoGuraim  goul Germs. S5
SIemoneg HHEHBIHT60 suamisFd Gmrsbsbiu
Crrgdsrsstiorsmane eubGEBIEn (Lpevse
Goaalasdflen urtsswra  alllwdbs e
ublauailBETSs DITHGEG GUOTHS UDDHTHESMmD
Guorsss Cxfu e pusAuis mrombs 5.4
Al ] (HMDSHS CETATMSDE
Wik Heiamg . 2017 =6 S el
e_aErl Lyfmns L Goramena smlipsd
Gawigamwwllen @srramors B eomensuiien
aflaGsramsula Geeailaybsaimn  WLHDILD
e sereioulanen Goaib abubhdls
LarenausD® (Pybaenbsm  afjuryas-
"siuBdmng. sufl spimeuimen allsosfliys
GlFuw asm 1o Al B 6UT &S &
Guobuhhapusisions Fiipundlssia am rs
sumLoTen  sidsfliidsna GuenilsGEnatsusnes
FFHITS iU sufl simeis GEmgums
FLOGIEN 60 S 60 6DLOL UyFFemeamsensm  Ligl
vpgwns Geusliubssusng Wm0
HMLSHSTNF. @HFFHBETOLSS  HanmBar)
DIEEUEOTEET snmeiL Geuatnglu 6L LLEISENTTeusa
sumomanr  wmdyrsmnliieaman e absGauT(m
suansulann WBsmiGLDTanIDWITELD. 2014 Siemmgs)
BTG 11.5 Feaisd amy S wlesdn
sremiu’ L Gurdss Gsflu o pusdulsn
QUBHIDTeNE FHENHD HIOMSE 14.2 Foelsb
SUENT 2 wIfsuenLih&ssmiow|l st 2016  aylb
SYEIET  AUHLDTEN ZHETIEY  eTHTUTT HEHHES
dpsnmb Geuafld sTCLOUl LS Gosra
asvemauuianien sub aufl Gormfin) sifnisHming
BTDSE 3 ssaindhdlmnsd wihsiwn g,

Urustunoren  surfl  suQROTENMmIGET, BISI0
Gurpla6n EeuEims WhHHW sukidlss Wasmb
Fifls Fhsamemunen BlE wHmd  GFsoamami
samells Gananenaulsnsn Gusnild Gommamasmng
o_salyfihaersns. afiuryrelsons ghmnins
SRUUMLSH EST6| supFdl  Qumeshs
pm&&elSsmo  Uysremors 2015 a0
o, 67 1p & IHEAES G &b 1T 61 50 & 5 &0 61
S Esmiou e lemem 2016 b

aLgal BhUuGHuls Geratans FHaisbd
o@sflgnmo oHmE Seumma wWaHW
amdlEsiu  HeopGxfl 2 sunguwisisaiamen
sipusnsn GElisusea emLrs Gsraransuiansm
UGS H0 urss opwnAGwrer o
aBseiul g, sy senbHE Sl
sUpEIEHMIENS GBETLTFALNS GonbasTain. s e
o wj suenjddGuwmenpd lBeglwns By
Sl (FHHTUMMEISERSE P&l SIS
aiFsfdsemoullal sTramorsamw 2017 sub
aem(h  wnTF  rswoemaise  Gosund  suflF
spaigsdlma FIrEGasNE STIEMWLTES
amobss. Gasraims wlenaswullmen
SUGLILIL SHEIeusbes S ms  QUITgLTenTSITSdhen
2SS Uemeibs DKpSHHANG CHIgl
UFABRTEDTSAND DIELOESBH.

Gsmopoy HSTGaTT aleneudslig (F.4.00.m.)
oot G mBTETT almeandslly oL
Fremgend  CubmEGsTeremOulL  sIHL
Fehwnen usmeldbsn 2016 b syernga B
BB BIINIBS BINIG FHASHS-HbSHI
2017 WITH WIHD SeTaisd ErDmSE 7.5
GarLsésd 8.5 susny  siflsflbseniouiamed
ofafldn amb  allemsn  Sip5 55 S men
STEMPESEHL. 2016 o0 oy emngen Hmfulsn
Gasmupy paiGung  aimsdaly  Gadu
mSTEMTT  allmevdsty  aLdlu Gysmngad
uiu’ L BEIOmISE 4 sEHals BLIHS
FE@Aind 2017 24b el BEOWGSH LTSI
Cumg (penpbu BIODISHEG 5.5 WDDID HIDDHES
6 FEHAISD GUaD] D IITEIENL HEBE.

aFsflss aump uewalssn  susnf Fd
sifsfldssLa GarLjsFdlurs Faadam
BT[] 61 5 85 1T 60 Feumens DGHAW  Guslsl
wpsmbsTHuusD@maen B Garaianssaila
aeunsbman Wsaph Sbseuenl Hnet. GiphbaTans
whoie yaafaluraiwet Senamssemb Sumy
GFus Qerasd Bufu o pusdHulss aenisd
gl Benen  alssE 2016 DLID Ly,
BIOmIGE 5 sneisone susmisd 2017 b
DLW EN (LPHEUTID STEUTENIGeY RIS 3.8
siigud eueny auenad eeinlenan sIBTUNTTHEETSNS).
SEmBITEN Usmalhs GHIIST pHehdHE DU
sliensusaian siBsMiUs® sTremwoTs FEUIUE

W



STATE OF THE ECONOMY 917

_amaubumml salld  alma  oFlsflsdlem-
" menoim i, Bodiu msiBaun| alsneuds ipdg,
gmu 2016 spibh opemTgsd  BEDUE S
HTOIMS & 3 55005 AGLIES
2_emauGurmpl st Uemeimsn 2017 b
B Sy Guigl pIDDEG 7 FHeisd
amy 2 wiamLbsmie Gsalars
slgssr Hhamg. @bsTea  seoamsudiensi
e_emsyLGUTHL ST DisserHeubillen sumbLIbS
uemalbslh HIDMSES 4.6 alssHambE 5.5
GisD ueny SBE TS,

EBsa Orasmmd Baommsuls ydsts alans
aflsfiys Cmaial SuglusmLsaT  woHmb
silLwmssilen wrHpd sl Gpew Ho
B_aSMLBIEENTE  USOSTULL L (PeUTE & aTS
Garemihensne. aufl syfafiybs alGag wis
aup aflima sbafisssh HToB0MLbHmIoUIE
om_Tas Hmiss GunBumsEhLa Gummssn
wpmie Cmeusaiam aimeusst GUTHaTS
Sglaflbgn snobsbGuonamemna smubsaiug.
aflsusmw 2.0 us 556l e LT 60 &1
srasboreniamsn goUbHEEan F1HH0Mmmn
SETAE M, [Bamauemosea . aflanesa
o WinmLASD @G sufHsaF  FHamsuila
GorFionen Bleneusniosll uRIssmILF Galns.
@haes Gsawalamw il eowrmne ®ens g
STTETILITE FHILSI 68 2 T ST susmadie
Guadla mFsshdmengns  goubSHwETes).

Fitven  oFSTIHEEHE STTaID  FUemeviL-
rulles  Gasvelmmiseilan  oiglsifliysefsi
snyammsaiaTan Caswnrs oidlsfssamn
usTslbSID ghulpmhssngl. Ssa dysnb BHs
Garamaulmean BniEflumo Heummsuls
SDEUIS Heaoaydsip GHmmbs sumisFdl
GuramLam e siar  aeniFdullensn
of BILBHSSHEG ABHSINL (pEGmEHILTS
fsaub FAplurs syiiopsd GEOw  (pgub.
Asa omrs Uiha Qaereisus sibuaisen
wpmib il hd HMDE SLESERESE Gubnis
Ganameniul L BHdlF Qendasas allngioms
ayHamiEaiena  Gareatasn GFuinsnE
uweiLFhdls Garaustmb. s Guns)
GummenTETTHHs Gangg Sl GUILoSsaTs
sifsfiGuTsEiame giubiis Garsien (i

Vi

EJEMEILl FH6U il LmEsT  GsT s msfEsumy
Gamalld @iy wsAlw swomemauiled
&TamUUGEMDs. 2 STIANDTS, 2_amall
GuTmHL ST Digoeumd HISTETT GumhL sais
An&@es smigs  Gampualsd e ewruflen
2 _smalGUTHLssT  Sna@waHulst Sembus
mleney sramiu’ e 1917 @& 1psHed mbal
HT60 OMHD (1PpHe0 Bl BIDmdE 0.6 saaisd
alany  elpFdumLbss. BHEEETaTmSHa
a\pedlgen usmaissn siflsors o@sflssemo
Goguih HenDaumLbEE. ESa apsib Bl
S{EVIRU U LTI Heafhwm | e muialinh sl
sLaSmaTl GuUmeGsTaiara WMo
HEneuLLITE (Henmbhs suligeling goebmsn Gpidbd
alilenengAmnsmms GuUTEReTTETY GeunurGaafish
(el Geripusig pmssiLHHHCIEGT DML TH
HemL (L Ig(hBS GUmmprenTHTy susnyadsnu Wen
apd Gaumsne BHSHBHIH&TM  [BIH
Garaisnsulsns SToraliusn ebs6amm
FhHBTOLAOD EmL dsaileimsy.

Geaumsautenlld Fzais (paalmaouisd  gal
Gaienens (psGEeIBUEST SHGSHHG D660
woFremoly  GomGsmatsmiul Gersma.
Qas6Halma Graa Geausa  mS
speuhEailamuy  allnas  mWe) gpuBl
SUEHBHEDG PHBOBTESHH CBTLILNS (P8
S s 58 s e Gowr s m
srsmiUBAamamowred 2016 SiD D66
BHUUEGRS wpsHst Gaualprl (G GFsaosumanilE
FEamsuls GeEusufbn Cuns @srens  hHL
UEIElSE (HEDTEL URSaOys  Gaiujb
FhHHJOUD st L gl D _EHIENLDWIN &
@361, BepFASH L SH60 Faumems DhHFL
sumidl Biys GeuefBrl(§ 6sidsmis e il
&sLamsbauns Garamsulensn L GUubGESS
GBmreneusns MTHHESEF Fhens GLTTHmS
Gareaauarey GFlausnm GsTLIFFAUTE
[(HEAT R

Eaiaurm GCarTalmE&smer SWIYS S
(LPSEILLITENT ST s1heuinid 1on S Rmailgs
isaph (peGammiorsn Gionss GurmaTTSTY
gloet  Grradu s ETuTTOYbsensT  moubs
(Mg, @eig fssaura allwiers Hmlus
Gaualer GF Graoanails FsaiswomEb. 2017



STATE OF THE ECOMNOMY 2017

apb sl gUpsD ITESE0 HTF  GRIHSD
st Wwis @nd@End i Sase  Sunfla
Geariwlul L Henmbs Sl AUanIILEND (bl
aGeflEss GLrad mBs daadlwe )
AIpFFALMLBSMD 1ODOILD FTauGHT HTRIL
HEWHAD penmias SLaT  Seusnamiienen
FSHEamaISHH Geremend GunGubpTsmTs 2017
B wrahdled Fwmmedy Fiulsns SLe
Gemem panms Gogt madiu oGwflss GLmsoT
1.5 (susfiue Gepmansuiamen GubmISGEaTes amo
Faly Gaum wrpmmndssT Gnssaisime. G
Uigsngw siuBss mpramw  BlEld Sl
RBIpFFGE 1L SHmen @(hHAIGLIE DipsiuBHaw
Hensnj Fevmens Geuailus Wflalsn Hlensveno
WEah GOTFDTen SETEOUTE STEmUUL LS.
2017 myib sypernigen BEEHULGSWNEE Gurs
BT GIISTEIBST  [BGHS 015 BPHBLOHHG
Gurgnonen médu wGoflbs GLread dsoalum
6.7 as BEHHSHI

Gruslmm (B sLsisaise unflanuan) 2019
(RF: VW - AT 2022 S0 BLEIH SR
stsLsmeuuist (LpdlTeusnLsuming £ siensniouTemmsd
Geuafimml (55 Hisnmuilan e T &l et
GUTHATTSTT  [BleneosSE@ DS LI
aumfFFla @ Wasao opsswomE.
Breuppaieoideen sl pGuUILASDE LHDI
Glsusfuis aELDTEN HENsUsnIISaTnE (HEnMdbHIH
Gareneusie Beomenbie; Sawmib Gousfism G
Gaamranl aumoTammisailme  oifs iS5
Gamsinsn  Geusmip goulheTengl. Ssens
Gouim Gerememppub asusurtpais Frautss
AIEHHET ShHenG SHDFFEHLHE HTTemSHmIT
WauaElatn  sios  Gumliysssnaniouensn
Himigfsbsreenset mmiD B igen GLmkLs6T
whmih Crmasaia emirs GeusimrFaeaie
e_sien Gasiaissiensn oiflafliusen pmlLrs
1B @b,

A& GaTLIUTS Sdoniens auemTEFuamLBEsl
6l (& & [ ] 67 67 WL 216 & & 1o e
Gummsnn sy EmsT Guraim Feursileg WD
Gsafeuin LEETen &5 pRaneouTanis suhsshHHe
o s susijaduiansn oifafisms Garasusig
agiunjsfapal. s Bhdu supsrbdlen
GCohdy HensiubAa smms GUTHLSET DD

Gaama Gsmogfiflad wsslu  Fleoso
Gawpum_ysmand SUgGLpLLaISDE (pwmd
GFus 2 urtw sl s suensuish WlsaD
& Slwere  auf&hss  WDOHEIWD 5606
Guramarsg aflulla wessu  yareflwrs
gupESmanlamu  Blepa G aumm g
180 60 B0 S 516U S 1 & 16 & (BB B 60
GeualiuGahsdfeams. Baomsms snGUTLES
gl.sraoadGemart. e fp mGrminiu FhssAhG
s @ngaurs HnCadasid amililamnem
GupmisTerg. Gognd BTG GUTEHETTESTT
FAINGUBETHEE, Lhaald@D (pewns WG
FBevamghery GariuGraga (enb.#.4.) uien &p
s wBrHEala  goaenpilmeanyn
GuhmeTsnEL BhS BlsprAsE L misaila urbs
whmih sieurssssEl ulL wrail 2 fleninset
upmlw  dpsd flmaasa wpms 2 flu
FU LA Lmissnam alFlusme sremiuhasm
aftuafiiyral GupnssGsu  ogdflusd
Gar yseflmenuyn sfaflsss G ss
DLT&E (ApaGahaslubi.

GSpEMIpi ApEIGSDE CrbasGoudhiing
(paEnaIEEIUL(HRaTen SLemmsy, Eaumian S ilem
Bl BTe0 QUTHETTET] GhenmnibEnhsi oLFu
UGS B  HIOE S [T (5 S EL 6
peifenamsubiisd Heiliha GETamen (wipuns
susnEUTE FenarhEIETaNemID ST s,
2 eppliy  susyellensn  opllalms Sl ks
BrGsmren  Faiv,  @nSwr  wopHoio
@nGxsrEmadwur  Guraitm  susnTFFwmL S
aRESD GUTHMTSTIESEET  ICTHDLeDL kS
suhdlsin snyemgHemnsy GLTmheMTST) Sifsnio
G gFfrs opFul dmbHussmen Grrhds
snaniuGdsms. "glr wrissb, §8r Hiay”
womie s allsndswomen  GUTHETT ST
umETERTen” (oy7.4.8.00.) Cyresh udiils
ursismamEno (19.09.19.) sfiscrs HosHuemouism
s Hma  soP@NLIUGSBNBDG
(pETAIBHIETENS.,  MS@IL 0 Fenmaien  1Gar
(i Gousih, eustul aseID hmIb & H0 1L entoie)
auFBsaia silalmsdamen GbUGHHAISING
HHBHHHE FheTlUubsELe Gafus Gmaal
wrpouflai eurg Guenlls Gasral gD &
) AN TGRS W O L A

wii



STATE OF THE ECONOMY 917

BaummssE @BHSWT WHDID e
GunGsrsme Wenpwnen dywremss (2015
Sp apemigsl  GsTapoy  SImmes BT
Grusidl L sdmen @anL BosH Ui Bsa)n
Qpafsuns &Tema sy alsgHst) FJoaus
Gamaame emns Fanmalsn ABsmsLInionen
Garjuilmen Guenlla Gasmatemsd apFlu
Arnpdlund Cunéadl urjedleam Gurs  Weayd
(pEBFLICTEBTEHD. FbHume s GUThHETHTSTY
whmib GsmANEI L hHEnply 2L ailliphans
(F.flig.g) Fammey_enmenm HBHHT suTHHE
e Leiugsans Buneipsam B (Roed
Boewi Ga sloLufllorer GurmenTsTy
£ L6 L & 60 & & 61
suhAEDE. Goaid FArsinmLamTa HHHAET
ATHSHS 2L allipHensGEIITaim &Heuhalsn -
LOULE auGpsSlams. shburws Bsphbal
SRS M @S S0 HITHTLTLE HiEhSH 5
Guoavdsiors Goaud usy FRUSES DDNID aIsIW
Maensfail L Riss LDl Se0hAEHILITL 60N
manL Gumm auhSEaimea.

&EOG HIEDFWTLO UL

@na  gomdameniy (e Gen HOLmeled
aAlBagLions stbLm GmrLfisy Aeo arfyiissan
aphasTaTe. Blbs UTHGHEm iLbHBIHET
oL augdmauian £ip Gurmlsa. Comausar,
(WppalBash wihpd emBund Baaub smbHywes
o_saumaIGLa  Hfan FHEETOURISHTN g
Gongadssilenem  aimusnen  Gaugs  umm
STEMUHED SH(RHHISE HHBBULL (GATang).
SUBUTHEGHTL L SIEDDpHHHEN LiGHSHaT e
Fammayss sipusne Galupn GEyyemsm womDd
Garapbys smDpssHHEs  EBms s smDn-
Gureidlenenr sillallpsasl Gouusn
FEHAWTOYL 60 DIPF BT LSS 6L
(g upplw  Srwrand el Goeeor s
BHBHTEMIDMET SN0 LpHHEIHE DEenLDULTs
afibummet &SBEflly Hemb e mlensn
slpGwaptysusieg @nSun  swiidsgemen
dGyysmam stem ayFlwsisTHsen GsmfibFmis
msuenmset Gamfinamanimen wnmie Geumy
GFwpurlLrenfssi  S0g) & (| 6 LLLLIT 681
aBlfusmu  STC BEGDMT. 26 awnS
OmpaflauTs AUTEHES 2L 1LY SRS S )5S
sidnnen mE@iiydbsm Guirgpd uned SbGwnh

wiii

QTS BoHsdsm  GemPbsmsniss  10HuaD
paflifsenis  @pde (pgupd sem Gurs)
SIFHNISHHNS G (PpeHmGsTHUUSD &
@Gy Slatmeny. GUTHTSITWD  1WHIID
arFusy o El FremBl GEmLeT el
HOULUSEM DMLTE L (hAUTHSD  HHH S
upgemuT(Hsata  Gumgm e (pesrGlam(Giny "
SEbAT suisHmsn” WwHDD "SI GaThabsmen
allpusmen Grusa”™ oL &El UG DL 6l
GaTUTyul LTSS sranUufHAamns.

DB ST GUTREITSTT  @ihmds sy
werjEssHn ACHTHE Samembaeian Gsdlu
PUEEIS (BT
Baellsnan  WHFTODSHHD 606U TIHE.
@eomians 2015 oo SyemgsT  GUTRTTETT
mensusnwullsd  srlLlul Geien  Mrsmyo
Gummenmsmy wmfFrsniciyssaiena siflpsin
Gaimsy sipsubGsss wpmn GusiFGFsiast
Gomriguren  (puUDFSEnSE STEmILGESED
Fbflency srimnsy Geuibldsnst (PWHFsEHLD
gal  BeUsuenLhEETENa. (APEIMTID USSEID)
Gaugpermiul L surudgsrsmisaia  anl (b
Guorxoran  Basuab eHon  BlspsdsHEl L
Biarsl Gelwlubsan @85 6mply
mFTewiy (pupdsamen Hsab GorFwmar
Blemeusniohis senaiaiGdlamms). Heosydlsm
@eaisuTpren  Basusniossi  BuwGauGapnh S
sremiufGeugsLea YBasrenow sglily
ushiwiwmst  EeneuTs 2 6 61 B L &
@Eamemdan Gurs usoBaum GsTemmiSaa
LSOSTI L S mimet, bt Gsrsiens
Fwmen GupBumisst SiudlwomE.

Bamh Gewumur-

WPHUTUETE Haumiens GuTmHaTETY
utdmemils GupGuiisnar Guims Gisreien
Wppwns  aSfurjiyssmen 2 (HaursEs
GaraausDg LwsuhaAs Gareiend  gnl 5.
GummsnrsTy  upkimnemin| Bee astanasaia
pmLms umsTOULL eflsssdlel  suflsors
GummpLsear, GCrmeuzen. (PHaOHSET D@D
2_mpliybss e aisuhaEsm Gurg LmSsion s
HTHBEIHE  GJDUL(PIQUJIE. HEOITL.  HIECIDTSE
G@meflsunear wWHmd HFFwioren  airysvilssis
GumCUGDTaETTS S awlura Gsrdedsimn
aouL  (PgUjD. DIHET ETJEMDTS DITHDEH



STATE OF THE ECOMNOMY 2017

Gursieuran TFFFamemurs Bih&EsImigULISHTE
gomEGstem sbhaGeunm  alanbswallssds
Falgill wpidrenioiy (pwhfsemer s G g
Falgll  QUTHMISENT BIFFULDD  HETMHLID
UTEUGUENL AIGEIL & SsuDenDd HhHS SIS
Gansnausng swublienm Wamalllys Geuwupd
Garatenssaime ipauBssiEs BauemihiD.
FyewiLieusTs  Feomens  Waallenyeuns
GUTRETTHTY QhEISlmaminilaEn (L amLDLIT &
QuuBumsailmer LB & Bameion
Geusm(Blomuien GUTHMTSETT QUHEEmanLLF
GeEwpun® Gsrijurs  Wsand EFEswLWDTST
wome 2 umw eng  yGeasGom e plen e
uvwaLBSHsen  GeusmBe. Gadlwu wisHssd
Gamsians wHnib Gl anpiedl o umuafl
(pem penfana ST Galseramsam oife
SHE SISTEND GFSSUIL RIS SHEHT
Al & S B L6 L& 60 & EhE s
HEBAMTWILENT GHTLTUTEHID. SBHET
AfHBE DL sLQHMESDETHES LWL 60
smGwrain SmbsCGursid FHbseomem el
SILLAUEHEmIBETHL AT Fnlgul FHBHHET uTHHS
2 LU EHMESET U  S&TemluhE s neno
Eeuienasuis @mh Seodsnen WGsTen sifiGuwirs
AW  @amanhs GEraiausig
sipTe  sramuuBdams. Gas  aebensimen
o1& BHHST gomiedas smiluaissEmn
areiil fTameu sulfl (panmenoGTEITa GHenal
T LB SUSIL 651 BIH @UH  FTIAHIE
woF oy amne Waah elemenssmens
CuomGsreisn (ppupb. (PHDWTE  ATHHS
8 L aiugdhms WwenBammmdAen (penBemmguns
Smoushe  Wsan  semiiipssiufaamn
sLWrs 2 (HEsuBUUSE (peilD SIS WHDLD
SPBWIEIEET 1ol Hosiarg  Slofoiuers
Gane mesai  OHDIE  QupEl @ S He
wrmpmsais emons Gerg Geausflsm{
upzaihmetionen UTgsTHHE Goamunhe Cofiu
ssuanaiilen  ailenendSlmenmen @ALTEIH(1p-
aDUUGHHN  BLANGSMSBEHMET D (HEunsHEls
GaraTeausiE sumiiueilss (Lpigujib.

HEHAT uTHEE 0L alligsmesst BTl
@il &1L GElain @GS &l eman
QuBseb GRibsh GomTs sHbi) niEs
wePpmie  QurgeTTETy  ghE Slmanl D

srdlprenauTseilar  alwjFammsaimen  Gsflay
Gy Geretaugenrend  Wasapd  asfiu
o L alugHmesal Cangeauns CHeneulmgi.
JEmmb FHHET ATHHS 2L auiphansuia
UTSHSBIONE  STHERIS  HEMOWTSE Gl
Gaypgeusamnsd Dymsil #1ghsiene GumGumssi
msjEauTisen, gomoHwrenfsal wHob
omfjaehadene ulst Ldibhmafasiu (g b,
siga  Ulgsrgs ssBE31 ajsss
21| aigdansssilam oyl sl Sifsn
wpmis GHTLT upmiE SpElu @resigand
Wasad  (penGammwren  &eulGum s pilene
aDuUbGSHMBDEG UTHSHID  YUHBSDELIL-
Lowrsmgwrsn  wodrmolyrsa  Fenemhs
GaTenanas UrGasb qam  sremiubE @D
BwmssE  smigw  Henwenwoullaet  FHeao
Gousmenmaier Wman GUTHHHILD. & EnELITS
&@HHAT AUfHHE DL 60 ugdan s 6w
apapsniowmen GumGuUilens e ks Gsmammis
umfwi sl wisiset wrgAnD @il iuwonden
Biol&mas maussdsmigu GaTLjurLa,
GurasEGarss WwoDID  aaFFEss  Guren
Gremeuzeailan @ sl LUy suFs seaian
SUEHELILIELDLILE ST sllenengSlmemen [Hlpisus
wHmd  QUEE GBS SN &P 0D DI
Ganflmuaimdlwmerfsst  wnme  Gardlsd
HMEAIHET 26T DS QIMERISATIE GHIHSHID
Gurantmsummlan  UMDTSHEHMD  (LPILFDLOWITET
SMTESET LsusuDIian Ly SEIELsTeTs).

GuopEAudLiul L srrenilsa Bl STaLTS
Boomamasuwla  sumisFlinm aTamUUl L
SUSHTUWIGNMEGSITS 56U &M sw U L (| 611 61 601
aBwrdunen. Saim GHigFar Benesnio Wwhmh
Simenen  GeTLTysLWw Gmrw  sleurysm
[Bsmeusni (BIFEDEDIOUSHE WL ) DafluF Hhend
Seuatl oM FETHTI0 Uifley ool Fopsi
UTHIETL] SULenoaisar  SisursD Gemjumsn
wpsrmwlys Gagslgne  (ps Elww e
FHTHEEIHNMEN  FOUHSSHID STl oHIDd
FBuwmensd susMmISHET WHIIW D SHEDIL
GaTLFuTea  [Bloiae  FEIrar 1w o
RULTEIGNISHME Hpedlsh suamiFd Gsmifiss
SUSHITLLIENDEBATENET SHUBSHIEGTD Al LIRSS
FemsTamiul Berama. sisa  dlpsmyd
FGamsns srF BHdomw fsann  FApbs

ix



STATE OF THE ECONONY 7917

sUHounCigen &p Garsmhauyiu’ e Gursnn
lsapnn Gurawrer Hfeo  Fd 5e0 BEhs G
wesnbsnhss Geousmig §OULGND. DTS
GumwsmrsTy susnifFdenu e 2 s EspF
GFlsusheE wHmD  aimensApansn  Gremey
Gsusner sumilllsmen o (peunsEGusnGg Shs
B_(hauTdssd GHTLIUTE BhS FaTalsEnhsE
(WaRGSTHUUSDE SLTTTMGTE & Famens
: Gummenmsnr Blenmmmin” opfidma Hbipann
SiEH IETen  Smecluns  Saemd  GFsyss
Aoug GeibETms Bmamo, smALFbns
whmd slalpds  GrradhusnEb.
Beomma &5 BESHT
GQuretTBTIHAEDE o shaumausmaims whpib
Bl FIDISTRERETEL 6T E0TL 2 snipliais
up CGumlpdssnsnowns Embsen G
Gauppflsriomen wrhmsul @smemn. DiHmEs
ugleuns  aufshss  Halarowlufssallenen
Boaubssn. GuLuGssed wLDDIW
Gurmpensngn  yirs sAlmens@Amea  wh
Gurl ys @i mwoullal  Gewus sipaflamean
BubuGaaih Gomene STemiLBAamE.

& (T LD T &

Eeomensulsy pafhuFFhasuls (Deenan sl
2 A SlaTeinTen SHenL e EEILiTED
SenauLTais: Bauansonim il nlsnem LnHism b
SHBEDDLTET FULMISBET opoib 2mfiu usnLuish
Glusml merflel  Um &afl Y
Em & @la menww g,  Gsensuulallimb &)
maalUFGE Gura 2 wfbsTHiusnEaTanen
Fponsiigney am e Goensulilalipha sisvdls
GFsusuend UTHISTHHIS GRTNUSHGE (LNaTeUhs)
Hyew Graney aumiiaismnen Handss GeipusHa
amLrs amfluF shHaosullad  sTeden ) HEnE
wlGoubss  wenpengr  Uiflaila  Gxameu
aEneiena sBsfidn Heneney] GrenaLmenTHs
Gareguras Garylsd sumudys sei
(HennausnLhaenenan. 2003 opib ouemi(h WD
2005 b sgemfsaTe wodFTaniniy GeTLuTs
ppuunFsat siBasiulL Gurgib FHeomemnsuis
Cosnaunisdinba [HrsD Gung GanBlisese
39 wTHF ADuenERDE Foaren BETans DS
sbuetGTensn Fmus aumL Goensuuisnsd
Gesrevin. emplul GBTLIUTE AP aIbL HEHEHE
DB HWTH FOUST aRWTEDE FlauGsHs

(S BN D& T S

X

vwsuTheEpla @il Gsuidasin  Gursl
2 Wil GFH6 sremluBAFTDS. Dime s
pmflwiumi ufleal  aflenen & 5wl anan
Guoitubsansnsn Gemfa: 2 meurssssanem
Beuvg ubssusDEw Gramaulmen &l
BB GENSH (WWEHDWIeE W Jemw Ly
GalusISIoTGE. emiu] sensslsne 1BsauD
GuibuBaas Ceusmig Gaene sremiLGAsms).
@aomiansuisl  pmflulusLuiey  Guemisailen
umisaiily ssualuie siflswrs sfsfss
mHAIGETH SiBme umsaly BIDmSE 39
sHMHWIm  Wss  Gmpsurar  wLL& SN
aramn LihEsE. GummamErTEds Guemseais
um sarfll Ul enem Siglsfluusn &
guiauruilms e psrs  @HOoNLiufGSarn
digusiwiomen  Frl Flsai  Srami Ul oS
ETFamoTs FHeomens AGagLiors aGumsiub
SsimLslaipn  genshGarTems wH @
pafwiinienL uie susngFFuls sryamors HEs
dimeniseilsnen Seulhs Gaonsmsnmed BsussiHLb.
s all smlwluemLuled G uem & sl mi
umsainIsEuns Hresd Geaudbaflam drsman
STTERILTE ERULSL T FEDSUI6ET 2 aeniod
SHF MWLM BeoGUbHHIl  Eeud s me s
GETsaw(h Wwhn UsTurTDnSlsn S61aninamiLl
Guibubaausanen Hodarsd Gsmem(h
e raminEsiul L GSTaenSESaT IeuFLnT @i,
&b Fphs, Saomans Gupns CEnesms
gaigll LemigEnT, fpeuy ursstiy. WsFAnns
Gurb@ashs uFSles WHDID ST hS e
Gxisms GEraand smigw Bsmfsd mI umisat
urey lsaph Amiurs ArGsaudlluse oo ns
il palmba Guemsel GFldan 2_busd
GeuhuT(Heails opHsEsmsT BasHUHSSID
GareaimassepLe g ors el
LT GnEmIH &SI ).

@ suml &0 & uflad om 5 F 55 &0 5 ufler
slilsnargHmeisna bedaubhademm Gosnb g
Hrsren seLwrs S(EUUs  SDeniowi s
pafliujsefllen  @enpurLT@l. el Orsien
afl L wiml & e @\ 1y ot g & DA LT &
giwrelldsiubHamna. o)  wals]sEnsHE
EeUIUTENET AUPEIHSH DDmID LUIDALeTEHID
Swgyenio WwHmD @) Hmeneniil safiufsens
Cxsalmagmas Gsral@pssa) 10D muod



STATE OF THE ECOMNOMY 2017

Gruaism REatames Snanienew Gsmfaorenjaens
HEUF B H AP S B0 G E) D0 WD (50 .
GamAnuSHa palmbssusHa Caml whpd
Gamfmn U wrhorEseis Gumse ol (BLssoms|
yfw Spsisar opmw yFu BN (pennEsen
Ganijurs Gomemsusenple yhu Gs st
2_(HUTES D IDWTEHID. s dgrasrye
allighishengaBlet  wmmid  GimTyed mic ugHed
Hmenwssilansn S 1pEWApOUED WHIID Hais
WHoD Ahssomsn sTamaniiua (pafil L) o L6
Fnlgwl &, paflal
(e GaminoemL[hahl UKD B_F0& SLPEIGHE
iU pE&smets ST Gelupd Gurs EHem
stant Ml el sum @G eun m 1) & Gy Lo
BTEBOTOHSETEAETENS. BHUS  AILES S
Guopul Lauisailsy ErDmSHE 35 Alsmenaiysan
ITHFMD  @remiLmd FHlenas  sHe0alanw
wremlubhaeugLen EamamalisE Sinese
Gamjurs sremiufslan Gaatalullamsn
1§ & &6 o uiauglel GUliLE 5@
sl GeauaflGunalpy  STemU UGS & nEl.
g ienwewrTs 15 uuEsEm GCuopul o
Fang Ganmaullsd  afligEyramd WO W
Gamfsiplusss  Garojymiw  Gammlsd
suriysafst FHEUCQHIUS BIDMEE 13,2
FHENHIOTEGID. LTLITensuseMelihhal  HIHmbG,
10 FmalswTMmMaMTE  WTSHHATD  alghepmal
uTL SEImpuUils o WwWisrd sealmu SHE0n
suFdl o_aren Hemeuemoule £ g dnbdass
SHhs alLwd geim Guig whmb 2 wisis
HMenEUTs) STaEIUBEDD (HenDES UTILFT]
SN0 LEDSEMeEHS UL Gnilsen whmd
ey samnuis Gamanurean Gsisdssmiam
GumhE sleugleiamen, Geugy Al wE el el
urLgrenaenw (il H alsdly Goadamp ydw
GmPso iy sufem’ s L Sifiamidneset
@armwullemrad oumbu  GHepurbsaflsd
SETEGLD. Simel GFSTD FeUmensd LTl #Tsns
woHoe UNSMASSPS  UTL ks a
wnfFrenwiy GFunushH@n  GUTHSSLN e
sliggflel GUTHWSTaUTEN GUEEIHMISBE WHmILD
SmEsfliys slrmolyésas (W29 sk
smemisuen|pll  EHEVSTAIED) B LET ApsimTiD
Memsvd sstelenw alfieyuBesEusisl Wsab
aifipionsn waifienowns S(pRUGHHNBHSID
St BFassisst Beusmi(HiD.

Uil D&  Snlpll

ginal Bl Gaaflamw dsans  &sms sl
Fevmsnsuiet 2 fuFsellen Ly G@mrens e
Gaelimrl F Gsmflad  sumuwilys senen
CrypsGaremlh 2aflug  F5amsuilallomb sl
Glsuarfl Buamy &l et man .
o moullst gipgerLw  eadlug seaflsd
oFsoraajsar  Gausflipr’ Gh Gemfed
surwitidlsnen  BapdGasend  @HgGuwieayl
Gur&sla wrnpGuere Paars  Seams
FnlgILBTHATENS. Beomisnsulsy oofhuysais
G Guwisilsd smésb wopne dysTen
weu&Fdd snyemluns Bepliven Dayflufseafles
apmibn GHigBuwgay, Fpsll GUTHETTSTY
Bleneusnio, GUTHENTSTTE HEULEISET WHILD
GrualiprHsalad 2 smpdople  GEuaNsmD
SFBFIHB0  STTUEIT HID.  FHigGEULITa L &
2 eMETL{h emfluFshensulsa silalnssmene
FoBlmaiubhHss opsfluwrgd. BsnE
Smenamrw  emplujsamer B Slmeussis
Ganaisusmanss HLolgdamesst, e
AUHAMDAITEMET 2_atefThssl whmh Gsfu
faurs wi Hososorg Geusfprl (G Hpnaisenan
U b HHDSH BV GT60 LGN &1 6L T8 & 10,
2 smmuns  Flsflsaeundlam  ambug
HDDUTHSEHL 1 ABHS HHHFD (SHEULTHES
omflusaiame aupGanuabsts TTusiwre
QULEIGNHHN Caraemasaian Gxamaseailamen
HsUUGSEHN Baommsde GauaflBrl G
omflfmmen oiflsons sahHpsREGETaa
Gousmingsitsmg,).

g _amemours Wls

urEs oEnalsd @eusurmren Hlmsusn FHluren
WHDID QeEisDISHenS WHFYmCibse HTH
wirEah  Gumgantsrys  GEumuT B
Gurl s senemwwd  aflen e g 5lmen suio
Sronaissams. Sen Rarmnsuis WsaD
SURIEITSET FmESEEHTIHNS ERUUS SDIISOT S
EBHEHTOTEHLD. 2016 SyID H,mgsD HMmIsTL
vwenilseilet  sugpens  Sgemih Wb alwe
seuameuuilenen  elighedl GFamenic  GHBIRWTS
wmmiw w;mpupswnrs Geasmeoeumuwi e
&HHBHHEH aFsT00men o HeursHu|sisng.
apflurala yflu aufSsssd Fhepsuilen apsod
Hobs e (L S oafs s, 2 sl sniou
suFmal, FhenaLLGHSH whD G Gaeia
(HENMUN(HEBET SNTEUIDTS W hsdHa (Tsismyman

Xi



STATE OF THE ECONOMY 917

HTEVHH SOMIITHHIDD spFd GuHmenID
DN M (LP(LPENLOWLITEN  LILIGTEENET  SHEDL[hd|
Gamanenmanio SauansED Gsmanamiul Barens).
FHnErS maHEETHNN (WS G suminnjbser
GET_TUTEn iUl susmriEanstl Giumnmis
Glasmasn (LQUITEPLDEDILL: H(HSHINTE].

D_GmENIDIITE  ETERT  UETEIST  GSTLFuUTES
sremiubaian GCoeaalullmen [Blammbey
Leuwimamne Gsraims wmsFrmwoly
asudliiongn. Heomsnaulsn HeuiniyGsesddst
EIDmMGEH 65 Fsaisd o] Geliussaigl
Meukusans yfiipsh Gaiwtu’ Gursib Bsy
whmw 2.0 BEF UrCssmisailsd  wully
GEllLdsamipil Hsommsisy ssicmsmena sHBN
Seband AUfHHESF GELDUTHS GHTLjurs
uwest LG & & U UL e 6 & e
o _amanpowrs uldly Gelws smigu BleodSleE
Siene &S GHMOATHE  HTEILHS TS
SHTE0 UDDTSGHMD SfH0oTs sifsfsadamn
Curgib Gsuremauied sua Sy SHGUTE
HTOmEEH 30 FssalssFSlas urjss
sliipa fluenL Haismenanst srenfill LU iged
alienendAnaiiensn GoUGHHID (psoTs 1Hsa)D
GLIT(RSHHILTEN HTEHIBRBTTENSET DHUFLLDTEHLD.
arallsGaTaTmaesm Briga  swllallmsas)
(e EmEL 6 GUTb b0, Haln s
WPHTMOSSHUSHA  2MLTH  LLISTUTL g enen
GunGsranamsd WHIID  Hiaids G e ens
GemLjuras FUCfSumen  susnywenmudene
Gupungemsy GFlss GSHTLIUTS Seusb
GFaussiufaml s @Henay Ffew (psFluoTen
st wWikisem Syl smsmiiiL(balsnmest.

& T[] 6307 LD 1T &

GllnEMBHFDENTEN ETEN (LPETENIIGHHIAND LS
wasuwTe Eimiug Saommaeuist Geusiend
supld  womb  wewiFEfa) Guran Buwhsns
S SEESEHD  DUHHbsEHDE  sfsfbm
sramiufEammpsninuiamsd oy, |y BsTen
SHTEMEA  WIHDS Blal STIENWDTSE
@Bermsramiul Gaten  Geaumy  afllwms &afso
(pEnMEHLTeN SramiiuTausnam Sl /& ihpib
HODTL 60 UTHLLbSH6T BUTEme 1DaiSTE6TamTsl
GumpGaraaiubale n aflows sars
Eenm sremUul Hal e, 2w s
GaEmenanssel SHNmsE Boaemb oiemeniouie)

®il

SHBITTEYT Wil LsEs  Guomblsmem
AN gsl  BLHS @ES bl SHAaGUT S|
ailsuFmuisaiss  apaplsc Erem®  Guiflanb
DB B OTIEUT HET  FelsuTmren [ s
SN[ & HEISET e plel  {ped  Sis0 0S|
g ileomuleye  wmgludm e ul Gat e .
STUE  WTHowemeue  Gurs  BLj
SisUGHTeNSBensn (&ennGhEH 6lsmsieusnate
BLalgEensHmen sdalmas GrupurGaatsy
QUBUGHLUTE gaiieanbsed wHDD BHI6|
WwHmE SHauss ufilerhnst Gaug GETsmansa
ars UnBssgslad oiFlsflssamalarp
SLUGHEEATDE  (HDSHE GsTaTauBDEH
Gasnauwmen  (WenGenBlyssst Guoharsismsd
61601 LIGHTEUT (L0,

GuBs @i L sme Badlu Gansmsnass
wHmd o umy aflssfieman SWUTT GFOWLD
Gurgl QuUmTBHENTENT Fips WDHDID SHDOTLE
Cxmausal DaupmiLel gam Cajssa
pshaElwnTs  snamiufGalam Bl
alelimsd  aanamassmaing 2 flustEb.
Beorsnaulsy fenscwinen oilslimdd Gevbgsei
2030 yGmmen Elapsd Flrelenen el Hal
GaraTausng swrgrEgle  Gursdy Gsdw
Gamemenssat Gasmaud s EHFH DDIID aIya)
Gz sl L Gswmunbaseys & iiw
BeavdgH T QERHmamsss CeTsmasDhE
Guauib @Bena sl wmisasn  GuohGsmsien
Gousrmgujaisnsl. AIBOGLICTE  GREIE L
wpmith  Gupuriemes  opflejmisss  wHoD
BusLEET, HTe] WwHm HH FHuram
gimpseist SypUBSHID 6l WFHH BhHHHES
FEUTGUEHGT  [BlaUAEBGTDA. BIFH  LSOSTUILLL
Hmysusnmissi WD @(pdeaisns Fenmisan(E
Bleamsowmsn  iallmbH  @evd B EHsGHTIL
USTUUL L umsSrsE&et  SHaD s &%
ENELEMSBBUILIL(HeTens. oyammed, @hs Bowismb
- GpssEnhHmiwls uprdenaniy whpwn
Wsnemiiy wHmid eupilest uT&SITD mme
Gurmlysse Fesnid Cuagsorsn HensuuiBauEL
A e (TG AT 1 A

wlensuwimest  Sulslimshs @evd@sen sumsne
whnik GursensmLei GHTLFysmLL Sy
el wmisailane GeusfiuGHsEnsLen GurFamem



STATE OF THE ECOMNOMY 2017

UGS 6TEND  susnBuTel  B_eWIaU  LITSHISTLL]
BRI YL 60T GRTL LML WISTgLD, Fisubas
2 _emaydh Gereiens oLTTwiES Boeusmd
m.ali.ayy.) swry Geis yBsrar ulgsls
Slighd gy Beomsns 118 prhsaise 84
aeug B gHig aubsETmann ulpei Fameosmo
T ouflaap GuwnFwraenen T eeN&
SihHELUGEMS. Blensvwinen alsugmw WmHmLD
Cunsnsigs Gareanamasenle  GRHSHONS
Ulenemhs WHOID @pmdamamiys Gauinuiul
p_emayl ungETiy sarenwula  drsmen
LemILSMTSS  HHSUUGESIDS. HEDL (LD
GUTHSHSIODD  AfagFmy  epmib  GurFenams
Gaoreienas wosganwdy. &enmeurea
clenendAme, GeLDBDE 1HDID HIHSHDDAITS
e HOINLOUlL  opmd  SLUSSILET  Falgll
HipsEais soRmadsemanoulmne ghuhss
Gurmiyssaiimen  GausilliuGsHie e ma &
(HENDES FEOTUpsDLW  slsuFTWmISsTENHHE
agls  Feomupeniwl el e e i en s 5
wriyosL&so Bursimeuiifiens Gobsmsiiemss
CousmBLb.

Gunandd UDDTSSHD, GUTETSEHSSMDUTE,
HETHTT  Hlensuamiouisl GHEIQUTS  SHTHSUD
CFaus sl S  sagluf s e s
cllenaAmateuid sirdsdHona opubHHEBemS.
2 Beommsullsd 8.3 bladaflwen senms
Fumsdanm eaflulivameuled sangbgnemnasuis
Brbps@l 17 eigbHam) wrhAnD wry fHumss
Gpruissmmsd SauSlubaubTsd Sl
LOUL (REMENZ). D 6WIENIOWITS  LOTY  §Hwmsn
Grruismned  Sieuslnub sl meu &eillad
pmfutusLailanflen  umiEeTiy  (DL6wE S
mIDEE 58.6 saaisd wpmn  Guemssi
HBTOOS i 23.9 ssaaflsd  opmw.)
SIFLGUTDEOEUTHATHETG0 ( BLETHET HITDDISGH
78.8 FeaisD womw Guansat 38.3 Fmaisb)
uEsaiiyLen  guilbalam Gurg suflswrs
alpFFluamL haenang. Grradflunpaars
2 eyl updsapssn. Caatulind oimbo
aunmpsensll Gurnss, Umauilsna whnib sl
umeuemsm Gauml AL LLMIEETTS EHULSIL 6 LIaUTS
Grmusa (aerdlig.) siflsons ofsfiusngs
SIyamons 9 seen. sisflgn Gurdemusuhn
efEausmi wpmb B8 fHumen GsHAw whHmnd

ugauns  Brerul  Elep Fds S0 L m safimen
DU UGBS HIUED HE  STanluES e m
SHEDLEHETT (LD,

sgmen  allLwmisend  spfidmasuien  enghdlu
LiHHUIED FIATHSIONE SHABHIENTILITL LHALRIL 6
SEH@iLat  GHETLTUmLW  GEnaisna s ene
HUTTBHE WHOID SPsLGHSHED SiaUFLIOTEHLD.
aLhs Srenlh subLEsailgyer  Blaoailw
Gareimassailal  Gmpurlh Wselfl G
Glamsisnmsen FEasnowiTey (haei L mensers
wBibl&masulad uTEs0Ta  HTE 555 e
guuBHsws. sPpGuTws 215 B
sTEmEBRID BaGUBEERD S5 uPu
sugnf&dl GETLiuTS BHSHHIDHIE0 GUTTHETST]
wmiFTemioli| BlepFfsal L sfmar FTiTs5He
Gousr(BID. sIaTENID HHEHSHTHIE0 OMET e Tens
FUIESHM0 apmby (b STaHEN) DS
EapD Sigsmona CEELmS ains GETemshHD
Geusm(BD. @m WsaD Sigemoran UsRIWTS
Aupliug sigs ssbunl siauGss Hremwu
BlElwsAam  Gemaimmismen  udlsuails @i
BlawsAasdl Ladlmem Garojs Hwns
CunGsna Slaim STTaRS S T L.
wnFraolysaaiea Sy HaTenLD S anET
SEualiusmE® BERILSTHW  sBUUSEMTE
Fynasmsaian Gesoaiammans s alamyauns
2 amihal GaETaten pgul. SrFDG
aTemUUBAan Faursns Emlug] Spp0naT
wnFrenwlyLs g Hifls  STapmeailansn
FuBemalubhs HES Dimalman (PETamn
GIFUIRIFHTIHLD.

guUUfC® ralwurse &  eFslsEso
sremiupElarmar. sefluulr  upsadFEsen
SBamaswns Genmdsn allwwors Smlug
alGFLions aufl SypalHIE Bl (panmasTiu
Geama sn&sed  WDTMHDWNL WS LD T
GEaflaunsnsus sIAUSTENG DLEHID. 6N
Gartflamaess oiaaes Gswupurd §
PUERIGHAIFEAT DOMILD DFETT  SuTSHES 5T
HNHEEHANTME GHMDUUSDE o selyfldaEn
THEML_(LPEDMEBET STEIILIGH ©_6T6TIL_ RN SaiTnss, Siye
Ggmfsd (owimdssn el wodrsmoli] e0es)
ompluF FhHasuled mEDIPSSD oy pW0TET
SULanniny fHumen wpiFysnioin] WBsrem uyamu

xiii



STATE OF THE ECONOMY 917

saamouilmen  FwEmaluESEa  Gsaisaimen
Liistiseiiensn syeniualidgid Glsmeiempigu b,

ImIFTLOULSEmen DIIpeLBES0 BUTHisuTe
aundareaiseia Cameusailar  asmalensa
sasnsds Garanh HLmisemnen GohGsTami
ayyFThESHE REHIPLITR auGHAUlmiTsEnsE
srpemm®men  Gaflalsmn  aflipamounss
srsmiuBaams. swdusia  dsnpwnsn
STorarmsaiamen  popdFramioiysF  Grussmn
ppundflasnst  SenLbs  Geraienss s

RV

Guwrmawrar aflLwwors @S Hwruflar
Bsvmensuien Gurmsnmsign Gasrojddiumn
amasulsy siglsfiliugnss stemiuksSsmn
BSOS (HENNEUTEIE| 6TEII HTemSSnipL
am fmen 2_mAluGSsd@men. 106 Gomsore
wBhoHsIsT0 sl HHwualiy  saunsbsaisn
sHHUTs Brligsn GummenrsTy Henscaniouianam
2 flugpenmpulled Guenlls 6ol usmm @ &
snamULGESTD Sbs FhaTiuSHama msaiLns
e GmEs ssF CFaausnE EHoRms
SWTTTHBHe0 Eausm(bio.



2. Macroeconomic Performance

2.1 Introduction

ri Lanka's emerging macroeconomic

environment post-2016 holds both

pluses and minuses. On the plus side,
the most critical improvement is to be seen in
fiscal management. Under the IMF programme
with its attendant focus on revenue maobilization,
Sri Lanka's past record of a progressive decline
in revenue collection has been reversed through
a more streamlined tax revenue collection
process in 2016, Largely as a result, the broader
fiscal consolidation process is on track with a
significant shrinking of the deficit financing gap.
Additionally, fiscal consclidation efiorts have
also been supported by a more prudent
monetary policy framework and exchange rate
management policy. Overall, therefore, the
signals of a much improved macroeconomic
environment and policy stability on key fiscal
and monetary policy fronts will offer investors
considerable comfort in firming up medium term
investment decisions.

On the downside, economic growth is
continuing to slow down. According to revised
GDP estimates, Sri Lanka's economic growth
fell to a relatively modest 4.4 per cent in 2016,
well below the projected 5.8 per cent set out
under the medium-term macroeconomic
framework.! First half 2017 estimates suggest
a further slowdown to 3.9 per cent. It brings the
country's recent medium-term growth trajectory
to below 5 per cent for nearly five consecutive

! See CBSL, Annual Report 2015, Central Bank of Sri Lanka

, Colombo.
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Figure 2.1
GDP Growth Trends
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years. Notwithstanding the impact of inclement
climatic conditions that has impacted agriculture
production at periodic intervals and therefore,
economic output at large, a prolonged
slowdown in growth is a cause of some concern.

This is particularly so in the context of limited
space available to provide a fiscal and/or
monetary policy stimulus to growth. Both have
been tightened over the months since mid-20186.
Whilst fiscal policy will continue to be
contractionary, there is scope for easing
monetary policy in the coming months. However,
Sri Lanka's current economic environment of
low growth, but rising inflation makes setting
an appropriate monetary policy stance more
complex. More pertinently, the effectiveness of
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monetary policy in stimulating the real sectors
of the economy is limited. What Sri Lanka needs
is productive investments that will spur export
growth in goods and services to boost overall
GDP growth. Monetary policy easing in the
absence of broader reforms to reallocate
financial resources towards productive
investment will only serve to provide a short
term boost to growth via an unsustainable burst
of consumption spending.

2.2 Output, Savings and
Investment

Despite a perceived shift in economic policy
towards an export-oriented and private
investment driven focus since 2015, the Sri



Lankan economy continues to exhibit a heavy
dependence on construction and related non-
tradeable activities to generate growth. Aside
from financial services, real estate, public
administration, construction, and mining and
quarrying have signaled the fastest annual
average growth during 2015-16 of Sri Lanka's
ten largest economic sectors (Figure 2.1). By
contrast, export-oriented activities such as
textiles and garments are seeing a marked
slowdown in output, reflected in a general dip
in export earnings overall. Not surprisingly, a
decomposition of overall growth indicates that
the contribution of net exports to growth has
remained marginal or negative over the same
period.

As in the more recent past, the overall
macroeconomic policy climate in up to mid-2016
stimulated a consumption-driven growth
process. Fiscal profligacy and an
accommodative monetary policy combined to
generate excessive credit growth and bring
about pressure on the exchange rate. In this
environment, coupled with policy shortcomings
in clarifying budgetary tax provisions, the
expacted pull-in of private investment on a
large scale to drive growth failed to materialize.

Table 2.1
Investment and Savings, 2013-2016

-STATE OF THE ECOMOMY 20

Thus, the overall growth outcomes for the Sri
Lankan economy have remained fairly
subdued. Indeed, with first quarter 2017 GDP
growth declining to 3.8 per cent, the country is
witnessing growth dropping to below 5 per cent
for possibly the fifth consecutive year. The
rebasing of Sri Lanka's national accounts
compilation by the DCS has also not been
without its snags. Frequent revision to quarterly
and annual GDP estimates through adjustments
to price deflators is also instilling a degree of
confusion. Nonetheless, as the only available
officially released data, the marked slowdown -
in part related to inclement weather conditions
that has impacted agriculture production -
needs to be addressed.

A prolonged slowdown in GDP will have
broader implications in projecting reasonable
gains in fiscal consclidation efforts - adversely
impacting ratios such as public debt - and
influence investor perceptions on the medium
term outlook for the country. Robust growth is
also necessary to support medium term revenue
generation targets to provide the necessary
buoyancy to tax collection. With on-going fiscal
consolidation efforts and a tighter monetary
policy stance squeezing any room for a macro
stimulus for growth, Sri Lanka must rely on a

% of GDP 2013 2014 2016

Total investment 33.2
Private® 22.7
Government? 6.9

Domestic savings 246

National savings 29.9

Motes:

national accounts

Source: CBSL, Annual Report, vanous years,

32.3 28.4 31.5
22.9 n.a. n.a.
6.8 n.a. n.a.
24.2 20.9 23.8
29.8 26.0 28.9

a: Based on 2002 base year national account estimates. All other estimates are based on 2010 base year
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Figure 2.2
Quarterly GDP Estimates
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sustained economic reform effort to raise
aggregate supply in the economy.

2.3 Fiscal Policy Outlook

The Sri Lankan economy faces elevated
vulnerability to exogenous shocks and debt
sustainability over the medium term. As such,
on-going consolidation efforts,
implemented from mid-2016, are generating
revenue gains to the Treasury. Government tax
revenue share of GDP that hit a historical low
of 10.1 per cent in 2014 reversed to 12.4 per
cent in 2016 on the back of increases to the VAT
rate from 11 to 15 per cent and other tax
amendments. Upward tax adjustment to meet
immediate fiscal revenue generation targets
under the IMF programme is being
complemented by efforts to broaden the tax
base and strengthen tax administration and
compliance. Some of the notable reforms
include the adoption of an Inland Revenue Act
aimed at clarifying and setting guidelines on
future taxation principles and the introduction
of an electronic tax filing and management

fiscal
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system - the Hevenue Administration and
Management Information System (RAMIS). In
addition, reforms in the digital sphere intended
to introduce a unigue biometric identity for all
nationals is also expected to help in widening
the tax net and tax compliance.

The immediate returns on the tax reforms so far
has been a notable jump in revenues collected
from VAT, increasing by nearly 30 per cent in

VAT REVENUE
s Rs
1’}% % -"?‘Qi

"o e
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Figure 2.3
Revenue Performance
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2016. However, it must also be noted that the
sharp Increase is more evident as a result of
the decline in VAT collection seen in 2015; taken
from the 2014 base, VAT revenue increased by
only 3 per cent In 2016. With a more streamlined
tax system in place, revenue generation should
remain buoyant in 2017, In the first guarter,
revenue collection as a share of GDP is on the
rise, indicative of more sustained positive gains
from tax reforms.

Table 2.2
Fiscal Indicators

On the expenditure front, some headway has
been made in holding down recurrent spending
which increased to 117 per cent of total
government revenue in 2015 on the back of
salary hikes and higher transfer payments to
households. With interest payments on debt as
a share of GDP on the rise, the policy space for
continued high government borrowing for fiscal
purposes, including for public investment
purposes, is narrowing sharply.

Salaries & wages, % of GDP

Interest payments, % of GDP 4.6
Transfers & Subs_idies, Yo qf GDP 2.6
Recurrent spending. % of revenue 106.0
Public investment, % of GDP 5.0
Fiscal deficit, % of GDP -5.4

Source: CBSL, Annual Report, various years.

4_._2 _ _4_.? 5_._2_
27 | 38 3.4
110.7 117.0 104.3
47 | 55 | 50

-5.7 -1.6 -5.4
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Figure 2.4

Foreign Capital Inflows and Deficit Financing
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Sri Lanka's graduation to a low middle income
economy in 2010 with restricted access to soit
window development finance from multilateral
agencies coincided with moves by advanced
economies to stimulate economic growth
through unconventional monetary policy
initiatives such as guantitative easing.
Countries such as Sri Lanka benefitted as
ample liquidity and falling interest rates
encouraged investors to look to emerging
economies for higher yields. Thus, in addition
to bilateral loans from new non-traditional
source of development finance such as China,
Sri Lanka was able to meet a higher share of its
fiscal deficit financing needs through foreign
finance.

With fresh loan commitments from China drying
up in 2015 in the aftermath of a temporary halt
to some large scale infrastructure projects, and
foreign capital inflows to Treasury bills and
bonds also declining in the wake of monetary
policy adjustments in the US, Sri Lanka was

18

compelled to rely more heavily on domestic
financing in 2015. At the same time, the country's
reliance on International Sovereign Bond (ISB)
issues also rose sharply in 2015-16, with
foreign financing of the deficit rising sharply to
3.3 per cent of GDP in 2016.

Thus, despite the positive trends in revenue
mabilization and the notable contraction in the
overall fiscal deficit to 5.4 per cent of GDP in
2016, down from 7.6 per cent of GDP in 2015,
the spill over impacts of fiscal policy
management on monetary and exchange rate
policies are far from resolved.

2.4 Monetary Policy
and Inflation

Fiscal financing needs have often led to an
accommodative monetary policy stance. A
resumption of a credit cycle by end 2014 was
encouraged by a downward policy rate
adjustment in April 2015 as a precursor to yet



Figure 2.5
Interest Rates and Credit Growth
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another macroeconomic crisis. Import-related
consumption spending exerted pressure on the
exchange rate, whereby the CBSL attempted

to head-off a sustained depreciation by drawing
down foreignh reserves and raising policy
interest rates by 50 basis points (Figure 2.5). As

Figure 2.6
Inflation Trends
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reserve cover dropped to 3.4 months of imports
in June 2016, Sri Lanka entered into the
Extended Fund Facility (EFF) arrangement with
the IMF. From mid-2016, efforts to tighten
monetary policy got underway with the CBSL
once again raising policy interest rates by 50
basis points in July 2016 with a further 25 basis
point upward adjustment in March 2017.

Both the newly formulated Colombo Consumer
Price Index (CCPI) with a base year of 2013
and the National Consumer Price Index (NCPI)
with the same base year are shown to be
moving in tandem, although the NCPI shows a
more rapid increase in inflation in 2017. The
primary difference between the two indices is
in the weights afforded to food and non-food
categories. Food and non-alcoholic beverages
carries a weight of 28.2 in the CCPI whilst it
holds a much larger weight of 44 in the NCPI.
The acceleration in country-wide inflation in
2017, as captured by the NCPI, is arising
primarily from a notable increase in food
inflation (Figure 2.7). This is not surprising in
view of the inclement weather that has impacted

Figure 2.7
Food and Non-food Inflation
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on agricultural food production including the
country's staple food item rice. By contrast non-
food inflation has risen more rapidly in the CCPI
which captures the expenditure patterns of
urban household in Colombo.

Setting an appropriate monetary policy stance
to combat rising inflation amidst a notable
slowdown in GDP growth is always more
complex. Sri Lanka's recent burst of inflation
has multiple sources: an increase in the general
price of goods and services brought about by
tax increases; increases in food prices owing
to scarcity in production as a result of
unfavourable climactic impacts on the
agriculture sector; and high levels of credit
growth, particularly to the private sector. Some
of these sources will exert a one-off impact on
price levels while others will contribute to an
inflationary spiral uniess appropriate policy
responses are put in place.

Clearly, the expansion in credit growth - and
indeed in the overall money supply growth of
18.4 per cent at end 2016 with economic growth
of only 4.4 per cent - was a cause of some
concern. It suggests that firms and households
may be using borrowed money to buy assets,
particularly property that can in turn generate
an asset bubble in the economy. In all other
respects, indicators of consumer demand are
moderate: consumer goods imports contracted
by 8.4 per cent in 2016 while the growth in
private consumption expenditure dropped to 4
per cent from 10 per cent in 2015.

The pre-emptive monetary tightening in the
circumstances signals policy intentions to curb
excessive credit expansion which can lead to
destabilizing asset bubbles. It will also rein in
demand-pull inflationary pressures. However,
Sri Lanka's current inflationary setting suggests

that there is also an element of cost-push factors
that requires complementary policy measures.
On its own, cost-push factors are less likely to
lead to spiraling inflation on the assumption
that it will not lead to a wage spiral; as prices
rise, consumer may cut down on purchases or
rising supply will mitigate price increases.

In Sri Lanka's current economic context of a
contractionary fiscal policy on aggregate
demand, there is only a moderate risk of a
steady acceleration in inflation. This leaves the
monetary authorities some leeway in setting
medium-term monetary policy goals to revive
flagging economic growth. Encouraging the
private sector to borrow and invest in productive
economic activities through a stable a low
interest rate environment will remain a priority.

2.5 External Sector
Performance and Ex-
change Rate Policy

Sri Lanka's monetary authorities have often
sacrificed monetary-policy autonomy by
adopting a constraining exchange-rate regime.
The high external debt overhang as well as
continued dependence on foreign currency
denominated borrowing for fiscal policy support
means that the country is pre-disposed to
maintain a steady exchange rate even in the
face of growing external sector pressures.

In overall terms, Sri Lanka's external sector
performance has been poor during 2015-16,
continuing the weak trends over the past
With export earnings growth
contracting, albeit at a lower rate in 2016, the
export share of GDP has continued to slip to
under 13 per cent (Table 2.3). Another key area
of weakness has been in attracting FDI inflows.

decade.
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Table 2.3
Exports and FDI

—mmmm

Export growth, % change

Export share, % of GDP 14.0
Net FDI, US$ mn. 867.5
Net FDI, % of GDP 12

Source: CBSL, Annual Report, various years.

While net inflows picked up in 2016 to levels
prevalent in 2014, FDI remains low at 1.1 per
cent of GDP. With export earnings returning to
positive growth of 4.3 per cent in the first five
months of 2017, Sri Lanka can perhaps
anticipate a more sustained turnaround in
export performance, especially with the benefits
of GSP-plus in gaining preferential access to
the EU market.

-5.2 -2.2

14.0 13.1 12.7
893.6 679.7 898.1 146.5

11 0.8 11

Despite the overall lackluster export and FDI
performance, Sri Lanka's external current
account position has steadied over the same
period, with the deficit declining from -3.4 per
cent of GDP in 2013 to 2.4 per cent of GDP in
2016 (Figure 2.8). This has come about largely
as a result of steady growth in tourism earnings
- from 2.3 per cent of GDP in 2013 to 4.3 per
cent of GDP in 2016. By contrast, earnings from

Figure 2.8
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worker remittances as a share of GDP are
relatively stagnant, increasing only marginally
to 8.9 per cent of GDP in 2016 from 8.6 per cent
of GDP in 2013. Tourism earnings have
continued to grow at 6 per cent in the first four
months of 2017, whilst remittances have
contracted by 6 per cent in the same period.

Foreign capital inflows were impacted not only
by a sloewdown in long-term foreign loans to the
government, but also by a notable reduction of
foreign investments into the Treasury bills and
bonds market. The share of foreign holdings
dropped from 11.2 per cent at the beginning of
2015 1o 5.4 per cent by May 2016. Whilst the
initial outflow was partly in response to domestic
policy uncertainties, interest rate adjustments

Figure 2.9
Exchange Rate Trends
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by the US Federal Reserve in 2016 also
contributed to the momentum thereatfter.

Thus, the twin impacts of monetary policy
easing in April 2015 that fueled an import-
related consumption spree and reduced inflows
of foreign capital combined to exert continuing
pressure on the exchange rate. Attempts by the
monetary authorities to head-off a sustained
depreciation by drawing down foreign reserves
proved counter-productive. As the official
reserve cover dropped to 3.4 months of imports
in June 2016, Sri Lanka was compelled to enter
into a three-year US$ 1.5 billion EFF
arrangement with the IMF in June 20186.
Immediately thereafter, the government
resorted to external borrowing of US$ 1.5 billion

e Reserves
Y= | r 10

ussbn.

Source: Data from Central Bank of Sri Lanka.
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in the form of an I1SB in July 2017 and raised a
further US$ 700 million as a syndicated loan in
September 2016. These capital injections
helped to stem dwindling official reserves and
steady the exchange rate from mid-2016.

However, ten months into the EFF programme,
official reserves were at a low US$ & billion,
sufficient for only 3 months of import cover - the
recommended minimum rule-of-thumb
threshold. Once again, the government raised
an ISB to the tune of US$ 1.5 billion in May
2017 to build the official reserves position to
US$5 6.7 billion (equivalent to about 4 months
of imports) by mid-2017.

Thus, Sri Lanka is not out of the woods in
managing its official reserves build-up and
exchange rate setting one year into its IMF
programme. The release of the third tranche of
the IMF loan was delayed as the country
grappled with pressing external sector issues
and passage of a proposed Inland Revenue
Act. In the interim, the CBSL has been actively
engaged in purchasing dollars from the market
to build up its non-debt related official reserves
position. Whilst CBSL intervention in the forex
market has persisted, it has been at much
reduced levels to smoothen undue volatility.
Building up official reserves and managing the
exchange rate remain as priorities for Sri Lanka
in its overall attempts to sustain a stable
macroeconomic environment and induce
investor confidence on the country's medium
term economic outlook. Emphasis on the above
is all the more critical in view of Sri Lanka's
emerging debt dynamics.

2.6 Debt Sustainability

The Sri Lankan economy is witnessing a
growing debt overhang. Total public debt has
risen to 79.3 per cent of GDP in 2016 from 70.8
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TOTAL PUBLIC DEBT
19.3%
) 4

10.8%
v
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per cent of GDP in 2013. Whilst the overall
composition of the public debt portfolio has not
altered significantly, what is notable is that Sri
Lanka's growing dependence on costly forms
of foreign debt appears to be continuing despite
its recognized risks and drawbacks to the
economy at large.

Total general government external debt
expanded by 10 per cent in 2016 to US§ 27.2
billion. Even averaging out for 2015-16, annual

Figure 2.10
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debt growth was 6.2 per cent compared to 4.5
per cent in the preceding two years. Given that
much of the new foreign borrowing came by
way of US$ 2.2 billion raised through an I1SB
and a syndicated loan in 2016, the share of
higher cost non-concessional and commercial
external borrowing has crept to 53 per cent of
total public external debt, up from 51 per cent
in 2015,

The increase in foreign currency borrowing is
the result of both a widening funding gap and
debt repayments. The notable decline in foreign
investment inflows into Treasury bills and bonds
has been met by issuing more I1SBs and
syndicated loans (Figure 2.10). At the same time,
debt service payments have remained high, with
a notable spike in 2015 to USS 2.8 billion,
largely from a maturing US$ 500 million I1SB
settlement. In 2016, however, total external debt
service payments dropped to US$ 1.9 billion,
keeping the total settlement of amortization and
interest payments well within US 2.2 billion
foreign capital market borrowings raised in the
year.
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However, other competing demands such as
foreign financing for budgetary needs in 2016
exceeded the estimates, requiring a fresh
round of borrowing. Foreign financing of the
fiscal deficit estimated at 2.3 per cent of GDP
overshot to a high 3.3 per cent of GDP or
approximately US§ 2.7 billion. Thus, Sri Lanka's
reliance on foreign loans to drive development
initiatives is on-going. Long-term loans to the
government and foreign investments in
Treasury bills and bonds in 2016 brought in
US$ 1.4 billion and US$ 1.2 billion respectively,
to cover fiscal requirements. In addition to the
above, the CBSL settlement of foreign currency
swaps, obtained primarily from the Reserve
Bank of India (RBI) in 2015 to prop up reserves,
drained a further US$ 1.1 billion as debt service
payments in 2016.

The medium-term trajectory of macroeconomic
indicators suggests that debt indicators will
worsen before they stand a chance of getting
better. External indebtedness is typically based
on two ratios - i.e., the value of total debt service
to a country's national income and export
earnings. These are employed given that they
capture two important aspects of a country's
potential capacity to service its debt; export
earnings are an indicator of foreign exchange
to service debt, and national income is a broad
measure of income generation in an economy.
By such measures, various debt indicators for
Sri Lanka are worsening as GDP growth slows,
and signals of a sustained recovery in exports
remain elusive.

A decline recorded in Sri Lanka's debt service
ratio to 25 per cent in 2016 owes more to the
overall drop in debt service payments rather
than to a surge in earnings from exports of
goods and services. The latter is stagnating at
20 per cent of GDP for a third consecutive year.
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The combined impacts make for a risky external
sector outlook for Sri Lanka in the near term
even as foreign capital market borrowing
continues, with US$ 1.5 billion raised in May
2017 as the latest ISB issue (Figure 2.11).
Already, an estimated US$ 5.7 billion of ISBs
and syndicated loans are scheduled for



STATE OF THE ECONOMY 2017

Figure 2.11
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settlement over a period of three years,
beginning in 2019. Thus, the medium term risks
are high in terms of Sri Lanka's capacity to
withstand and ride-out any exogenous shocks
to the economy.

A start has been made towards stronger debt
sustainability with on-going revenue-based
fiscal consolidation efforts under which the
primary account deficit has shrunk from 2.9 per
cent of GDP in 2015 to 0.2 per cent of GDP in
2016; debt begins to stabilize when the interest
payment is exactly off-set by a primary balance.
Thus, the real test of debt sustainability will
come into effect with progress on fiscal
consolidation efforts where improved domestic
resource mobilization will lessen dependence
on foreign borrowing. In the interim, the next
two years are critical; Sri Lanka must urgently
address the current dip in export performance
and build hard currency buffers in view of its
risky 1SB redemption profile post-2019.
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2.7 Conclusion

Sri Lanka's macroeconomic environment has
suffered from fiscal dominance - high deficits
and expanding levels of public debt -
manifesting in high and volatile rates of inflation,
interest rates and frequent balance of payments
(BOP) crises. As fiscal financing shifted
markedly towards dependence on foreign
finance, the spill-over impacts on the
macroeconomic environment have manifested
in credit cycles and currency crises via
monetary and exchange rate policy spheres.

Fiscal policy lies at the heart of Sri Lanka's
macroeconomic crises. Imbalances in the real
economy - in production, consumption, and
investment - continue to produce persistent
current account deficits that call for adjustments
in the monetary and exchange rate spheres. In
order to address these fundamental imbalances
- where national expenditure exceeds national
income and the production of tradeable goods
and services is inadequate - a sustained fiscal
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consolidation is the key priority. It is all the more
urgent in view of Sri Lanka's high and rising
debt levels.

Towards this end, the current revenue-based
fiscal consolidation efforts are a step in the right
direction. They aim to rationalize and broaden
the tax structure and tax base through a new
Inland Revenue Act, and improve tax
administration in the country. In addition, the
financial performance of large loss-making
SOEs is also receiving policy attention. If
sustained, such reforms will allow a re-
allocation of spending towards neglected areas
such as education, health and social protection.

With the gains made in fiscal consolidation so
far under the IMF's watchful eye, achieving and
retaining macroeconomic stability appears
more probable. Such efforts will be supported
by the gradual adoption of an inflation targeting
monetary policy framework and a floating
exchange rate regime as spelt out in the EFF. A
stronger macroeconomic base and an
improved growth outlook will ease the pressing
medium term challenges of debt management
which the economy faces.



3. International Environment

3.1 Introduction

ear 2016 was dominated by uncertainty

and pessimism on global political and

economic fronts, with populist political
rhetoric gaining firmer ground and resulting in
the spread of nationalism and protectionism
across much of the advanced world. The outlook
for 2017 appears to be more favourable as both
developed and developing economies are set
to respond in a more determined fashion. The
relatively more positive outlook, however, is
underpinned by continuing uncertainty about
policy outcomes associated with both the new
US administration and the invoking of Article
50 by the UK to officially leave the EU (Brexit).
In addition to these two key developments in
international political economy, China is set to
continue its domestic economic reform process,
while commaodity and oil prices are seeing a
gradual increase with tighter financial
conditions in emerging and developing
economies.

With greater clarity on developments in key
markets such as the US and EU. economic
aclivity is projected to improve, by maintaining
the momentum of improved economic
performance during the last half of 2016." As
has been the case in recent years, however,
global growth will rely heavily on the
performance of emerging and developing
economies, which are expected to grow almost
twice as fast as advanced economies. That said,

The relatively
more positive
outlook for
2017 is
underpinned
by continuing
uncertainty
about policy
outcomes
associated
with
geopolitical
developmentis
in the US

and Europe.

' IMF (2017), World Economic Outlook, International Monetary Fund, Washington D.C.
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advanced economies are expected to perform
stronger than what was expected earlier as a
result of a reduced drag from inventories and
some recovery in manufacturing output.”* The
US economy, in particular, is expected to
continue its post-recession recavery at a steady
pace and likely benefit further from an expected
economic stimulus in year 2017. The Euro Area
continues its comparatively sluggish economic
growth with Germany, France, and Spain as
some of the stronger performers while the rest
of the region lag behind. Meanwhile, the UK is
expected to grow at an even slower rate than in
the previous year due to the impact of Brexit.
Among other advanced economies, Japan
continues to suffer from slow growth and low
inflation.

Emerging and developing economies are
expected to account for approximately 60 per
cent of global growth for the first time since
2013." India is expected to continue growing
the fastest. While China's growth rate has
slowed somewhat as the economy undergoes
reform, projections for nearterm growth have
been revised upwards. Expected increases in
commodity prices, particularly in oil, will further
improve growth prospects for emerging and
developing economies. However, there is
significant variation between countries
depending on their economic structures.
Following weak performance in 2016, Brazil
and Argentina are expected to experience a
subdued recovery. Tighter financial conditions
and uncertainty around US-Mexican economic
relations are critical factors that will influence
the outlock of Latin American emerging and
developing economies.

* Ibid,

Amidst the global turbulence, Sri Lanka's
recovery from a lacklustre external sector
performance appears to be in an embryonic
stage. The outlook for major export-oriented
industries such as apparels, textiles and rubber
are improving, while projections indicate a
prospective adjustment in the medium-term
trade balance due to a reduced bill for imported
consumer goods. However, Sri Lanka remains
vulnerable to shocks in the global markets for
commodities, particularly in regards to
movements in oll prices. Global financial market
developments, especially upward adjustment
on interest rates and movements on currencies
will hold Important implications as Sri Lanka
seeks to raise foreign capital flows into the
economy. Future prospects will be heavily
contingent upon the scale of fiscal reforms to
restore macroeconomic stability and global
investor sentiments.

3.2 Prospects for
Global Economy

3.2.1 Advanced Economies:
Responding to Uncertainties

The world economy is projected to grow at 3.5
per cent in 2017, faster than both the growth
rate of 2015 as well as the average growth of
3.38 per cent during the past five years. In
addition to the cyclical recovery in
manufacturing, the global economy is also
expected to benefit from buoyant financial
markets. These positive expectations are
largely dependent on the economic policies that
are likely to be pursued by the new US

* WB (2017), Global Economic Prospects, World Bank, Washington D.C.
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Table 3.1
World Output (% change)

2014 | 2015 | 2016

World Qutput
Advanced Economies
United States

Euro Area

Germany

France

Italy

Spain

Japan

United Kingdom

Emerging Markets and Developing Countries
Russia

China

India

Brazil

ASEAN - 5
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2017 2018
3.5 3.4 3.1 3.5 3.6
2.0 2.1 1.7 2.0 2.0
2.4 2.6 16 2.3 2.5
12 2.0 17 17 16
16 15 18 15 15
0.6 13 12 14 16
0.1 0.8 0.9 0.8 0.8
1.4 3.2 3.2 2.6 2.1
0.3 12 1.0 12 0.8
3.1 2.2 18 2.0 1
4.7 4.2 4.1 4.5 4.8
0.7 -2.8 -0.2 14 14
7.3 6.9 6.7 6.6 6.2
72 7.9 6.8 T2 7
0.5 -3.8 -3.6 0.2 17
4.8 4.8 4.9 5.0 5.2

Source: IMF (2017, World Economic Qutinok, International Monetary Fund, Washington D.C.

administration. Any setbacks from binding
structural impediments such as low productivity
growth and high income inequality increase can
raise demands for protectionist policies in
advanced economies. Combined with the ever-
looming threat of international terrorism and
other domestic and global security concerns,
populist sentiment is gaining a stronghold in
developed economies and could curtail their
growth potential in the near term.

Among advanced economies, the US is
expected to recover from its relatively slower
progress in 2016, the result of lower than
expected business and government investment.
However, unemployment rates were close to
pre-recession levels at 4.7 per cent by end

2016. The stronger growth estimate of 2.3 per
centin 2017 is expected from growing consumer
confidence and higher rates of investment
(Figure 3.1).

Expected growth, however, could diverge
significantly away from its projections
depending on policy outcomes. Since the
election of President Trump in November 20186,
markets have signalled increased confidence
due to the expectation of a more business
friendly economic policy. Similarly, even though
the election campaign was fraught with
declarations of protectionist policies such as
naming China as a 'currency manipulator' and
imposing higher tariffs on imports from Mexico,
such concerns have been somewhat assuaged,

31



STATE OF THE ECONOMY 7017

Figure 3.1
Total Investment, Volume (% change)
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at least for the time being.* The Dow Jones
gained 8 per cent in the five weeks after the
election, recording the biggest post-election
surge in the stock market in US history. This
momentum also continued into the initial period
of the new administration as US consumer
confidence surged to a 16 year high in February
20175 Further, expectations of laxer fiscal
policies and deregulation in the US have
contributed to a stronger dollar and higher US
treasury interest rates, improving yields
elsewhere.®

Nonetheless, slow progress on issues such as
rolling back regulations, corporate tax reforms,
and a USS 1 ftrillion infrastructure-spending

programme has diminished the positive outlook
on the new administration.” Even though the
administration introduced its broad tax cut
proposals, its successful passage remains
uncertain due to opposition across the aisle.®
Early economic indicators during the year
appear to support growing scepticism about the
successes of legislative measures that would
spur the economy further. In the first guarter
2017, GDF growth dropped to 0.7 per cent rather
than the projected 1 per cent. In addition to slow
progress on the domestic policy front,
uncertainties regarding US external policy have
increased fears even further among the private
sector. For instance, the US was reportedly
close to terminate its participation in the North

Swanson, A., and D. Paletta (2017), "Trump Says He Will Mot Label China Currency Manipulator; Reversing Campaign Promise)
Washington Post, April 12, 2017 Available at hitps:/www.washinglonpost com/newsfwonk/wp/2017/04/12/frump-says-he-
will-nat-label-china-curreancy-manipulator-reversing-campaign-premise Putm_term=d15142d0ed05.

Laya B {201 L ‘U s ConsumerCnnﬁdama Unexpectedly Surges o a 16—‘ﬂear H|gh" Bloomberg. hitps:/iwww bloomberg.com/
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Zumbrun, J. (2017}, “Economic Gauges Rise Under Trump, But Some Question their Longevity! The Wall Street Journal, April
27, 2017 Available at hitps:/fwww ws].com/arlicles/economic-gauges-rise-under-trump-but-soma-quastion-theirlongevity=

14932854 107mod=a2twe.

Rubin, R. (2017), "Trump Unveils Broad Tax Cut Plan", Wall Street Journal, April 26, 2017. Available at hitps:/www.wsj.com/
articles/mnuchin-says-trump-will-offer-biggest-tax-cut-in-u-s-history- 149321327 57mod=cx picks&cx_navScource=cx_picks&ox_
tag=video&cx_artPos=1#cxrecs_s .
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Atlantic Free Trade Agreement (NAFTA) before
changing course and agreeing to update the
agreement instead. Similar threats were also
made regarding the termination of the US-South
Korea Free Trade Agreement (Korus).
Consequently, while the overall expectation is
for the US economy to grow at a significantly
higher rate than in 2016, its progress is severely
dependent on domestic legislative successes
and greater policy stability on external affairs,
especially in regards to trade.

The EU continues its sluggish recovery
hampered further by the UK triggering Article
50 of the Lisbon Treaty to leave under the Brexit
vote. Since the UK's referendum on Brexit, the
British pound depreciated dramatically and is
since trading approximately 15 per cent and 12
per cent lower compared to the US dollar and
euro respectively, than it was before the
referendum.® While the depreciation has helped
British exporters in the immediate term, costs
of imports have
consequently had a negative impact on the
manufacturing industry, which depends heavily

increased and have

on imported raw materials. Record low UK
interest rates, reduced from 0.5 per cent to 0.25
per cent by the Bank of England following the
referendum, have further contributed to the low
value of the British pound.

Even though the UK did not experience a drastic
economic impact following the referendum
during the last quarter of 2016, it appears to be
experiencing a Brexit related slowdown during
the first gquarter of 2017, growing by a worse-
than-expected 0.3 per cent. Considerable
uncertainty prevails as the British government
and the EU negotiate an agreement regarding

Brexit. Arguably, the economic impact of Brexit
will mostly be determined by the question of
British access to the European Common Market.
However, the EU has noted that a trade deal
will not be negetiated until final terms on Brexit
on issues such as payments and citizens' rights
are finalised. The surprise UK general election
and the subsequently unexpected result
leading to the ruling Conservative Party losing
their majority in parliament have increased the
uncertainty even further. Notably, growth
projections for emerging and developing
economies have remained largely unchanged
in response to Brexit.

Elsewhere in the EU, private consumption is
expected to remain the main driver of economic
growth in the region, complemented by
sustained improvements in employment and a
rise in nominal wage growth. The Euro area is
therefore projected to grow by 1.6 per cent and
1.8 per cent in 2017 and 2018, respectively. In
addition to the outcome of Brexit, the future of
the EU is notably influenced by domestic
politics, especially in France and Germany
where anti-EU populist movements have made
significant gains. The pro-EU movement
stemmed the populist movement and gained a
significant victory in France through the election
of Emmanuel Macron as President and the
subsequent comprehensive victory of his
centrist party during parliamentary elections.
While this victory bolstered the stance of
German Chancellor Angela Merke! as well,
some concerns remain if this regional position
of strength can be translated to a meaningful
electoral victory locally.

* Bowler, T.(2017), "How Has the Economy Fared Since the Braxit Vole 7", BBC., hitp:/fwww.bbe.com/ news/business-360564 18.
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Following two consecutive years of decline in
consumption and an expected slowdown in
economic growth in 2016, Japan paused its
fiscal consolidation efforts. The government
supported two fiscal packages during the first
half of 2016, with a subsequent package
estimated at 1.5 per cent of GDP for the 2016-
2017 fiscal year. These fiscal packages were
further complemented by a decision to delay a
consumption tax hike scheduled to be
implemented in April 2017. Buoyed by these
fiscal packages, the Japanese economy grew
by 1 per cent despite the appreciation of the
yen and a decrease in business investment.
The economy is expected to grow by 1.2 per
cent in 2017 Faster growth will be critical for
Japan to reverse its growing public debt,
projected to increase up to 240 per cent of GDP
by 2018.%

Figure 3.2

3.2.2 Emerging Economies:
Mixed Performances

Even though emerging and developing
economies are expected to headline global
growth in 2017, performance among these
countries is varied. China's growth trajectory
remains strong due to continued policy support,
albeit in the context of a major restructuring of
the domestic economy. Economic activity in
India, on the other hand, slowed due to its
initiative to demonetize the Indian economy and
Brazil is still recovering from a deep recession.
Meanwhile, commodity exporters continue to
face challenges as commaodity prices increase,
but remain at low-levels.

GDP Growth of Emerging and Developing Countries (Selected Economies), 2017
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" QECD (2016), Japan Economic Forecast Summary, Organisation for Economic Co-operation and Development, Paris.
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China's economy is expected to grow at 6.6 per
cent in 2017 propelled by a government
stimulus. The stimulus is aimed at addressing
concerns regarding a slowdown whilst the
country undergoes a triple transition in moving
from industry to services, shifting focus from
exports to domestic markets, and from
investment to consumption. However, it should
be noted that a credit-led growth strategy would
be detrimental to the economy in the long-run
and should be seen as mostly a short-term
intervention. Furthermore, an increase in capital
outflows during the last quarter of 2016 due to
a weakened Yuan has increased the debt risk
to the Chinese economy.™

India's demonetization scheme, which voided
86 per cent of cash in circulation, created a
short-term shock to the ecanomy during the last
quarter of 2016 and early 2017. However, the
economy is expected to recover once cash
shortages ease and grow at 7.2 per centin 2017

Figure 3.3

with further economic reforms expected to take
place. Elsewhere in Asia, emerging and
developing economies are expected to perform
well due to a combination of robust domestic
demand and a gradual recovery in commoadity
prices. However, the region remains particularly
vulnerable to external shocks in the US and
Europe.

3.3 World Trade and
Commodity Prices

3.3.1 Expected Recovery in World
Trade

During 2016 world trade experienced a tepid
performance with the ratio of trade growth to
GDP growth falling below 1:1 in 2016 for the
first time since 2001. This was mainly due to the
slowdown in emerging market economies.
Expected growth in both emerging and
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Figure 3.4

Merchandise Imports by Region (US$ billions)

— o= Latin America 8 Cambean e o o
Sub-Saharan Africa
Middle East & Morth Africa
= — North America

G0

2000
2000
000
3000
=000

o e E—

1000 —

e
-------- asmmmmmss

———

3 s m— L

South Asia
- = = Europe & Central Asia
» East Asia & Pacific

— — e — m— i e ¢ m— — .
e T T T R C T R L LR R EEEE L EE L bbbttt EEE LT memmmaaToa

o T T
a2

2015

Source: WTO (2017), Trade Statistics and Outiook - Apnl 2077, World Trade Organization, Geneva.

developing as well as advanced economies,
however, is likely to influence a rebound in
international trade. The world merchandise
trade volume is forecasted to grow 2.4 per cent
in 2017. However, these projections are notably
sensitive to developments in international
political economy. Spikes in inflation leading to
higher interest rates, tighter fiscal policies, and
the imposition of protectionist measures to
curtail trade could undermine higher growth in
trade. Therefore, growth in trade is placed within
a broad range of 1.8-3.6 per cent.'

Several risk factors converged to severely
diminish the growth of international trade to an
unusually low 1.3 per cent in 2016. Imports of

[

T fbicd,

developed countries grew by 2 per cent while
those of developing economies stagnated at
0.2 per cent. Exports in both developed and
developing economies recorded modest
growth at 1.4 per cent and 1.3 per cent,
respectively. Overall, trade in Asia grew by 2
per cent while South America, the Middle East,
regions in Africa, and the Commonwealth of
Independent States recorded steep declines in
imports.” MNotably, exports and imports in
Europe grew faster than that of North America,
which has somewhat stagnated since early
2015. In fact, North America contributed just 0.1
per cent to world import growth last year. In
contrast, Asia and Europe contributed 49 per

cent and 39 per cent of global import demand.™®

“ WTO (2017), Trade Statistics and Cutiook - April 2017 \World Trade Organization, Geneva.

" The Economist (2017). "Asia’s Exporls Rebound®, The Economis!, February 18, 2017, available at hitp:/fwww. economist.com/
news/finance-and-economics/21717108-trade-figures-augur-well-global-economy-asias-exports-rebound,
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Figure 3.5

Global Exports of Goods and Services, 2011-2016 (US$ millions)
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Trade in commercial services effectively
remained stagnant following a fall of 5.5 per
cent in value in 2015. Among the major service
categories, the dollar value of commercial
service exports has grown since 2013. However,
total commercial services trade grew by just
0.1 per cent in 2016 and transport services fell
by 4.7 per cent. On a regional scale, Asia
accounted for the largest regional year-on-year

201 4 20185 2016

increase in services trade in 2016 for both
exports and imports (0.9 per cent and 2.6 per
cent, respectively).’® Meanwhile Africa, the
Middle East, and the Commonwealth of
Independent States accounted for the largest
declines of -0.6 per cent and -7.4 per cent
growth. These trends indicate that service trade
is less volatile than the merchandise trade."

CONTRIBUTION TO GROWTH
OFIMPORTS

"6 Ibid.
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7 Constantinescu, C. et. al (2017), Global Trade Watch: Trade Developments in 2016, World Bank,Washington D.C.
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Beyond trade performance indicators, the Trump
administration's decision to terminate US
invalvement in the Trans Pacific Partnership
(TPP) is likely to significantly alter long-term
trends in international trade. The TPP, which
includes 12 member countries representing
roughly 40 per cent of global output, was the
Obama administration's signature trade
legislation. The mega-regional trade agreement
was expected to usher in an era of new trade
norms following the stagnation of the Doha
Agenda at the WTO. With the US no longer
participating in the agreement, as a whole, the
agreement will fail to take effect. A similar mega-
regional, Trans-Atlantic Trade and Investment
Partnership (TTIP), between the US and EU
member couniries has also failed to materialise
due to irreconcilable differences between the
negotiating parties and the imminent exit of UK
from the EU.

The failure of both the TPF and the TTIP has
created a vacuum to determine the future of
global trade rules. This vacuum is expected to

Figure 3.6
Annual Commodity Price Indexes
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be filled by the Regional Comprehensive
Economic Partnership (RCEP) agreement
currently under negotiation between the 10
member states of the Association of Southeast
Asian Nations (ASEAN) and six other nations
with which it currently has existing free trade
agreements. Given the participation of China
and India, the agreement accounts for 46 per
cent of the global population and approximately
24 per cent global GDP Although negotiations
have made scant progress so far, the withdrawal
of the US from the TPP and the shift in focus of
international trade away from the US has given
impetus to fresh negotiations with emerging
and developing economies being granted a
unigue opportunity to dictate the future rules of
trade.

3.3.2 Gradual Increase in

Commodity Prices
In response to gradual growth across
economies, prices for most industrial

commaodities have continued to strengthen
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while global agricultural prices remain broadly
stable. Oil prices are expected to rise to an
average of US$ 55 per barrel (bbl) in 2017 from
US$ 43/bbl in the preceding year.™ Qil prices
currently remain on a steady trajectory due to
balancing forces: upward pressures due to
production cuts agreed by the Organization of
Petroleum Exporting Countries (OPEC) and
non-0OPEC oil producing countries and
downward pressures due to high stocks enabled
by the unexpected rebound of the US shale
industry. Albeit gradual, the increase in oil
prices will benefit net oll exporting countries
while increasing balance of payments
pressures on net oil importing countries such
as Sri Lanka.

In other commodities, following several quarters
of falling prices, there is evidence to suggest
an uptick in prices. The increase in rubber prices
is likely to be spurred on by improvements in
manufacturing growth from the latter half of
2016, especially in the US and China."™

Figure 3.7
Trends in Selected Commodity Prices

Meanwhile tea prices have increased as a
result of gradual increase in demand while also
being affected by climatic conditions in major
tea producing economies such as Kenya.

3.4 Global Investment
Trends

Weak economic growth and lacklustre trade
volumes also resulted in global FDI falling by
13 per cent in 2016, reaching approximately
US$ 1.52 trillion. The impact of falling FDI,
however, varied across regions and reflected
the heterogeneity in the impact of the global
economic environment on countries. Across the
board, developing countries faced a 20 per cent
fall in FDI flows to an estimated USS$ 600 billion.
Europe experienced an even more significant
drop of 29 per cent to an estimated US$ 385
billion while modest gains were made in
advanced economies of North America,
Australia, and Japan.®
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Source: Compiled using WB (2017), Commadities Price Data (The Pink Sheet) - April 2017,

BB (2017), Commodity Markets Outivok, World Bank, Washington D.C,
" Terazona, E. (2016), "China's Buoyant Car Sales Beost Rubber Price”, Financial Times, hitps:/vaww. ft.com/content /c5609618-

c127-11e6-81c2-157d90f6741a.

* UNCTAD (2017), Global Invastment Monifor No. 25, United Nations Conferance on Trade and Development, Geneva.,
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The US remained the largest recipient of FDI in
2016, attracting an estimated US$ 385 billion
in inflows, followed by the UK (US$ 179 billion),
and China (US$ 139 billion). Notably, even
though developing economies suffered from a
significant drop in FDI inflows, they comprise
half of the top 10 host countries for FDI in 2016.

Projections for 2017 by UNCTAD indicate that
FDI flows will mirror the performance of global
economic growth indicators and trade volumes
by experiencing a potential rebound of
approximately 10 per cent. However, the
increases will depend on several factors. For
instance, the 'normalization' of US monetary
policy may significantly alter the composition

Figure 3.8
Global FDI Inflows by Group of Economies (1990-2015)
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Figure 3.9
Regional Contribution to Global FDI Flows (2015-2016)
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Figure 3.10
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of capital flows and have a knock-on effect on
exchange rates and the economic performance
of other countries. This is particularly impaortant
for emerging and developing economies that
benefitted from capital inflows while US interest
rates remained low during the post-recession
recovery period. Moreover, Brexit can also lead
to a redistribution of capital as firms move out
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of the UK in order to preserve access to the
European Common Market.”

3.5 Implications of
External Environment
Developments on Sri
Lanka

3.5.1 Merchandize Trade
Overview

Sri Lanka's external sector performance for
2016 is in line with recent lackluster trends
where, barring a few outlier years, the trade
balance has persistently worsened. Aggregate
export earnings contracted further in 2016 to
approximately 12.7 per cent of GDP in 2016,

Watts, J. (2017}, "Third of Manufacturing Firms Want to Move Seme Operations Qul of UK After Brexit", Independent,

February 22, 2017 Avajlable at hitp/'www. independent.co. uk/news/uk/politics/brexit-latest-third-manufacturing-firms-leave-

uk-gu-article-50-report-kpmg-a7584606. hml,

# WTO (2017), Trade Statistics and Outiook - April 2017, World Trade Organization, Geneva,
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compared to 13.1 per cent in the previous year.
Sri Lanka's share of world exports however
remains roughly the same. As per WTO data,
Sri Lanka's share of world exports remains at
0.07 per cent in 2016. The contraction in the
country's export to GDP ratia is particularly
concerning given the large disparity in the
value of exports between Sri Lanka and its
regional competitars. In comparison, Malaysia,
Thailand and Vietnam had an export to GDP
ratio of 67.5 per cent, 54.2 per cent and Vietnam
83.7 per cent, respectively, in 2015.#

Figure 3.11
Sri Lanka's Trade Performance
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Source: CBEL, Annual Report 2016.

Table 3.2
Sri Lanka's Primary Export Markets

T s T e

Value Composition | Value
_ (smn) | (%) | ($ mn.) _
us 2,810 26.6 2,810
.UK | 1,029 0.8 1,044
india | 643 | 6f | 554 |
lGermanyl 476 - 4.5 - 500 .
I Italy I 434 4.1 430

Source: CBSL, Annual Report 2076.

= {bid,
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Sri Lanka's merchandize export earnings
contracted by 2.2 per cent in 2016 to an
estimated USS 10.3 billion, while imports grew
by 2.5 per cent to US$ 19.4 billion. Thus, the
trade deficit deteriorated further to 11.2 per cent
of GDP from 10.4 per cent in 2015,

The US, UK, India, Germany and Italy continue
to be the largest markets for Sri Lankan
products. Merchandize outflows to these nations
accounted for 51.8 per cent of aggregate exports

in 2016 (Table 3.2).

Composition
(%)

27.3
10.1
5.4
4.8

4.2

Sri Lanka's
merchan-
dize export
earnings
contracted
by 2.2 per
cent in 2016
to an
estimated
US$ 10.3
billion, while
imports
grew by 2.5
per cent to
USS$ 19.4
billion.
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Figure 3.12
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Source: Data from the Export Development Board (EDB) and the Joint Apparel Association Forum [JAAF).

The Textile and Garments (T&G) sector remains
the flag bearer for Sri Lankan merchandize
exports in international markets. The annual
contributions from this sector amounted to
approximately US$ 4.9 billion. This amounts to
61.5 per cent of industrial exports and 47.3 per
cent of aggregate merchandize exports. The
T&G sector shows modest signs of recovery,
with earnings expanding by 1.3 per cent in 2016.

The US continues to be the primary export
market for Sri Lankan T&G for the second
consecutive year, garnering a revenue share
of 45.7 per cent for 2016. T&G exports into the
EU, traditionally Sri Lanka's largest market for
such produce, has shown a miniscule rise in
value with earnings approximated to be USS
1.9 billion in 2016. The export of T&G to other
markets (including India and China) increased
by 7 per cent during 2016. However, the sector
remains heavily dependent on the US and EU
markets, with approximately 87 per cent of
export earnings derived from these destinations
alone. The government's successful
negotiations to regain GSP+ concessions is
highly encouraging as subsequent tariff waivers
will help reinvigorate sector performance.

However, some apprehension is well advised;
the prevailing turbulence in the European
political sphere, coupled with the weakening of
the pound, may offset the gains induced by
renewed preferential trade concessions.

Another important export commeodity for Sri
Lanka is tea. Earnings from tea exports continue
to be a significant foreign currency earner,
garnering approximately US$ 1.3 billion worth
of revenue in 2016. The sector still accounts for
55 per cent of Sri Lanka's aggregate agricultural
expoits and approximately 12 per cent of total
merchandize exports. Revenue has been
receding In recent times (recent performance
indicates a 5.3 per cent year-on-year contraction
in exports) with the sector routinely hampered
by international price volatility, instability in
primary markets and incessant supply side
constraints.

Of particular concern is the deteriorating
demand for Ceylon tea in primary international
markets. For instance, exports to Russia - Sri
Lanka's largest national market for tea - has
declined from US$ 228 million in 2014 to USS%
143 million in 2016. This decline in bilateral
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Figure 3.13

Tea Exports and Auction Prices
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export performance has been attributed to the
on-going Russian financial crisis that has been
sparked by dwindling commodity prices. The
subsequent erosion of consumer income has
incentivized a switch in consumer preference
to cheaper substitutes from competitors such
as India and Kenya.

Similar reasons can explain the declining
export earnings in the Middle East, which is Sri
Lanka's largest regional export market for tea.

Figure 3.14
Tea Exports by Region
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The Middle East is embroiled in political
volatility and economic instability, severely
inhibited the quantity and frequency of
purchases, thus reducing sectoral revenue
further. Sri Lankan tea exporters are also
encountering uncertainties when exporting to
the EU due to diminishing consumer confidence
in several member nations and prevailing
uncertainties surrounding the UK's decision to
exit the bloc.

* Middle East countries
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Tea prices in the Colombo auction house
witnessed significant gains in 2016 and the first
quarter of 2017. However, such gains do not
necessarily translate into sector benefits; recent
price rises have been fuelled by snags in the
supply of home grown tea due to unfavourable
weather conditions. Domestic tea production
totalled 292 mn/kgs in 2016 which is the lowest
yield since 2009. Thus, amidst domestic
production issues, exporters also face a
medium-term conundrum in that most of their
significant markets face uncertain prospects.
However, shrinking demand can be mitigated
by establishing a targeted driven promotion
drive to bolster the image of 'Ceylon Tea' in
international markets. This will enable exparters
to differentiate their produce from cheaper
substitutes available in the market. Furthermore,
producers must be encouraged to add further
value to their produce in order to capture niche
retail segments (Box 3.1).

The domestic fishing industry received a much
needed boost in June 2016 when an EU
fisheries ban on Sri Lankan produce - effective

Figure 3.15

Domestic tea
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is the lowest
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20009.

since January 2015 - was finally lifted. Prior to
this development, domestic sea food exports
were prohibited in EU markets owing to
concerns that international standards set to curb
illegal fishing practices were not strictly
adhered to by Sri Lanka. The relaxing of
restrictions has translated to increased
revenues for the sector with exports earnings
rising by 72 per cent year-on-year as of March
20172 In contrast, Sri Lankan spice exporters
experienced relatively weak fortunes in 2016
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SEA FOOD AND SPICE PRODUCTS
EXPORT PERFORMANCE
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and the first quarter of 2017 owing to the
turbulent performance of select commodities
such as cloves and pepper.

The rubber sector withessed modest growth
(amounting to 2 per cent) in 2016, with natural
rubber and rubber products recording export
revenues of US$ 32.7 million and US$ 768
million, respectively. Thereby, natural rubber
accounted for 1.4 per cent of agricultural exports

Figure 3.16
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while rubber products comprised 9.7 per cent
of aggregate industrial exports in 2016. Such
numbers are encouraging, given the drastic
contraction (37 per cent) in the value of rubber
and related product exports during the previous
year. Furthermore, the performance brings some
needed respite to a sector which has
experienced declining fortunes since the turn
of the decade.

Rubber/Rubber Product Export Performance and Natural Rubber Prices
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Box 3.1
150 Years of Ceylon Tea: Background, Challenges and Opportunities

Since James Taylor planied the first commercial crop of tea in the Loolecondera Estate in 1867, Sri
Lanka's tea industry and the '‘Ceylon tea’ brand has thrived. Over the last 150 years, the tea industry
has contributed significantly to the Sri Lankan economy with an average value addition of 1-1.5 per cent
of GDPR, whilst accounting for approximately 14 per cent of the country's aggregate exporl revenue over
the past decade.

Sri Lanka is the world's largest producer of orthodox tea (whole leaf tea manufactured during the
traditional process). Currently, tea plantations cover an estimated 221,969 hectares of land and produce
approximately 292 million kilograms of tea. The sector caters almost exclusively to international markets;
approximately 288 million kilograms, equated to 98,6 per cent of total production, was allocated for
exports. This accounts for approximately 16 per cent of the world's total tea exports.

Tea plantations played a crucial role in shoring up Sri Lanka's economy during the colonial era and the
initial decades subseqguent to independence. The importance of this sector is noted by the fact that
around 92 per cent of exports in 1850 were derived from the tea and rubber sectors alone. Such
hegemony has disappeared over subsequent decades due to resource reallocations (favouring the
more productive manufacturing and services sector), shifts in the international market and state-driven
initiatives that abetted distortions In supply costs and capacity.

Supply side distortions were promulgated by the introduction of a Land Reforms Act (enacted in 1972
and amended In 1975) that enforced stringent restrictions on private heoldings In agricultural lands.
Thereafter, a significant proportion of available plantations were nationalized and run through government
agencies. This move proved to be an impediment to sectoral development, as publicly-vested plantations
were inefficiently run and failed to induce productivity gains. This compounded inte tremendous losses
for the state and a steady Increase in the marginal cost of production. Realizing the deleterious effects
of such reforms, the government parmitted the privatization of plantations thraugh resolutions passed
inthe early 1990s. However, the sector continues to face difficulties in maximizing returns to investment.
Productivity lapses persist, and are compounded by the mismatches between trade-unions' wage
expectations and plantation profitability.

As stated, the decline of tea plantations can also be attributed to the shifts in the international market. Sri
Lanka faces stiff competition from India, China and Kenya which wield a comparative advantage in the
production and sale of bulk tea. Thus, to be more competitive, the domestic sector negeds to maximize
cost-efficiency and/or shift towards a more value-added markel segment.

Significant headway has been achieved in the latter. For instance, there appears to be a shift away from
bulk to branded exports that emphasize domestic bagging and packaging. Furthermare, select exporters
have successfully scaled the value chain and have carved niche markets in retail spaces (Dilmah being
the prime example). Domestic producers have also attempted to cater towards changing consumer
preferences by realigning their product portfolio. Thus, rather than depending solely on the export of
traditional black tea, producers now derive multiple strands (green tea, oolong, etc.) during the production
process and offer several additive-laden variants (herbal, flavoured, etc.) for the retall market.

Over the past decade, the tea industry has mulled over sevaral paths to increase price competitiveness.
In this regard, a cluster of exports and producers have campaigned intensely for the withdrawal of
stringent laws that prohibit the blending of local tea with less expensive variants derived from competitor
nations, This process, they suggest, will help lo reduce costs and thereby increase competitiveness in
international markets. However, scepticism over impact of such a move on brand 'Ceylon tea' remains.

Sources: Alhukarola, B and F. Huynh (1887), Export (nstability and Growth: Problems and Prospects for the
Devatoping Economies, Croom Helm Lid.; EDB (2016), Indusiry Capabiity Report, Exporl Developmenl
Board, Colombo..
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The resurgence of global rubber prices has
played an instrumental role in arresting the
downturn of rubber exports. The minor surge in
prices during the previous year has been
primarily driven by increased demand for
natural rubber in select industrial sectors.
Rubber product exports showed particular
gains during the year due to surging car sales
in China. This necessitated an increase In
production of pneumatic tires, a product that
Sri Lanka has increasingly specialized in.®®
Price rises have also been fuelled by an influx
in the demand for rubber (synthetic and natural)
in the Chinese commodity futures market.
Furthermore, the rebound in crude oll prices
played an inadvertent, albeit significant role as
it increased the cost of producing synthetic
rubber, the closest substitute to natural rubber,

The US continues to be the primary market for
SriLankan rubber products with an export value
of US$ 247 million which translates to
approximately 30 per cent of aggregate rubber
and rubber related exports. Other major
destinations include the EU {Germany, Belgium
and ltaly), India and Canada.

Clearly, the above trends emphasise the urgent
need to revamp Sri Lanka's export sector
through appropriate policy responses aimed to
tackle both demand and supply side constraints
as well as trade infrastructure impediments.
Tangible headway has been made in. Much
relies on policy focus which has to be trained
heavily on negotiating trade agreements with
Sri Lanka's trading partners, especially in Asia,
as a way of gaining preferential market access
and encouraging greater flows of FDI. A
reasonable rationale for this strategy exists;

Asia's steady growth over the past few decades
has ushered development and an increased
propensity to consume amongst citizens in the
Asian neighbourhood. This increased prosperity
bodes well for Sri Lanka as it generates a viable
target for its manufactured produce closer to
home.

Sri Lanka has previously signed bilateral free
trade agreements (FTAs) with India and
Pakistan, as well as a regional trade agreement
encompassing all South Asian economies - the
South Asia Free Trade Agreement (SAFTA).
Some of these agreements are currently under
review to examine the passibility of further
enhancing ties. For instance, Sri Lanka and
India re-started stalled negotiations on a
Comprehensive Economic Partnership
Agreement (CEPA) to encompass goods,
services and investment under on-going talks
on an Economic and Technology Cooperation
Agreement (ETCA). Concurrently, Sri Lanka is
also negotiating terms for
agreements with Singapore and China.
Negotiations with the latter began in 2014,

new trade

cementing a long history of economic
cooperation between the two countries (Box
3.2). In addition, as per various announcements,
renewed policy maker enthusiasm has led to a
burgeoning list of prospective candidates for
bilateral FTAs spanning not only Asia, but other
parts of the world as well.

Concluding trade agreements is an arduous
and slow process, particularly as they generate
opposition to opening up the domestic market
to competition from trading partners. SriLanka's
experience is no different with stiff resistance
to any moves to open up movement of people

* *Rubber Prices Up 27% From August Low®, Asian Review, Movember 9, 2016. Avallable at hiip:/fasia.nikkei com/Markets/

Commodities/Rubberprices-up-27-from-August-low,
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across services sectars, especially with regards
to the ETCA negotiations. Policy makers need
to be mindful that whilst better market access
through trade agreements can be beneficial for
export growth, Sri Lanka's deteriorating export
performance requires broader trade policy
reforms and other complementary structural
reforms to enhance supply-side capacities of
firms to fully benefit from FTAs.

Wide consensus for an export-oriented
development model, especially over the last
two years, has led to an array of state initiatives
designed to belster domestic competitiveness.
For instance, the pending establishment of a
'Mational Trade Policy', -- a strategy guideline
prepared using public and private sector
insights - is expected to chart a collaborative
effort to expand productive capacity and raise
trade potential. Furthermore, the recent
ratification of the WTO's Trade Facilitation
Agreement (TFA) has paved the way for the
establishment of a 'single window' trade
platform to boost transparency and reduce
bureaucratic hurdles. Private sector
competitiveness may be further augmented by
the expected enactment of a long due anti-
dumping law designed to shield domestic

manufacturers from unfair trade practises.

3.5.2 Commodity Prices

Crude oil markets have experienced a high
degree of volatility over the past three years
with prices plummeting to a 15-year low in mid-
2016. Oil prices showed signs of resurgence in
the last quarter of 2016 despite sporadic

instances of fluctuation. The first quarter 2017
performance indicates a continuation of price
resilience as barrel prices increased from USS
32.7 in March 2016 to US$ 50 by March 2017
However,
comparison to prevailing prices in the decade
pre-2014 when barrel prices hovered around
the US$ 80-100 mark.

markets remain subdued in

Projections for 2017 are generally stable with
crude oil prices expected to appreciate slightly
to reach US$ 55 per barrel by the end of the
year®™ The momentum towards recovery will
be contingent upon global suppliers’ intent to
stem excess supply. Grounds for optimism exist
given OPEC's decision to cut petroleum
production amongst member nations for the first
time in eight years.¥ Even partial adherence
by member states to production limits will help
crude oil markets to revive prices.

However, such bullish forecasts are subject to
variables that can be susceptible to sudden
shifts. For instance, OPEC's resolve to restrict
global oil production can be tested by the
Iranian crude exports
subsequent to the lifting of sanctions imposed
on the country. Iran has excess oil-production
capacity to negate any supply side adjustments

resurgence of

that the cartel intends to apply in the short to
medium term. Furthermore, the gradual
appreciation of crude oil prices may incentivize
hitherto latent American shale oil producers to
reinvigorate drilling operations and hence
prolong market saturation. The US Federal
Reserve's decision to hike interest rates might
also lead to blunting market momentum as a

* WB (2017), "Industrial Commaodities Prices to Surge in 2017°, http:/'www.worldbank. org/enfnews/press-release/201 7/01/24/

industrial-commodities-prices-to-surge-in-201 -werld-bank.

“ Bloomberg (2016), "OPEC Confounds Sceptics, Agrees to First Qil Cuts in 8 Years®, hitps:/fwww.bloomberg.com/news/
articles/2016-11-30/opec-said-to-agree-oil-production-cuts-as-saudis-soften-on-iran.
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Box 3.2
China-Sri Lanka Trade Relations 60 Years

Year 2016 marks the 60th anniversary of the establishment of formal diplomatic ies between Sri Lanka
and China. The two nations have been erstwhile partners for development over the last six decades,
with the bilateral relationship providing multifaceted gains to the Sri Lankan econamy.

Sino-Lankan economic ties precede the formal establishment of ties by several centuries, with epigraphic
evidence pointing to the existence of burgeoning trade ties as far back as the 7th Century. Post-
independence bilateral trade ties were particularly strong thanks to the success of Sing-Lanka Trade
Agreement, often collogulally referred fo as the Rubber-Rice Pact of 1952. As per its terms, Sri Lanka
purchased rice from China for less than a third of the then prevailing market rates while China purchased
rubber per annum from Sri Lanka at a 40 per cent mark up. This was a necessary salve for both nations
given the acute domestic shortage of the respective commaodity in either market. The mutual success
of this agreement has led to it becoming an exemplar of South-South Cooperation in the 20th Century.

The bilateral partnership rose in prominence durnng the concluding stages of Sri Lanka's long-drawn
civil war, when China provided palitical support and aid during a time of much need. This assistance was
much appreciated and following the cessation of hostilities in mid-2009, the then government recognized
China as the premier partner in post-war development. Chinese assistance was sought for the
construction of roads, bridges, railways and other vital infrastructural facilities.

In addition, the post-war period marked a rapid rise in trade between the two nations. Exports from Sri
Lanka to China increased by 240 per cent for the five-year period between 2010 and 2015, while imparts
increased by 200 per cent over the same period. Presently, China is one of Sti Lanka's largest trading
partners with aggregate trade valued of over USS 4 billion as of 2016. Major exports to the Chinese
market include articles of apparel, yarn, rubber tires and electrical transformers. Major impaorts include
electric equipment, cottan, machinery and mineral fuels.

China has provided much needed assistance for Srl Lanka through the provision of development
finance either through direct channels aof the government or through financial institutions such as the Ex
Im Bank and the Asian Infrastructure Investment Bank (AlIB}. Concurrently, China is the largest source
of foreign investments into Sri Lanka, accounting for 25 per cenl of the total FDI inflows of Sri Lanka as
of 2015. Investments by Chinese companies are widely visible in apparel, telecom and infrastructure
facilities. Furthermore, China has shown increased interest in incorporating Sri Lankan interests into its
‘One Bell, One Road' economic initiative. As such, considerable invesiments have been made into
Colombo Port City project, the Hambanlola port and airporl.

There is fremendous potential for the bilateral relationship to blossom further. For instance, China's
recent effort to rebalance its economy provides an opportunity for Sri Lanka to position itsell as a viable
destination for excess capacity overflows. Success in this initiative will lure further FDI, and potentially
spur economic development through job creation, infrastructure developments, and improved operafional
efficiency.

To expand Irade ties further, Sri Lankan exporters will need to take advantage of the large consumer
market in China. However, current prospects are inhibited by several non-tariff barriers placed by China
and supply side inadequacies in domestic industries in Sri Lanka. The proposed China-Sri Lanka Free
Trade Agreement may perhaps help to allay such constraints.

Source: Kelegama, S. (2014), China Sn Lanka Econamic Relations: An Overview, China Report




strengthened dollar (a consequence of rate
hikes) makes crude oil more expensive for
importers.

Given the fact that Sri Lanka is energy import
dependent, fluctuations in the price of crude oil
has wide implications on economic
performance. As such, the country has
benefitted greatly from the decline in the price
of crude oil over the past few years. The reduction
in the fuel bill has reduced the burden on the
external sector and has helped dampen
inflationary pressures. Thus, the modest rise in
crude oil price forecasts will be of concern for
authorities given the weak external sector
position, particularly in regards to maintaining
adequate levels of official reserves and
ensuring a relatively stable exchange rate
position.

Figure 3.17

The modest
rise in crude
oil price
forecasts
will be of
concern for
authorities
given the
weak external
sector
position.

Overview of Aggregate Oil Imports and Global Prices

1800

1800

Import value (US$ mn.)

1200
100

1000
an
= B

&0 =

40

400
200 =l

0

2011 oz a3 01 4 = a) B ame

Source: CBSL, Annual Report 2016, Central Bank of Sri Lanka, Colombo.

. i 160

“ Aggregate value of imports

® Barrel price 140
120

Barrel prices (US$)

STATE OF THE ECONOMY 2017

51



STATE OF THE ECONOMNY 0

3.5.3 Capital Inflows: FDI and
Capital Market Trends

Sri Lanka has made considerable efforts
towards attracting FDI to spur export promotion
and trade
Unfortunately, despite several geographic and
structural advantages, the country has faced
limited success over recent decades in
attracting adequate investment flows. FDI
inflows have exhibited a high degree of
volatility, with investor sentiments appearing to
be considerably sensilive to domestic issues.
Moreaver, investment promotion schemes have
wielded limited results due to communication
lapses, procedural inefficiencies and political
misappropriations. Sri Lanka's struggles in
attracting inward investments contrast with the
fortunes of regional trade competitors such as
Bangladesh, Vietnam, Malaysia, etc. These
countries have received a steady flow of FDI
into high value sectors, allowing them to
enhance international competitiveness in vital
export-oriented sectors.

enhancement initiatives.

Annual FDI peaked in 2011 when per annum
inflows amounted to US$ 895.9 million, at
approximately 1.3 per cent of GDP. However,

Table 3.3
Comparison of Cumulative FDI Funds

inflows declined in subsequent years owing to
factors such as policy uncertainty, inconsistent
tax policies and tepid global investor
sentiments. Per annum inflows dipped to US$
679 million in 2015, but recorded a resurgence
in 2016 with provisional estimates indicating
an annual FDI inflow of USS 898.1 million,
amounting to 1.1 per cent of GDP. Despite such
lackluster FDI trends (especially when analysed
on a regional perspective) policy makers remain
optimistic regarding the future potential for
generating FDI. Grounds for such optimism do
exist given the anticipated conclusion of high
value investment agreements pertaining to the
Hambantota and Trincomalee ports cum
investment zones.

Data compiled by the Board of Investments
(BOI) suggests that approximately 2,200
commercial projects have been approved over
the past 40 years. Around 1,710 of these
ventures are currently in commercial operation
and in aggregate provide employment to
484,875 workers.®™ While the latter figure
sounds substantial, it is pertinent to note that
capital inflows over the last decade have not
translated towards substantial employment
generation. Cumulative employment in BOI

N USS illon |

1976 1990
Sri Lanka 0.00 0.455
Vietnam 0.000 0.056
Malaysia 0.500 10.721
Bangladesh 0.008 0.021

Source: WB, 'Werld Development Indicators’ data.

2005 2015
3.238 10.359
22.266 102.243
68,756 160.985
2,485 18.4086

= Gumulative figures derived from BOI databases extending to May 2016,
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Figure 3.18
Annual FDI and FDI as a % of GDP

FOI inflows
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Source: CBSL, Annwal Raport 2016,

approved projects have only increased by a
meagre 18 per cent over the last decade.
However, the relatively low employment
generation can perhaps be explained by supply
side issues. A recent study reveals that Sri Lanka
faces severe labour constraints especially in
the manufacturing sector. The study posits that
due to labour shortages there are 58 per cent
vacancies in the apparel sector, 20 per cent
vacancies in the food sector and 33 per cent
vacancies in other manufacturing sectors.®
This scenario has been affirmed by the BOI with
estimates that there are at least 200,000
vacancies in BOI factories alone island wide.™
Such supply side inefficiencies will have to be
addressed if Sri Lanka is to reap ample
dividends from FDI inflows.
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A disaggregated examination of inward
investment flows reveals interesting trends and
patterns. Approximately 53 per cent of
accumulated FDI inflows between 2005 to 2015
have been directed towards infrastructural
projects, with sub-sectors such as
telecommunication networks (29 per cent of
aggregate) and property development (11 per
cent of aggregate) being primary recipients. The
manufacturing sector has accrued 26 per cent
of FDI inflows in the given period with a
substantial portion of funds diverted 1o the T&G
and rubber industries. Meanwhile, the services
and agriculture sectors have received 19 per
cent and 1 per cent respectively of accumulated
FDI inflows during the given period.

* Ranasinghe, A., 5. Maduruwala, Su, Jen Je., and T. Senadeera (2017), "An Empirical Investigation on Labour Shortage in the
Manufacturing Seclor in Sri Lanka®, Discussion Paper Senes, Griffith Business School, Australia.

* "Huge HR Dilemma al All BOI Zones", Nation, August 6, 2016. Available at Attp:ifnation.iklonline/2016/08 [06! hugea-hr-

dilemma-at-ail-boi-zones.ftmi.
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Figure 3.19
Composition of Cumulative BOI
Investments, 2005-2015
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Source: Compiled using data obtained from the BOI.

Furthermore, an inspection of historical trends
indicates swings in the sectoral composition of
FDI (Figure 3.19). There has been a noticeable
contraction in the flow of investments into
infrastructural projects,
reductions have been mitigated by a greater
share of investments into the services sector

However, such

Figure 3.20
Shifts in Composition of FDI Inflows
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@ Manufacturing

while there has been a slight reduction in the
share of investment flows into the manufacturing
sector. Overall, FDI trends comply with on-going
shifts in sectoral emphasis as Sri Lanka veers
closer towards a services oriented economy.
However, given the current emphasis on
stimulating growth in the manufacturing sector,
it will be interesting to note how FDI inflows
alter in the coming years.

Aside from FDI inflows, Sri Lanka's capital
market inflows continue to exhibit signs of
volatility induced by a weaker macroeconomic
outlook, diminished growth projections and
perceptions of policy inconsistency. Bearish
sentiments have been further exacerbated by
recent domestic policy oscillations and a
prolongation of dull frontier market outlooks
fuelled by US Federal rate hikes. Against this
backdrop, Sri debt
dependency adds another layer of complexity
with low foreign currency reserves, and
continued dependence on foreign financing of
fiscal deficit needs through security issuances
and loan procurements.

Lanka's external

o Services

2oz oF2ne
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Despite prevailing issues, Sri Lanka appears
to have witnessed a modest turnaround in
attracting foreign capital since mid-2016, helped
by renewed investor confidence following the
IMF-backed fiscal consoclidation efforts and
signals of a more stable macroeconomic
environment. A turnaround of foreign investment
flows in the primary and secondary market of
the Colombo Stock Exchange (CSE) is an
indicator of this resurgence. The market's first
half performance in 2016 was a continuation of
the previous year's languid outlook as investor
sentiments instigated an exodus of foreign
investments into listed companies. During this
six month period, capital outflows from the CSE
amounted to Rs. 6.3 billion. However, the market
experienced a positive foreign capital inflow of
Rs. 6.8 billion in the latter half of the year. As a
result, net flows for the year amounted to a
surplus of Rs. 593 million, an encouraging
performance given the cumulative net outflow
of Rs. 5.3 billion incurred in 2015.*" Market
sentiments have remained positive during the
first quarter of 2017 with cumulative inflows
amounting to Rs. 4.9 billion.

Furthermore, the negative outlook amongst
foreign investors on the government securities
market show signs of receding as net outflows
for the year amounted to US$ 323.4 million
during the year 2016, in comparison to a net
outflow of US$ 1.1 billion during 2015.

An examination of the most recent international
sovereign bond (ISB) issuance also suggests
that bullish sentiments on the government

securities market have carried on to 2017. The
US$ 1.5 billion offering in May 2017 was well
received with bookings exceeded by USS 11
billion and registering an oversubscription rate
of 7.3 times.* As per reports, this heightened
demand marks a quadrupling of demand when
compared to similar dollar-debt issuances in
the previous two years and marked the initial
foray of Chinese banks in Sr Lankan bond
auctions.®™ The pick up of interest resulted in a
tightening of prices from an initial guidance of
6.625 per cent to 6.20 per cent.

3.6 Conclusion

Having undergone considerable uncertainty
during the previous year, the global economy
is expected to rebound in 2017, Expected growth
will thereby afford a greater scope for
opportunities in trade, investment, and capital
markets. Expectations of an economic recovery,
however, are not a harbinger of political-
economic stability. The growth of populist
sentiment in the US and Europe in particular,
threatens the prospects of a rejuvenated global
economy. Continuing the trend in economic
recovery since the recession, emerging
economies will buttress most of the global
economic gains. However, these same
economies are especially vulnerable to external
shocks emanating from advanced economies.

A synoptic overview of Sri Lanka's external
sector performance for 2016 indicates a
protraction of the country's weak performance
in exports and FDI. Annual export earnings

¥ SEC (2016), Annual Repoart 2015, Securities and Exchange Commission, Colombo.
*# CBSL (2017), "Press Release - Public Issuance Department®, Central Bank of Sri Lanka, Colombo.

* Bloomberg (2017). *Chinese Buyers Behind Surging Demand For Sri Lanka's Latest Bands®, https:/www.bloomberg.com/
news/articles/2017-05-10/silk-road-lure-spurs-demand-for-sri-lanka-bond-some-see-as-risky.
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contracted by 2.2 per cent to fall further to 12.7
per cent of GDP, while FDI inflows amounted fo
amodest 1.1 per cent of GDP. While such figures
paint a sombre picture, an examination of
composite data exhibits embryonic signs of
rejuvenation. Sri Lanka's primary export
industries such as T&G and rubber have
registered growth in volume and value of
merchandize outflows for the year. Furthermore,
a breakdown of annual imports reveals a
contraction in the demand for imported
consumer goods, a significant determinant of
merchandize inflows. Prospects for a more
sustainable trade balance have been bolstered
by renewed optimism where domestic exporters
will gain access to a larger and lucrative
consumer base, thanks to ongoing bilateral
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negotiations with Asian and European partners.
However, Sri Lanka should remain cognizant
of fluctuations in commodity markets; the country
remains highly susceptible to volatility in the
prices crude oil, tea and natural rubber.

Sri Lanka's prospects for development are
heavily contingent upon its ability to procure
high value FDI. History paints a gloomy picture
in this regard, with the country's magnitude of
investment inflows significantly lower than
regional competitors. While recent emphasis
on attracting investments into domestic
manufacturing sectors bears some promise, the
relevant authorities need to ensure that supply
side irregularities are calibrated to ensure
maximum results.
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4. Labour Market Reforms for

Growth

4.1 Introduction

he Economic Statement of October 2016

presented by the Prime Minister

envisages increasing the growth rate of
the Sri Lankan economy to 7 per cent, with the
objective of doubling per capita incomes by
2025. Given that the Sri Lankan economy is
closely integrated with the rest of the world,
achieving a sustained average growth rate of 7
per cent will only be possible if the country
manages to stay competitive in the global
market. With the graduation to low middle
income status and rising wages, continuing to
compete on cheap labour is no longer a viable
option for Sri Lanka. Instead, the country will
need to facilitate and improve market
sophistication and efficiency to improve
productivity and competitiveness of the
economy.

A country's competitiveness depends on its
stage of development, Based on Sri Lanka's
GDP per capita and the share of raw material in
exports, the Global Competitiveness Index
(GCI) classifies Sri Lanka as an efficiency-
driven economy. In order to improve
competitiveness, countries at this stage of
development need to focus more on efficiency
enhancement such as higher education and
skills, goods market efficiency, labour market

efficiency, financial market development,
technological readiness and market size.

In this Chapter, the focus will be on two main
constraints that are holding back labour market
efficiency in Sri Lanka: a) stringent employment
protection laws; and b) low female labour force
participation rates. Another main constraint
dampening labour market efficiency in the
country is the availability of skilled workers. The
availability of skilled workers is determined by
two main factors: a) a country's ability to educate
and train individuals; and, b) a country's ability
to retain skilled workers and attract talent from
abroad. In this context, Chapters & and 6 of this
report will delve more deeply to investigate Sri
Lanka's status in producing skilled workers and
its ability to retain and attract skilled workers to
the workforce.

According to the Global Competitiveness
Report 2016-17, efficient labour markets are one
of the pillars that
competitiveness in an economy.' This is
because efficient and flexible labour markets
are able to allocate workers to their most
effective use and provide them with incentives
to perform to the best of their ability. An efficient
labour market is also one which facilitates the

twelve promote

' Bchwab, K. (2016), The Giobal Competitivensss Report 2016-2017 , \World Economic Forum, Geneva.
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allocation and reallocation of workers quickly,
with minimal cost and allow for wage
adjustments with minimal social disruption.
Further, efficient labour markets should
recognize and reward talent and provide equal
opportunities to all, to succeed based on merit.
Such labour markets are able not only to
improve productivity, but also to attract talent
from across the globe.

The low level of efficiency in the Sri Lankan
labour market is one main factor that lowered
the competitiveness score of the country.
Overall, Sri Lanka ranked 71 out of 138
countries in the GCl with a scoreof 4.2 ina 1 to
7 scale. Despite an overall ranking of 71, Sri
Lanka's rank according to the labour market
efficiency pillar was only 128 out of 138
countries. This indicates that labour market
inefficiencies are one key factor that is holding
back competitiveness in the country. The GCI
framework measures labour market efficiency
in a country looking at several aspects of the
labour market (Table 4.1). Among these the
worst performing indices for Sri Lanka are: 1)

Table 4.1
Labour Market Efficiency Pillar of the GCI for Sri Lanka in Detail

128

Labour market efficiency pillar
Cooperation in labor-employer relations
Flexibility of wage determination

Hiring and firing practices

Redundancy costs

Effect of taxation on incentives to work
Pay and productivity

Reliance on professional management
Country capacity to retain talent

Country capacity to attract talent

Female participation in the labor force ratio to men

Source: Schwab, K_{2016), The Global Compatitivenass Report 2016-2017, World Economic Forum, Genava,

58

53
83

100
134

47
47
46
50
91

126



the cost of laying off workers; 2) female
participation in the labour force; 3) hiring and
firing practices; and 4) country capacity to attract
talent.

The rest of the discussion will focus on three of
the main factors that are helding Sri Lanka back
from being competitive. Namely, redundancy
costs, the female labour force participation, and
hiring and firing practices. As firing practices
are closely linked to redundancy costs in Sri
Lanka, these will be discussed together.

4.2 Improving Labour
Market Efficiency While
Protecting Income

4.2.1 How Severance Pay and
Hiring and Firing Practices Affect
Labour Market Efficiency

Redundancy costs (often referred to as
severance pay) are costs incurred by firms
when firing workers. In the past, many countries
ensured income security of workers by
providing job protection. As such, countries
develop legislation to ensure that workers are
laid off only for ‘just' reasons and workers are
compensated monetarily when work contracts
are terminated. When such compensation
payments (or severance pay) are very high, it
can deter firms from adjusting their work forces
during market down turns or when worker skills
do not match technological changes in the
production process. Such high severance pay
and restrictions to hiring and firing practices
can impede the production efficiency of firms in
several ways. These are discussed in detail
below.

-STATE OF THE ECOMNOMY 20

There is some evidence that high job protection
reduces aggregate employment. Those
opposed to high levels of job protection argue
that high job protection reduces the ability of
firms to adjust their labour force according to
economic fluctuations. In the face of high job
protection (due to high cost of severance pay),
even when aggregate demand goes down,
firms retain more than the optimal level of
workers as dismissing workers is costly. This in
turn also affects hiring practices. Given the
difficulties in adjusting the labour force down,
firms are careful when hiring workers, as a
larger workforce might mean a larger number
of redundant workers and unnecessary costs
during economic downturns. Such behaviour
by firms can reduce overall employment levels,
thus increasing unemployment. However, the
eftect of job protection on unemployment is
mixed. Reviewing the literature on the effect of
job protection on aggregate employment,
research suggests that there is no concrete
evidence to support the argument that
unemployment increases due to high job
protection.? These show that although some
emperical evidence for Latin America and the
Caribbean confirms that job security increases
unemployment, other studies find that job
significantly linked to
unemployment, once other factors are
controlied. This is partly due to the existence of
a large informal sector, which mar the
unemployment effects of job protection.

security is not

Legislation that imposes a high level of
severance pay increases the share of informal
sector workers in an economy. This takes place
in two ways. Smaller firms will opt to stay
informal so that they are better able to adjust
their workforce to match the skill and worker

2 Gill 1. 8, C. Montenegro and D. Démeland (2002), Crafting Labour Policy: Techniques and Lessons from Latin America, World

Bank, Washingten, D.C.
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requirements of the firm with technological
change and economic fluctuations.® High levels
of job protection are also associated with more
non-permanent employment, even by formal
sector firms, as they try to avoid job protection
legislation by resorting to hiring non-permanent
workers. As discussed earlier, high levels of job
protection make it more difficult for firms to adjust
their warkforce. In such instances, firms have to
retain workers who do not have the skills
required by the job, or they have to keep a
larger than ideal workforce. Such restrictions
will erode the efficiency of the firm and bring
down productivity. This will in turn influence a
firm's decision to hire permanent workers, as
only permanent workers are covered by job
protection legislation. Instead, they might opt to
hire non-permanent workers who are easier to
terminate and who cost less in terms of statutory
payments. Evidence from countries such as
Indonesia also suggests that high severance
pay encourages firms to outsource employment
or offer employment under temporary contracts.”

Compensation payments that favour more
experienced workers may decrease the
employment opportunities for younger workers.
In many countries compensation payments are
calculated as a stipulated number of months of
pay for each year of setvice, usually with limits
on maximum compensation payments. This
results in compensation payments that are
higher for older workers with more job tenure.
As a result, even when workers need to be laid
off companies may prefer to lay off younger

* ibid.

workers, making the employment market less
friendly for younger workers. Reviewing the
literature on the eifect of severance pay on the
employment of younger workers, the research
evidence suggests that an increase in the level
of expected severance pay reduces the
employment rate of younger workers. Manning
{2006) studying the effect of severance
payments an employment in Indonesia also
suggests that severance pay which reward long
tenure workers more, discourages firms from
dissmissing older workers.®

Studies also find high severance pay
compensation levels increase the length of
employment of workers, For example, in 1990
Columbia its severance pay
legislature by reducing the amount of
compensation given to workers at dismissal,
expanded the definition of just dismissals' to

reformed

facilitate dismissals under a larger set of criteria,
allowed the greater use of temporary contracts,
and reduced the need for advance notice before
a dismissal. These changes decreased the
employment tenure of workers covered by the
legislature.”

To summarize, high job protection affects labour
market efficiency in several ways. First, it has
the potential to lower aggregate employment,
as firms refrain from creating employment to
avold unnecessary costs. Second, it increases
the share of informal sector firms and workers.
The number of informal firms is increased as
firms choose to operate informally to be more
flexible in adjusting their workforce to suit market

“ Manning, C. "Potential Winners and Losers from Labour Regulation in the Formal Secter”, in C. Brassard and S. Acharya,
Labour Market Reguiation and Deregulation in Asia, Academic Foundation, Delhi,

* Gill, 1. 8., Montenegro, C., and D. Démaland (2002), Crafting Labour Policy. Tachniques and Lessons from Latin America,

Warld Bank, Washington D.C.

% Manning, C. (2008), "Polential Winners and Losers frem Labour Regulation in the Formal Secter”, in C. Brassard and 5.
Acharya, Labour Market Regulation and Deregufation in Asia, Academic Foundation, Delhi.

7 Kugler, A. (2000), The Incidence of Job Secuwrity Regulations on Labour Market Flexibility and Compliance in Colombia:
Evidence from the 1990 Reform, Inter-American Development Bank, Washington, D.C.
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and technological changes. The number of non-
permanent workers are increased, both in
formal and informal firms, as firms try to avoid
job protection legislation by not offering
permanent work contracts to individuals. Third,
the labour market is made less efficient as job
protection legislation restricts the flow of
workers. Fourth, worker productivity is reduced,
as firms keep existing workers rather than
replacing them with workers with better skills
due to the high cost of termination. Lastly, the
employment prospects for more vulnerable
workers and youth are lowered as firms create
fewer jobs.

High severance pay systems, however, also
have some positive impacts on the labour
market. For those already in the formal market,
it reduces the volatility in the labour market,
increases the quality of jobs, and working
conditions.® When workers are attached to a
firm longer, the firms are more willing to invest
in training workers. When workers are attached
to a firm in the longer term, they may be more

loyal to the firm and be more productive.

4.2.2 Solutions for Improving
Labour Market Flexibility While
Providing Income Security

Many developing countries restrict termination
of warkers in the formal sector by imposing high
compensation payments and making the
termination process cumbersome and lengthy.
Initially, these initiatives were brought about with
the objective of limiting unfair dismissal of
workers.? For some developing countries, the
compensation received at termination is the

-STATE OF THE ECOMOMY 20

only form of unemployment related income
support available to workers. More advanced
countries, realizing the differing needs of the
labour market, have come up with labour market
policies to improve the flexibility of a firm to fire
and hire workers while providing workers with
unemployment insurance and assistance for
returning to work or for reskilling to improve
their labour market prospects (Box 4.1).

4.2.3 Introducing More Flexibility
to Labour Markets and Income
Security to Workers in Developing

Countries

As discussed earlier, many developing
countries still rely on job protection to ensure
income security and severance pay systems to
provide compensation for workers during
layoffs. In addition to being inefficient, high
level of job protection coupled with severance
pay is not very effective as a means of providing
income support during unemployment spells.
First, severance pay systems are ineffective in
providing adequate income support as, despite
being eligible, many workers do not receive
benefits.” Second, the same amount of
compensation is paid to all workers irrespective
of the unemployment duration of the
workers." Severance pay systems are not
accompanied by other active labour market
policies such as training and job search
assistance that help workers to improve their
employability and find alternate work faster.

Given above limitations of severance pay
systems more advanced countries are moving
towards flex security schemes, where firms are

® Gill, L. 8., Montenegro, G., and 0. Démeland (2002), Craffing Labour Policy: Technigues and Lessons from Lalin America,

World Bank, Washington D.C.
#  lbid.

® Vodopivec, M, (2013), "Introducing Unemployment Insurance to Developing Countries”, IZA Joumal of Labour Foficy, pp. 1-23.

" ihid,
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Box 4.1
What is Flex Security?

In the late 1980s, it became apparent that the traditional social protection programmes that
were mainly designed for full time, longer term, career-ariented and mainly male workers are
restricting the functioning of labour markets and becoming more costly to sustain. Rapid
technological change and growing inter connections between economies require firms to
adapt their workers quickly so that firms are able to easily maich work force skills to new
technologies and adjust their workforce according to changes in the market. Flex security
became increasingly popular as a solution to this problem from the 19380s. Flex security
provides firms more flexibility to change while providing workers with social protection and
support for finding new jobs or reskilling themselves,

The concept of flex security and the objectives in providing flex security differ from country to
country. For example, the main objective for introducing flex security in Denmark was to allow
firms more freedom to hire and fire workers,; while providing a social safety net for workers out
of work as well as active labour market policies to help workers to either return to work or
training. The emphasis in moving to a more flexible labour market in the Netherlands was
mainly aimed at allowing firms to hire workers under different conditions, but ensuring that all
workers, including non-permanent workers, are covered by a minimum level of social safety
nets.

In Denmark, the changes brought about by flex security depended on the efficient functioning
of three interconnected elements. First, firms were allowed more flexibility to adjust their
workltorce to maich skills and number of workers needed by the company for efficient
production of goods and services. Second, social policies improved the social security provided
to the unemployed. Lastly, activation policies which were put in place to match jobs to individuals
and opportunities for further training shortened the duration of unempleyment. As a result, the
job destruction and creation in the market increased dramatically, but there was no social
unrest as workers were given unemployment insurance. At the same time, active labour
market policies ensured that workers either returned to work quickly or got reskilled.

The Metherlands also provides an example of best practice in flex security. However, the
main objective of flexible labour market policies in the Netherlands is aimed at improving the
rights of non-permanent workers. This was in reaction fo the dual system of labour market
policies that existed in the country which gave strong job protection to those in permanent
work contracts, but provided very little protection to those in non-permanent work contracts.
The reformed labour market policies aimed to safeguard the interests of both the employers
and workers by facilitating competitiveness through a four pronged approach which included
flexible employment arrangements, lifelong learning opportunities, effective active labour
market policies, and social protection.

Although the above mentioned flex security policies were effective in increasing warker
turnover while protecting workers they have several limitations. The type of flex security
policies that will work for each country Is context specific and will depend on the vision for
labour market development as well as existing labour policies. Implementing flex security
policies is costly. Further, to be effective, sophisticated mechanisms are needed to track the
unemployed and monitor their labour market participation. This is because when the
compensation packages for unemployment is high there is a higher tendency for workers to
avoid re-employment to benefit from unemployment insurance longer.

Source: Viebrock, E. and J. Clasen (2009), Flexicurity: A Stats-of-the-Art Rewvisw, Reconciling Work and Welfare in
Europe, Edinburgh.




given greater freedom to hire and fire workers
and workers are compensated during their
unemployment spells through unemployment
insurance and provided with training and job-
search assistance for faster re-employment.
However, such unemployment insurance
policies may not be effective in developing
countries for several reasons. First, the nature
of unemployment in developing countries is
different. In these countries, unemployment is
more prevalent amongst the richer segments
of the economy, where families are able to
support the unemployed members for longer
durations. In contrast, members of poorer
households are all compelled to work due to
poverty. Further, because of the high prevalence
of underemployment and informal sector
employment, monitoring 'employment’ is
difficult. Monitoring unemployment insurance
eligibility is made even more difficult by the
weak administrative capacity of labour offices
in developing countries. The successful
implementation of unemployment insurance
requires the continuous monitoring and
evaluation of the unemployment status of
individuals, and their participation in job search
actlivities. In the absence of capacity to
implement unemployment insurance schemes,
less advanced countries have resorted to
employment protection measures to minimize
the social costs of termination of work.

Studying the severance pay systems in several
countries around the world, some studies
propose two options for developing countries
as an alternative for severance pay and
unemployment insurance schemes.’ First,
following the Australian severance pay reforms
of 2003, converting severance pay to a pre-
funded individual account has been proposed.
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Under this scheme, firms make regular
payments (1.5377 per cent of payroll) to
individual accounts of workers specifically setup
for use by the workers during unemployment
spells. Workers are enrolled from the first day
of employment. The scheme is also applicable
to temporary workers, and benefits are not
dependent on the type of termination of
employment contract. As a result, the coverage
and entitiements are substantially improved. If
a worker with three or more years of service is
terminated, the worker can either receive the
accumulated fund as a lump-sum payment or
choose to save it towards a future pension. In
the case where a worker voluntarily quits a job
or is terminated before completion of three
years, no lump-sum payments are made but
the accumulated funds are transferred to the
insurance fund of the new employer. This
differential treatment by type of termination and
tenure is to ensure income support for persons
with long-term tenure, and retirement support
for voluntary leavers and short-term employed.
This Australian system overcomes the moral
hazard problem (i.e., the incentive for
individuals to stay unemployed longer to receive
unemployment benefits) associated with
unemployment
internalizing savings. Under this system, as
workers receive higher pension benefits when
less unemployment benefits are claimed, they
have an incentive to be re-employed soon.

insurance schemes by

The 2003 Australian reforms improved labour
market flexibility and improved access to good
jobs for marginal groups.' It also strengthened
worker protection as unlike under the severance
pay system, the risks attached to non-payment
of compensation was minimized under this
scheme. As unused unemployment insurance

# Holzmann and M. Vodepivec (2012), Reforming Severance Pay, World Bank, Washington D.C.

= lbid.
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funds were absorbed into pension funds, this
scheme also improved pension support to
workers. However, the system is criticized for
inadeguacy of the benefits. Also, frequent
withdrawals from the account diminished the
pension benefits of affected workers. In the case
of Australia, the labour market efficiency
improvement of the programme was not large.
This is partly because the previous system did
not have a large impact on labour market
flexibility.

The second proposal follows the Chilean
unemployment insurance reforms of 2002. Here,
it has been proposed to convert the severance
pay system into a hybrid system which couples
individual savings accounts with pooled savings
accounts for use for income security during
unemployment spells.’ Under the Chilean
scheme, workers and firms contribute 3 per cent
of wages towards two unemployment insurance
funds, an individual savings account and a
pooled savings account. The design of this
scheme also recognizes and compensates for
the additional vulnerabilities associated with
temporary work. For non-permanent workers,
the employer is responsible for making the full
3 per cent of contribution towards the two funds.
For permanent workers, the employers pay 2.4
per cent of the contribution while the worker
pays 0.6 per cent. From the 2.4 per cent
contributed by employer, 1.6 per cent goes to
the individual fund while the rest (0.8 per cent)
goes towards the pooled fund. In case of
unemployment, workers first access funds from
their individual accounts, and under certain
circumstances they can access funds in the
pooled account to receive monthly payments
for up to five months. The amount of

" bid,

compensation is defined based on their
previous wages.

The 2002 Chilean severance pay reforms
improved efficiency in the labour market and
they were well received by workers in general,
although views differed according to working
histories and level of risk aversion of
individuals. Older and more educated persons
benefitted more from the programme, while
women with interrupted work histories
benefitted less. However, the coverage of the
programme and its sustainability has been
positive. One problem with standard
unemployment insurance schemes is that
receipts of benefits delay re-employment. The
Chilean experience shows that workers who
relied on the pocled fund also had longer
unemployment spells, but this was not the case
for individuals who relied only on individual
funds. Unlike the individual savings only of the
Australian scheme, the pooled savings
component of the Chilean system allows for
risk pooling.

4.3 The Need to Improve
Female Labour Force
Participation and Cha-
llenges

4.3.1 The Case for Greater Female
Labour Force Participation

Although females comprise more than a half of
the population, they account for only 40 per
cent of the global work force.’ Globally, only
50 per cent of females participate in the

= The information in this and next paragraph is largely from: Elborgh-Woytek, K., M. Newiak, K. Kochhar, 8. Fabrizio, K. Kpodar
and P Wingender (2013), Women, Work, and the Economy: Macroeconomic Gaing from Gender Equity, International Monetary

Fund, Washington D.C.
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economy. The global differences in male and
female labour force participation (FLFP) rates
have decreased over the past couple of
decades, but the gap remains large in most
parts of the world.

Evidence shows that increasing female
participation in the economy helps growth. For
example, increasing the FLFP rate to match that
of males is estimated to increase GDP by 5 per
cent inthe US, by 9 per centin Japan, by 12 per
cent in United Arab Emirates, and by 34 by per
cent in Egypt.’ Increasing the FLFP is
especially beneficial in rapidly ageing societies,
where females can fill the employment gaps
created by increased labor force participation.”
Facilitating FLFP is also prudent in countries
which have large numbers of educated females,
to better make use of available talent.”™ There
is evidence that reducing the economic gender
gap was a key contributor to growth in Europe
in the past decade.” In contrast, low FLFP has
been shown to erode economic growth. For
example, East Asia and the Pacific region are
estimated to have lost USS 42-47 billion
annually due to poor FLFPR.** Better
opportunities for females in the market place
can encourage female education participation
thereby positively influencing human
development of a country. Employing females
on an equal basis and equal access of inputs
for women entrepreneurs will allow countries
to make the best use of available talent,

irrespective of gender. With ageing populations
slowing or stagnating labour force growth,
countries are increasingly competing to attract
talent. In such a backdrop, improving the use of
female talent becomes even more important
for reducing inequalities, driving innovation and
sustaining economic growth.?'

4.3.2 Supply Side Factors
Affecting Female Labour Force
Participation

Education is a main factor affecting labour force
participation of women. Education influences
FLFP in several ways.* More educated women
delay marriage and childbearing. Lower fertility
enables females to participate more in the
labour market. Also, education increases the
earnings potential of females, raising the
opportunity cost of not working more
compelling.

Housework and caregiver activities will hold
back the opportunity cost of participating in
market work, decreasing productivity and
career progression. Irrespective of the income
level of the household, females are more
involved in child-rearing and housework
activities than men. This enables males to
engage in market work more freely, thereby
widening the gender gap in economic
participation. In most families, females are the
primary care taker of not only children but also

" Aguirre and others (2012) as cited in Elborgh-Woytek, et al. (2013).
T Kinoshita, Y., and F, Guo (2015), What Can Boost Femaile Labour Force Participation in Asia?, International Monetary Fund,

Washinglon D.G.
" lbid.

wOWEF (2018), The Global Gender Gap Report 2016, Werld Economic Forum, Geneva.

= bid.
= Ibid.,

= ADB (2015), Women in the Work Forge: An Unmet Potential in Asia and the Pacific, Asian Development Bank, Manila.
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of elderly members. As such, females face
multiple disruptions to their market work
activities, as they take time off to look after sick
family members and attend to children's school
activities. Such disruptions to market work
reduce their productivity and their ability to
move up the occupational ladder. In countries
where part-time and flexible work opportunities
are plenty, females may prefer to work fewer
hours in order to better balance time spent on
work and family. But, such decisions could slow
their career advancements due to less
experience at the work place, and less access
to training and networking opportunities.®

For the large pan, unlike men, females are not
free to take up the best employment
opportunities that the market has to offer. This is
because females have to balance household
activities with market work and they are more
careful to choose work places and working
conditions that allow them the space and
freedom to attend to their household activities.
Women are also more likely to be sensitive to
the reputation of the work place and the working
conditions than men, as society imposes greater
restrictions on female employment.®

Location of employment can also affect the
labour force participation of females. Most
employment opportunities are available in
urban centers. Access to these opportunities
will be more difficult to females in rural areas.
When transport facilities are not well developed,
accessing these jobs will be time consuming

= il

and costly. Also, depending on the working
hours, females may have to travel in the early
hours or at night. Especially in such cases,
security would be an issue.”

4.3.3 Demand Side Factors
Affecting FLFP

Limited availability of desirable work
opportunities is a critical factor affecting labour
force participation of females. Males and
Females tend to self-select into different
industries and occupations. Such segregation
is influenced by skill, responsibility, pay, status
and power.* Men usually opt to take up jobs
that are better paid, while women tend to self-
select into lower paying jobs.

Evidence shows that females are more likely to
participate in agriculture and services than men.
For example, globally, the share of employed
females in agriculture and services (37 per cent
and 47 per cent, respectively) is larger than the
share of males in these sectors (33 per cent
and 40 per cent, respectively).?” The
employment opportunities available for females
are often of low gquality and are in the informal
sector.®® For example, a larger share of unpaid
family workers as well as informal sector
workers is females.

Further, numerous studies show that females
receive lower wages compared to their male
counterparts. Literature points to a significant
wage gap across gender, even when controlling

@ Ranaraja. S. and S. Hassendeen (2018), "Demand-side Factors Affecting Women's Labour Force Participation in Sri Lanka”,
in ILO, Factor's Affecting Women's Labour Force Participation in Sri Lanka, International Labour Qrganization, Colombo.
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for occupation and other productive
characteristics such as education.® The wage
gap is partly explained by females opting to
work in less demanding lower paid occupation
categories. Lower wages could also compel
females to refrain from market work, as
available compensation does not meet their

reservation wages.

Profits made by females in self-employment or
owning companies are also smaller compared
to their male counterparts. Increasing better
access to employment and other productive
inputs for females can also indirectly boost
incomes through more and better schooling for
girls, increased productivity in female owned
companies, and better use of available talent.

4.3.4 Other Factors Affecting
FLFP

Countries that encourage two-earner families
and those that help parents balance work with
tamily responsibilities, such as child-care,
parental leave and cash benefits, are able to
increase FLFP.*

Literature suggests several ways in which
government policies can be used to boost FLFP
rates.

A study done using data on 15 European
countries over a 20 year period finds that social
policies and institutional factors have a strong
influence on FLFP by increasing the quality of
available jobs, increasing the opportunities for
re-entering the labour market, and increasing

=STATE OF THE ECOMOMY 20

the opportunity costs of not participating in the
labour market.” However, these effects are
different for women with different backgrounds.
For example, labour market reforms explain 25
per cent of the increase in labour force
participation of young women and more than
38 per cent of the increase in labour force
participation of highly educated women.
However, the study also finds that the influence
of labour market reforms on the labour force
participation of low skilled women is small. The
same study finds that introducing more flexibility
to the labour market is effective in increasing
female labour supply only when these reforms
are coupled with social policies that facilitate
greater FLFP.

4.4 Redundancy Costs
and Hiring and Firing
Practices in Sri Lanka

The Termination of Employment of Workmen
Act (Special Provisions) Act No. 45 of 1971
(TEWA) governs how workers can be laid off in
Sri Lanka for companies employing more than
14 workers and for all workers in employment
for 180 or more days. According to this Act, a
worker can be terminated only with the written
consent of the worker or the written approval of
the Commissioner of Labour. Until 2003, the
Commissioner of Labour had the authority to
order the employer to pay the employee a sum
of money as compensation for the termination
of employment by an agreed date. The TEWA
was introduced during the 1971 oil price hike
when the country was experiencing stagflation.

# Elborgh-Woytek, K. et. al., (2013), Women, Work, and the Economy: Macroeconomic Gains from Gender Equity, International

Monetary Fund, Washington D.C.

* Viebrock, E. and J. Clasen (2008), Flexicurity. A State-of-the-Art Review. Reconciling Work and Welfare in Europe, Edinburgh.

# GCipollone, A, E. Patacchini, G.Vallanti (2013), Women Labor Market Participation in Europe: Novel Evidence on Trends and
Shaping Factors, Institule for the Study of Labour (IZA), Bonn.
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The main objective of the act was to limit
unemployment by making termination of
workers difficult and costly. This created a very
unpredictable environment for employers. As
they did not know the costs of laying off a worker,
they could not plan for adjusting their workforce
according to business fluctuations. The initial
act was amended by Act No. 12 of 2003 which
introduced a formula for payment of
compensation for laid off workers. The formula
was subsequently revised in March 2005.

The formula was useful in removing
uncertainties pertaining to the compensation
to be paid to each laid off worker, but it is also
criticized on the grounds of being too costly for
the employers compared international
practices.® Since the formula differentiates the
compensation given to workers according to
the number of years of service, the generosity
of the formula also varies for workers with

59

ASIAN
COUNTRIES

different number of years of experience. The
revised formula of 2005 is especially generous
to workers with longer years of experience in
the company (Figure 4.1). For example,
according to the formula, a worker who has
worked for 20 years in a firm would get a
compensation equivalent to 39 months of
salaries or more than three years of his income.
In contrast, the compensation payments
received by workers in other countries were
much less. For example, in 2002, a worker with
20 years of experience on average received
only 16 months of salary in Asian countries, 12
months of salary in Latin America, 7 months of
salary in Africa, 8 months of salary in OECD
and 4 months of salary in transition countries.*
Although the generosity of Sri Lanka's formula
is less for workers with a lesser number of years
of experience, the compensation given is high
compared to international practices.™

LATIN TRANSITIONAL
AMERICA aFmca OECD COUNTRIES

=raw Months
WORKED
2O YEARS
IN & FIRM GIVEN AT
TERMINATION

(In Months of Salary)

® WB (2006), Social Protection Report, World Bank, Celombao.

# Mopdopivec, M. (2013), "Introducing Unemployment Insurance te Developing Countries”, 124 Journal of Labour Policy, (pp. 1-

23),

¥ Heltberg, R., and M. Vodopivec (2009). S Lanka: Unemployment, Job Secuwrity, and Labour Market Reform, Woarld Bank,

Colombo.
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Compensation Due to a Worker at Dismissal by Number of Years of Service

Figure 4.1
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The introduction of the formula made the
severance pay system more transparent in Sri
Lanka, but many companies prefer to settle
dismissals without applying for separation
through TEWA because of the high costs of the
process and the time taken to settle
applications.®® Many companies that started
the TEWA process came to a voluntary
settlement before the conclusion of the TEWA
process, due to the high costs and long duration
of the process, and some try to side-step TEWA
by trying to dismiss workers based on contrived
disciplinary grounds or make the worker quit
by making the work difficult for him/her. Some
companies resort to voluntary retirement
schemes to side-step TEWA. But, the
compensation given by these companies o
workers at dismissal is quite close to the
compensation amounts stipulated by TEWA.

Literature suggests that TEWA reduces the
flexibility of Sri Lanka's labour market. For
example, a study that examines the hiring and
firing behavior of firms in Sri Lanka find evidence
that TEWA restricts the growth of firms with 14
workers or less.™ This suggests that firms refrain
from growing beyond 14 workers to avoid being
subjected to TEWA (TEWA is applicable only
for firms with more than 14 workers). However,
this observed slow growth is true only for firms
operating outside the Export Processing Zones
(EPZs). The study concludes that as
enforcement of legislation is more lax within
the EPZs, the impact of TEWA on employment
creation is limited. They further conclude that
bigger firms also prefer to locate themselves
within the EPZs to benefit from less stringent
implementation of labour laws.

* Vodopivec, M. (2013}, "Introducing Unemployment Insurance to Developing Countries”, IZA Journal of Labour Policy, (pp. 1-

23).

* Abidoye, B., P.F. Orazem and M. Vodopivec (2009), Firing Cost and Firm Size: A Study of Sri Lanka's Severance Pay System,

Waorld Bank, Washington D.C.
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TEWA pays a limited role as means of providing
income security during termination of work. As
explained earlier due to the cumbersome nature
of the process involved in the implementation
of TEWA, many firms either resort to voluntary
legislation. According to the Department of
Census and Statistics Labour Force Survey
(LFS) 2015 data, only 40.2 per cent of workers
are in the formal sector. From this only workers
in firms with 15 or more workers in the private
sector are covered by TEWA.

4.5 Female Labour
Force Participation in
Sri Lanka

4.5.1 Stylized Facts on FLFP in
Sri Lanka

The FLFP rate in Sri Lanka is low and has not
changed much over time. According to the LFS
data, the FLFP rate was 35.9 per cent in 2015,

Figure 4.2

and has fluctuated between 33 and 37 over the
past 8 years. Figure 4.2 shows the FLFP rate
across a selection of countries in 2015, Sri
Lanka's FLFP rate is low compared to both
countries in South Asia (i.e., Nepal and
Bangladesh with the one exception of India),
countries with similar GDP per capita (i.e.,
Philippines and Indonesia},
advanced countries with higher per capita GDP
{i.e., South Korea and Singapore).

and more

Sri Lanka records a very low FLFP rates at all
ages, with only India recording a lower FLFP
rate in the selected countries (Figure 4.3). Most
countries show a '"M' shape graph of FLFP by
age. This shape arises as typically younger
females show a high level of labour force
participation, but labour force participation
children grow older. As discussed earlier, in
countries with lower per capita incomes, such
as Bangladesh and Nepal, the participation of
young females in the labour market is high. In
more advanced countries such as Singapore

Female Labour Force Participation Rate -2015, Selected Countries (%)
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Figure 4.3

Female Labour Force Participation, by Age Group for Selected Countries - 2015
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and South Korea, where tertiary education
coverage is higher, the
participation of young females is lower, but
rapidly increases around 25 years. In the case
of Sri Lanka, the FLFP remains low for all age
groups.

4.5.2 Education and FLFP

Evidence shows that low labour force
participation is more an issue for low skilled
temales. As seen in Figure 4.4, the FLFP
increases steadily with education for those with
at least O-Levels. In fact, the labour force
participation rates of females with degrees are
on par with that of males with degrees.

labour force

Figure 4.5, corroborates these findings and
further shows that the effect of education on
labour force participation is seen for all districts
in the country and for all types of education.
For example, as seen in Figure 4.5, the labour

force participation of those with only A-Levels
was higher (by abour 15 percentage points)
than those with only O-Levels. Further, for both
those with O-Levels and vocational training and
A-Levels and vocational training had higher
labour force participation rates compared to
those with only O-Levels or only A-Levels,
respectively. These results indicate that
education does matter in improving labour force
participation of females.

4.5.3 Domestic Responsibilities
and FLFP

Like for many other countries, the majority of
household responsibilities and child care
activities are the responsibility of females in Sri
Lanka. This is the case in spite of the economic
participation of females. For example, through
a survey administered to 500 females and their
husbands, a recent study finds that women spent
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Figure 4.4

Labour Force Participation, by Education, Gender and Age Group
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three to six hours a day cocking and cleaning
for the household.™ The number of hours spent
on cooking and cleaning was less (five to six
hours) for females who were full-time home
makers, unemployed, self-employed or
employed in a family business than for females
engaged in market work. However, even females
doing market work on average spent more than
three hours a day cooking. In contrast,
irrespective of the economic activity status of
the wife (i.e., whether wife was employed, self-
employed, helping in the family business,
unemployed or a home maker), husbands spent
less than one hour a day in cooking and
cleaning activities on average. In addition, wives
were engaged in child care activities one to
three hours a day. Although husbands spent
more time in child care activities than in cooking
and cleaning activities, the time they spent in
child care activities was less than the time spent
by their wives.

Spending around six hours a day on cooking,
cleaning and child care activities leaves

# Gunatilaka, R. (2018), “Women's Activity Qutcomes, Preferences and Time Use in Western Sn Lanka®, in ILO, Factors
Affecting Women's Labour Force Participation in Sri Lanka, Internaticnal Labour Organization, Colombe.
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Labour Force Participation of Females, by District and Level of Education
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females little time for market work. It is not
surprising that females look for more flexible
work opportunities. Also, such large time
constraints prevent females from engaging in
training activities which could improve
productivity or in seeking career progression
which could impalr their home production
activities.
constraints faced by females, they also tend to
choose work opportunities closer to their
residences.

4.5.4 Limited Availability of
Desirable Work Opportunities

Overall, 35 per cent of the employed in Sri
Lanka are females (Figure 4.6). However, a
much higher share of females are working as

Given the more severe time

professionals (66 per cent) and clerks (52 per
cent). Compared to other countries, the higher
proportion of females as professionals is
unusual. However, a closer look at these
statistics shows that most professional females
are teachers and health care service workers,
rather than professionals with high wage
incomes. The share of females in elementary
occupations (38 per cent) was also slightly
higher than the national share of females in
employment. This indicates the differences in
occupation choices across gender. More more
likely to be engaged in elementary occupations.
In comparison, the share of females working as
senior officials and machine operators was
much less than the overall share of females in
employment.
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Figure 4.6

By industry, females are relatively more
represented (i.e., the share in industry is greater
than the share in total employment) in
education, health services, manufacturing,
financial and insurance activities and
agriculture, forestry and fishing activities (Figure
4.7). The female representation in some
activities such as transportation and storage,
construction and mining and quarrying was
extremely low. This shows that as in other
countries, females self-select into some industry
categories.

Figure 4.8 shows that the Sri Lankan labour
market is still skewed towards lower skilled work
categories. The share of workers in occupations
requiring higher level skills is lower, while most
of the workers are concentrated at the lower
end of the skill spectrum. The lack of good
opportunities in the types of occupations
preferred by females could be a reason for the
low labour force participation of females. For
example, most of the job opportunities for
females were in elementary occupations and

Share of Workers Across Occupations, by Gender, 2015
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Share of Workers Across Industries, by Gender, 2015
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in skilled agriculture and forestry sector.
However, such jobs are not attractive to more
educated females with better skills. The
available jobs in occupations preferred by
higher skilled women (i.e., professional and
clerk categories) are rather limited.

Difficult working conditions associated with
available work opportunities could also be
reasons for the low labour force participation of
females. Difficult working conditions may be due
to poor quality work environment, or lack of
facilities (i.e., bathrooms, running water, etc.),
or it could be due to working conditions. Limited
information is available on the effect of these
aspects on employment. But, available data
suggests that long working hours associated
with available work opportunities may be a
deterrent for labour force participation of

il s ]

1
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0 Make

E

females. For example, according to the LFS
2015, a little more than a third of currently
employed males (34.1 per cent) worked more
than 50 hours a week while less than a fifth (18
per cent) of currently employed females worked
more than 50 hours a week.

4.5.5 Male Female Wage Gap

The results of Oaxaca-Blinder decompositions
for male and female differences in wages show
that the mean difference in male and female
hourly wages was 25.4 per cent higher for males
than for females in 2014, The analysis further
shows that adjusting women's endowments io
that of men would decrease women's wages
by 9.9 per cent in 2014, This indicates that
women have higher productive endowments
such as education, but fail to take advantage of
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these. A large part of the wage difference is
unexplained.3®

4.6 Conclusion and
Policy Recommen-
dations

4.6.1 Improving on Stringent
Severance Pay System in the
Country

Sri Lanka's goal of doubling its per capita
income by 2025 will only be possible with
improved productivity and competitiveness.
Given the current status of Sri Lanka's
development, amongst other things, improving
labour market efficiency is important for
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Figure 4.8
Distribution of Workers Across Occupations, by Gender, 2015
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Clerical support workers 'i

Services and sales workers

Technicians and associate professionals
Skilled agricultural, forestry and fishery workers | =

Source: Author's construction based on DCS LFS 2015 data.

Craft and related trades workers |
Elementary occupations
Armed forces occupations

Plant and machine operators and assemblers

3 |PS calculations, based on DCS Labour Force Survey 2014 data.
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improving competitiveness of the country. This
Chapter looked at how high redundancy costs
coupled with stringent hiring and firing
legislation and low FLFP are holding back
labour market efficiency in the country.

On the effect of high redundancy costs, the
analysis finds that the present severance pay
system operational in the country is
instrumental in reducing the flexibility of the
labour market. High costs associated with the
severance pay system encourage firms to stay
in the informal sector and encourages the
growth of non-permanent employment
contracts. Also, since the implementation of
TEWA is lax for firms in EPZs, larger firms tend
to locate within the zone. Further, TEWA is not
effective as a mechanism for compensating
redundant workers, as only a small segment of
employed are covered by TEWA. Even those
who are covered by TEWA do not always receive
the benefits to which they are eligible, as firms
try to avoid payments through various means.

Evidence for other countries shows that
allowing greater mobility of workers across jobs
improves the productivity of the workforce and
facilitates job creation. More developed
countries have moved away from job protection
and introduced flex security schemes to give
firms more flexibility to hire and fire workers
while protecting income security of workers.
However, as discussed, the implementation of
such schemes is not recommended for
developing countries as the success of such
schemes depends on the administrative
capacity of a country and the sophistication level
of the labour market. In countries where the
informal sector is large, where there is litile
information on the employment status of
individuals, and political influence in the labour
market activities is high, it is difficult to
implement such schemes.

A recent survey of severance pay systems in
different countries shows that severance system
reforms introduced in Chile and Australia may
be more suitable for developing countries. Both
these schemes rely on making contributions to
individual unemployment insurance accounts.
Workers are able to draw defined amounts
(usually a percentage of their salary) from these
accounts during times of unemployment up to
a stipulated time. Any accumulated funds in
these accounts go towards boosting the pension
benefits of workers. Such schemes reduce the
need for sophisticated maonitoring, as workers
are incentivized to become re-employed soon
as savings from unemployment insurance funds
help to boost pensions.

Sri Lankan policy makers have already
recognized the need for reforming the
severance pay system in the country. But, the
refarms introduced in 2003 and 2005 have not
achieved the desired objectives as even after
the reforms, job protection available for workers
is very high, reducing the flexibility of the labour
market and growth of permanent formal sector
jobs. Sri Lanka should learn from the best
practices In reforming the severance pay
system to introduce more flexibility to the labour
market, while ensuring income protection of
workers, Further, as shown in the analysis, such
schemes can be designed to reduce the
vulnerability of non-permanent workers and
give them greater security in the market.

4.6.2 Improving Labour Force
Participation of Females

On the labour force participation of females,
the analysis finds that both demand and supply
side effects are instrumental in keeping females
away from market activities. First, on the supply
side, difficulties in balancing home and market
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On the
effect of
high
redundancy
costs, the
analysis
finds that
the present
severance
pay system
operational
in the
country is
instrumental
in reducing
the flexibility
of the
labour
market.

aclivities are a main reason for low labour force
participation of females. The analysis shows
that home and child care responsibilities of a
household are largely shouldered by females,
and that on average, females spend a large
part of their time attending to these activities.
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This reduces the productivity of females in the
market place and reduces their choice of
employment opportunities. Productivity is
reduced, as females are less able to invest time
in formal and informal training due to time
constraints. Choice of employment is lowered
as females opt to choose work opportunities
that are closer to their homes and those that
give them the freedom to balance household
activities with market place activities. This
suggests that any policies for lowering the
burden of household responsibilities borne by
females and improved transport facilities have
the potential to improve the labour force
participation of females. Such policies may
include good quality and affordable child care
facilities, better access to electricity and modern
labour saving technologies. Further, facilitating
flexible working hours as well as work
opportunities with lesser number of hours of
wark per week can also increase the labour
force participation of females.

Further, the analysis shows that the wages
received b‘j‘ females are lower compared to
their male counterparts. These differences are
not explained by observable characteristics.
Eliminating such gender differences in wages
will also help to make employment more
attractive to females.

The evidence suggests that education is
instrumental in improving the labour force
participation of females, with higher levels of
education as well as vocational training helping
to improve economic participation of females.
Improving education opportunities for females
can increase their productivity both at home
and in the work place. Also, with higher skills,
females can obtain better paying jobs that could
help to pay for time saving home production
technologies or obtain help to assist with
household activities in the market place.
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However, unless there is creation of jobs that
are attractive to females, the effect of education
on labour force paricipation of females would
be limited. The analysis also shows that females
tend to self-select into certain types of industries
and occupation categories. More educated
females are relatively more represented in
professional and clerk occupation categories,

while less skilled females are relatively more
represented in elementary occupations. Across
industries, education, health services,
manufacturing, financial and insurance
activities, agriculture forestry and fishing are
the activities relatively more favoured by
females.

Making jobs attractive to females can happen
in two ways. Either the market can facilitate the
growth of jobs more favoured by females; or the
market can improve the attractiveness of jobs
traditionally not favoured by females to females.
The occupation distribution of employment in
the country shows that the employment
opportunities are mostly for lower skilled
workers. Along with improving access to
education, policies will need to facilitate the
creation of jobs for better skilled workers to
improve job prospects for females.

Lastly, lessons learned from other countries
show that to successfully improve labour force
participation of females, economic policies
aimed at facilitating work place flexibility, job
creation and improving working conditions need
to be implemented hand-in-hand with policies
for lessening the burden of home production
activities for women, through better quality
affordable child care, better transport facilities
and better access to time saving technologies.
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5. Bridging the Skills Gaps in Sri

Lanka

5.1 Introduction

he Sri Lankan government's Economic

Policy Statement of October 2016 lays

emphasis on promoting economic
linkages to global supply chains in pursuit of
an expori-led and private investment driven
growth push. In the global value chain process,
Sri Lanka has developed a variety of distinct
economic sectors which are capable of offering
high-value skills and remuneration to young
job seekers in the country. Indeed, the current
policy direction aims to create more
opportunities for entrepreneurs and skilled
professionals in sectors such as digital
economy, tourism, commercial agriculture,
alongside efforts towards a modern
manufacturing economy. In this context, quality
higher education and training are crucial in
order to move up the value chain beyond simple
production processes and products.

Globalization has accelerated the pace of
innovation and technology. In this rapidly
changing economic environment, new
occupations are emerging while the need for
new skills and competencies are evolving. Thus,
countries aiming to integrate to a globalized
world require well-educated workers who are
able to perform complex tasks and adapt rapidly
to evolving needs of new skills and
competencies. Even lower-skilled jobs
increasingly require talent and knowledge
where even vocational training and secondary
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education must be geared to equip people for
the world of work in a complex, digital
environment. Thus, capacity building in science
and technology and innovation are more crucial
today than ever before. Theretore, schools need
to teach in ways that encourage flexible thinking
rather than emphasizing memorization and
produce students who can think critically, solve
problems, and adapt to new technologies. A
major challenge countries face today is to
enhance the responsiveness of education and
training systems to cater these emerging skill
requirements. The extent of staff training through
continuous on-the-job training is also of concern
to ensure a constant upgrading of workers'
skills.

A country's human capital is an essential
requirement towards meeting broader
development goals. As Sri Lanka enters an
increasingly competitive international
environment with a renewed emphasis on
transforming itself into a modern economy, the
importance of promoting technological
innovations and generating an educated
workforce with market oriented skills cannot be
over emphasized. High gquality human
resources with science and technology
knowledge and a skilled labour force are
necessary to keep up and improve on the
country's global competitiveness. Given this
back drop, this Chapter analyses Sri Lanka's
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Table 5.1
Sri Lanka's GCI Ranking in Higher Education and Training
Indicator Rank / 138 Value
Secondary education enrollment rate gross % 48 99.7
Tertiary education enrollment rate gross % 98 20.7
Quality of the education system 41 4.3
Quality of math and science education 28 4.8
Quality of management schools 38 4.7
- Internet access in schools 75 4.1
Local availability of specialized training services . 42 4.8
Exient of staff training 51 4.2

MNote:
Source:

Values are on a 1-to-7 scale

existing skill development issues and priority
areas to be addressed in order to attain a
dynamic and skilled labour force in a
competitive global environment.

5.2 Staying Globally
Competitive

According to the 2016-2017 rankings of the GCI,
Sri Lanka is placed at 68 out of 138 countries
on the higher education and training pillar.' The
higher education and training pillar measures
secondary and tertiary enrollment rates as well
as the quality of education as evaluated by
business leaders. It comprises eight sub-indices
of the knowledge economy: secondary
education enrclment rate, tertiary education
enrollment rate, quality of the education system,
quality of math and science education, quality
of management schools, internet access in
schools, local availability of specialized training
services, extent of staff training.

Sri Lanka's performance in the higher education
and training pillar of GCI is constrained by its

Schwab. K (2016), Global Competitivenezz Report 2076-2017, World Economic Forum, Geneva.

limited tertiary education enrclment and limited
internet access in schools. The gross tertiary
education enroliment rate of 20.7 per cent puts
it in 98th place while Sri Lanka also exhibits a
relatively low advancement in internet access
in schools (Table 5.1). As discussed before, high
guality human resources with science and
technology (S&T) knowledge promotes a skilled
labour force which is necessary to keep up
global competitiveness. Human resources with
S&T Is considered as a strategic measures of a
country's ability to sustain economic growth, be
innovative and competitive. As such, the
following section will mainly focus on access to
tertiary education, provision of math and
science education, and information and
communication technology (ICT) across schools
in Sri Lanka.

5.2.1 Access to Tertiary Education

As noted above, Sri Lanka's tertiary enrolment
rate is low. As of 2014, only 5 per cent of 20-24
year olds were enrolled at a university, while
another 8 per cent were enrolled in other

T Bchwab, K (2016), Global Competitiveness Report 2016-2017, World Economic Forum, Geneva.
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educational institutions and only a 3 per cent of
the same age group were enrolled in technical i
education and vocational training (TEVT) The main
courses (Figure 5.1). These tertiary enrolment
" d reasons
rates are low compared to other comparable
countries in the region. For instance, Sri Lanka's behind lower
gross tertiary enrolment rate (21 per cent) is 2
below the averages for lower middle income te rtlﬂl‘y
countries (22 per cent) and upper middle
(BE-Botianim) ARC.IER enrolment
income countries (44 per cent).?
include
The main reasons behind this lower tertiary .
enrolment include capacity constraints of the capacnty
state unw?rsny syslemiunavaliablllty 1.3f a pfoper con Stra | nts
parallel higher education system with privale
sector involvement, and an underdeveloped of the state
TEVT sector. Given these, most of the school i : t
leavers usually find unskilled work or engage universi y
in casual jobs. For instance, only around 10 per System
cent of age 20 and above population in Sri !
anka has a formal professional or technical
Lanka has a formal professional or technical unavailabilit
training relevant to their cccupation. Further, only
4 per cent (470,000) of the age 25 above Of a proper
population have a degree level education.” This para”e! h|ghe|
limited higher educated human capital acts as .
a constraint in catering to the labour market educatlﬂn
demand for advanced skilled workers.

system with
private sector

Gross Tertiary Enrolment Rate Upsper Mddbs inVUIU@Wientq
I rscmee '
Lot nitriss
isaiocone and an under-
developed

e

TEVT sector.

Gross tertiary enrolment rate is measured as total enrolment in tertiary education (ISCED 5 and €}, regardless of age,
expressed as a percentage of the total population of the five-year age group following on frem secondary school leaving. See
World Bank, World Development Indicators 2014, hitp:/fwdi.weorldbank.org/table/2. 114,

* Calculated based on DCS Census of Population and Housing 2012 data.
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Figure 5.1

Engaged in Education 15-29 Year Olds, 2014
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Source: Author's caleulation using DCS LFS 2014 dala,

5.2.2 Math and Science Education

Sri Lanka performs well in the quality of math
and science education in the GCI. At primary
level, basic science is taught as a component
part of an integrated 'Environment Related
Activities (ERA)' curriculum. Science topics
relevant to the local and global context are
woven into the ERA syllabus. Also activity-based
teaching is employed to a fair extent and
science is successfully taught in primary grades.
For secondary grades (6-11), science is offered
as a stand-alone subject in an integrated
curriculum. Practical work including hands-on
laboratory experimentation is promoted as a
compulsory part of the curriculum and assessed
as part of the examination system. In this context,
Sri Lanka’s education system gives a good
foundation on math and science subjects from
primary grades.

B Other education institute  OVT

L Does not attend

However, at collegiate level, the provision of
equitable access to science education is a
major challenge for Sri Lanka. For instance,
there are limited opportunities, to study A-Level
science stream at the school level. As of 2015,
out of 10,162 schools only 1,005 (less than 10
per cent) had the facilities to teach A-Level in
the science stream, while there were 1,801
schools that offered only arts and commerce
streams for A-Levels." Consequently, many
students are compelled to follow the arts
subjects owing to lack of other options. For
instance, even though there are job
opportunities to students following science
streams, only a small proportion of students
pursue A-Levels in science subjects at the
collegiate level (Figure 5.2). As a result, it is
notable that of the 15 and above population,
only 13.2 per cent were in S&T occupations
{occupations falling within major ISCO 08 major
groups 2 and 3).°

+ DCS (2015), Statistical Abstract 2015, Development of Census and Statistics, Colombao.
& Arunatilake, A. (2016), Labour Market Characteristics, United Nations Population Fund, Sri Lanka.
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Figure 5.2
A-Level Students by Subject Stream
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Source: MOE (20158), Sn Lanka Education Information,
Ministry of Education, Cofombao.

Also, there are supply side bottlenecks for ICT
education at the school level. To empower
students with knowledge commodities. the
Mational ICT Education Drive was launched in
2005 under the Master Plan for ICT Education
from 2005 to 2010. Accordingly, ICT was
promoted as a tool in learning and information
handling from primary grades onwards,
especially in subjects such as mathematics,
science and geography. Also, ICT was
introduced as an optional technical subject at
QO-Levels. Although ICT education was
promoted in the general education system as a
tool in learning and information handling, there
are limited ICT resourced schools. Even as of
2013, only 43 per cent of Type 2 and Type 3
schools had an ICT laboratory.®

Given all these supply side bottlenecks in the
current education system, Sri Lanka faces

considerable challenge in arming its labour
force with necessary skills in ICT, S&T, research
and development, etc., in order to bridge
required skills deficits.

5.3 Education and
Skills Mismatch

Only 35 per cent of the age 20 and above
population has completed secondary level
education in Sri Lanka. The level of education
completed has improved considerably among
younger age cohorts, when compared to older
age groups (Figure 5.3). However, even among
youth aged 20-29 years, only 31 per cent have
succeeded at the highest level of formal
education (i.e., A-Levels), while 22.5 per cent
of the same age group have succeeded the
prior stage (i.e., O-Levels). Further, only 3.6 per
cent of the youth aged 20-29 years have
completed a degree level education. These
trends point to significant gaps in meeting the
skills demand of the country (see box 5.1).

35% Comcf)leted

Secondary Education

Age-20

8828888808
5888808004004
2080

* Type 2 schools are those with classes up lo O-Level; Type 3 schools are those with classes up to 5. See MOE, Annual

Performance Report 2013, Ministry of Education, Colombo.
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Box 5.1
Gaps in Meeting the Skills in Demand

A study comparing employers' perception of skills demand with the skills available in the
workforce reveal serious mismatches in the demand for, and supply of, education and training.

The study conducted by the World Bank in 2014 on the skills sector in Sri Lanka reveals that
56 per cent of employers consider that high-skilled workers should have passed A-Levels,
but only 18 per cent of the population has done so. Similarly, 70 per cent of employers
consider that low-skilled worker should have passed O-levels, but only 35 per cent of low-
skilled employees have done so.

About 60 per cent of employers expeci workers in a high-skilled occupation to have completed
technical or vocational education and training, and 24 per cent think low-skilled workers
should have been trained. However, only 16 per cent of the population has undergone such
training.

About BO per cent of employers expect a higher-skilled worker to have sound knowledge of
English and 40 per cent expect the same of less-skilled workers, However, only 20 per cent
of Sri Lankans are fluent in English. Further, 75 per cent of employers expect higher-skilled
worker to have computer skills and 38 per cent expect the same of lower-skilled workers.
However, only 15 per cent is computer literate.

Sri Lanka Is emerging as a global sourcing destination. Software and Information Technology
Enabled Services (ITES), such as Business Process Outsourcing (BPO) and Knowledge
Process Qutsourcing (KPO) have emerged as one of the fastest growing sectors in Sri Lanka.
In fact, the country was ranked 63rd among 139 countries in the 2016 Networked Readiness
Index published by the World Economic Forum. It measures how economlies use the
opportunities offered by ICT in enhancing competitiveness and well-being. Human capital
with commanding IT knowledge and communication skills are vital to support this thrust
sector.

However, the demand and supply projections of the National ICT Workforce Survey of 2013
reveal a shortage in supply of a graduate workforce for 2014, According to the survey data,
the number of ICT graduates in demand - a projection based on the required numbers of
recruits given by respondents in the sample of the for 2014 - is 6,246, whereas the annual
supply of IT graduates is around 5,778 in 2014.

Scurce @ Dundar, H. at al. (2014), Building the Skills for Economic Growth and Competitivaness in Sii
Lanka. World Bank, Washington, D.C,; CBSL, Annual Report 2018, ICTA (2013), National I1CT
Workforge Survey, Information and Communication Technelogy Agency of Sri Lanka.
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Figure 5.3

Level of Education Completed (Age 20 and Above)
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Source: Author's calculations using DCS LFS 2014 data.

ICT and English language are the most
demanded soft skills in the country. Individuals
competent in English have access to better
quality jobs with higher salaries and benefits in
the domestic labour market as well as
internationally. However, the Census of
Population and Housing 2012 data conducted
by the DCS reveals that of the age 15 and above
population, English literacy (ability to speak,
read and write) and computer literacy were
around 22 per cent and 23 per cent,
respectively, This situation creates a gap in
meeting the demand for soft skills as previously
noted.

There also appears to be a wide gap between
school and the world of work. As stated in the
Mational Education Commission (NEC) sector
review, Sri Lanka's education system has failed

to adequately promote quality and relevant
education, as well as individual orientation to
the world of work.” The primary reason behind
this skills mismatch is that the quality of the
general and higher education systems -
provided mainly by the public sector - does not
transmit much productive skills to students, This
has resulted in mismatches between the
demands of the market and the skills of schoal
and university graduates. In recent years,
governments have recognized the need to
break from the traditional track and to create
activity-based curriculum relevant to the world
of occupational work. Although attempts were
made to improve the guality of education
through the 1997 and 2007 curriculum reforms,
there are shoricomings in curricula designing,
development and implementation.®

" NEC (2003), Proposal for a National Policy Framewaork on General Education in Sri Lanka, Mational Education GCommission, Sri

Lanka.

® IPE [2015), "Educalional Sector Reforms to Briclge Skill Gaps®, in Sni Lanka: Stafe of the Economy 2075, Institute of Policy

Studies of Sri Lanka, Colombo.
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22%
English
Literacy

23%

Computer
Literacy

Age 15 and
above population

Sri Lanka also does not appear to produce
graduates with the necessary skills needed for
the job market. There is a mismatch in the
courses offered by universities and

Figure 5.4

competencies needed by the private sector. The
lack of coordination between state universities
and industry and private sector has led to a
skills mismatch between graduates and the job
market. 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.? Furthermore,
of those who do attend a university, nearly one-
third are studying in the arts stream (Figure 5.4).
However, the Graduate Employment Census
carried out by Ministry of Higher Education
(MOE) reveals that arts graduates are less
employable when compared to graduates of
other subject streams (Figure 5.5). This is mainly
due to the fact that the arts stream subjects such
as religions and civilization subjects, aesthetic
subjects, and history are less in demand in the

Distribution of University Admissions by Subject, 2014/2015

2000 4000 (=nule] e ali] 10000

Science |
Management [
Engineering

Agriculture |8
Computer science/|T [
Medicine. i

Commerce. [
Paramedical studies |
Indigenous medicing
Architecture & Qs |l
Lawy o

Vet. medicine JI
Fashion designfiransport & logistic management ||
Dental surgery

Source: UGC, Sn Lanka Universily Statistica 2075, Universily Grant Commission, Colomboa,

* MEC (2008), Naticnal Policy Framework on Higher Education and Technical and Vocational Education, Mational Education

Commission, Sri Lanka,
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Figure 5.5

Employment Status of Graduates by Subject Stream
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Source: Ministry of Higher Education, Graduate Employment Census 2072, Ministry of Higher Education, Colomba.,

job market. The introduction of a new
'technology’ stream for the A-Level examination
from 2013 aims to provide job oriented practical
knowledge and training for students, assuring
them of better employment prospects after
school.

Finally, there is no proper career guidance
system to advise school leavers leading to an
inadequate flow of information between youth
and the labour market. Inadequate information
flows between the youth and the labour market
such as of the types of job opportunities in the
labour market, limit the aspirations, and life
goals of youth. Due to the existing information
gap in the system, some students spend two
years unnecessarily following A-Levels in fields
with limited demand rather than entering
vocational training, after the completion of O-
Levels.

5.4 Skills Development:
Tertiary Education

5.4.1 Provision of Higher Edu-
cation

Higher education and training is a key for skills
development in efficiency driven economies.
As discussed before, the main reasons for the
lower tertiary enrolment in Sri Lanka are
capacity consiraints of the state university
system as well as the unavailability of a parallel
system with private sector involvement. With the
aim of increasing opportunities for higher
education, the university intake which was
confined to about 21,547 students in 2010 has
now increased to about 28,952 in 2016."" Yet,
of the 155,550 students who were eligible for
university entrance from the A-Level stream of

W CBSL, Annual Report 2016, Central Bank of Sri Lanka, Colomba.
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2015/2016, only 18.6 per cent were admitted to
state universities due to limited placements."
Consequently, each year, about 125,000
students who gualify to enter a university have
to abandon their ambitions. Other concerns
include the growing political influence, campus
violence and unrest among state university
students, including the constant strikes, and
reports of ragging. The continuous strikes and
protests instigated by political parties have led
to sporadic closure of universities, prolonging
the time taken for students to complete their
degrees.

Limited opportunities in the state sector have
resulted in the emergence of a parallel system
of non-state sector higher education with the
establishment of private higher education
institutes (HEIs), many of which are affiliated to
foreign universities. The establishment of private
HEls will not only increase access to tertiary
education, but will also
competitiveness in the sector leading to an
overall increase in the quality of education
offered.

increase the

The 2016 Budget proposals presented to
Parliament in November 2015 stated the
government's intention to encourage the
establishment of private universities, and
propose that these universities should be
manitored by the University Grants Commission
(UGC) to ensure guality. The proposals also
include that at least 10 per cent of placements
should be awarded free-of- charge to students
who have successfully completed the local A-
Level examination. The government is also
looking to provide tax incentives to local

" lbid.

counterparts of such ventures. At the same time,
the government has emphasized that the
prevailing free education system will not be
compromised in any way.

While the expansion of tertiary education and
the establishment of public-private partnerships
(PPPs) are needed to keep up with growing
trends in the world in adopting such strategies,
the socio-political background of the country
needs to be assessed in order to create an
environment conducive to private sector
participation. Given the long history of free
educational policies in Sri Lanka, a redirection
of policy to accommodate private HEls has been
subject to vast criticism. There are concerns
among many stakeholders about the variability
in quality among private HEIs." Among other
concerns is the fact that private fee-levying
institutions are exacerbating the income
disparity leading to inequitable access to higher
education. Opponents of private intervention
believe that private HEls will turn education,
which Is a constitutional right, into a 'commodity’.
They further highlight the absence of a guality
assurance system to ensure that these private
providers are subject to the same standards as
the established state higher education
providers.™®

Also, with the growing number of affiliated
institutes, the lack of policy and a governing
authority is one which needs to be addressed.
There is no legal entity or regulatory body to
monitor the functions of these institutes. As such,
the proposals presented in the Mational Policy
Framework on Higher Education and Technical
and Vocational Education recommends such

" WB (2009), Towers of Leaming Performance, Paril and Promise of Higher Education in Sri Lanka, World Bank, Colombo.

8 *Higher Education: To Privatize or Mot?", Financial Times, 26 August, 2016, Available at http:/iwww. it k/article/563868/Higher-
education-%E2%:-80%:93-to-privatise-or-notésthash. Tod DnGxB.dpuf
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education institutions to register under the
affiliated foreign university and provide training
to students for degree programmes which are
to be offered and conducted by the parent
university. Furthermore, the establishment of
these institutes needs to be regulated by
ensuring that the parent institutions and courses
are recognized in the country of origin and also
in Sri Lanka. To achieve this, proper guidelines
need to be set for the recognition of overseas
institutions. The institutes should also be subject
to quality and accreditation requirements.™

The absence of an accreditation system for
private sector higher education providers
makes it difficult to regulate the guality of
programmes offered by these institutions. In
2011, the government attempted to introduce
new legislations under the Bill on Quality
Assurance, Equalization, Qualification and
Framework with the aim of uplifting the quality
of the diplomas and degrees which are being
offered by private sector degree awarding
bodies. Under the proposed framework, degrees
and diplomas awarded by the non-state sector
were to be regulated to ensure quality. However,
the government had to withdraw the proposed
Bill owing to escalating protests from student
groups and academics. Also, it should be noted
that although the drait Bill had been approved
by the Cabinet in 2011, its provisions have
never been made fully public.

Furthermore, public perception of private
providers is important for the sustainability of
private HEls. Negative publicity about private
providers with poor quality services can hinder
the reputation of the sector and its ability 1o

The

absence

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

aftract students.” Although, different higher
education institutions have been granted
authority to award degrees, there are some
issues with the recognition of the status of
degrees deferred by these institutes. Degree
awarding institutes like the Sri Lanka Institute
of Information Technology (SLIIT) and the

" NEC (2008). National Policy Framework on Higher Education and Technical and Vocational Education, MNational Education

Commission, SriLanka.

 WB (2009), Towers of Learning Performance, Peril and Fromise of Higher Education in Sri Lanka, World Bank, Colombao,
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MNational Institute of Business Management
{NIBM) are some non-controversial set-ups
under this system, while there are others such
as the South Asian Institute of Technology and
Medicine (SAITM) which has garnered
opposition from students and doctors alike.

In 2011, SAITM was recognized as a legitimate
degree-awarding institute to award the degree
of Bachelor of Medicine and the Bachelor of
Surgery (MBBS) under the University Act. The
highly controversial medical degree offered by
the SAITM has been subject to scrutiny and
criticism over the past few years. The
Government Medical Officers Association
(GMOA) and the Sri Lanka Medical Council
(SLMC) opposes the move due to certain
concerns on standards to be met and
maintained, especially with regards to clinical
training. This is mainly due to the fact that there
is no proper monitoring mechanism to ensure
the guality of the programmes offered by such
institutes.

5.4.2 Sri Lanka's TEVT Sector

Sri Lanka's TEVT sector is underdeveloped. It
is unable to produce enough qualified, skilled
workers to respond to changing labour market
needs." This is partly due to the lack of a
systematic link between TEVT and secondary
education, leaving a majority of school leavers
with no access to skills development
programmes.'” As discussed before, a majority
of school leavers leave the education system
after their O-Levels and A-Levels. These youth
are the prime target for specific training and
skills development programmes aimed at

meeting the skills demands of the country.
However, the transition from school to
vocational training is not smoaoth,

In the recent past, the government initiated
major reforms to restructure the TEVT system.
Following the proposed reforms under the
Presidential Task Force on Technical Education
and Vocational Training (TEVT) in 1997, the
TEVT system has undergone significant reforms
mainly through the Asian Development Bank
(ADB) funded projects - l.e., the Skills Sector
Development Project (SSDP) and the Technical
Education Development Project (TEDP) from
1999 to 2011. These reforms include aims to
improve the quality and relevance of
programmes by introducing National Vocational
Qualifications (NVQ) standards in 2005, and
registration and accreditation of courses of all
vocational institutions. Furthermore, the
University of Vocational Technology
(UNIVOTEC) was established in 2008 to award
NVQ degree equivalent qualifications. Along
with that, nine Technical Colleges in the nine
provinces have been upgraded to Colleges of
Technology to offer national diplomas starting
from 2010.'8

The National Vocational Qualifications
Framework of Sri Lanka (NVQSL) is the only
recognized TEVT qualification in the country.
The intention of establishing the NVQ was to
create a globally competitive, skilled workforce,
catering to industry-specific needs. The NVQSL
meets the national skill standards, which is
prepared in consultation with experts from the
industry. A skill standard is a document which
defines competency units pertaining to a certain

" ADB (2014). Sni Lanka Technical Education Development Project, Asian Development Bank, Manila.
™ ADB (2005), Technical Assistance to the Democratic Sccialist Republic of Sri Lanka: Preparing the Education Sector

Development Programme, Asian Developmant Bank, Manila,

W OTVEC (2012), Corporate Plan 2073-2017 Tertiary and Vocational Education Commission, Sri Lanka.
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skill, its elements. and its standards, comprising
of a range of activities required for knowledge
competencies and attitudes. The competency
units are identified based on the industry
requirements of the occupation.

However, the lack of control and regulation in
the TEVT sector is an issue that is of great
concern. For example, according to a census of
the TEVT sector training providers in the public
sector and the non-state sector, only 86 per cent
of institutes under the Ministry of Skills
Development and Vocational Training (MSDVT),
19 per cent of other government training
providers, and 39 per cent of non-state sector
institutes are registered under the Technical and
Vocational Education Commission (TVEC)."™
Many of these institutes refrain from registering
due to the associated cost and their inability to
meet with the infrastructure and facilities
standards for registration.

Further, it reveals that only 24 per cent of the
programmes conducted by the TEVT sector are
accredited. While 65 per cent of training
programs offered by institutions under the
MSDVT have been accredited,® only 10 per
cent and 6 per cent of the programmes offered
by private sector institutes and other
government institutes, respectively, are
accredited. Only 26 per cent of TEVT
programmes offer the NVQ qualification, which
is the only recognized qualification in Sri Lanka.
The remaining 74 per cent offer a variety of non-

Education Gommission, Sri Lanka,
b,
1 bid,

NVQ qualifications. The institutions under the
MSDVT conduct 64 per cent of its programmes
in NVQ while other government training
institutions and private sector training
institutions also conduct training programmes
in NVQ but it is 10 per cent and 12 per cent,
respectively.”

Also, due to the dominance of state sector
providers, and the facilities avallable to them,
state sector intervention is needed for long-term
growth of the private sector in TEVT.* For
example, the facilities and resources available
to training providers vary significantly. In
general, training institutes under the MSDVT
tend to have better equipment and resources
when compared to other TEVT institutes.**
Further, fee-levying private providers can also
provide training in a more cost-effective way. A
validation report by the ADB reveals a number
of downsides including amongst others, the lack
of teachers, which hamper the actual output for
technical diploma programmes; limited benefits
attained from the short-term staff training due
to late scheduling, large numbers to be trained,
and some irrelevant training.®

5.5 Policy Implications

5.5.1 Reforms to Bridge Skill
Gaps to World of Work

Addressing the mismatch between the skills
acquired through the education system and the

TVEC (2015}, Baseline Survey of the Technical and Vocational Education and Training {TVET) Sector, Technical and Vocational

= NEG (2009), National Folicy Framework on Higher Education and Tachnical and Vocational Education, National Education

Commission, Sri Lanka,

= TVEC (2015), Baseline Survey of the Technical and Voecational Education and Fraining (TVET) Secfor, Technical and Vocational

Education Gommission, Sri Lanka,

2 ADB (2014), Sni Lanka Technical Education Development Profect, Asian Development Bank, Manila.
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requirements of the labour market are key
concerns of the current education system. It is
essential to reform the school and university
curricula by introducing more market oriented
subjects such as ICT/technological subjects as
core subject in each A-Level subject stream,
especially in the arts stream, in order to bridge
the gap between demand and supply for these
vital skills.

It is also a necessity to provide access to equal
opportunities for education to all students across
the country. Opportunities for education in
science should be extended to remove
involuntary discrimination for
education. While the number of science
teaching schools needs to be increased to
address equitable distribution, the technology
stream should be strengthened where
provision of science teaching is not possible.

science

State universities should change to become
dynamic centers 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 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 is
recommended for students after sitting for O-
Levels to address the skill gaps of school
leavers. Training programme should be more
work-oriented technical training in different
fields such as hotel, construction, textile and
garment sectors, etc. Vocational education
systems should be linked with industries that
can absorb these students. Therefore, training
programmes should be developed with the

It is essential
to reform

the school
and university
curricula by
introducing
more market
oriented
subjects
such as ICT/
technological
subjects

as core
subject in
each A-Level
subject
stream,
especially

in the arts
stream.

involvernent 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.
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A

minimum
of two
years
training

Is recom-
mended for
students
after sitting
for O-Levels
to address
the skill
gaps of
school
leavers.

To address the labour market information gap
among school leavers, awareness and
absorptive capacities of industries, as well as
education and training institutes needs to be
developed. 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
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involvement of vocational training authorities,
private sector institutes, etc.

5.5.2 Reforms to Expand Oppor-
tunities for Tertiary Education

The expansion of higher
opportunities in Sri Lanka has enabled many
students who would otherwise have studied
abroad to graduate locally at a considerably
lower cost, saving foreign reserves and
minimizing the outflow of knowledge (referred
to as 'brain drain'). It also has the potential to
encourage foreign investment and attract
students from countries in the Asian region.
Facilitating the establishment of affiliated
institutes and world-class private sector
universities will contribute towards developing
a 'knowledge economy' with a competitive
skilled force.

education

However, policy makers have to ensure that
quality and standards are not compromised
through ineffective monitoring and contral of
private providers. The prevailing guality
assurance mechanisms and regulatory systems
have a very narrow coverage, excluding the
vast non-state HEIs functioning independently.
Under the current system, the Ministry of Higher
Education and Highways facilitates Review
Panels and Standing Committees on
Accreditation and Quality Assurance (SCAQA)
to monitor the functions, and accredit the higher
education programmes conducted at institutes
which are under the purview of the UGC and
recognized private institutions.

Although the proposed Quality Assurance,
Equalization, Qualification and Framework Bill
failed, it is necessary to strengthen the
regulatory mechanism of these institutes by
incorporating new rules and regulations. It is
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crucial, therefore, to identify desired standards
of these institutions with respect to their student
recruitment criteria, fee structure, academic
programmes, quality assurance and
accreditation, etc. As in the case of SAITM, and
other institutes offering professional degrees,
the first intake should be allowed only after the
institute has obtained the compliance

certification from the relevant professional body.

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. 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)
promaoting research and creative activity in
higher education institutes.

Further, NEC 2009 recommendations included
the establishment of a National Quality

Assurance, Accreditation Council (NQAAC) 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. Setting a
national standard in the country for all tertiary
help reduce doubt and
controversy surrounding private providers. The
NEC proposes that the NQAAC should be
established by an Act of Parliament and its
governing body should include officials from
both the higher education and TEVT sector. This
body is to be empowered with the right to award

providers will

recognition to institutes and universities. The
NQAAC will set national standards and
guidelines to be followed by all tertiary
education providers. They will also conduct
cyclical reviews of all academic activities of
these institutes to ensure the guality of all
programmes offered within the higher education
and TEVT sector.®

Further, maintaining relationships with the
industry and the job market is vital for the TEVT
sector. Competition from non-state sector
providers also help to improve the overall quality
of programmes offered within the TEVT sector.
Recommendations made by the NEC on
Mational Policy Framework on Higher Education
and Technical and Vocational Education support
government assistance to non-state sector
providers.?® An assessment of all TVEC
registered non-state institutions will have to be
carried out in order to identify areas of
intervention. In order to maintain the standards
of these institutions, the renewal of registration
of non-state institutions should be subject to
maintenance of standards on par with state

*= NEC (2009), Natioral Folicy Framework on Higher Education and Technical and Vocational Education, National Education

Commission, Sri Lanka.,
* Ibid.
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Sri Lanka
should
establish a

providers. Non-state sector institutions should
also share the responsibility of education and
training so as to foster a more beneficial
cooperation between the two sectors. Given the
large number of non-NVQ qualifications offered
in the country, the NEC recommends the

Natlonal establishment of a standardized system to
. recognize non-NVQ programmes under the
QU al Ity NVQ framework. This would enable links within
the sector to allow non-NVQ certificate holders
ASSU ra nce’ to subsequently obtain NVQ gualifications. The
Accreditﬂtiﬂn NEC further encourages the establishment of
. long-term PPPs in TEVT. This would, however,
COU“ClI by require a proper institutional and legislative
framework to ensure its sustainability and
an Act of amewo! !
viability.”
Parliament,

An alternative to establishing private HEls
as an would be to involve the private sector in

i d d t financing and managing state-sector tertiary
In epen en education - i.e., encouraging PPPs within the
bOdY appointed sector. New trends include the use of choice-
based policy initiatives - i.e., the use of voucher
schemes an mntrac‘ﬂnge ucational services
by the h d ing educational servi
. to private organizations. Outsourcing of services
PfESldent, to to the private sector could help reduce
cover a" areas politicization and increase productivity in the
of higher

education sector. It could further increase
transparency in government spending, improve
education and
technical and

efficiency and quality in the delivery of
education, and improve choice and access to
vocational
education in

education, especially to those excluded from
traditional systems. Conversely, contracting
could also lead to less government control,
increased administration costs and open up
opportunities for corruption.

Sri Lanka.

Also as discussed in detail in previous reports
of the Sri Lanka: State of the Economy,® the

= i,
# |PS (2015), "Educational Sector Reforms to Bridge Skill Gaps®, in Sr Lanka: State of the Economy 2075, Institute of Policy

Studies of Sri Lanka, Colombo; IFS (2016), "Advancing Sri Lanka's Education System through Innovative Funding®, in Sri
Lanka: State of the Economy 20768, Institute of Policy Studias of Sri Lanka, Celombo.
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country can adopt models similar to those used
around the world, including the voucher
systems, contracting models, and cost-sharing
systems adopted in countries such as the US,
Germany, Singapore, Bangladesh, China, and

Malaysia. Establishing such partnerships would
be beneficial to all stakeholders in increasing
efficiency, creating links between educational
providers and the job market, and in improving
investment in Sri Lanka's higher education.
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6. Retaining, Re-integrating and
Attracting Talent for Growth and

Competitiveness

6.1 Introduction

ri Lanka is a growing middle income

country with further potential for growth,

However, the country's labour market is
not yet fully geared to facilitate such a growth
process. As discussed in Chapters 4 and 5 of
this report, Sri Lanka needs to heavily invest in
enhancing the efficiency of the labour market
to improve its competitiveness; a necessary
condition for such labour market efficiency is
the availability of skilled workers.

Despite limitations, Sri Lanka makes significant
investments to educate and train its workforce.
Nonetheless, annually, a large cohort exits the
Sri Lankan labour market both directly and
indirectly. Direct departures occur when
workers leave to pursue employment
opportunities overseas, while indirect
departures occur when people migrates for
higher education (home grown global talent)
or as a tied migrant and subsequently choose
to pursue employment overseas. Both direct and
indirect departures are a result of the Sri Lankan
economy being closely integrated to the rest of
the world, while direct departures is an outcome
of the equilibrating demand and supply forces
of the global market for labour. However, Sri
Lanka's integration with the global market for
labour is largely one sided as the economy's
openness to receive foreign talent is at an
incipient stage.
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Against this backdrop, this Chapter focuses on
Sri Lanka's ability to retain and re-integrate
skilled workers, attract home grown global
talent, and benefit from a global talent pool. As
such, Section 2 discusses recent trends in talent
movements to and from Sri Lanka, followed by
push and pull factors for migration from Sri
Lanka; Section 3 analyses possible approaches
to synchronizing migration with the domestic
labour market. The main approaches analysed
are retaining talent, re-integrating talent,
reversing brain drain and tapping the global
talent pocl. Section 4 includes a discussion
about the current Mational labour Migration
Policy in Sri Lanka and its possible future
directions; and Section 5 offers a summary of
the discussion and recommendations for policy
directives.

6.2 Recent Trends in
Talent Movements

6.2.1 Worker Departures

The departure of labour market talent from Sri
Lanka has experienced a shift more recently
where migrant workers have become more
skilled over the years. With the exception of
housemaids, in the long run all other skills
groups have experienced an upward trend
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(Figure 6.1). In 2016, migrant worker departures
in skilled and professional categories increased
to reach 76,559 and 6,574, respectively. This
up-skilling of migrant worker departures is a
result of the combination of policy initiatives to
restrain migration for housemaid occupations
and skills training provided to change the profile
of migrant workers. Additionally, upgrading the
existing skill training to internationally
recognized levels such as developing the
Mational Vocational Qualification (NVQ) for
different categories of migrant workers and
equipping
standardized training programmes have also
contributed towards up-skilling of migrant
workers from Sri Lanka.

training centres to provide

Figure 6.1

Training programmes are implemented with
technical support from the Ministry of Youth
Affairs and Skill Development and the state and
non-state technical education and vocational
training (TEVT) network. Other efforts towards
skills diversification include efforts by the Sri
Lanka Bureau of Foreign Employment's
(SLBFE) to identify market demands in
destination countries by skills; liaising with
private recruitment agents authorized to
conduct training programmes; collaborating
with state TEVT institutions; and signing a
Memorandum of Understanding (MOU) with the
Open University of Sri Lanka to conduct a
degree programme for nursing and caregiving.’

Departures for Foreign Employment by Skills Groups: 1994-2016
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" Thimothy, R., S.K Sasikumar, P. Ratnayake and P, Ang Alvin (2018), Labour Migration Structures and Financing in Asia,

Intarnational Labour Organization, Geneva.
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6.2.2 Student Departures and
Intakes

The capacity constraints in the public university
system in Sri Lanka have created a growing
demand for alternative education options for
local students. For instance, only 18.6 per cent
of the students who were eligible for university
education were admitted to the state
universities in 2015/2016. Of those deemed not
eligible to enter state universities, a proportion
seeks admission to universities in developed
and developing countries, including
neighbouring countries such as India, Nepal,
Bangladesh and Malaysia.® Similarly, a vast
majority of Sri Lankans seeking postgraduate
education prefer foreign qualifications.
However, there is no systematic data available
to accurately estimate the numbers of
departures. Data from the Department of
Education and Training in Australia indicate that
in 2016, nearly 78,107 Sri Lankan national
students have enrolled while another 30,671
previously enrolled Sri Lankan national
students have graduated in the same year.®
Immigration statistics compiled by the UK Home
Office show that 737 study visas were issued to
Sri Lankan nationals in 2015." The Report of
the Visa Office produced by the US Department
of State indicates that 841 student visas (F1)
were issued to Sri Lankans in 2016, while

another 146 visas (F2) were issued for spouses
and children of student visa recipients from Sri
Lanka.” Literature suggests that those with high
skills have a high tendency for an assortative
mating,® and the likelihood of their children
also being high-skilled is high, As such, F2 and
similar visas in other countries are likely to carry
high skilled and potentially high skilled
individuals away from Sri Lanka to other
countries.

In addition to the demand for foreign education
by Sri Lankans, the capacity constraints in the
state universities have also created a market
for non-state actors in the higher education
sector in the country. In recent years, there have
been a rapid increase in the number of affiliated
non-state sector universities and higher
education institutions in Sri Lanka that offer
foreign degrees or equivalent gualifications.”
In addition to local students who were unable
to gain entry to state universities, these
universities also attract a small, yet growing
number of foreign students. In 2015, the
Department of Immigration and Emigration
{DIE) had issued 4,428 new visas and
extended another 4,186 previously issued visas
for students and scholarship holders.® Similarly,
in 2015, relevant authorities have processed
approximately 224 student visa applications
related to non-state higher education placement

# CBSL, Annual Report 20715 & 2016, Central Bank of Sri Lanka, Colombao,

* Available at https:/finternationaleducation.gov.aw/research/International-StudentData/Pages/international StudentData2 (1 6
aspx, It must be noted that the data do not distinguish betwaen resident and non-resident Sri Lankans enrolled in

Australian institutions.

*  Department of Education and Training, "International Student Data 2016", availabie at hitps:finternationaleducation.gov.au/
research/international-Student-Data/Pages/International StudentData 2016 .aspx.

Department of State, "Repart of the Visa Office 2016", available at hitps://travel state govl/content/dam/visas/Statistics/

Man-ImmigrantStatistics/NIVDetailTables FY 16%20MNIV9.20Datail®e2 0 Table. pdf.
* Choi, K. H., and R. D. Mare (2012), International Migration and Eduecational Azsortative Mating in Mexico and the United

States, Demography, 49(2), pp. 449-476.

" Sea Chapter 5 of this publication on Bridging the Skils Gap in Sr Lanka.
® DIE (2015), Performance Report of the Department of immigration and Emigration 2015, Department of Immigration and

Emigration, Colombao,
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in Sri Lanka, while 3,091 foreigners arriving in
Sri Lanka have reported education as the
purpose of visit, Nearly 70 per cent of these
arrivals for education in 2015 have originated
from South Asia, while the Maldives stands out
as a country of origin accounting for 1,524
arrivals.®

6.2.3 Worker Arrivals

Sri Lanka is experiencing acute skills
shortages. Estimates indicate that about
150,000 individuals join the labour market every
year without any training and the skills deficit is

about 25,500 trainees in tourism, 4,000 craft
level workers in construction, and 5,000 in light
engineering and manufacturing sectors.™ In
the ICT sector, the skills gap is 468 graduates
per year." Recent efforts to bridge this skills
shortage has seen an increased reliance on
foreign labour and skills in key development
projects -- ranging from the Southern
Expressway to the ongeing Colombo Port City
project. This increasing inflow of migrant workers
is radically changing the migration profile of
the country.

EERGEBI UNSKILLED WORKERS
JOIN THE LABOUR FORCE
ANNUALLY

et

SKILLS DEFICIT

‘o & UT

25,000 5000 in Light 4000 Craft-
Traineesin Engineering and Level Workers
Tourism Manufacturing in
Construction

# BLTDA (2015}, Annual Statistical Report, Tourism Developrment Authority, Colomba.

U NPD (2014), Skills Sector Development Programme of Sif Lanka 2074-2020, Ministry of Finance and Planning, Celombo;
Chandrasiri, 5. and R. Gunatilaka (2015), The Skills Gap in Four Indusinal Sectors in 5 Lanka, International Labour

Organization, Colombo.

' ICTA (2014), National ICT Workforce Survey, Information and Commission Technology Agency, Colombo.
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As per the current immigration policy, residence
visas for employment in Sri Lanka are issued
under five categories as follows:
1. Expatriate personnel employed in
projects under the BOI of Sri Lanka

2. Personnel employed at banks and their
dependants

3. Volunteers/personnel attached to non-
governmental organizations (NGOs)

4. Personnel employed in a project,
institution or organization under
diplomatic missions in Sri Lanka

5. Personnel employed in a private
company and their dependants

In 2015, 10,051 foreign personnel obtained
resident visas for employment in BOI projects
in Sri Lanka, while another 8,512 obtained visas
for employment in the private sector. A total of
1,708 foreign personnel have obtained resident
visas for government service (Table 6.1).

Table 6.1

In addition to these authorized personnel in
employment, the presence of labour shortages
in the domestic market creates a demand for
illegal immigration for employment into Sri
Lanka.’™ Given the irregular nature of this
immigration, there are no valid estimates.
MNonetheless, it is believed that approximately
200,000 unauthorized foreign workers are
currently working in Sri Lanka, with the
construction sector appearing to attract the
largest share of unauthorized foreign workers.™

6.3 Reasons for Migra-
tion

In order to successfully retain, reintegrate and
attract Sri Lankan talent to the local economy, it

is important to understand the underlying
reasons why workers choose to leave the

Extensions and Issuances of Resident Visas for Employment in Sri Lanka - 2015

Extensions

Visa Type

Year

New Issuance | Fax Messages

2364 | 2733 | 2,048 | 3,138 129 a7

Landing
Sent to Endorsement
Embassies

2014 | 2015

Persons who are 4,015 | 4,083 9,456 10,051
serving in BOI projects

Persons who joined 3,760 587 | 3,805 475 | 3,382 636 43 30 110,996 1,708
government service®

Persons serving in 2,337 | 2,639 | 2432 | 4,333 | 1,720 | 1,405 103 135 | 6,592 8512

the private sector

Motes:
repors.

Source; Department of Immigration and Emigration, Colombe,

a: 2014/201 5 data on persans in government service may differ according to the different categorizations in both

* Warakapitiva, K., {2017), "Acute Labour Shortage in Lanka; 200,000 Foreigners Working Here®, Sunday Times, 30 April, 2017,
available at http:/fwww.sundaytimes.|lk/170430/news/acute-labour-shortage-in-lanka-200000-foreigners-working-here-

236000 htm.

1 Jayasuriya, 3., (2017), *Imported Labour for Construction Industry”, Sunday Observer, 30 April 2017, available at hitp://
www. sundayobserver k201 7/04/30/business/imported-labour-construction-industry.
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country in search of better prospects, as well
as the underlying reasons as to why a specific
country is chosen as a destination. The
remainder of this section analyses such push
and pull facters for migration in Sri Lanka. This
discussion is limited to emigration because
immigration to Sri Lanka is still at an incipient
stage.

6.3.1 Push and Pull Factors

Until recently the majority of migrants from Sri
Lanka were females, dominated by those
seeking employment abroad as female
domestic workers (FDW).
around 2010 that the female share of departures

It was only from

has been consistently lower than that of males.
When females made up the larger share of
migrants, the dominant push factors for their
migration decision was the lack of alternative
employment opportunities in Sri Lanka.™ For

Economic Devalopmant Centre, Sri Lanka,

Unitad Arab Emirates, Human Rights Watch.
b,

5

Labour Organization, Colombao,
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200,000 unauthorized
workers in Sri Lanka
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many, seeking foreign employment was
primarily ‘a survival strategy pursued largely
out of desperation'.’® Available research also
finds evidence that although some migrant
females 'had a tenth or twelfth-grade education,
they were unemployed or underemployed in
Sri Lanka before and after migrating'.”® The
same study also finds that their limited access
to education and vocational training served as
a barrier to obtaining adequate employment in
Sri Lanka, and was therefore a factor in their
decision to migrate.

Mirroring the era of female dominance, the more
males dominated labour migration from Sri
Lanka in more recent years also reveal that the
push factors remain unchanged. Available
evidence shows that a high concentration of
migrant workers tends to originate from under-
served communities with fewer services and in
marginalized areas."” Workers appear willing

Caritas-SEDEC (2011}, Migration of Sri Lankan Women: Analysis of Causes and Post-Arrival Assistance, Caritas Social and

HREW (2007), Exported and Exposed: Abuses Against Sri Lankan Domestic Workers in Saudi Arabia, Kuwait, Lebanon, and the

ILO (2013), Reintegration with Home Community: Perspectives of Returnee Migrant Workers in Sn Lanka, International

103



STATE OF THE ECONOMY 917

to migrate repeatedly from such localities given
a lack of alternative means of livelihood. Based
on field research carried out in 2011, other
studies also find that pre-migration socio-
economic situation, economic difficulties and
higher earning possibilities abroad were the
major push and pull factors for labour migration
from Sri Lanka.”™ Similar field-based research
carried out in 2015 reiterates that the inability
to find well-paid local jobs continues to serve
as a critical push factor in migrant decisions.™

Similar to those in the left side of the skills
distribution, professional migrants are also
faced with nuances of the same push factors. In
study focusing on 1,915 specialized medical
doctors who were initially educated and trained
in Sri Lanka, a prominent push factor was found
to be the lack of professional opportunities to
develop their careers in Sri Lanka subsequent
to abtaining foreign training for specialization.®
Additionally, the disparity in facilities in rural
areas compared to Colombo severely influence
medical doctors' decisions to migrate.
Mareover, other facilities such as education for
children and overall standard of living in rural
areas are also found to be important push
factors as junior doctors and those returning to
Sri Lanka after foreign training are expected to
take up compulsory postings appointments in
rural areas.

By contrast, while the limitations in the Sri
Lankan economy appear to drive skilled and
talented workers out of the country, the
favourable conditions in destination countries
attract those contemplating foreign employment.

" Siriwardhana, C., et. al, (2015), "Impact of Economic Labour Migration: A Qualitative Exploration of Left-Behind Family

Persistent
income
gaps
across
destination
countries
and Sri
Lanka,
social and
economic
inequality,
and
demographic
iImbalances
translate
to puli
factors for
migration.

Member Perspectives in Sri Lanka", Journal of Immigrant Minority Health, 17(3), pp. 885-894.

* Gamburd, Michele R., "Migrant Emplacement: Gendered Subjects, State Regulations, and the Discursive Erasure of Elders

in Sri Lanka’, in Caring for Qld Age, edited by Reberta Mandoki, Heidelberg University Press, forthcoming.

o de Silva, PA., et. al.,(2013), "Migration of Sri Lankan Medical Specialists”, Human Resources for Health, 11(21).
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The persistent income gaps across destination
countries and Sri Lanka, social and economic
inequality, and demographic imbalances
translate to pull factors for migration. These are
also called 'place utility' due to the capacity and
desirability of destination countries to attract
people. Other factors such as social networks,
cheap
communications,?' and labour shortages work

transportation, and ease of
in tandem with these main pull factors in
attracting foreign workers to destination
countries.

UAE

In general, migrants are often attracted to high
salaries and favourable labour market
conditions in destination countries. In the case
of most destination countries, the wages for a
given occupation is much higher than in Sri
Lanka. For instance, in 2013, the average
annual earnings of a qualified CIMA member
in Sri Lanka was US$ 22,038, while a similar
qualified CIMA member earned an average
salary of US$ 193,465 in the US, US$ 54,355
in the UK, US$ 135,409 in Australia and US$
55,955 in the UAE (Table 6.2). This translates

SRI LANKA

$ 22,038

21 WB (2016), Migration and Development - Role of the World Bank Group, World Bank, Washington D.C.
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Table 6.2

Comparison of Average Annual Earnings of Accountants - 2013

Country Earnings in local

Currency

Earnings in USS$

Earnings in USS PPP
terms (adjusted by

Sri Lanka 2,881,476 (Rs.)
USA 193,465 (USS)
UK 36,146 (£)
Australia 145,971 (AUD)
UAE 213,804 (AED)

Big Mac Index)

22,038 35,512
193 465 193,465
54,355 61,274
135,408 132,200
55,955 193,634

Source: CIMA Sri Lanka (2013), CIMA Salary Survey 2013, Chartered Institute of Management Accountants. Sri Lanka.
CIMA UK 2013a, CIMA UK 2013b, CIMA Salary Survey 2013; CIMA UAE(2013), CIMA Salary Survey 2013,
Chartered Institute of Management Accountants, Middle East, United Arab Emirates; CIMA Australia (2013).
CIMA Salary Survey 2013, Charterad Institute of Management Accountants, Australia. hitps://www.irs.gov/
individuals/ international-taxpayersiyearly-average-currency-exchange-rates.

CBSL, Annual Rsport 2075.

to annual earnings of an accountant to be nearly
nine times higher in the US, two and half times
higher in UK and UAE, and six times higher in
Australia than in Sri Lanka. Likewise, there are
notable wage differentials in other fields as well.
For instance, in 2015, a Medical Officer in Sri
Lanka was entitled to an annual salary of
approximately of US$ 9,212 {Rs. 1,3 million),*
while a general practitioner earned USS$
159,000 in the UK, US$ 84,000 in Australia and
US$ 161,000 in the US.*

In addition to wage differentials, another
important pull factor is the living standards in
the countries of destination. When adjusted for
purchasing power parity (PPP), the dollar value
of earnings of an accountant in the US and UAE
are comparable and are over five times that of
Sri Lanka (Table 6.2). Such differences in
earnings reflect the ability to acquire a higher

level of consumption, a better guality of life and
greater economic stability at destination
countries.

Other labour market related pull factors in
destination countries include access to
productive
opportunities, better working hours, better
working environments, and more opportunities
for career development. Non-economic factors
such as political stability, strength of institutions
and rule of law, etc., are also pull factors that
attract all types of migrants to destination
countries.

employment and income

In contrast to migration for employment abroad,
the pull factors in transforming a student migrant
into a migrant worker is largely linked to the
difference in the level of acceptance of
gualifications from Sri Lanka. It is well

= Available at hitp:fwww.pubad.govikiwebleservices/circulars/2015/E/03_2016(g).pdf.
= Sabin, Sara (2018), "10 Highest Paid Gountries in the World, Blog on Medical Footprints®, available at. hitps:/

medicfootprints.org/1 0-highest-paid-countries-world-doctors.
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established that foreign education is often
discounted in the destination country's labour
market if the foreign education has been
obtained in a country where the overall
development level is lower.*® As such. for
students originating from Sri Lanka, their
qualification from a developed country which
now puts them on par with others in the labour
market in the destination country, often serves
as a push factor to pursue employment
subsequent to gaining some education in the
destination country. This in turn makes the
alternative of returning to Sri Lanka less
attractive in comparison. Other reasons for a
reluctance to return include difficulties in finding
appropriate employment opportunities for the
skills sets developed overseas, and the inability
to recover the cost of foreign education with
local salaries.

6.4 Synchronizing
Migration with the
Domestic Labour
Market

Given Sri Lanka's level of globalization and
integration with the rest of the world, it is
important to shift away from a more local
focused labour market strategy towards a more
globally aftuned one. As such, it is important to
synchronize migration with domestic labour
market developments.

The laiest projections as per the Global
Competitiveness Index (GCI) indicate that the
quantity and the quality of Sri Lanka's future
workforce will be lower than that of the current

The latest
projections
as per the
Global
Competitive-
ness Index
(GCI)
indicate that
the quantity
and the
quality of
Sri Lanka's
future
workforce
will be
lower than
that of the
current
workforce.

# ADE (2014), Labour Migration, Skills and Student Mobility in Asia, Asian Development Bank, Manila.
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Figure 6.2
Vicious Cycle of Skilled Labour
Shortages

Labesur Labaour
miraticn shonages
Lack of opportunitios Lecw Cproth

s

workforce.® Such dynamics of the skill-set of
the workforce indicate that Sri Lanka's human
capital is declining and the growth path of the
economy could be adversely affected. Hence,
appropriate measures are required to arrest the
impending situation. Among possible
measures, an important one is to broaden the
scope of the labour market to benefit from the
global talent pool. For this, Sri Lanka needs to
actively integrate all components of its talent
pool into the local market. This involves retaining
talent within the country, reintegrating those
returning to the country and attracting home
grown as well as foreign grown talent.

6.4.1 Retaining Talent

In terms of the capacity to retain talent, Sri Lanka
was placed 50 out of 138 countries in 2016 GCI
ranking. Shortages in skilled labour acts in a
vicious cycle as illustrated in the schematic
below, as the lack of required skilled personnel

limits an economy's capacity to grow, and lack
of opportunities in turn promote emigration of
other skilled workers as well,

In order to address macro level push factors
that drive Sri Lankans out of the country,
adopting broad based systemic changes that
would improve the policy,
institutional, and governance environment are
vital. Such policy changes will support
entrepreneurship, efficient markets as well as

regulatory,

improve the business climate and standard of
living in the country. In turn, they will also help
to improve economic grawth and employment
opportunities within the economy. In addition to
these macro level changes, the labour market
in Sri Lanka also needs to evolve. Clear and
strong incentives for employees, meritocracy
at the workplace, and equity in the business
environment between women and men are
identified as contributory factors in a country's
attractiveness for talent.®

To ensure a robust environment for growth, Sri
Lanka also needs capital to create ventures
that will provide adequate opportunities for local
talent. Agglomeration of economic activities can
help, increasing the returns to scale in
production and spill over benefits. To this end,
Sri Lanka is focusing on designated areas for
high skilled activities such as the development
of a Science and Technology City that aims to
provide '‘infrastructure for geographic
concentration of all high-tech research and
development centres, incubation centres, and
high-tech industries with all requisite support
services and facilities, and in addition, a
dedicated technological university among other
major technology centres'.?” The attraction of

= Schwab, K. (2016}, The Glebal Compelitivenass Report 2016-2077% World Economic Forum, Geneva.

o b,

T WRMPP (2016), Weslern Region Megapolis Master Flan: From Isfand o Continent, Ministry of Megapolis and Westarn

Development. Colombo,
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Figure 6.3
Recruitment Matrix

Trained _ A | C
Not trained | B D

related business activities to these areas will
promote opportunities and growth for skilled
and talented workers.

Mareaver, as of recenily, in placing Sri Lankans
for foreign employment, measures to
synchronize emigration with the needs of the
domestic labour market have been initiated. In
contrast to the previous approach of allowing
emigration for employment without any
alignment with the domestic labour market,
starting from 2017, SLBFE has adopted a
Recruitment Matrix as illustrated in the
schematic diagram below to identify training
and experience of potential migrants for more
effective placements.

As per the recruitment matrix, only those with
training and experience will be placed in
foreign labour markets, while all others will be
required to contribute to the local labour market
prior to considering overseas employmaent.
Hence, those with experience but no training
(cell B) will be given the opportunity for
"Recognition of Prior Learning (RPL), where
TEVT institutions, Vocational Training Authority
(VTA), etc., will provide the required recognition
upon evaluation of their skills. This is to enable
workers to appropriately contribute to the
domestic or foreign labour market. Similarly,
those with training but lacking prior experience
{cell C) will be the target group for placement in

Clear and
strong
incentives for
employees,
meritocracy
at the
workplace,
and equity

in the
business
environment
between
women and
men are
identified as
contributory
factors in

a country's
attractiveness
for talent.
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the local labour market. The exposure they gain
in the local labour market is expected to
contribute towards the required experience for
foreign jobs whilst addressing the needs of the
domestic labour market. Those not trained and
are also not experienced (cell D) will be initially
trained and given the opportunity to acquire
experience in the local labour market. The flow
of recruitment from cell D to cell C to cell B to
cell A in the recruitment matrix is aimed at
balancing the benefits of foreign employment
at the macro level while addressing the needs
of the local labour market.

However, the newly introduced recruitment
matrix needs to be complemented with regular
information about labour shortage and surplus
occupations to better balance the domestic
labour market demand with the supply of
foreign labour from Sri Lanka. Currently, Sri
Lanka does not have a system which provides
such labour market information. However,
countries such as the UK and Germany
regularly publish 'shortage occupations lists'.
The availability of such a list in Sri Lanka will
give a snapshot of available opportunities within
the economy, which can help the TEVT sector
in Sri Lanka to prioritize training courses offered
in such labour shortage fields. Such efforts
would help to better guide policy formulation in
regards to the domestic labour market and
foreign employment strategies.

6.4.2 Reintegrating Returnees

In addition to focusing on retaining talent, Sri
Lanka should also focus on re-integrating those
returning from foreign employment back into
the local labour market. A large proportion of
labour migrants from Sri Lanka are temporary
migrants who return to Sri Lanka after certain
period of work abroad. Often they return with

110

For Sri
Lanka
to benefit
from
nuanced
changes
in the quality
of workers,
as a first
stepitis
important to
reintegrate
migrant
returnees
to the local
economy.

better skills and experience, some of which may
be hard to guantify or measure. For instance,
construction workers return with added
exposure to the use of machinery and latest
technology in the industry. Similarly, some
returnees may have become more disciplined



workers, improved their attitudes towards work,
become hard workers and improved their
determination and perseverance.® In order for
Sri Lanka to benefit from these nuanced
changes in the quality of the worker, as a first
step it is important to reintegrate the returnees
to the local economy.

Currently, Sri Lanka has a comprehensive
program for reintegration of returning migrants.
The Sub-Policy and National Action Plan on
Return and Reintegration of Migrant Workers
identifies economic re-integration as one
important area. Under this, two strategies are
particularly relevant, namely 1) quality
standardization and certification of skills of
migrant workers at pre-departure and upon
return; and 2) securing local employment for
returnees through public-private partnerships
{PPPs).

For the first strategy, standardized skills
assessment and certification mechanisms are
developed by the relevant agencies such as
the Ministry of Foreign Employment (MFE),
SLBFE, TVEC, VTA and National Apprentice
and Industrial Training Authority (NAITA). Under
this, the need to set up an information desk at
the airport for recognition of prior learning and
skills upgrading is noted in the strategy. Such
identification of enhancements to the skills set
of a returning migrant would enable better
placement of returnees in the local labour
market. Under the second strategy, the sub-
policy aims to enhance the capacity of local

STATE OF THE ECOMNOMY 20

employers to recognize skills and accept/
support returnee migrant workers. Here, the
sub-policy identifies the importance of online
skills matching for job opportunities for returning
migrants.

However, there is evidence to suggest that 'most
migrant workers do not have specialized skills
and therefore they end up in unskilled
occupations or informal sector activities and
many returnee migrant workers remain
unemployed'.®® Moreover, research also
highlights the
programmes catering to semi-skilled and skilled
returnees in particular®™ A majority of the
reintegration programmes available cater to

need for reintegration

low-skill categories such as housemaids. The
dearth of reintegration programmes offered by
both government and non-government
agencies for the semi-skilled or the skilled
returnees is noticeable, especially given the
role they can play in terms of their contribution
to the economy and to development overall.

6.4.3 Reversing the Brain Drain

The current reintegration efforts in Sri Lanka
mainly focus on migrant workers. However, in
addition to migrant workers, a growing share of
students and professionals seek higher
education and other gualifications in
universities and institutions abroad. This loss
of educated individuals from a country is
identified as brain drain. Nonetheless, in recent
years, many countries including India and China

= Jayaratne, S., N. Perera, N. Gunasekera and N. Arunatilake (2014), Returning Home: Experiences and Challenges - The
Experience of Retumee Migrant Workers of Sri Lanka, Labour Economic Series No.17, Institute of Policy Studies of Sri

Lanka, Calombeo,

# |LO (2013}, Reintegration with Home Community: Perspectives of Returnee Migrant Workers in Sri Lanka, International Labour

Organization, Colomba,

 Jayaratne, 5., M. Perera, N. Gunasekera and N. Arunatilake (2014), Returning Home: Experiences and Challenges - The
Experience of Retumee Migrant Workers of Sri Lanka, Labour Economic Series Noo17, Institute of Policy Studies of Sri

Lanka, Colombo.
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Box 6.1
Reverse Brain Drain Initiatives in India

In recent years, India has made many conscious efforts to engage its diaspora for development,
These efforts were spearheaded by a separate ministry dedicated to the global community of
people of Indian origin named the Ministry of Overseas Indian Affairs (MOIA) and the Overseas
Indian Facilitation Centre (OIFC) However, in 2018, the MOIA was merged with the Ministry of
External Affairs to avoid duplication of waork. Some programmes/strategies deployed to harness
the benefit of Indian across the globe are as follows;

Overseas Citizenship of India (OCl) Scheme: introduced as an alternative for dual
citizenship. Those registered under OCI is granted multiple entry, multi-purpose, life-long
visa for visiting India, he/she is exempted from registration with Foreign Reglonal
Registration Officer or Foreign Registration Officer for any length of stay in India, and is
entitled to general 'parity with Non-Resident Indians in respect of all facllities avallable to
them in economic, financial and educational fields except in matters relating to the
acquisition of agricultural or plantation properties’. The main difference between dual
citizenship and QCI is the absence of political rights to the latter.

Know India Programme (KIP): familiarizes Indian-origin youth (18-30 years) with their
Indian roots and contemporary India, through a three-week orientation programme
organised by the Ministry. Majority of funding for KIP is provided by the MEA.

Study India Programme (SIF). is envisaged as a means of enhancing engagement with
the diaspeora youth. The objective of the scheme is to enable overseas Indian youth - i.e.,
foreign citizens of Indian origin in the age group of 18-26 years to undergo short term
courses to famillarize them with art and culture, heritage, history, economy and
development of India. This aims at providing an opportunity to the overseas Indian youth
to better understand and appreciate contemporary India, foster closer ties with the land of
their ancestors and enhance their engagement with India. The participants are selected
based on recommendations received from Heads of India Missions/Posts abroad, and a
majority of the costs are covered by the programme.

Expatriate Indians Day: dedicated day to mark the contribution of overseas Indian
communities to the development of India. Celebrated on 9th January each year as the
Pravasi Bharatiya Divas (PBD) its conventions are aimed at providing a platform for the
overseas Indian community to engage in mutually beneficial endeavours with the
government and people of India. On PBD appreciation awards are presented to outstanding
individuals of the overseas Indian community for their contribution to the destination
country or to India.

India Development Foundation of Overseas Indians (IDF-OI): is a not-for-profit Trust which
enables Overseas Indians to send contributions for implementation of social and
development projects in India. IDF-Ol has an online payment gateway to enable small
and regular eontributions to projects and to IDF-OI pool fund.

Giobal Indian Network for Knowledge (Global-INK): an online knowledge sharing initiative
aimed to expand the intellectual engagement of global Indians with their counterparts in
India. Member have the opportunity to provide or seek advice, contacts, assistance and
support in the areas of environment, health care. innovation and science and technology;
to convert ideas, research outputs into actions; to find research collaborators; and to
shape the future of India's knowledge economy.

Source: CODEV-EPFL, 1DSK, JNU and ILO (2013), Migration, Scientific Diasporas and Development:

Impact of Skilled Return Migration on Developmant in India, Cahier de la Coopération No. 8
(Lausanne: CODEV-EPFL),




STATE OF THE ECOMNOMY a0

have actively pursued strategies to reverse
brain drain. The strategies adopted by these
countries include awareness and networking
opportunities in the country of origin, relaxing
immigration and emigration policies, and
offering rewards and incentives for those
returning or engaging with the home country.
Box 6.1 details specific measures taken in India
in recent years to improve engagement with
Indian origin nationals as well as those
interested in India.

Similarly, Sri Lanka also has the potential to
benefit from the large network of persons of Sri
Lankan origin overseas. This cohort of persons
of Sri Lankan origin includes first generation
migrants who were born in Sri Lanka as well as
subsequent generations of Sri Lankan migrants
who were born overseas. With appropriate
strategies, Sri Lanka can benefit immensely
from persons of Sri Lankan origin in developing
a talent base that would push Sri Lanka from
an efficiency driven economy to an innovation
driven economy.

In order to promote reverse brain drain, Sri
Lanka can adopt a two pronged approach
which includes both a long-term and short-term
vision. In the long-term view, a fundamental
strategy Is to instill the importance of 'giving
back to Sri Lanka' among the very young
children in Sri Lanka. Specifically, it is important
to make young children aware of and
appreciative of the free education they receive,
and make them aware of their responsibility to
contribute back to the country. Other long-term
approaches include increasing opportunities
and macro level conditions in the country as
discussed before.

The short term strategies to reverse brain drain
should include liberalization of the higher

education sector, relaxed immigration policies,

improved about available
opportunities and visa procedures, and

attractive schemes to engage second and

awareness

subsequent generations of migrants. For
instance, currently Sri Lanka has a visa scheme
named 'My Dream Home' aimed at attracting
senior foreigners at retirement age by promoting
the favourable climatic and geographical
characteristics of Sri Lanka. An analogical
scheme can be developed to attract talented
second generation migration named 'Know Your
Sri Lanka' (KYSL) and emulate the features of
KIP or SIP deployed by India.

Additionally, the existing policy of the
Department of Immigration and Emigration
includes resident visas for ex-Sri Lankan
citizens and family members of Sri Lankan
citizens. Despite their existence, these schemes
are not utilized to their full potential like their
Indian counterpart OCI, Similarly, Sri Lanka
offers a 'Resident Guest Scheme Visa
Programme' which is aimed at attracting foreign
investors and professionals who could
contribute to the economic and socio cultural
enrichment of Sri Lanka. Nonetheless, Sri Lanka
is yet to fully utilize these available avenues to
address the impending skills deficit in the
country. As such, greater awareness of the
available options is crucial.

In addition to loss of talented persons of Sri
Lankan origin, Sri Lanka is also losing foreign
students produced by the local education
system. As discussed before, Sri Lanka has a
small yet growing population of foreign
students. This is in the context of the country's
efforts to achieve excellence in higher
education by 2020, by becoming the most
preferred country for higher education in the
Asian subcontinent. Nonetheless, the vision is
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geared only towards earning foreign exchange
via foreign student enrolment and overlooks ShOrt term
the associated human capital potential. As such, i
it is important to adopt a holistic approach where Stra te 9 IES
foreign students can be utilized to bridge the to reverse
skills gap in the domestic labour market via " i
opportunities such as internships and brain drain
apprenticeships. should include
. liberalization

6.5 Attracting Global s ek

of the higher
Talent e 9

eaucation
Despite Sri Lanka's incipient state of
harnessing the benefit of the global talent pool, sector, relaxed
growmq shortages in the domestic labour immigration
market is increasing the demand for foreign T
talent. At the policy level, available avenues to pOI iICles,
tap the pool of foreign talent include guest "T'I rOVE‘d
worker schemes, and bi-lateral and multi-lateral p
trade agreements. In terms of international awareness
comparisons, US immigration policy for abOUt available
instance allows employers to temporarily -
employ foreign workers in specialty occupations oppo rtunities
that require highly specialized knowledge. and Visa
Within EU states, workers are allowed to move
freely to provide services. Similarly, bilateral procedures,
agreemfants such as the Japan-Philippines and attractive
Economic Partnership Agreement pave the path
for Filipino nurses and healthcare workers to schemes to

rkin J A

work in Japan engage
Sri Lanka is attempting to adopt similar second and
practices. The prupiosed Economic and Subsequent
Technology Cooperation Agreement (ETCA) .
currently under negotiation with India is the generatlﬂns
maost adv:jmced of its kind on the policy front "ac- Of m igra ntS :
far. The bilateral agreement holds the potential

to tap skilled workers in India whilst at the same

0 Nozomi, Y., T. Mackey, K., Liang, A. Bryan and L. Gerlt (2014), "Pelicy Review: Japan-Philippines Economic Partnership
Agreement (JPEPA) - Analysis of a Failed Murse Migration Policy®, International Journal of Nursing Studies, 51(2).
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time allowing Sri Lankan nationals to access
work opportunities in India. The motivation
behind agreements like the ETCA is based on
the theory of labour market segmentation, under
which labour demands in certain sectors are
met with the help of migrant workers when the
labour force in the host country is either
unavailable or unwilling to take on those jobs.

Under ETCA migration of workers was
proposed to take place under Mode 4 -
Movement of Matural Persons of the WTO
General Agreement on Trade in Services
(GATS),* which has four operating methods,
namely: i) Intra-company transfers; ii)
Contractual suppliers; iii) Business vistars; and
iv) Independent professionals. In fact, foreign
nationals are already working in Sri Lanka
under the first three methods of Mode 4, as
discussed in Section 6.1.3 above. The possible
new component under ETCA was the migration
of independent professionals.® However,
despite industry level request to allow
immigration of skilled workers from India for
sectors such as IT and ship building, the same
has become a controversial issue in the recent
past. Concerns have been raised that the trade
agreement would welcome a host of ungualified
Indian professionals, inundate the labour
market and capsize employment opportunities
for Sri Lankan nationals. Due to the public

backlash, the current negotiations on the ETCA
exclude the fourth method of Mode 4 {(movement
of independent professionals). As such, the
possible migration of skilled workers under the
ETCA will likely complement Mode 3 of GATS
(commercial presence), where foreign national
workers' presence will be limited to intra-
company transfers, contractual suppliers and
business visitors, Such presence of foreign
workers would be similar to the existing
framework for employment of foreign nationals
under BOI projects. However, in contrast to the
project-wise approval by relevant authorities/
line ministries for work visas for such personnel,
the ETCA would formalize the process where
quotas will be allocated for each of these three
methods with streamlined procedures.®

While it remains impossible to predict the exact
impacts of agreements such as the ETCA on
the labour market, the introduction of such trade
agreements are likely to change the migration
profile of the country in two ways, namely: a)
increase the number of incoming migrant
workers and thereby shift the ratio of out-bound
to in-bound migrants; and b) increase the
percentage of high-skilled migrant workers in
the market. Together these call into question
the readiness of the country to manage the
volume and flow of incoming migrants in the
near future.

# The other modes are: Mode 1- Cross-berder supply; Mode 2 - Consumption abroad; and Mode 3 -Commercial presence.

Intra-company transters refer to existing employees being transterred within the same foreign controlled company; contractual

suppliers refer to employees of a juridical person (which has no commercial presence in host country) who supply & service
on the basis of a contract their employer has concluded with a consumer in host country; a business visitor is a person who
visits the host country for shart-term stays ot & few months (often limited to three months). will not be engaged in supplying
the service or making direct szles to the public in the host country, and no remuneration is received in the host country;
independent professionals are self-employed persons based in the territory of the foreign country, who supply services on
the basis of a service contract with a consumer in the host country.

# Mimstry of Development Strategies and International Trade, National Media Center, and Department of Government Information

(n.d.) ETCA and FTA's: Srf Lanka towards a Global Economy,
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6.6 Regulating Inbound
Migration: Sri Lanka's
Policy Frame-work

Historically, migration policy in Sri Lanka has
focused exclusively on regulating the outflow
of migrants. This is due in part to Sri Lanka's
status as a labour sending country. However,
shifting dynamics hasten the need for stronger
policies to increase the country's preparedness
to receive incoming migrant workers, The ability
to retain skilled foreign workers, and continue
to attract high-skilled migrant workers is
contingent upon the development of policies
that will cater to the needs of in-bound migrant
warkers while leveraging the potential they hold
to foster economic growth and development in
the country. Managing the multi-dimensional
challenges associated with migration, however,
requires a set of comprehensive policies that
are designed to maximize the benefits of
migration, while minimizing the potential
harmful costs associated with the movement of
people across international borders.

Current migration policy in Sri Lanka - the
MNational Labour Migration Policy (NLMP) of
2008 - focuses on three main areas, namely: 1)
governance of the migration process; 2)
protection and empowerment of migrant
workers and their families; and 3) linking
migration and development processes. The
policy identifies that return migration and
circulation are key opportunities for skills
transfer and productive employment. Similarly,
the NLMP of 2008 also notes that it would work
to engage 'transnational communities to
harness the resources, skills and expertise of
Sri Lankans working in skilled and professional
capacities overseas by providing incentives to
return, contributing to home country
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development'.*®* However, these aspects on
transnational communities have not yet
gathered momentum in policy implementation.

At present, the NLMP explicitly excludes
incoming migrants from its general purpose and
scope. Hence Sri Lanka has no formal,
regulatory framework to govern immigration of
workers. As a result, Sri Lanka lacks domestic
regulation to determine and recognize the
fareign training, skills and education of incoming
workers. The absence of an established
protocol for training, skills and education
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recognition of incoming workers has been one
of the central themes in the criticism levelled
against the ETCA. Professional bodies related
mainly to the IT sector and medical field such
as the Government Medical Officers Association
(GMOQA) have expressed fear that in an
environment where qualifications of the
professionals cannot be guaranteed, less
qualified/skilled workers who fail to secure
employment in India would seek employment
opportunities in Sri Lanka.

Similarly, NLMP also leaves out any mention of
students, be it incoming or outgoing. This reflects
a significant loophole which must be addressed
in order to ensure the protection of migrant
students. Another area that the revised NLMP
ought to focus is integration of immigrant
warkers, as integration policies are important
to attract foreign workers into host-countries.
While immigration policies differ widely
according to country-specific policy aims, there
are several key lessons to be gleaned.
Foremaost, immigration policies designed to
attract foreign workers must go hand-in-hand
with national policy instruments that are
designed to effectively integrate immigrants into
host countries. Integration is considered to be
the most effective way to realize the potential of
migration. The introduction of such policies
recognizes the responsibility of the host society
to ensure the right of immigrants and
newcomers to Tully participate in the economic,
social, cultural and political life of the country.
For non-nationals, the existence of such
policies also demonstrates the commitment of
host-countries to protect and foster the
wellbeing and development of migrant workers
and their families.

* MFEFPW (2008), National Labour Migration Policy, Ministry of Foreign Employment Promotion and Welfare, Colombo,
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In contrast to the NLMP, the National Migration
Health Policy (2012) takes into account the
needs of incoming migrants.”™ However, it is
severely limited in scope. Indeed, the policy sets
out an imperative strategy to increase access
to vital health services for all incoming migrants
as well as to respond to potential health
challenges arising from the movement of
persons across borders, which marks an
important step in the recognition of the rights of
migrants workers and their families who live
and work in Sri Lanka. However, the policy itself
is inadequate as a stand-alone regulator as it
only addresses a single, albeit important, aspect
of immigration policy.

6.6.1 A Protocol for Evaluating
Credentials of Incoming Workers

An important component of regulating incoming
migrant workers is to adopt a framework to
determine their qualifications. If Sri Lanka is to
open its labour market to foreign workers, it is
crucial to develop an authoritative framework
that captures foreign credential evaluation
beyond individual professional bodies. Such a
framework would on one hand ensure that
foreign workers competing with Sri Lankan
naticnals are equally gualified. At the same time,
employers in 8ri Lanka will be able evaluate a
pool of equally qualified talent - consisting of
both local and foreign labour - to hire a worker
who is best suited for the job. Most importantly,
such a macro level authoritative competent
authority would ensure an impartial evaluation
of credentials, from a broader perspective which
goes beyond the objectives of respective
professional bodies.

Currently, in selected professions such as
medical doctors and lawyers, there are
regulatory mechanisms to recognize foreign
qualifications of Sri Lankan nationals. For
instance, the Examination for Registration to
Practice Medicine in Sri Lanka (ERPM) -
formerly known as Act 16 - is an overseas
qualification recognition process carried out by
the Sri Lanka Medical Council (SLMC) in
conjunction with the University Grants
Commission (UGC) of Sri Lanka. Sri Lankans
with foreign medical qualifications who wish to
practice medicine in Sri Lanka are required to
pass the ERPM. Similarly, the Law College of
Sri Lanka conducts examinations to accept Sri
Lankans with British qualifications to the legal
profession in Sri Lanka. For instance, a Sri
Lankan with a British Barrister qualification or
an L.L.B. qualification can sit for the final
examination of the Law College of Sri Lanka
and enter the legal profession after completing
the practical training and taking oaths. Perhaps
these existing mechanisms targeting Sri Lankan
nationals with foreign qualification can serve
as a foundation in developing a framewaork for
qualification and credential recognition of
incoming foreign workers with foreign
qualifications.

As indicated in the above two examples, the
existing mechanisms require foreign qualified
professionals to sit local examinations prior to
professional activities in Sri Lanka. By contrast,
Mutual Recognition Agreements (MRAs), a key
element of FTAs like ETCA, enable the
gualifications of migrant workers recognized by
a professional body in the sending country to
be mutually recognized by its counterpart in

*® WOH (2012), Sri Lanka Mational Migration Health Policy Final Draft, Ministry of Health, Colombo.
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the receiving country. This could eliminate the
requirement to sit for local examinations and
replace the case-by-case credential evaluation.
For instance, under ASEANs
integration in services negotiation process,
MRAs are signed for many occupations such
as nursing services, engineering services,

regional

architectural services, and medical and dental
practitioners. As per the MRA of Nursing
Services, foreign nurses from other ASEAN
countries could apply for registration/licencing
to practice nursing in the host country if they
fulfil certain requirements including having a
nursing qualification, professional registration/
licencing from the country of origin, and
practical experience of over three years, to
name a few. Most importantly, the MRA identifies
10 nursing regulatory authorities in the 10
member countries as bodies vested with the
authority to control and regulate nurses and
their practice in these countries, which will be
mutually recognized by the other member
countries.

If Sri Lanka is to pursue ETCA and MRAs to
guide the recognition of qualifications of Indian
personnel, some critical conditions to be
considered are:

= the minimum level of education required
(entry requirements, length of study,
subjects studied)

« the minimum level of experience required
{location, length and conditions of
practical training or supervised
professional practice prior to licensing,
framework of ethical and disciplinary
standards)

= examinations passed for professional
competencies

= extent to which Indian country
qualifications would be recognized in Sri
Lanka

- listing particular diplomas or
certificates issued by pre-identified
Indian institutions,

- by reference to particular minimum
requirements to be certified by
authorities in India,

- including whether the possession of
a certain level of qualification would
allow recognition for some activities
but not others.

Similarly, the MRAs ought to outline the rules
and procedures to be used to monitor and
enforce the provisions of any agreement, the
mechanisms for dialogue and administrative
co-operation between the parties, and the
means of arbitration for disputes under the
MRA.

6.6.2 International Commitments

Despite the lack of domestic policies, Sri Lanka
has endorsed numercus international
conventions that underscore the rights of
migrants in host countries. In 2005, Sri Lanka
ratified the UN Convention on the Protection of
the Rights of All Migrant Workers and Members
which calls for states to "take measures not less
favourable than those applied to nationals fo
ensure that working and living conditions of
migrant workers and members of their families
in a regular situation are in keeping with the
standards of fitness, safety, health and
principles of human dignity" (Article 70). Despite
its recognition of the rights of migrant
communities, the country has done little in the
way of turning this recognition into policy and
law.
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Figure 6.4

Migration in the Sustainable Development Goals and Targets
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responsible migration (10.7)
Reduce transaction costs of remittances (10.c)

.!: including through birth registration (16.9)

Disaggregate data by migratory status (17.18)

Source: United Nations Migration Population Facts (2015).57

Additionally, Sri Lanka also declared its
commitment to the Sustainable Development
Goals (SDGs), which recognizes the important
nexus between migration and development.
Unlike the hitherto Millennium Development
Goals, the 2030 development agenda has
incorporated several targets to facilitate and
regulate the safe movement of people between
borders and to maximize the benefits afforded
by migration (Figure 3).

The inclusion of migration related goals and
targets in the SDGs speak to the centrality of
migration to the international development
agenda. If Sri Lanka is to honour its commitment
to the SDGs, then it must work rapidly to address
the loopholes in its current migration policies
to acknowledge the needs and rights of all
migrants, including in-bound foreign workers.

37 UN (2013), International Migration Policies Government Views and Priorities, United Nations, New York.
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6.7 Summary and Policy
Recommendations

Currently, Sri Lanka is at an efficiency-driven
stage of economic development, and aims to
graduate to the 'innovation-driven' phase.
However, the quantity and the quality of the
future workforce in Sri Lanka is projected to be
lower than that of the current workforce. This
implies a future skills and talent deficit in Sri
Lanka. One of the key strategies to overcome
such a deficit and graduate to an innovation-
driven economy is to synchronize the domestic
labour market with the global pool of talent.
Specific measures for such synchronizing
include retaining and reintegrating talent,
reversing brain drain and tapping into the
global talent pool.

To achieve these measures, Sri Lanka needs
to adopt long-term strategies so as to improve
the country's macroeconomic conditions and
create a sense of responsibility amongst its
people to give back to the country while being
global Sri Lankan citizens. These long-term
eftorts need to be complemented with near-term
strategies as suggested below:

* Develop up-to-date information of skills
shortages: To this effect, the relevant
authorities such as professional/
industry associations, or Department of
Census and Statistics have to release
regular statistics on skills shortages in
Sri Lanka. Based on such information,
the Recruitment Matrix for fareign
employment discussed in Section 6.3.1
can be implemented with a system of
quotas for departures for foreign
employment, where smaller quotas are
allocated for skills groups in shortage.
Such short-term restrictions on skilled

labour would ensure that a sufficient
supply of skilled labour remains in the
local economy for productive activities.
However, international experience
indicates that restrictions on high-skill
emigration do not address the main
causes of skill shortages. Hence, it is
impaortant to note that such a quota
system would only serve as a short-term
solution to the issue of skills shortages.

* Expand return and re-integration scope
of the NLMP and its programmes to
cover skilled and semi-skilled refurnees:
Equip an influential agency to assist
skilled emigrants with critical areas such
as job placement, business investment,
housing, and children's schooling.

= Expand the scope of the NLMP to cover
global Sri Lankans: With such an
expanded scope, the MFE or Ministry
of External Affairs can establish a
dedicated unit to actively engage with
global Sri Lankans, and work towards
their integration and assimilation with
the local labour market.

s Expand the scope of the NLMP to cover
immigrants, both students and workers:
Develop an authoritative framework for
foreign qualification recognition and
employment regulation of skilled
workers from overseas, prior fo signing
agreements such as the ETCA and its
related MRAs. Reforming the higher
education and labour market policies
to facilitate the absorption of foreign
students as interns and apprentices into
the domestic labour supply will also
help.

These recommendations provide a roadmap
for current policymakers. Overall, if Sri Lanka
hopes to be competitive, it must anticipate the
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forthcoming changes to the country's labour
market, and develop a comprehensive agenda
to manage migration accordingly. The country
must also recognise that migration policies
cannot be formulated in isolation from
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developments in the global socio-political
spectrum, and should actively engage with the
international community to draw lessons from
global experiences in order to inform domestic
policy.
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7. Propelling Tourism in Sri Lanka

7.1 Introduction

ince the 1960s, successive governments

have identified the contribution of tourism

industry to the economy - in terms of
foreign exchange earnings, employment and
income generation, government revenue,
spatial development and economic growth -
and placed considerable importance on the
industry.' Similarly, the government has
assigned an equal and significant importance
to this sector at present, identifying it as the
fastest growing industry with an aim to attract
four million tourist arrivals by 2020.2

According to the Sri Lanka Tourism
Development Authority (SLTDA), tourist arrivals
have increased from 549,308 in 2005 to
2,050,832 in 2016,* a threefold increase in
arrivals despite the heightened ethnic conflict
during the mid to late-2000s. Although tourist
arrivals declined marginally in 2008, arrivals
surged with the cessation of fighting in 2009. In
fact, between 2009 and 2016, the number of
arrivals to Sri Lanka quadrupled.

Similarly, revenue from tourism rose from USS
363.3 million in 2005 to approximately US$ 3.5
billion in 2016 with a parallel increase observed
in tourist spending (from US§ 74.6 per day to

The govern-
ment has
assigned

an equal and
significant
importance
to tourism
sector at
present,
identifying

it as the fastest
growing
industry with
an aim to
attract four
million tourist

arrivals by 2020.

US$ 170.5 over the decade). Conseguently, the

' Ratnayake, P.U., and V. Cooray (2016), "Economic Benefits Accruing From Tourism®, in Golden Jubilee of Sri Lanka Tourism,
Sri Lanka Tourism Development Authority, Celombo.

#  Oxford Business Group (2016), "Sri Lanka's Tourism Industry Gets Ready to become a Key Economic Contributor”. Available
at: hitpshwww. oxfordbusinessgroup. com/overview/rising-star-industry-poised-become-key-economic-contributor-coming-years.

# BLTDA (2015), Statistical Report, Sri Lanka Tourism Development Authority, Colombo.
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portion of tourism's contribution to total foreign
exchange earnings in 2016 amounted to 14
per cent, Tourist earnings now occupy a position
as the third largest foreign exchange earner to
the country after overseas remittances (US§ 7.2
billion) and textiles and apparel exports (USS
4.6 billion). Apart from the foreign revenue gains,
the industry generates employment in various
trades associated with the sector including
hotels and restaurants, travel and tour trade,
airlines, retail, etc. Given the labour intensity of
the industry, direct employment rose from
52,085 in 2005 to 146,115 by 2016. Indirect
employment correspondingly rose from 72,919
in 2005 to an estimated 189,544 in 2016.

These trends underlie the fact the tourism
industry occupies a significant position in the
national economy. Indeed, it has enormous
potential to grow further given that Sri Lanka
still accounts for a fraction of warld tourists'
arrivals (0.1 per cent) and earnings (0.2 per
cent) according to the UN World Tourism
Organization (UNWTQ)." Moreover, the direct
contribution of travel and tourism to GDP in 2016
was USS 4.4 billion (5.1 per cent of total GDP);®
the figure is low compared to other competitors
in the region like the Maldives (40.9 per cent),
Thailand (9.2 per cent) and Mauritius (8.4 per
cent), highlighting its potential to make a bigger
contribution to the economy.

Although the long-term development plan for
the industry is currently in draft form, the most
recent Tourism Development Strategy 2011-
2016 identifies a number of areas to address

relating to government policy, capacity of human

resource requirements, infrastructure
developments, impraovements in service
standards, marketing and promotions,
regulations, guidelines, tourist safety and
improvements to domestic tourism.® These
issues are still relevant to date and require
policy attention so that Sri Lanka will be able to
reach the tourist arrival humbers targeted at

present.

Against this backdrop, this Chapter examines
the oppaortunities for Sri Lanka's tourism industry.
First, a background to the tourism industry
globally will be detailed highlighting both the
trends and projections coupled with
developmentis in the industry. Second, the
current status of Sri Lanka's tourism industry
will be examined in some detail. Third, the key
challenges facing the domestic industry will be
identified and discussed based on key informant
interviews and with reference to relevant
literature. The discussion will conclude with
some evidence based recommendations to
address outstanding issues and thereby propel
the industry to achieve a figure of four million
tourist arrivals in the course of the next three
years.

7.2 Tourism in a Global
Context

Globally, tourism has emerged as a key driver
of development, contributing to national
income, creating employment, generating
foreign exchange and stimulating infrastructure

4 Asg cited in CBSL, Annual Report 2015, Central Bank of Sr Lanka, Colombo.

®  The direct contribution of travel and tourism to GDP reflects the economic activity generated by industries such as hotels,
travel agents, airlines and other passenger transportation. It also includes, for example. the activities of the restaurant and
leisure industries. See World Travel and Tourism Council (2017),"Travel and Tourism Economic Impact 2017- Sri Lanka'.
Available at: hitps:fwwwowittc orgl-/media‘files/reports/econemic-impact-research/countries-2017/srilanka2017 pdf.

#  Ministry of Economic Development (2010), Tourism Development Strategy 2011-2016, Government of Sri Lanka. Available at:

http:/fwww, sitda ' sites/default/files/English. pdf
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development. Over the last six decades despite
occasional setbacks, tourism has experienced
continuous growth and has become the fastest
growing economic sector in the world. The
following discussion on global trends will focus
on international tourist arrivals, receipts, top
destinations, outbound tourism and long-term
projections.

International tourist arrivals: According to the
UNWTO, tourist arrivals rose from 25 million in
the 1950s to 278 million in the 1980s, 674
million in the 2000s and 1,186 million by 2015.
Of 1,186 million tourist arrivals in 2015,
approximately 632 million (or 53 per cent)
travelled on holiday, recreation and other forms
of leisure whereas 14 per cent travelled for
business and professional purposes while a
turther 27 per cent travelled for religious and
health purposes. Over a half of total visitors
travelled by air (54 per cent), followed by
surface transport (46 per cent) which includes
road, rail and water. The share of air transport
is increasing as it has been growing at a faster
rate than surface transport.

Table 7.1
World's Top Tourism Destinations
Arrivals (Mn)
1 France 84.5
2 USA 775
3 Spain 68.2
4 China 56.8
5 Italy 50.7
6 Turkey 39.5
7 Germany 35.0
8 UK 34.4
g Mexico 321
10 Russia 313

International tourist receipts: Similar to tourist
arrivals, income earned from international
tourism surged from USS 2 billion in the 1950
to US$ 104 billion in the 1980s, US$ 495 billion
in the 2000s and reached US$ 1.260 billion in
2015, Spending by international tourism on
accommodation, food and drink, entertainment,
shopping and other services and goods
amounted to US$ 1,260 billion in 2015. If
international passenger transport services
which facilitated tourist arrivals are added on,
the figure increases to US$ 1.5 trillion.
International tourism now accounts for 7 per cent
of overall global exports of goods and services.
It ranks as the third largest export after fuels
and chemicals, food and automobile products
though in many developing countries, it is the
leading export.

World's top tourism destinations: Destinations
for tourism are ranked usually by two indicators
- arrival numbers and tourism receipts.
According to either indicator used, seven
destinations appeared in the top 10 ranking. In
fact, the top four countries in terms of both

Rank Tourism
Receipts (USS bn.)
USA 204.5
China 114.1
Spain 56.5
France 45.9
Uk 45.5
Thailand 44.6
ltaly 39.4
Germany 36.9
Hong Kong 36.2
Macau 31.3

Source: UNWTO, Tourem Highfights 2076, Available at hitp:/fwww.e-unwto.org/doi/pdi10.18111/9789284415145.
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arrivals and receipts are the same - i.e., France,
US, Spain, and China (Table 7.1).

In terms of regional distribution, Europe
attracted 608 million tourists in 2015, which
accounts for more than a half of the world's total
tourism in that year and generated receipts of
USS$ 541 billion (Figure 7.1). Europe was
closely followed by Asia and the Pacific, which
welcomed 279 million visitors and earned US$
418 billion in 2015. This was followed by the
Americas, the Middle East and Africa.

Figure 7.1

Outbound tourism: A substantial proportion of
international travel happens within a travellers'
region - the figure is about four out of five.
Traditionally, source markets have been
concentrated in advanced countries of Europe,
the Americas and the Asia and Pacific. With
rising income levels in many of the emerging
economies and appetite for international travel,
faster growth can be observed in Asia, Central
and Eastern Europe, the Middle East and Latin
America. However, Europe remains the world's
largest source of tourists, followed by Asia and

International Tourist Arrivals and Receipts for Regions, 2015

Africa 53

Middle East 53

Asia and the Pacific

Europe

America

B International arrivals (mn.)

= Tourism receipts (US$ bn.)

America Europe

Asia and the Pacific

Middle East Africa

Source: UNWTO, Tourism Highlights 2076. Available at http://www.e-unwto.org/doi/pdf/10.18111 9789284418145.
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the Pacific (23 per cent), the Americas (17 per
cent), the Middle East (3 per cent) and Africa (3
per cent). Within the regions, China, the US
and the UK were the main source countries.
Since 2004, China was the largest outbound
market in the world and in 2015, China alone
commanded almost one-fourth of the global
outbound travel. The other top outbound
markets in 2015 included the US (9 per cent),
Germany (6.2 per cent), the UK (5 per cent),
France (3 per cent), Russia (2.8 per cent),
Canada (2.3 per cent), South Korea (2 per cent),
ltaly (1.9 per cent) and Australia (1.9 per cent).

Long-term forecasts: As per long-term growth
projects for tourism, the UNWTO forecasts that
tourist arrivals will continue to grow on average
by 3.8 per cent a year between 2010 and 2030
to reach 1.8 billion travellers by 2030.7 Tourist
arrivals to emerging nations in Asia, Latin
America, Central and Eastern Europe, Middle
East and Africa are likely to grow twice (4.4 per
cent a year) as fast as advanced countries (2.2
per cent per year). Therefore, the proportion of
international arrivals to emerging countries is
likely to exceed advanced economies prior to
2020; by 2030, 1 billion (or 57 per cent) of
international arrivals will be accounted for by
emerging nations compared to 43 per cent in
advanced economy destinations. Strong growth
in Asia and the Pacific is likely to see an
increase in its share to 30 per cent by 2030
while the Middle East and Africa will also
experience an increase in their shares (by 8
and 7 per cent, respectively). As a result, the
shares of Europe and America will decline to
41 and 51 per cent, respectively.

TUNWTO (2018). Tounem Highlights 2076, United Nations World Tourism Organization. Available at hitp:/fwww.e-unwio.org’

doifpdf/10,18111/97892844 18145,
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7.3 Overview of the
Tourism Industry in Sri
Lanka

Sri Lanka has attracted international visitors for
decades being an important stop-over point
between East Asia and Europe. Modern day
organized tourism commenced in 1966 with the
establishment of the Ceylon Tourist Board (CTB)
through an Act of Parliament which in 1966. It
institutionalized organized tourism in Sri Lanka,
holding the CTB responsible for implementing
new tourism policies and programmes initiated
by the government. The responsibilities of the
CTB were expanded two years later by the
Tourism Development Act 1968. In 2005, the
government passed Act No. 38, known as the
Tourism Act to replace the 1966 Act and
established the SLTDA as the country's primary

Figure 7.2
Tourist Arrivals and Receipts, 1966-2015

tourism development entity. Other entities
include the Sri Lanka Tourism Promotions
Bureau, the Sri Lanka Institute of Tourism and
Hotel Management (SLITHM) and the Sri Lanka
Convention Bureau (SLCB). In 2016, Sri Lanka
completed 50 years of organized tourism,
during which pericod the industry has
experienced growth as well as pericds of
stagnation at various times owing to both
external and internal factors.”

7.3.1 Early Years

The establishment of the CTB in 1966 saw an
increase in annual tourist arrivals by 24.7 per
cent to 23,666 in 1967 which doubled by 1970
(Figure 7.2).% Political disruption as a result of
an insurgency in 1971 momentarily disrupted
the growth momentum, but with the launch of a
tourism promotional programme in Europe,
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Source: CBSL, Annual Report, various years.

® Lantra. N (2016), "Teurism Growth Trands During the Fifty Years from 1966, in Golden Jubilee of Srf Lanka Tourism, S

Lanka Tourism Development Authority, Colomba.

! Samaranayake. H.M.S., N. Lantra, M., and C. Jayawardena (2013}, "Forty Six Years of Organized Tourism in Sri Lanka

(1966 -2012)", Emerald Group, 5(5), pp. 423-441.
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tourist arrivals rebounded and increased to
103,204 by 1975. The introduction of the open
economy in 1977 and the removal of both
foreign exchange and foreign travel restrictions
led to a surge in tourist arrivals which rose from
153,665 in 1977 to 407,230 in 1982 - recording
mare than twe-fold increase in arrivals within a
span of five years. Similarly, foreign earnings
from tourism grew proportionately from US$ 40
million to US$ 146.6 million in 1982 - a three
and a half fold increase during the same time.
This period is often referred to as the 'golden
era of Sri Lanka tourism'. During this period,
the Western European market accounted for
almost two-thirds of total arrivals to Sri Lanka,
which demanded all-inclusive package holiday
tours.

After an initial period of growth, the three
decades that followed show fluctuations in
terms of tourist arrivals. External factors such
as the world economic recession in 1981/1982
depressed world travel while competition from
the Maldives affected arrivals to Sri Lanka.
Maoreover, the onset of the civil conflict in the
early 1980s coupled with political unrest led to
an escalation of violence and insecurity in the
northern and eastern regions in the country (as
well as in the southern parts of the country in
the mid-late 1980s) adversely affecting arrivals.
For instance in 1988, St Lanka witnessed a 55
per cent decline in arrivals compared to 1982,
and a corresponding decrease in income from
tourism of 48 per cent.

Due to a relatively more peaceful environment
in large parts of the country during 1990-95,
tourist arrivals picked up. Terrorist attacks in the
heart of Colombe in 1996, attacks on the
international airport in 2001, etc., meant tourist
arrivals fluctuated sharply. Other incidents such

as the December 2004 tsunami also impacted
the tourism sector with the industry suffering
significant infrastructure damage along the
country's key tourism coastlines. The fluctuating
trend severely affected the tourism industry
overall. Nevertheless, the industry continued
to operate during such difficult times, including
hotel development and promotion activities.

7.3.2 Post-conflict Development

A military victory over a separatist armed group
in 2009 saw the re-establishment of peace and
security in the country after three decades of
strife. It led to a short-term unprecedented growth
in tourism, with a surge in investments with
international hotel chains such as Shangri-La,
Movenpick, Sheraton, RIU Hotels and Resorts,
Banyan Tree, Anantara, and Sheraton entering
into the local tourism market in addition to
supplementary establishments. Tourist arrivals
rose significantly during the post war period,
as shown in Figure 7.2. Inbound tourist arrivals
increased from 447,890 visitors in 2009 to
1,005,605 in 2012, surpassing a milestone as
a 'million tourist destination'. The numbers
further increased to 1,798,380 arrivals in 2015,
recording a fourfold growth over the last five
years. In 2016, tourist arrivals surpassed the 2
million mark. Similarly, income from tourism
simultaneously rose from US$ 320 million in
2009 to USS 3.5 billion in 2016. Today, the
industry is the third largest source of foreign
revenue to the country after remittances and
textiles and apparels, and contributed14 per
cent of total foreign exchange earnings in 2016.
The rest of the discussion examines broad
trends in tourism for the period 2009-2015 with
the latest available annual statistical data from
the SLTDA.
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7.3.3 Source Markets

Tourists travel to Sri Lanka from all over the
world. For decades up to 2000, the industry
depended on Western Europe, which

130

contributed about two-thirds of arrivals to the
island. Asia was the second largest source of
tourists accounting 20-30 per cent of arrivals.
However, from 2000 onwards, a shift can be
seen with Asia emerging as the dominant region
(Table 7.2). The post-conflict tourism growth and
the impact of the global economic downturn in
2008/2009 saw a decline in Western European
travelers compared to arrivals from Asla and
the Middle East. The re-establishment of peace,
and the proximity to Asian and Middle Eastern
countries made Sri Lanka an attractive tourist
destination for these regions. The burgeoning
middle class and strong economic growth in
Asian countries have led to a rise in international
arrivals from these countries. Asia now
accounts for 45.7 per cent of the total arrivals to
Sri Lanka while Western European arrivals
make up 30.7 per cent of the total share in 2015.
The Middle East has also emerged as an
important source of tourists, increasing its share
from 1 per cent at the turn of the century to almost
& per cent by 2015.

A decomposition of Sri Lanka's top five source
markets, as shown in Figure 7.3 highlights that
its closest neighbour, India is the now largest
source market, with approximately 316,247
arrivals (or 17.6 per cent of the market) in 2015.
This is an additional 73,513 arrivals compared
to 2014. In fact, India has been the top source
of foreign visitors to Sri Lanka for the past
decade.

In second place is China, with a market share
of 12 per cent of arrivals in 2015 with 214,783
arrivals. This is an increase of 86,617 passenger
arrivals in comparison to 2014 and a 2.5
percentage point increase in market share in
2015. Chinese visitors to Sri Lanka have
increased rapidly since 2009, with rising
incomes and a growing desire for foreign travel
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Table 7.2
Tourist Arrivals by Region: 2005-2015

North America 8.5 5.6 4.7
North East Asia 6.7 7.0 15.2
Western Europe 41.4 38.0 30.7
South Asia 279 28.2 25.5
South East Asia 6.1 3.8 4.9
Australasia 5.4 5.8 4.0
Eastern Europe 17 5.9 8.3
Middle East 1.9 5.3 5.6
Other 0.6 0.5 1.0
Total 100 100 100

Source: Data from SLTDA.

in China; in 2009, just 9,899 Chinese tourists moved down to third position in 2015 from the
visited Sri Lanka. Together, Indian and Chinese second place in 2014 with the rapid growth in
tourists now account for one-fourth of total tourist arrivals from China. Nevertheless, it is

tourist arrivals to Sri Lanka. important to note that the numbers of arrivals
from the UK has doubled from 81,682 since 2009.
In 2015, there were 161,845 arrivals from the In 2015, other top source countries included

UK accounting for 9 per cent of the market. UK Germany (with 115,868 visitors), the Maldives

Figure 7.3
Sri Lanka's Top Five Source Markets

390,000 -
300,000 -
250,000 O 2005
= 2009
200,000 ® 2015
150,000
100,000
_ , , , , ml ]
India UK China Germany Maldives France Australia

Source: Data from SLTDA.

131



STATE OF THE ECONONY 7017

(90,617), France (86,126), Australia (63,554),
Russia (61,846), US (47.211), and Japan
{39,358).

7.3.4 Purpose of Visit

A majority of travellers visited Sri Lanka for
holiday/pleasure, accounting for 68.7 per cent
of the tourists in 2015 given that Sri Lanka is a
diverse island offering an array of attractions
and purposes (Figure 7.4). The highest
proportion of visitors in the pleasure/ holiday
category were from China (16.9 per cent)
followed by India (14.8 per cent) and UK (8.6
per cent). Diaspora overseas visiting family has
risen significantly since the end of the war;
visiting friends and family now account for 26.3
per cent of the arrivals in 2015 up from 5 per
cent recorded in 2009." The rest was distributed
among the purposes of business (1.3 per cent),
health (3.2 per cent), sports (0.7 per cent),

Figure 7.4
Purpose of Visit, 2009 and 2015

i, o Pleasure

B Business

o Visiting friends
and relations

m Conventions
and meetings

Source: Data from SLTDA,

officials (0.4 per cent), MICE (0.3 per cent),
education (0.2 per cent), religicus and cultural
(0.1 per cent) and other purposes (1.8 per cent).

A number of new tourism segments are on the
rise in Sri Lanka. For example, the meetings,
incentives, conferences and exhibitions (MICE)
segment has become a key area of focus in the
industry in recent years. However, this segment
is constrained due to limitations in
infrastructure, capacity and poor marketing to
promote Sri Lanka as a business and MICE
destination.

7.3.5 Tourist Spending

Due to changes in thinking of the type of tourism
to promote towards the latter part of the 1990s -
intended to move away from 'sun, sea and sand'
tourism and towards other forms (nature,
culture, adventure) - statistics indicate that

O Pleasure
E Business

i Visiting friends
and relations

= Health

m Convenfions
and mastings

B ELTDA (2015), Annual Stafistical Report, Sri Lanka Tourism Development Authority, Colombo.
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tourists' spending per day has risen from USS
62 in 2000, to USS 81.8 in 2009 and thereafter
doubled to US$ 164 in 2015 over the past five
years." While this highlights a substantial
increase in tourist spending over the years,
limited availability of data constraints this
analysis to examine the composition of tourists'
spending in more detail. Another notable
development has been a gradual shift away
from package group tourism which was
prevalent in the 1970s to more independent
forms of tourism in recent times due to
development and promotion of other forms of
tourism, which generate low numbers but
higher spending.™

7.3.6 Average Duration of Stay
and Foreign Guests Nights

Qverall, the average duration of stay of tourists
during 2015 increased to 10.1 nights compared
to previous years where it ranged from 8.8 to
10 nights. The proportion of total tourist nights

Figure 7.5
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Tourists' Spending Per Day

ZQClCI“ - 2!)59 - .-”2;G15

at tourist hotels (formal sector) was 8,945,380
nights in 2015 (Figure 7.5). This is an increase
of more than three-fold increase since 2009,
which recorded a figure of 2,818,487

Tourists' nights  at
establishments (informal sector) such as guest

supplementary

Total Guest Nights at Both Tourist Hotels and the Informal Sector
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Source: Data trom SLTDA.

" DCS (2015), Statistical Abstract, Ministry of National Policies and Economic Affairs, Colombo,
" Lantra, M (2016), "Tourism Growth Trends During the Fitty Years from 1968", in Golden Jubilee of Sri Lanka Tourism, Sri Lanka

Tourism Develepment Autherity, Golombo.
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home stays, apartments and
bungalows show a slow yet steady increase
from 779,317 nights since 2009 to approxi-
mately 4,349,313 in 2015 which is more than a
five-fold increase. Furthermore, unregistered
accommodations amounted to 4,868,945
nights in 2015 which also saw a ten-fold
increase since 2009.

houses,

Thus, in total 49.2 per cent of tourists resided in
formal sector accommodation units, while 23.9
per cent opted for informal sector
establishments. The rest of them (26.8 per cent
of tourists) opted to reside in 'other'
accommodation establishments such as private
houses. In 2009, 70 per cent of the guest nights
were spent in hotels while the proportion in
supplementary establishment and others were
20 and 12 per cent, respectively. Although at
present a large proportion of foreign tourists
prefer to reside in formal sector accommodation
units, there is a growing demand to reside in
informal
demonstrated by the changes in shares over
the last five years.

sector establishments, as

Figure 7.6

7.3.7 Occupancy and Accommo-
dation Capacity

The hotel industry which was adversely affected
by the long drawn out conflict, benefited from
the surge in tourist arrivals seen with the end of
the war. There were enough unutilized rooms
to cater the sudden influx of tourist arrivals. The
overall occupancy rate which was less than 50
per cent for much of the 2000s rose to over 70
per cent in recent years and stood at 74.5 per
cent in 2015; occupancy rates have increased
right across regions in the country in the last
five years. However, the most significant
increases were seen in the east coast, high
country and ancient cities. The highest overall
monthly occupancy rate of 82.8 per cent was
recorded in December due to seasonality effects
while the lowest monthly occupancy rate of 63.5
per cent in May.

In an attempt to reach an ambitious target of
2.5 million tourist arrivals by 2016, there has
been an increase in the number of units and
total room capacity in the formal sector; the

Accommodation Capacity during the Period 2009-2015

85000 No. of rooms in the formal sector

® Mo. of rooms in the intormal secter
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Source: Data from SLTDA.
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Overall Occupancy Rate

& 5%
Less
than
50%:
2000 2015

numbers went up to 354 units/19,376 rooms in
2015 from 242 units/14,461 rooms in 2009
(Figure 7.6). Capacity in the informal sector also
rose from 629 units/5,946 rooms to 1,409 units/
10,702 rooms during the same period. Thus, a
total of 30,078 room stock was available in 2015.
This is a rise of almost 50 per cent in capacity
compared to 2009. This figure includes the

Figure 7.7
Star Classification of Hotels, 2015

= 5 star

= 4 star

Source: Dala from SLTDA.

" Fernandeo, S., J. Bandara, S. Liyanasrachchi and C. Smith (2014}, "Managing the Tourism-led Development Strateqy in Post-war Sri

Lanka", 5+ Lanka Journal of Business Economics, Vol.5,

Cl Boulique holels

additional room capacity in the north and east
of Sri Lanka, and more recently in Colombo
and southern region where international hotel
chains such as Shangri La, RIU hotels and
resorts and Movenpick have started operations.

According to star classification of hotels, 14.1
per cent of the total room capacity is five star
rated hotels, while 10.8 per cent is four star, 7.6
per cent Is three star rated and 49.5 per cent is
within the unclassified categories, which
includes apartments and rented
accommodations (Figure 7.7). It is increasingly
evident that growth in the informal sector is likely
to overtake the formal sector. Therefore, formal
sector operators should be strategic in further
constructing hotels as it may not yield a return

on investment.

7.4 Challenges Con-
fronting the Tourism
Industry in Sri Lanka

Over the years, Sri Lanka has attracted many
international tourists and with the end of three
decades of armed conflict, there
has been a record level of
arrivals, creating opportunities
for Sri Lanka to become one of
the fastest growing tourism

B 3 star

destinations in the world.™ The
ol tourism industry has now
B 1 star become a key driver of the Sri
£ Unclassified Lankan economy in terms of

foreign exchange earnings,
employment generation and
attracting FDI.
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Although Sri Lanka's tourism sector is
considered to be at its 'growth stage of the
product cycle', the industry currently faces a
number of challenges. A rapid growth in
demand has gone hand in hand with rising
challenges in recent times. This section is based
on interviews with stakeholders and existing
literature to delineate the main challenges
confronting the tourism industry. These
encompass: coordination and communication
among stakeholders, industry research,
planning and monitoring, a clear positioning
strategy for Sri Lanka, human resources,
infrastructure, and price competitiveness.

7.4.1 Absence of Coordination
and Communication among
Stakeholders

Given that the SLTDA, Sri Lanka Promotions
Bureau (SLPB), SLCB and SLITHM are under
the purview of the Ministry of Tourism Develop-
ment and Christian Affairs, they are all involved
in tourism related responsibilities at the central
level. Institutional fragmentation, however, is
visible at provincial and local levels with limited
coordination, consultations and cooperation
with the private sector in addressing key
challenges which are serious impediments to
the growth in this sector. Limited awareness
and participation of investors, institutions and
local communities have resulted in conflicts and
negative perceptions of tourism among the local
communities relating to FDI."

7.4.2 Inadequate Industry
Research

According to the World Travel and Tourism
Council (WTTC), research on the tourism

Limited
awareness
and participa-
tion of
investors,
institutions
and local
communities
have resulted
in conflicts
and negative
perceptions
of tourism
among the
local
communities
relating

to FDI.

industry is essential to comprehend the travel
and tourism sector globally and assess the
economic contribution locally. At present, the
SLTDA is responsible for gathering tourism
arrivals data and this information is published
on a monthly basis together with the airport exit
survey conducted and published on an annual

“Teare, A., C. Bandara and C. Jayawardana {2013), "Engaging the Rural Communities of Sri Lanka in Sustainable Tourism”,

Emerald Group, 5(5), pp. 464-476.
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basis. Apart from this, there is limited data
collected on tourism in Sri Lanka. However, to
do any comprehensive analysis of the sector,
there needs to be a solid data base. Moreover,
available data have a number of shortcomings;
for example, more disaggregated data on the
informal sector or accurate information on
foreign guest nights in registered hotels is not
available. Insufficient and unreliable data and
a lack of detailed analysis affect formulating
policies and decision making by policymakers,
investors and businessmen in promoting the
tourism sector.

Current marketing efforts and measures 1o
boost awareness, branding and appeal of the
destination require continuous consumer
research of travellers and markets in order to
assess their changing demands and
preferences. Research should also be
conducted to assess the activities through
which holiday experiences could be enhanced
and ascertain the extent to which Sri Lanka
can improve the quality of the product offering
to encourage repeat travelers and improve the
brand image and identity of the country.
Research should also be conducted to
investigate the current strengths and areas in
which more marketing and product
development are needed. Stakeholders in the
industry should work in collaberation to
improve the quality of tourism data.

7.4.3 Ineffective Planning and
Monitoring

Despite several decades of organized tourism
in Sri Lanka, there lack methodical planning
and marketing a national brand which would
appeal to its international clientele. Effective
planning and marketing is central to the
development of the industry. Inadequate skills

Insufficient
and unreliable
data and

a lack of
detailed
analysis
affect
formulating
policies and
decision
making by
policymakers,
investors
and
businessmen
in promoting
the tourism
sector.

and technical capacities in the industry have
acted as barriers in strategic planning and
marketing of the industry.

A critical factor for effective tourism planning is
an organized destination management
mechanism, where public officials meet with
private entities and communities to monitor the
progress and implementation challenges. This
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is unfortunately absent in the Sri Lankan
context.'”® The absence of effective monitoring
mechanisms to assess attractions have resulted
in them been over-visited. For example, certain
historical sites such as in Sigiriya and
Polonnaruwa and wild life sites such as the Yala
national park are overly visited, which not only
disturbs the natural habitat but also degrades
the site. For national parks, however, visitor use
is controlled using permits made available only
on a park-by-park basis. More importantly, there
is minimal feedback collected at the site level
on visitor numbers, profile and preferences,
which are fundamental for planning and
maonitoring the adequacy of infrastructure and
facilities/services, all of which would provide
better insights to understanding tourists'
preferences. Therefore, a clear and in-depth
assessment of the carrying capacity of tourists
at each of the popular attractions would be
important in managing tourist arrivals in
prevailing conditions while effectively providing
knowledge on areas of further development.'™

7.4.4 Clear Positioning Strategy
for Sri Lanka Tourism

Sri Lanka needs to focus on international
marketing promotions to improve its global
image as well as to compete amongst the other
countries in the region. It is also important to
sustain the existing primary markets whilst
looking at emerging markets more aggressively.
However, the absence of a clear and consistent
marketing plan will stifle the prospects of
marketing the country. In terms of destination
marketing, for example, Sri Lanka has changed

A clear and
in-depth
assessment
of the
carrying
capacity of
tourists at
each of the
popular
attractions
would be
important in
managing
tourist
arrivals in
prevailing
conditions.

its tourism slogan several times within the
course of a few years. More importantly, Sri
Lanka's brand awareness is extremely low.
Authorities are often misled by tourism
marketing strategies which usually focus on
developing a tourist theme, slogan or logo rather

" Lokuhetty, A, C. Jayawardana and D, Mudadaniya (2013), "Developing a Shared Vision for Tourism in Post- war Sri Lanka”,

Emerald Group, 5(5), pp. 486-494,

" Udanuwara, M., and T. Alahakoon (2015), Cinnamon Future of Tourism Summit 2015 - White Paper, Cinnamon Holels and

Resorts, Colombo.
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than a strategy for the entire country. Ad-hoc
strategies such as roadshows for the travel
trade and wedding planners in India and China
will only yield short-term outcomes. Clear long-
term goals and strategies will only be achieved
if a shared vision is inculcated among all
stakeholders. This long-term strategy should
be developed focusing on a permanent brand
positioning of the country rather than a singular
situation which focuses on the short-term.
Destination branding in Sri Lanka should also
take advantage of the severely underutilized
digital space and mainstream media to create
a strong national brand.

7.4.5 Human Resource Deve-
lopment

Inadequacy of human resources is a key
challenge confronting the industry both in terms
of the guality and quantity of staff.”” The tourism
industry at present generates approximately
330,000 (direct and indirect) employment, but
this would have fto be increased to
approximately 800,000 by 2020 to meet the
growing demand from tourist arrivals.” The
main reason for the lack of a large pool of well-
trained trained staff is that a large proportion of
them relocated to overseas during the war to
obtain better employment opportunities, mainly
to the highly paying Middle Eastern countries,
as well as decades of neglect in training tourism
workforce due to civil disturbances in the
country.

However, it is encouraging to note that some of
those who left for better prospects overseas are

STATE OF THE ECONOMY 2017

Authorities
are often
misled by
tourism
marketing
strategies
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on developing
a tourist
theme, slogan
or logo rather
than a strategy
for the

entire
country.

returning to the industry in Sri Lanka having
gained years of valuable five-star hotel
experience overseas."” This will have a positive
impact on addressing the shortfall of well-
experienced professionals to some extent.

" Fernando, P, and C, Jayawardena (2013), "Focusing on Realistic Tourism Targets for Post-war Sri Lanka", Emeraid Groug,

5(5), pp. 495-504,

* Sugathadasa, J.(2016), "The Present Stalus, Future Prospects and Challenges of the Tourism Industry in Sri Lanka", in
Global Jubilee of Sri Lanka Tourism, Sri Lanka Tourism Development Authority, Colombo.

" Lokuhetty, A, C. Jayawardana and 0. Mudadaniya (2013),"Develaping a Shared Vision for Tourism in Post- war S Lanka",

Emerald Groug, 5(5), pp. 486-484,
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Nevertheless, the current output of the
SLITHM,® private and vocational institutions
and universities are insufficient to meet the
expected demand with the anticipated
expansion of hotels and tourist arrivals to the
country,

Despite opportunities available in the industry
and SLITHM's efforts to conduct
apprenticeships in Hambantota, Polonnaruwa,
Bakamuna and concerted efforts by the private
sector to provide scholarships for students from
poor backgrounds to raise awareness of job
opportunities in this sector, training institutes
find it difficult to attract young people to the
industry,”* while those who do get trained
migrate after working in Sri Lanka for a short
period of time. Furthermore, female
participation in this industry is considerably
much lower than their male counterparts.
Cultural barriers and social norms appear to
restrict female participation in this industry.®

In addition, there is an issue regarding the
quality of training and output though SLITHM is
trying to align the training more closely with the
industry through curriculum updates. For
example, proficiency in English and some other
foreign languages which are offered in the
training programmes are not sufficient while
there are issues regarding the number of
qualified trainers, the standard of curriculum,®
and resources available at facilities especially
outside of Colombo. These need to be
addressed especially if Sri Lanka aims to attract

2 SLITHM established in 1964 has its main training facility in Colombo with satellite schools in Anuradhapura, Kandy,
Bandarawela, Koogalla, Ratnapura and Kurunegala. In addition to SLITHM, other public sector agencies such as the Sri Lanka

Proficiency in
English and
some other
foreign languages
which are offered
in the training
programmes

are not sufficient
while there are
issues regarding
the number of
qualified trainers,
the standard of
curriculum,23
and resources
available at
facilities
especially out-
side of Colombo.

Viocational Training Authority and Provincial Councils also have hospitality training facilities,

2

Sugathadasa, J.(2018), "The Present Status, Fulure Prospects and Challenges of the Tourism Industry in Sri Lanka." In

Global Jubilee of Sri Lanka Tourism, Sri Lanka Tourism Development Authority, Colombo.

= Stakeholder interviews.

= Sugathadasa, J.(2016), "The Present Siatus, Future Prospectz and Challenges of the Tourism Indusiry in Sri Lanka®, in

Global Jubilee of Sri Lanka Tourism, Sri Lanka Tourism Development Authority, Colombo.
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the upmarket segment of tourists into the
country.

With the continuous expansion of local hotel
chains such as Jetwing and Aitken Spence, and
more recently the establishment of intemational
chains such as Shangri- La and Movenpick,
Hyatt and Sheraton, hotels would be compelled
to re-orient their business model to reduce the
labour intensity of the industry such as low cost
hotels. Thus, the human resource constraint
remains a major challenge the industry will face
in the coming years, which both the industry
and the government have to immediately
address. The government on its own will not be
able to provide the required training. Therefore,
a partnership with the private sector will be
necessary to meet the growing requirement for
skilled manpower in the tourism industry.

7.4.6 Infrastructure Development

Transport: Another major challenge confronting
the industry is improving connectivity within Sri
Lanka through road and rail and air transport.
Although improvements have been made to
road, rail, and air transport over the past
decade, particularly since the end of the war in
2009 through the developments of the Southern
and Airport expressways and other ongoing
programmes, Sri Lanka has a long way to go to
catch up with other favoured Asian tourist
destinations like Singapore, Malaysia and
Thailand. The country lags behind in terms of
road and rail transport. Travelling by road is time
consuming due to poor infrastructure - for e.g.,
access to some of the remote corners of the
island continues to remain undeveloped while
roads are narrow and congested with trucks,
buses and lorries. The existing railway system
requires not only maintaining but improving as
it will help to reduce the time spent on roads to

Although
improvements
have been
made to road,
rail, and air
transport since
the end of the
war in 2009
through the
developments
of the Southern
and Airport
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and other
ongoing
programmes,
Sri Lanka has a
long way to go
to catch up with
other favoured
Asian tourist
destinations like
Singapore,
Malaysia and
Thailand.
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reach different destinations whilst providing
scenic and panoramic views of the country.

Given that a road trip by bus, car or train from
Colombo to Kandy (approximately 100 km)
takes approximately 3-5 hours and a trip from
Colombo to Arugambay by train or bus takes
approximately 10 hours, improvements in air
transport is equally
developments in new segments of tourism, and
the sustained growth of independent travelers.
Given that Jaffna is an emerging destination
for travelers, improvements to internal flights
and developments of domestic airports will
further help transportation to distant areas and
reduce travel times. Also, utilization of water
ways can provide alternative means of

essential  with

addressing transportation issues in the country.

As an island nation Sri Lanka is heavily
dependent on air access to bring in tourists into
the country. In 2015, a total of 98.4 per cent of
tourists used regular carriers as the mode of
transport when travelling to Sri Lanka.” Tourists
visiting Sri Lanka onboard charter carriers
accounted for only 0.2 per cent of arrivals. The
remainder (1.4 per cent) came by sea
transportation. In 2015, 26 scheduled airlines
operated to Sri Lanka, including SriLankan
Airlines which accounted for a 35 per cent share
of tourist arrivals.

The termination of SriLankan Airline's flights to
key European destinations (which is one of the
largest tourism source markets for Sri Lanka)
recently has raised concerns within the trade
about its impact on the influx of European
tourists since travelers prefer direct flights on

long haul travel.”® Therefore, efforts must be
strengthened to maintain and increase route
capacity and frequencies to major source
markets. In order to achieve the expected high
number of tourist arrivals by 2020, it is also vital
that viable new routes are introduced. Towards
this end, the aviation policy should be aligned
to attract more carriers to Sri Lanka, both regular
and charter; the latter has seen a decline over
time with its share reduced to less than 0.2 per
cent of inbound traffic in 2015.

Plans to expand the handling capacity at
Bandaranaike International Airport, which is the
main passenger gateway to the country, to
accommodate approximately 15 million
passenger arrivals will also assist the tourism
industry. The Mattala International Airport is
severely underutilized. It is thus equally
important to better utilize this investment as it
offers an opportunity for promoting marine and
wildlife tourism which are in close proximity to
the airport.

Stock of Accommodation: The stock of
accommodation and their standards are another
key challenge in receiving 4.4 million tourist
arrivals by 2020. To accommodate this daunting
target, room capacities required a range around
75,000-80,000 rooms. In 2015, there were
about 30,000 rooms which suggest a
requirement to more than double the current
capacity of rooms to meet the anticipated
demand/target. Presently, the construction of
approximately 22,000 rooms is in the pipeline,
ot which 11,645 rooms are expected to be

available by the end of 2017%% Despite the

21 SLTDA (2015), Annual Statistical Repert, Sri Lanka Tourism Development Authority.

= Stakeholder interviews.

* Sugathadasa, J.(2016), "The Present Sitatus, Future Prospectz and Challenges of the Tourism Indusiry in Sri Lanka®, in
Global Jubilee of Sri Lanka Tourism, Sri Lanka Tourism Develepment Authority, Colombo
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entry of international chains into Sri Lanka,
which should attract high income spenders and
other renowned chains to investments, capacity
constraints will continue to prevail in the
industry if arrivals target are met. At the same
time, much of the new hotel rooms expected to
come into the market in the near future will be
at the luxury end of the market. Therefore, there
is also some concern about oversupply at this
segment of the market, which could push prices
down and increase levels of competition in the
coming years.”

Growth of the Informal Sector: The birth of
Online Travel Agencies (OTA) has given rise to
online and web based direct marketing which
has gained traction over the last few years. This
has led to approximately 25-35 per cent of
bookings being generated online, and an
estimated 15 per cent of bookings for visiting
and business purposes being made through
web based mechanisms.® The use of
technology and OTAs has also led to the growth
of informal accommadation, unregistered with
the SLTDA. These include guest houses, home
stays, rest houses, holiday bungalows and
youth hostels. Although the exact size of the
informal sector is yet unknown, itis safe to state
that this proportion is escalating. According to
the latest statistics published by the SLTDA, total
room capacity of the informal sector which is
accounted by the authorities, amounted to
10,702 rooms in 2015 which works out to be
more than 30 per cent of the rooms.* While the
formal sector of the industry is highly regulated,
there is a significant informal sector operating
within the industry. This unregulated growth is

Despite the
entry of
international
chains into
Sri Lanka,
which should
attract high
income
spenders
and other
renowned
chains to
investments,
capacity
constraints
will continue
to prevail

in the industry.

a cause of concern for the industry and SLTDA,
as enforcement of regulations is necessary to
ensure quality and standards of the tourism

= Oxford Business Group (2016), "Sri Lanka's Tourism Indusiry Gets Ready lo become a Key Economie Contribulor”, available
at: hitps:www.oxfordbusinessaroup. comfoverview/rising-star-industry-poised-become-key-economic-coninbutor-coming-years

# Farnando, P.(2013), "Focusing on Realistic Tourism Targets for Post-war Sri Lanka®, Emerald Group, 5(5), pp. 495-504.
= DCS (2015), Statiztical Abstract, Ministry of Mational Policies and Economic Affairs, Colombao
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product and the safety and wellbeing of tourists.
This remains a challenge given that there is no
proper legal documentation for these properties
to  provide accommodation. Thus,
mainstreaming the informal sector requires
attention, as a failure to do so could adversely
affect the image of the country.

7.4.7 Maintaining Price Comp-
etitiveness

Tourism is one of the most competitive
industries, and Sri Lanka competes with other

countries in the Asia Pacific region. Rapidly
increasing accommodation costs in Sri Lanka
represent another challenge. Over the last few
years, room rates have increased exponentially
in part due to post-war tourism boom. During
2010-15, hotel charges have gone up by about
30 per cent on average. Prices of the
accommodation sector increased from 6,996
in 2010/2011 to 9,119 in 2015/2016 according
to the SLTDA's Tourist Prices Index.

Pricing of local hotel accommodation is
considered to be aver priced given its quality
compared to other rival destinations in the
region. For example, a five star hotel in Colombo
costs approximately USS 125 a night whereas
the same would cost much lower in Manila (USS
67), Kuala Lumpur (US% 78), Jakarta (USS 80),
Bangkok (USS 67) and Ho Chi Minh City (USS
68)." While Sri Lanka is more expensive than
many other countries for four-star and five-star
accommodation, it is more competitive in terms
of the price of three-star rated beach resort
hotels.

Hotel rates have been a major cause of concern
as the government has enforced minimum rates
for Colombo and Greater Colombo hotels. This
was imposed after the war ended to control
price undercutting in city hotels and reflect the
standard of the hotels in the absence of the
war-risk factor. From 2009, all five-star hotels
were required to set a minimum price of USS
125, with varying grades down to two-star hotels
at USS 60. The system remains in place into
2018, against the wishes of many inbound tour
operators, who argue that Colombo has out-
priced itself against many of the competing
destinations in Asia. However, there is much

* Fernando, S., J. Bandara, S. Livanaarachehi and C. Smith (2014}, *Managing the Tourism-led Development Straleqy in Post-
war Sri Lanka", 51 Lanka Journal of Business Econemies, Vol. 5.
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debate about the minimum rates; one school of
thought is of the view that an absence of a
minimum room rate results in price wars. A
minimum rate ensures that all operators are
able to survive. While another school of thought
is of the view that Sri Lanka as a destination
has overpriced itself and prices should be left
to market forces.

7.4.8 Absence of Knowledge and
Know-How

Given that home stays, bungalows and youth
hostels are an emerging trend for 'Free and
Independent Travellers (FIT)', these
inexperienced small scale facility providers are
unaware of maintaining hygiene, housekeeping
and quality standards required to meet the
needs of the clients. Substandard quality and
service delivery could lead to negative
consequences for the country's image and
reputation. Therefore, training programmes,

# Stakeholder interviews.

workshops and seminars by Provincial
Councils {(PCs) would help build technical
capacities and know-how on service delivery.™
Furthermore, PCs could highlight several
activities and attractions in their respective
localities to promote domestic tourism. This will
compel authorities to uplift standards and divert
tourists from more crowded sites to sparsely
crowded sites and indirectly promote tourism
within these respective districts. However,
technical expertise and know-how of staff at
the PC
entrepreneurs on best practices of the tourism

level to educate small scale

industry remains guestionable.

7.4.9 Changing the Tourist Mix

High end tourism: Mass tourism has been the
‘bread and butter of Sri Lankan tourism for 50
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years'. Gradually mass tourism is shrinking with
fewer charter flights coming to Sri Lanka today.
During the decades of conflict, Sri Lanka was
treated by most tour operators and tourists as a
relatively low cost value-for-money destination.
Many discussions have taken place on ways of
attracting high-end tourists to Sri Lanka.
Attracting more high-end tourists will help to
increase the average receipt per tourist, which
was about USS 164 in 2015. Although the
country expects to move away from low cost
tourism and focus on high end tourism,
attracting quality tourists has been an issue.
This will require better services, higher
standards and environmentally-friendly
sustainable operations in hotels and other
tourist establishments. While it is important to
gradually move away from the 'cheap'
destination image created during the war
period, it would be best to attract all types of
tourists rather than 'killing the goose which lays
the golden egg'.™

Broadening the market segment: The tourism
industry is quite keen to diversify its tourism
portfolio away from sun and beaches into new,
emerging segments. With unigque attractions in
most districts, Sri Lanka has failed to fully
capitalize into other segments such as tea
tourism, nature tourism, sports (such as scuba
diving, surfing) tourism, weddings, cruises,
health and well-being tourism and MICE
tourism. In particular, the MICE market is
currently under-developed due to lack of
conference and convention facilities, limited
entertainment activities in Colombo, etc.®
Catering to these different types of tourism will
eliminate seasonal variations of tourist arrivals

Although
the country
expecis to
move away
from low
cost tourism
and focus
on high

end tourism,
attracting
quality
tourists

has been

an issue.

since MICE tourists and business travellers for
example are not affected by these fluctuations.
The current trends need to be further studied
since demand for business meetings is
increasing in sectors such as
telecommunications, education, insurance and
energy.

Domestic Tourism: Domestic tourism is another
growing market segment with approximately 3.5
million visitors per annum; one-third of domestic
tourists are also estimated to use formal sector
accommaodation.® Due to the scarcity of data

* Biyagamage, H., and C. Jayawardena (2016). "Balancing the Future Success of Tourism in Sri Lanka." Emerald Group, 5(5),

pp. 505-511.
# Stakeholder interviews.

* Fernando, P. (2013). "Focusing on Realistic Tourism Targets for Post-war Sri Lanka", Emevald Group, 5(5). pp. 495-504.

146



collection and availability, the exact proportions
are unknown. Domestic travelers usually travel
in groups with families, especially during school
and annual holidays. The primary concern
facing most domestic holiday makers,
particularly at historic sites such as in
Kataragama and several other beach and wild
life sites, are safe and effective transport systems
such as rail and bus services and other
amenities such as changing rooms, comfort
places, wash rooms and dining areas.

Given that domestic tourism over the years have
contributed significantly to the sustainability of
the industry, lesser known attractions need to
be promoted in an attempt to reduce
overcrowding at popular sites.

7.4.10 Sustainable Operations

The rapid deterioration of the environment in
many parts of Sri Lanka is a matter for concern.
With the development of new resorts and
facilities, it is necessary to take adequate
measures to protect, conserve and manage wild
life parks, nature reserves, water bodies,
beaches, and areas surrounding natural tourist
attractions, if tourism is to prosper on a
sustainable basis.

In fact, it has been increasingly observed that
the new generation of travelers is increasingly
conscious of sustainable tourism including eco-
friendly practices which gives greater priority
to community participation and environment
protection. Although the exact numbers are yet
unknown, the proportion of environmentally
conscious tourists are significantly increasing.™
These tourists will seek authentic travel
experiences that allow them to experience local

* Blakeholder interviews,
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culture and also participate and help in
achieving green practices. Therefore, most
large scale hoteliers are changing their
practices to include community participation to
raise the living standards of society, while
minimizing the negative impact on the
environment.* While many large scale hoteliers
have the capacity to embrace greening practices
to ensure long-term sustainability, many small
and medium enterprises due to financial and
non-financial constraints are faced with grave
difficulties in complying with these green
practices due to the high initial cost outlay.®”
Given the dominance of digital technology and
social media in promoting or tarnishing an
image of an enterprise or country, small and
medium enterprises are compelled to change
their practices to meet the changing demand.®
Hence, it is important that small and medium
scale service providers learn best practices
from their rivals, and industry giants intervene
and assist smaller scale enterprises in the
adoption of sustainable practices.

7.5 Conclusion and
Policy Recommen-
dations

Given Sri Lanka's stated intention to attract four
million tourist arrivals by 2020, stakeholders
have mixed sentiments about the prospects of
achieving this target in light of various
challenges. While the feasibility of achieving
the target it debatable, the need for a
multifaceted approach to resolve impending
issues is acknowledged by all stakeholders, as

well as the need to change the focus from
achieving arrival targets to enhancing the
quality of the tourists' experiences.

Improve relationships among stakeholders:
An effective mechanism needs to be
established to promote private public-
partnerships, which is essential for the growth
of the tourism sector. There should be
transparent and effective communication
coupled with a high level of coordination among
the central government, PCs and private sector.
The SLTDA should establish a mechanism for
consultation, cooperation, coordination,
reporting and an operational plan to address
key challenges. Similarly, private sector
representatives should join hands with the
government to develop the industry.

Establish a research unit: Data collection and
analysis Is central for effective planning and
marketing. Establishing a research unit with a
comprehensive Information Management
System, whilst addressing the current
shortcomings in the existing data base, is
paramount for the industry's development. Such
a unit should work in collaboration with the
private sector to analyse, and publish research
regularly, which can translate into strategic
planning and provide a base for effective
marketing campaigns.

Collaborative planning for tourism
development: Related government agencies,
private sector organizations and civil society
need to work together to better manage
resources and enhance the quality of tourists'

* Miththapala, 5., C. Jayawardena and D. Mudadeniya (2013), "Responding o Trends: Environmentally- Friendly Sustainabia
Operations (ESO) of Sri Lankan Hotels®, Emerald Group, 5(5), pp, 442-455,

7 Jayawardena, C. (2013), *Innovative Sclutions for Future Tourism Development in Sri Lanka (2013-2026)", Emerald Group,

5(5). pp. 512-513.
@ Slakeholder interviaws.
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experiences. Towards this end, a destination
management strategy will ensure cooperation
with each other so that progress could be
monitored and challenges could be jointly
addressed. Moreover, PCs should be further
strengthened to improve the capacities of small
and medium tourism enterprises to engage in
developing the industry. Similarly, both large
and small scale tourist operators should work
in synergy with each other to yield better
outcomes.

Effective marketing strategy: Continuous
research would further assist in monitoring and
developing targeted marketing strategies at
source countries; assess the international
travelers' preferences; ascertain the extent to
which Sri Lanka can meet these demands and
identify areas for further marketing and
development. In this context, the
aforementioned research unit can provide the
tools necessary to develop an effective national
brand as opposed to merely promoting the
tourism sector. Promotional campaigns can
focus on attractions unigue to Sri Lanka such
as whale watching, wild life, spices and
culinary, people and lifestyle, culture, arts and
crafts; all of which will enhance the quality of
the product projected.

Quality of human resources: In the light of
several human resource challenges relating to
skills shortages and poor retention rates, the
industry should make concerted efforts to
develop career paths, fair remunerate for
workers, conduct on-the-job training on a
continuous basis, etc. In addition, foreign
languages such as Chinese should be

= Blakeholder interviews,
“ fhid.,
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introduced in the training programmes to cater
to the influx of new sources of tourism.
Nenetheless, the effectiveness of training
programmes will be dependent on the
experience, availability of skilled trainers,
training centre facilities, etc. Awareness
campaigns can also be introduced to improve
the perceptions of the tourism industry and
career prospects. For example, introducing
tourism as a component in school curriculum
will eliminate the negative perceptions of the
youth in rural communities in seeking
employment in this sector.

Infrastructure development: Given that
infrastructure constraints are a huge
impediment, authorities need to collaborate
with the private sector to ensure regular
transport services are available to key
aftractions until the proposed infrastructure
developments are complete.™ The regularity
of train services should be promoted to reduce
road congestion together with the development
of domestic air travel. In addition, more good
high quality hotels should be constructed
through promotion of FDI while authorities
should take further measures to mainstream
the informal sector.*

Monitoring and enhancing the skills of small
and medium tourism enterprises: Itis essential
to ensure that clear regulations, stringent codes
of conduct and transparent construction
guidelines to ensure safety of tourists, maintain
standards and prevent excessive
developments. Therefore, authorities should
increase awareness through workshops and

training programmes to educate small scale
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operators to ensure the sustainability of the
industry.*' At the same time, technical skills/
capacities of PCs and tourist bureaus at district
level should be strengthened to monitor smaller
scale tour operators.*®

Diversifying tourist attractions: Investments in
interpretive centres, museums, markets, comfort
stops, and good quality transport networks
should be made to provide an enriched tourist
experience and cater to various market
segments. Tourists should also be integrated
with the local communities through attractions
such as visits to agriculture parks, outdoor
performances, tea estates/factories, spas and
meditation/yoga centres. All these initiatives will
enhance the value of the product and enable
Sri Lanka to target niche tourism segments.

A1 fbid,
- |bid,
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Infrastructure should be developed further to
accommodate and host large scale MICE events
while attractive incentives should be provided
to encourage global events to be hosted in Sri
Lanka.

Community engagement: Community led
sustainable development could reap the
benefits to all stakeholders from tourism.
Specialist short courses, workshops and
seminars on homestays and hospitality
operations would assist in professionalising
tourism so that the local community could
engage in tourism development. As tourists are
increasingly seeking an authentic experience,
community engagement will provide an ideal
opportunity for the government to involve
citizens in tourism development.



8. Revisiting Land Policy: Reforms
to Match Evolving Economic Needs

8.1 Introduction

and policy has captured the fresh

attention of policy makers in Sri Lanka.

It remained a major focus of successive
governments until the final decade of the 20th
century. During the last two decades, the war
ridden economy had other priorities. In the post-
war era, the initial focus on an infrastructure-
led growth model and the subsequent shift
towards an export-led growth process has both
necessitated heightened focus on land policy.
Hence, the importance of reviewing Sri Lanka's
land policy cannot be undermined.

This Chapter makes an attempt to take a fresh
look at Sri Lanka's land policy from the
perspectives of current realties and changing
priorities for sustainable development. Of the
three major sectors of the economy, agriculture
is the most land intensive sector compared with
the industry and services sectors. In many
developing countries, a disproportionate share
of the population is dependent on agricultural
livelihoods. Land is the most important
productive asset available to them. Despite the
prominence of agricultural livelihoods, however,
a majority of the farming community lives under
poverty in these societies. On the other hand,
even the remotest agricultural communities are
fast being connected to the world economy
through the forces of globalization, transforming
economies around the world. As a result, new
demands are created on land resources

besides fulfilling livelihood needs of agrarian
communities. Catering to such demands offers
both challenges as well as opportunities. If
policy makers take decisions that can balance
the interests of competing demands, land
policies will stimulate sustainable growth as a
driver of economic development. Alternatively,
these policies will act as barriers that retard the
prospects for growth. Hence, the challenge for
policy makers is to strike a balance between
competing demands so that emerging
opportunities for growth can be fully captured
while managing underlying social, political and
environmental issues as well.

This Chapter discusses the essential
conceptual ideas first, looking at land resources
from the perspective of prevailing conceptions
of sustainable development. It makes an attempt
to identify broader dimensions of policy, namely,
economic efficiency, social inclusivity and
environmental sustainability. This is followed
by a brief review of the historical evolution of
land policies in Sri Lanka. Thereafter, current
situation of land resources in Sri Lanka are
presented as an cutcome of land policies
pursued since the early period of British rule,
In the final section, some directions far change
in existing land policies which need urgent
attention of policy makers are discussed.
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8.2 Land Resources:
Major Conceptual Ele-
ments

In classical economic literature, land is
identified as a primary resource of the economy
as one of the four factors of production. The
other factors are capital, labour and
entrepreneurship. Owners of land are entitled
to earn rent (interest for capital; wages for labour;
profits for entrepreneurship) for providing land
for praduction activities. In the literature, land is
usually taken as an umbrella term that covers a
variety of other natural resources which also
falls under it. It has often been interpreted to
include all endowments from nature to the
economy; covering resources such as forests,
minerals, oil, etc., that are physically endowed
in the surface, sub-surface or deep inside the
land.

A recent tendency in sustainable development
literature is to use the term 'natural capital' to
distinguish natures' gifts from 'man made'
creations. In this broad conception, land can
be identified as one form of natural capital
among other resources such as forests, marine
resources, minerals, biodiversity, etc. The land
as a form of natural capital provides necessary
space and physical substrate for economic
activities. This idea is closely connected to the
concept of 'real estate', which is used
sometimes as an alternative term for land,
especially with reference to asset markets,
However, the specific contribution of land to
production may vary depending on the type of
economic activity. For instance, in the case of
agriculture, the substrate of soil fulfils an
important role in the production function while
in industries or services activities, it may only
provide physical support for structures that
enstire space for respective activities.



In a more practical meaning, land can be
identified as a form of asset that fulfils an
essential role in all economic activities; offering
the space, contributing as a physical input (e.g.,
agriculture) or being the source of other
productive assets (e.g., forests, minerals). In this
sense, many forms of economic activities and
productive resources can be identified as
different land uses. From the perspective of an
economic policy, these can be considered as
alternative uses where land resources can be
put into. The principal types of land uses may
include;' cropland, pasture and grazing land,
forest land, residential land, commercial and
industrial land, mineral land, recreation land,
transportation land, service areas and barren
and waste land. The economic objective of land
policy can be defined as ensuring the allocation
of land assets in the best and highest value
uses in terms of economic returns.

An important factor which determines the
efficient allocation of land resources is the
ability to exchange or transfer rights to the use
of land. In modern capitalist economic systems,
markets provide the best means of transferring
rights, thereby ensuring the economic mobility
of land assets. In developed economies, real
estate markets fulfil this function with a
reasonable efficacy even though the latter are
not perfectly competitive. Quantity measurad in
terms of surface extent, quality and location are
important parameters which determine the
value of land in markets. Different lands
possess variable properties and the guality of
a land is determined by how these properties
match requirements of different economic uses.
For instance, quality parameters such as soil
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fertility required for agricultural uses may not
be essential for industrial or commercial uses.
Lands that match requirements for economic
uses with highest returns usually get the best
values in the market. Being a stationary
resource, physical location is another factor
relating to other qualitative parameters, thereby
contributing to the value of a given land.

Theoretically, the main economic objective of
land policy is to ensure the allocation of land in
uses that generate the highest possible private
and social benefits. To achieve this, lands have
to be allocated in different uses in matching
quantities (extents) so that the equilibrium
marginal economic rents of each land use are
equal.? Such an allocation can be considered
as an economically efficient allocation of land.
However, practical conditions associated with
land resources indicate that achieving such an
equilibrium is not an gasy task. A complex
situation exists in the case of various land uses
and resultant market imperfections are
responsible for this. Land markets may not be
competitive due to many reasons, especially in
developing countries. They can be distorted due
to reasons such as problems associated with
ownership and tenure systems, practical
inability to be converted quickly in response to
demand, short-term and long-term uses, social
attitudes connected to wealth and kinship etc.,
legal barriers and poorly functioning legal
systems, and a high dependency on other
facilities such as infrastructure. Even in
developed countries, land markets may have
certain distortions. However, advancements Iin
policy, institutional and legal systems,
progressive changes in social attitudes,

' Barlow, R. (1978), Land Resource Economics: The Economics of Real Estate, Prentice Hall, New Jersay, USA,

# Randall, A. (1987), Resource Econemics: An Economic Approach (o Nalural Rezource and Environmental Policy, Wiley,

USA,
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improvements in infrastructure facilities and
easy access to supportive services such as
finance have helped to develop relatively
dynamic 'real estate' markets that are
responsive to changes in economic demand.

Recent concepts on sustainable development
suggest that land policy cannot be formulated
and assessed on the basis of economic
performance alone. At least two other
dimensions become important, namely,
inclusivity and sustainability. The idea of
inclusivity implies ensuring benefits for a wider
group of population in society. Some aspects of
the concept have earlier been covered under
the notion of 'social equity' which has often
acted as a driving force in land reform in many
countries. The concept acquired a strong
political and economic connotation, especially
under the leftist political ideologies. Land being
the major productive asset in pre-industrial,
post-colonial societies, ownership of land used
to be a major factor determining the distribution
of economic and social welfare. As a result, leftist
political movements that championed the
course of social equity campaigned effectively
in post-colonial societies in the developing
world for land reforms aimed at the
redistribution of ownership.

The concept of inclusivity is currently discussed
within the framework of market-driven
economies and cannot be interpreted to imply
ownership redistribution as the essence of it.
The share of agriculture in national income and
the importance of land as a major productive
asset have diminished even in non-industrial
developing economies. MNevertheless,
significant populations in these countries still
live under poverty and a majority of them are
rural people dependent on agricultural
livelihoods. In addition, the numbers of urban
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poor - some are migrants from rural areas -
also appear to be rising. They usually live in
underserved areas amidst flourishing upper-
and middle-class neighbourhoods in rapidly
growing cities. In this backdrop, the concept of
inclusivity can be understood as assisting the
poor sections left out of haphazard growth to
enter the path of development and facilitating
their access to unevenly distributed benefits of
the growth process. Hence, in the context of
land policy, the inclusivity can be defined as
allocating a share of land resources for fulfilling
livelihood needs and improving social facilities
for poor, underserved, and vulnerable
populations in both rural and urban areas.

Environmental sustainability is a major
dimension which was introduced into all
branches of economic policy during the last few
decades and land policy is not an exception.
The sustainability dimension can be brought
into land policy in many ways. Among others,
recent conceptual developments regarding the
'ecosystem services (ES)' approach,” and
technical advancements in 'land use planning'
{LUP) can be considered as the most promising
approaches. The ES approach can be
considered as a tool to broaden the conceptual
horizons of land policy beyond economic and
social dimensions. The LUP provides means to
incorporate elements of environmental
management into practical implementation of
land policy. The ES approach looks at land
resources as ecosystems that can provide four
major kinds of services, namely; provisioning
services, regulating services, cultural services,
and support services. Of them, provisioning
services are usually direct economic benefits
to humans that can be handled through markets.

Cultural services also are direct benefits to
humans even though some of it may not involve
markets. In contrast, regulating services are
indirect environmental services that come as
positive externalities to humans. Support
services are ecological processes that ensure
the existence of eco-systems, as an indirect
stream of benefits to humans too. A key policy
implication emanating from the ES approach to
land policy is that by pursuing economic
benefits by extracting provisioning services can
lead to the loss of other ecosystem services
that are essential for human well-being. Hence,
safeguarding the capacity of land resources to
maintain a sustained stream of ES has to be
taken as a core element of land policy. The
sustainability of ES of land resources can be
ensured through proper land use planning.
Therefore, incorporating LUP as a mandatory
component of land policy is another major policy
implication. The review of land policy discussed
in the forthcoming sections as well as
recommendations emanating from it will be
based on the broad conceptual elements
discussed in this section.

8.3 Historical Evolution
of Land Policy in Sri
Lanka

Assessing the current realities of land policy
requires some understanding of the historical
evolution of land policy in Sri Lanka. The current
situation of land resources can be considered
as a direct outcome of past policies in the last
two centuries since the early period of British
rule. Two major episodes of land policy can be
identified accordingly; land policy during the

*  Millennium Ecosystem Assessment (2005), Ecosystam Services and Human Wall-Baing: Synthesis, Island Press, Washington,

DC.
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British era and post-independence land paolicy.
Both are interconnected to a certain extent,
where the seeds of post-independence land
policy had actually been sown in the latter part
of the British era. A common driving force of
both is demands from the agriculture sector.
Whereas the first episode was driven by the
needs of export-oriented plantation agriculture,
the post-independence land policy was largely
influenced by the national goals of food security,
rural development, and uplifting the conditions
of peasant farmers. A brief review of the two
major episodes is presented here.

8.3.1 Land Policy During the
British Era

The Crown Lands Encroachment Ordinance
(CLEO) of 1840, also popularly known as the
Waste Land Ordinance, has been identified as
a major milestone of British land policy in Sri
Lanka.* This landmark legisiation permanently
transformed the historical path of Sri Lanka's
economy, laying the foundation for an export-
import economic model that prevailed in the
country till the last quarter of the 20™ century.®
The essence of this policy can be summarized
as follows. Having consolidated total political
control over the island in 1815, the British rulers
intent to secure the economic objectives of the
imperial conguest through connecting the
'‘Colony of Ceylon' to the global economic order
dominated by the British empire while
generating the expenses of government within
the island itself. Since the advent of colonial
rule in the early 16th century, Sri Lanka used to

be an important centre in the spice trade. Belore
the arrival of the British, the Dutch (and
Portuguese before that) ruled the coastal areas
and the trade in spices such as cinnamon and
pepper collected from different areas of the
country was a mainstay of the economy, which
was otherwise dominated by self-sufficient food
crop agriculture. The British rulers connected
the island's economy to global trade in
agricultural commaodities through the
introduction of plantation crops - initially coffee
and subsequently tea, rubber and coconut - by
encouraging companies and individuals to
invest in the country. Large scale investments
on plantations required land and labour
resources to match them. The scattered, village-
based peasant agriculture system that prevailed
in the country at the time did not facilitate the
supply of either land or labour. Moreover, the
reluctance of the local population to get involved
in plantation crops, either as providers of land
or as labour, was a barrier to the British in
implementing their plans.

The CLEO was designed to overcome this
barrier by acquiring lands hithertc used by the
peasant community and forests surrounding
their villages, especially in the upcountry where
suitable physical conditions for establishing
plantation crops prevailed. The local farmers
used these lands and forests as common
property or on a usufruct basis which was held
under the legal custody of the King,” according
to traditional customary laws. The CLEO enabled
the 'Crown’ the right to take over' any land by
ejecting 'any person without probable claim or

*  Abeysinghe, A, (1979}, Ancient Land Tenure to Modern Land Reforms in Sri Lanka, Vol. 1 & 2, Centre for Society and Religion,
Colombo; GOSL (19880), Report of the Land Commission -1887 . Sessional Paper No. Il, Department of Government Printing,

Colombo.

% Coerea, G, (1975), The Instability of the Export Economy, Marga Inslitute, Colombo.
#  Usufruct is defined as 'the right to enjoy the use and advantages of another's property short of the destruction or waste

of its substance' (Oxford Dictionary) .
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pretence of title, was in possession of land
claimed by the Crown, provided that his
possession did not extend thirty years duration'
and to grant, sell or lease such land to
individuals and institutions.” In practice, through
this policy, the British rulers acquired large
extents of forest and agricultural lands that had
been used by the peasant community under
the highland farming practice of shifting
cultivation (chena) and forest gathering
activities, leaving only paddy lands for which
they usually possessed claims of ownership.

The commercial plantations began with coffee
to be followed by tea, coconut and rubber in
low, mid and upcountry regions of the wet zone.
Starting from the 1830s, this trend continued
until the mid-20th century. From the perspective
of land resource management, the CLEO
brought about major changes in the land tenure
system of the country that prevailed for
centuries before that. It converted a vast area of
land under forests or land used for highland
farming by peasant farmers into ‘crown’' property.
A part of this land in wet and intermediate zones
was immediately sold to private companies and
individuals for establishing commercial
plantations, converting them into private
property. The rest remained as state (crown)
property. Especially, the land in dry zone plains
of nerthern, eastern and north central areas
continued under state ownership. These
regions were sparsely populated with vast
areas under forests and the rest with scattered
pockets of peasant villages. The government
issued contracts for extracting valuable species
of timber from the forests located in these areas.
There was no economic dynamism in dry zone
areas compared with the southwestern quarter

of the country in wet and intermediate zones
where the export-import economy based on
commercial plantations flourished and a
majority of the population settled.

By the early 20th century, some adverse social
implications of the British land policy were
evident. The policy had created an increasing
mass of landless peasants in upcountry areas
that lacked the opportunity to practice traditional
agricultural livelihoods due to the expansion of
plantations encircling their villages. The
scattered peasant community in the neglected
dry zone remained a poverty-stricken and
disease-affected population. As a result, food
supply in the country was heavily dependent
on imports. The colonial government faced
difficulties in ensuring undisturbed supply of
food during the periods of war and food
rationing schemes were introduced as a result.
Feeling the pressure of growing unrest among
the masses and problems in supply of food, the
government appointed the First Land
Commission (FLC) in 1927 to look into matters
pertaining to land policy and make
recommendations to overcome the emerging
problems.

The FLC recommended a strategy of alienation
of crown land to landless members of the
peasant community, alongside the suggestion
to initiate state-sponsored colonization in the
dry zone to facilitate this policy. The Commission
proposed to establish a separate institutional
mechanism under a newly appointed
Commissioner of Land to map out state land
and alienate them under three schemes,
namely; outright grants, leases under peasant
proprietor systems and new tenurial

" Abeysinghe, A. (1979}, Ancient Land Tenure to Modem Land Reforms in Sri Lanka, Viol. 1 & 2, Centre for Sociaty and Religion,

Colombo.

157



STATE OF THE ECONOMY 7917

arrangements.® These recommendations came
into effect with the adoption of the Land
Development Ordinance in 1935 and the
subsequent establishment of the Land
Commissioner's Department. This can be
considered as a major shift in land policy in Sri
Lanka with far reaching conseguences, the
impacts of which are felt even to date. In effect,
it laid the foundation for Sri Lanka's post-
independence land policy too. Beginning from
the late 1930s onwards, nearly about a century
after the CLEO, the government pursued a
policy of extensive land alienation and
colonization of the dry zone under irrigated
settlement schemes that culminated in the
Accelerated Mahaweli Development
Programme (AMDP) in the 1980s. The process
initiated with the pioneer peasant colonization
schemes launched under the patronage of D.S.
Senanayake,” then Minister of Agriculture,
continued under successive regimes. This can
be considered as a main pillar of land policy of
the government even today, although its
political prominence has diminished to a
significant extent.

8.3.2 Post-independence Land
Policy

The alienation of state land under various land
tenure schemes, settlement programmes and
irrigated colonization schemes can be
considered as the main component of Sri
Lanka's post-independence land policy too.
Successive governments carried out these

programmes as major development initiatives
with strong political patronage, nationally and
locally. Official records indicate that a total area
of 830,832 ha of land was alienated under Land
Development Ordinance (LDQ) during the
period 1935-1985 of which the largest extents
were under village expansion schemes,
regularization of encroachments and major
colonization schemes.”™ This was before the
completion of the AMDP which alienated around
100,000 ha. Recent sources indicate that
around 300,000 ha were alienated under 113
schemes under major irrigation settlement
schemes other than the AMDP."" Qverall, the

The total extent of land
alienated under different
schemes appears
to he well over

even though an exact figure

is not avaitahle from reliahle
SOUFCes.

= Abeysinghe, A. (1979), Ancient Land Tenure to Modern Land Reforms in Sri Lanka, Vol. 1 & 2, Centre for Society and Religion,
Colombo; GOSL (1990), Report of the Land Commission -1987, Sessional Paper No. |l, Department of Government Printing,

Colombe.

® Farmer, B.H. (1957}, Pioneer Peasant Colonization in Ceylon, Cambridge, UK.

H

Colembo.

GOSL (1990), Report of the Land Commission -1987, Sessional Paper No. |I, Department ot Government Printing,

" DOS (2007), National Atlas of Sri Lanka, Department of Survey, Colombo

158



-STATE OF THE ECOMNOMY a0

total extent of land alienated under different
schemes appears tc be well over one million
ha even though an exact figure is not available
from reliable sources.

Besides alienation of state lands in large scale,
in the post-independence era, socialist political
groups promoted a land reform agenda with
the aim of furthering social equity which go
beyond the alienation of state lands to the
landless. Two major landmarks of this agenda
were the Paddy Lands Act of 1958 and the Land
Reform Act of 1972.

The Paddy Lands Act: This act sought to
redress inequities and the exploitation faced
by tenant cultivators of paddy lands by ensuring
more secure rights of land tenure. This was
introduced as a remedy for defects observed in
the Paddy Lands Act of 1953. It granted more
secure rights to existing tenant cultivators to
prevent eviction by landlords, while also fixing
the terms of rent arrangements in favour of
tenants and abolishing service tenures which
were deemed exploitative. Furthermore, the Act
sought to enhance the productivity of paddy
lands and ensure the continuity of paddy
cultivation by imposing conditions against
converting paddy lands to other forms of
agricultural or non-agricultural uses. The Act
was introduced as a progressive step to abolish
perceived elements of exploitation associated
with the traditional system of tenancy and was
promoted by the leftist political agenda of the
time, although it faced significant resistance

from various stakeholders. It was a policy driven
by the motivation to enhance social equity
dimension of land policy. The Act was later
amended as the Agrarian Services Act of 1979
and subsequently as the Agrarian
Development Act of 2000. The Department of
Agrarian Development is vested with the
powers to implement it.

Land Reform Act: The Land Reform Act of 1972
(LRA) also was driven by similarly progressive
course of social equity and was supported by
the leftist political movements. According to
some analysts, the justification for the Act was
derived from broader issues of social justice
linked to the youth unrest expressed through
the 1971 insurgency, unemployment of
educated youth, growing landlessness and
income inequality etc.” The Act sought to
establish a ceiling on private land ownership
by stipulating limits on paddy lands (25 acres)
and other agricultural lands (50 acres). Far
reaching reforms were introduced by an
amendment to the Act in 1975 that provided for
acqguisition and nationalization of large
plantation estates run by foreign companies.
Over 400,000 ha of estate land was acquired
under this amendment.”™ A Land Reform
Commission (LRC) was established to acquire
and dispose of property eligible for acquisition
under the LRA.

The discussion on the evolution of land policy
in this section covers only the major milestones
of land policy in Sri Lanka.™ It helps to identify

= Abeysinghe, A, (1979), Ancient Land Tenure to Modern Land Reforms in Sri Lanka. Vol. 1 & 2, Centre for Society and Religicn,
Colombo; GOSL (1890), Report of the Land Commission -T1387, Sessional Paper No. |, Departmeant of Government Printing,

Colombo,

" NARESA (1981), Conditions and Trends, Natural Resources Energy and Science Authority (Sri Lanka), Colomba.

A large number of supportive legislations, amendments, plans, pregrammes and projecls were implemented by successive
governments to resolve issues pertaining to complex land issues in the country. It may need lengthy review 1o assess all
these measures in detail which is beyond the scope of this Chapler.
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the major directions of land policy in the country
during the past two centuries and can be
summarized as follows.

« Sri Lanka's land policy was
overwhelmingly focused on agricultural
land uses, initially on expori-oriented
plantation agriculture and later on
domestic food production agriculture

* In the shift of policy from plantation
agriculture to food production
agriculture, the target groups
refocussed from foreign commercial
investors on large estates to traditional
small-scale peasant farmers, an
extreme shift of interests driven by
socio-political circumstances

+ Similarly, the major objectives/directions
of policy also changed from a focus on
economic dimension to social equity
dimension. This change took place in
parallel to an overall shift from an export-
import economic strategy based on
agricultural commodities to an import-
substitution straiegy based on domestic
agricultural production

= Changes in post-independence era
have further strengthened the tendency
to focus on re-distribution of ownership
and benefit sharing arrangements
associated with agriculture land tenure

= Any episode of land policy in Sri Lanka
since the mid-19th century to date has
not given serious attention to
environmental sustainability dimen-
sions.

= Even though the broader strategy of the
economy has changed from import-
substitution  through  domestic
agricultural production to an export-
driven growth strategy since the late

1970s, land policy has not been revised
to address the needs of this strategic
shift

The current situation of land resources can be
considered as an outcome of past policies and
a brief evaluation is presented in the next
section,

8.4 Current Situation of
Land Resources

Table 8.1 provides a summary of major land
uses in Sri Lanka. Confirming the agricultural
bias of land policy discussed above, it shows
that 65 per cent of land area is under some
form of agricultural land use. Among the
agricultural land use type, home gardens (15.7
per cent), paddy (12.7 per cent) and plantation
crops (10.5 per cent) are the major ones. The
category of sparsely used croplands (22 per
cent), denotes former shifting cultivation lands
that have gradually become permanent
agricultural lands in many areas. Time series
data indicate that the area under paddy has
increased nearly three times by 2015 from what
it used to be in early the 1950s." The rest is
accounted for by forests (28 per cent), water
(4.6 per cent), barren lands (1.2 per cent) and
built up areas (0.6 per cent).

A further review of information on the existing
situation of land resources reveals that growing
land scarcity, problems of land tenure and
ownership, land fragmentation and degradation
of lands are among the major policy challenges
faced by land resources in Sri Lanka at present.

= DCS, Statstical Abstract, Department of Census and Statistics, Colombo, various issues.
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Table 8.1
Major Land Uses in Sri Lanka

Main Land Use Type Sub Land Use Type

Urban lands Built up land

Man agricultural
Agricultural lands Homesteads
Tea
Rubber

Coconut

Mixed and perennial crops

Paddy

Sugar cane

Sparsely used crop land

Other crop land
Forest lands Dense forest
Open forest
Forest plantations
Scrubs
Grasslands

Mangroves/ marsh

Water

Barren land

Source: Land Use Palicy Planning Department {2007).

8.4.1 Growing Scarcity of Land

Sri Lanka's population has increased from 3.5
million in 1901 to 20.3 million in 2012 - i.e., a
six-fold growth in just over a century. Of this
population, nearly one-third still depends on
agriculture far their livelihoods. As a result of
population growth, the per capita availability of
land resources has decreased from 1.8 ha in
1900 to 0.30 ha in 2010." Leaving out forests,

STATE OF THE ECOMOMY 20

2007 Extent Ha Ya
31,000 0.5
5,620 0.1
Sub total 36,620 0.6
1,028,600 15.7
189,800 2.9
183.200 2.8
313,700 4.8
164,325 25
844,000 12.9
13,800 0.2
1,439,532 22.0
76,800 1.2
Sub total 4,253,757 65.0
1,123,700 171
403,975 6.2
86,900 13
138,600 24
90,800 14
43,480 0.7
Sub total 1,887.255 28.8
303,068 4.6
80,300 1.2
Total 6,561,000 100.0

water and barren lands, the average area of
land available per household is around 0.82
ha. A significant area under home gardens
category is occupied by residential facilities;
and in rural and sub-urban areas around major
cities and town centres, agricultural lands under
crops such as rubber and coconut are being
converted at a fast pace for residential,
commercial or industrial purposes. Hence, the
actual area under agriculture appears to be less

" MERE (2014), National Action Programma (NAP) for Combaring Land Degradation in Sri Lanka, Ministry of Environment and

Renewable Enargy, Colombo.
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20.3
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availability

of land

resources has
decreased

1.8 ha

than the estimated total set out in Table 8.1,
and in some areas, agricultural lands are being
converted to other uses. These figures imply
that scarcity of land is growing rapidly.
Information given in Table 8.1 suggests that the
country cannot allocate land for other economic
uses without decreasing the forest cover which
has already dropped below 30 per cent, unless
a rational policy is devised to improve the
efficiency of existing land uses.

8.4.2 Problems of Land Tenure
and Ownership

Problems of land tenure have to be viewed in
light of the historical evolution of land policies
in Sri Lanka. The discussion on land policies
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showed that the tenure of a large share of lands
in the country has changed from traditional
common property rights system to crown
property and then back into private use under
different land tenure and ownership
arrangements within a period of less than two
centuries. This includes large-scale acquisition
of commonly held lands by the state under
CLEO in 1840; selling of a part of that land to
companies and individuals for plantation
agriculture; mapping out and demarcation of
state lands under LDO; re-distribution of crown
land under various land alienation schemes
with different tenure arrangements for
agriculture and village settlements; re-
acquisition of some privately held land under
land ceiling of LRA; and nationalization of
plantation estates in 1975. In addition,
encroachment of state land left large extents of
land under 'de-facto’ private tenure status
without valid ownership claims for them. This
has led to the creation of a complicated situation
in land tenure and ownership arrangements
due to lack of clear titles for many parcels of
land in the country. The situation is not favourable
since it reduces the economic mobility of land
in response to changing demands from the
economy and prevents the efficient allocation
of land for highest valued uses.

8.4.3 Land Fragmentation

Growing scarcity of land due to population
growth and lack of clear titles have led to a
fragmentation of land. As a result, the plot size
of lands has decreased to economically
unviable levels in some areas. The Agriculture
Census of 2002 reported that 71 per cent of
land holdings are below 1 ha in size and isin a
process of further decreasing plot sizes. This
has negative implications on productivity of
agricultural lands as well as the suitability of
land for other economic uses.



T per cent of land
holdings are below
Thainsize and s in
a process of further
decreasing plot
sizes.’

Agriculture

Census
2002

8.4.4 Increased Encroachment of
State Land

Increased fragmentation of land and the lack of
clear titles encourage encroachment of state
lands. This has been stimulated further by the
state policy of regularization of encroachments.
One-quarter of LDO lands alienated during 1935-
1985 was given under the scheme of

Table 8.2
Soil Erosion under Different Land Uses

-STATE OF THE ECOMOMY 20

regularization of encroachments. This implies
that encroachers first occupy the land without
permission and the government offer deeds
later. It has been reported that this practice is
responsible for the encroachment of forest
areas, leading to deforestation in the country."”
This is not an affordable practice since the
encroached lands are usually located in
critical places such as reservations for
catchments of reservoirs and waterways that
lead to ecosystem damages.

8.4.5 Land Degradation

Growing land scarcity, increased
fragmentation of land and encroachment of
state lands catalyzes the process of land
degradation that has already commenced.
The degradation process had actually started
on a major scale with the clearing of mountain
forest ecosystems for the establishment of
plantation crops. Soll erosion is the most critical
form of degradation with severe on-site as well

Old seedling tea (no conservation )
Bare clean weeded clonal tea

Well managed tea {contour drains }
Tobaceo (MCIZ )

Capsicum (MCIZ)

Carrot (MCIZ)

Chena (MC)

Sorghum, Pigeon pea

Kandyan mixed home garden

Motes:

40.00
52.60
0.24
70.00
38.00
18.00
200.00
21.00
0.05

MC - Mid Country MCIZ - Mid Country Intermediate Zone.

Source: MERE (2014), National Action Programme (MAP) for Combaling Land Degradation in Sri Lanka,
Ministry of Emvironment and Renewable Energy, Colombo,

" Sri Lanka UN-REDD Programme (2015), Assessmant of Key Policies and Measures fo Address the Drivers of Deforestation

and Forest Degradation in Sri Lanka, Colombo.
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as off-site spillover effects. Table 8.2 shows the
estimated soil losses due to erosion under
different land uses.

Table 8.2 indicates that chena cultivation,
tobacco, clean weeded clonal and seedling tea
are erosive land uses with high soil losses.
Comparatively, soil erosion from Kandyan home
gardens and well managed tea lands appear
to be low. Scil erosion in any location has the
on-site effects of decreased fertility and a
resultant decline in agricultural productivity.
However, soil erosion that takes place in critical
locations such as upper watershed areas and
reservoir catchments create serious spillover
effects such as siltation of reservoirs in addition
to on-site effects.

8.4.6 Deforestation

Land policy Is closely connected to
deforestation, a critical environmental problem
faced by the country. Large-scale deforestation
in the wet zone started with the establishment
of plantation crops from the mid-19th Century.
This was enabled by the CLEQ. A significant
share of nearly one million ha of land opened
up for plantation crops were earlier under wet
zone forest ecosystems rich in biodiversity such
as Sinharaja. The establishment of plantations
has created other social effects such as
depriving land for peasant communities to carry
out their livelihoods and expansion of villages
thereby giving rise to a landless class of
peasantry in upcountry areas. The pressure
created by these social effects laid the
foundation for changes in the land policy
recommended by the FLC and implemented
under the LDO. This opened the way for the
second major wave of deforestation from the

" lbid.

1684

mid-20th century, this time in dry zone lowland
areas. Under this polcy shift, the existing forest
cover in dry zone areas was identified as
‘underdeveloped crown land' and the major aim
of the policy was to 'develop' such lands.
Deforestation took place in large scale in land
alienation schemes such as irrigated
colonization schemes due to the inundation of
extensive areas of forest for irrigation structures,
conversion of natural forests into agricultural
lands, opening up forest cover for settlements
and infrastructure facilities, and encroachments
of surrounding forest areas by subsequent
generations due to rising scarcity of land.'®

8.5 Quest for Reforms:
Some Thoughts on
Directions for Change

Past changes in land policy in Sri Lanka were
driven by the demands of broader economic
and socio-political strategies of successive
governments in pre and post-independence
era. A major strategic shift in national economic
policy took place in the late 1970s which is still
being continued with some adjustments. Unlike
past strategies that overwhelmingly depended
on the agriculture sector, the present strategy
advocates export-driven growth based on a
diversified economic base. However, unlike in
the case of previous major shifts in national
policy, no serious attention was directed to
change land policy to address the needs of the
new economic strategy, despite some structural
changes introduced in certain areas of
macroeconomic and sectoral policies. As a
result, the present land policy still remains
biased towards an inward-looking development
model based on small-scale peasant farmers.
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The mismatches
and limitations
of unaltered
land policy
with relation
to the needs
of current
national
development
priorities are
becoming
visible more
and more.
This requires
revisiting land
policy to make
adjustments
that better
cater to
present
economic
needs.

The mismatches and limitations of an unaltered
land policy with relation to the needs of current
national development priorities are becoming
visible more and more. This has drawn the
attention of policy makers recently, and the
necessity to revisit land policy and make
adjustments to better cater to present needs are
being emphasized. The remaining section will
focus on a few thoughts on the broader
directions of change to meet this policy need.

Matching land pelicy with present
development priorities: Land policy should be
re-oriented to cater to the broader objectives of
sustainable development, namely: economic
efficiency, inclusivity and environmental
sustainability. The current land policy is an
outcome of socio-political discourses that came
into prominence from time-to-time in the palitical
arena, and evolved since or became obsolete.
Land policy has failed to find a balance between
economic, social and environmental objectives.
Some unfavourable trends observed in land
resources are a direct result of these policies.
During the last three decades, the discourse on
sustainable development rose to prominence
becoming the overarching framework of the
global development agenda. The current land
policy has apparently not evolved to capture
the positive balance emphasized by the
sustainable development concept and,
therefore, cannot be expected to assist a
national agenda towards sustainable
development.

Rebalance the focus of land policy from
agriculture to a diversified economy: The
existing land policy is overwhelmingly focused
on a small-scale peasant farmer based
agriculture production model geared to cater to
an import-substitution domestic production
strategy. Despite the shift in national economic
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Despite the
shift in
national
economic
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export-oriented
diversified
economic
growth, land
policy has
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biased towards
a peasant
farmer based
agriculture
model.

strategy towards export-oriented diversified
economic growth, land policy has not evolved
to cater to this broader strategy and remained
biased towards a peasant farmer based
agriculture model.

Even with the strategic shift in economic policy
in the late 1970s, the government preferred to
continue with the existing model of land policy
as exemplified by the AMDP. To address the
land needs of economic diversification, it
introduced strategies such as government
sponsored industrial economic zones by
allocating state-owned land to establish them
rather than introducing policy changes which
can mobilize land resources on demand through
well-functioning land markets. Even in the case
of land-intensive agricultural investments, the
government involvement was limited to offering
state lands, sometimes under huge public
protest. Over time, this has developed into a
corrupt system of political patronage, rent-
seeking and bureaucratic red tapes which act
as a major constraint against attracting genuine
investors.

The best way to address the demands from a
diversified economic base is to promote land
markets through policy interventions which
eliminate various imperfections associated with
the current land policy. This requires substantial
reforms in the current policy such as changing
land tenure restrictions associated with
alienated lands, offer clear market-transferable
titles, remove barriers to competitive real-estate
markets and develop a scientific land-
management system within which the market
will function. As the largest land owner in the
country, the government can also be a
participant in the land market, not through ad
hoc interventions driven by political patronage,
but as a competitive player in the said market.



Adoption of modern land management
practices could help to alleviate
inefficiencies: Land markets should be
developed on the basis of a scientific land
management system. Given the various
physical, social and environmental factors
involved, a balanced combination of efficiency,
inclusivity and sustainability objectives cannot
be achieved without the assistance of practical
tools of scientific land use planning. This may
involve: adopting a spatial strategy of zoning of
land resources in a hierarchical order (e.g.,
national, regional, local) according to land
suitability assessments; identifying appropriate
economic uses for demarcated zonal
categories; developing a land information
system based on Geographic Information
System (GIS) tocls; drafting guidelines for land
management practices under zonal economic
activities to ensure efficiency, inclusivity and
environmental sustainability; establishing zonal
land markets for respective categories of
economic uses within the framework of a land
management system; linking the land
information system with the market; establishing
a monitoring mechanism for the land
management system as well as land markets.
Advanced economies have taken steps to
establish such systems. Significant resources
and skills are necessary to develop a market-
based land management system. In addition, it
requires reviewing and amending the existing
legislative tools so that these can complement
proper functioning of such a system.

Review the legal framework for removing
road blocks: The current legal framework for
land policy invelves a complex array of legal
provisions involving property laws, real estate
laws, inheritance laws, etc., and various laws
and regulations stipulated under legal
enactments such as the CLEQ, LDO and LRA

The best
way to
address the
demands
from a
diversified
economic
base is to
promote land
markets
through
policy
interventions
which
eliminate
various
imperfections
associated
with the
current

land policy.
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that apply for freehold lands, as well as state
lands alienated under different tenure
arrangements. Cases concerning land issues
are among the most time-consuming legal
activities. Imperfections and complexities
associated with the existing legal framework
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connected to land have often been identified
as a barrier for well-functioning land markets.
Hence, revisiting the existing legal framework
associated with land policy also is an essential
pre-condition for developing an efficient system
of land markets.



9. Improving Natural Disaster Risk
Management in Sri Lanka

9.1 Introduction

ecent incremental impacts of natural

disasters substantiate the fact that

disaster risk management has to be
an integral part in sustainable development in
Sri Lanka. Many areas of the country were
negatively affected by a series of floods,
droughts and landslides during the past few
years. A prolonged drought continued from late
2016 to early 2017, leading to a number of
economic burdens ranging from loss of
livelihoods and associated vulnerability issues
to increased import cost of essential food itemns.
Though comprehensive statistics are not
available to verify the overall impacts, itis clear
by previous experience that disasters cause
significant economic costs in many important
sectors.

Impacts of global climate change partly
contribute to exacerbate disaster risks as per
the available scientific assessments. Prior
evidence from Sri Lanka and the rest of the
world also shows that unsustainable
development activities increase natural disaster
risks. The economic costs of disasters are on a
rising trend as a result. There is a growing
interest among the international community to
improve the
communities under two major disciplines,
namely, disaster risk reduction (DRR) and
climate adaptation.

resilience of wvulnerable

As natural disasters have become more
recurrent, it is vital that Sri Lanka gears its
development initiatives towards a disaster
resilient path. Much progress has already been
made in regard to disaster risk management in
Sri Lanka, following the devastation caused by
the December 2004 tsunami. However, there
are areas still which need policy attention in
increasing the resilience towards natural
disasters. This Chapter focuses on critical
issues in regard to managing natural disasters
risks in Sri Lanka and policy implications for
enhancing disaster risk resilience.

9.2 Disaster Risk Re-
duction: Concepts

The United Nations International Strategy for
Disaster Reduction (UNISDR) terms a disaster
as a serious disruption of the functioning of a
community or a society causing widespread
human, material, economic or environmental
losses which exceed the ability of the affected
community or society to cope using its own
resources. Disasters occur owing to a
combination of hazards, vulnerability and
insufficient capacity to reduce potential negative
consequences of risk (Figure 9.1).

The impacts of disasters arise in the form of
damages, losses and macroeconomic impacts.
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Disaster damages are often referred to as total
or partial destruction of physical assets during
the disaster event. Disaster losses in contrast
are referred to as changes in economic flows
that occur after the event over a relatively longer
time period. Macroeconomic impacts include
the implications on the performance of the
national economy, for instance on GDF, balance
of payments, etc. The macroeconomic impacts
are dependent on the structure of the economy
and also the nature of the disaster event.

Disasters occur due to variability in the natural
systen and human-induced climate change
processes. From a policy point of view, it is vital
to understand the exact contribution of human-
induced climate change towards the frequency
and severity of natural disasters. Such
assessments are being attempted through a

Figure 9.1

fast growing discipline named climate detection
and afttribution. However, there is no readily
available scientific information In regard to
attribution of disasterimpacts to climate change.
Therefore, policies should consider the
implications in regard to both causes, natural
and human-induced.

Climate adaptation and DRR have been two
growing disciplines in isolation. However, there
has been considerable convergence in the
recent past as it provides mutual benefits for
both disciplines. It is essential that climate
adaptation policies and measures are built on
the existing DRR frameworks in order to be
efficient and effective. On the other hand, the
DRR approaches will be sustainable if they
incorporate the impacts of climate change into
such approaches.’'

Disaster Risk Reduction, Climate Adaptation and Development

Climatz
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Source: IPCC (2012), Managing the Risks of Extreme Events and Disasters to Advance Climate Change Adaptation: A
Special Report of Working Groups | and Il of the Infergovernmental Panel on Climate Change, Cambridge
University Press, Cambridge, UK and New York, USA.

! Venton, P, and 5. La Trobe (2008), Linking Climale Change Adapfation and Disaster Risk Reduction, Institute of Development

Studies, UK.
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The concept of DRR is the modern shift with
regard to disaster management in terms of both
policy and practice at international and national
levels. The framework comprises of five
categories of actions, namely:

* Risk awareness and assessment -
hazard analysis, vulnerability analysis

* Knowledge development - education,
training, research and information

* Public commitment and institutional
frameworks - organizational, policy,
legislation and community action

* Application of measures including
environmental management, land-use
and urban planning, protection of
critical facilities, application of science
and technology, partnership and
networking, and financial instruments

* Early warning systems - forecasting,
dissemination of warnings, pre-
paredness measures and reaction
capacities

Figure 9.2

Disaster resilient development could be
achieved by giving timely and due
consideration to the national priorities for the

above forms of actions.

9.3 Impacts of Disas-
ters in Sri Lanka

The three most common and important
disasters for Sri Lanka include floods, droughts
and landslides. Lightning strikes, high winds/
cyclones and animal attacks are also causing
substantial impacts as per the available
evidence.® In addition, sporadic disasters, such
as a tsunami are important to consider based
on the magnitude of their impact. It is clearly
being witnessed that the frequency and severity
of climate-induced disasters have been
increasing. The impacts of global climate
change are identified as a cause for this among
other human-induced factors such as improper

Number of People Affected by Disasters in Sri Lanka (1965-2016)
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Source: |llustrated using DMC Desinventar Database.

# MDM (2014), Sii Lanka Comprehensive Disaster Management Programme 2074-2018, Ministry of Disaster Management,

Colombo.
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land use, planning and environmental
degradation.

In terms of the number of affected peaple,
droughts, floods cyclones, tsunami, heavy rains
and landslides are the maost important natural
disasters recorded in Sri Lanka as per the
Deslnventar database managed by the Disaster
Management Centre (DMC). When the total
number of people affected by disasters is
considered, there is a clear increasing trend
from the 1960s to the present (Figure 9.2).

Certain economic indicators reveal that natural
disasters pose significant negative impacts on
the economy, both at micro and macro levels.
There is no comprehensive mechanism at
present to calculate the costs of natural disasters
in an all-inclusive manner. However, certain

Box 9.1

attempts are taken to estimate the damages
and losses due to disasters by the Ministry of
Disaster Management with the assistance of
donors. The Post Disaster Needs Assessment
{PDNA) includes a damage and loss
assessment of the floods and landslides that
were triggered due to heavy rainfalls in 2016
{Box 9.1).

Natural disasters impact almost all economic
sectors in the country at varying degrees.
Recent floods and droughts particularly
impacted the agriculture sector. The food
production agriculture sector was badly affected
by a sequence of floods and droughts during
2013-2015. In fact, in recent research conducted
by the IPS, farmers in the Anuradhapura district
ranked top in climate induced disasters with
the risks and uncertainties faced by them.? Over

Cost of Natural Disasters in 2016

Several districts were badly hil by lorrential rainfall in mid-May 2016 in Sri Lanka. It was the heavies!
rainfall recorded after 18 years for certain locations and created a multi-hazard situation leading to
floods in several districts of the country as well as heavy landslides in a number of divisions in Kegalle
districl. Overall, 24 out of 25 districts were aflected al varying degrees. As a resull, there were 93 dealths
recorded deaths, 117 missing individuals and over 493,000 individuals adversely affecled.

A PDNA was carried oul under the leadership of the Ministry of Disaster Management and Ministry of
Mational Pali nd Economic Affairs soon after, u an internationally accepted methadalogy. The
assessment calculated both damages and |losses for social, productive, infrastructure and cross-
cutting sectors. The lotal estimated , 87027 million and
Rs. 12,818 millien, respectively. Over 65 per cent of the damages have been in the social sectors.
Productive sectors which include agriculture, fisheries, industry and services recorded around 86 per
cent of the losses. The combined effects of damages and losses ware highest in the social sectors

ages and losses were estimaled at ove

followed by the productive sectors and infrastructure sectors.

Source: S Lanka PDNA, Ministry of Dis:
Affairs, Colomba.

ter Management, Ministry of National Palicies and Economic

* Wickramasinghe, K. (2017), Climate Insurance for Ory Zone Farmers in Sri Lanka, Research Report for the Global Develop-
ment Metwork.
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District Secretariats

Rescue and Relief
Operations

three-fourth of the farmers have been affected
by at least one disaster event during the last
five years. Due to lack of diversification of
livelihoods, the disaster leads to affected
farmers adopting costly risk management
strategies.

The government spends significant amount of
funds on disaster relief activities. For the natural
disasters that occurred in 2016, the Ministry of
Disaster Management provided more than Rs.
117 million to district secretariats. Additionally,
the Ministry of Defense has spent around Rs.
60 million for immediate search, rescue and
relief operations.

9.4 Policy Framework
9.4.1 International Mechanism

Disaster management comes under two
disciplines, namely, climate adaptation and
disaster risk reduction. The Sendai Framework
for Disaster Risk Reduction 2015-2030 deals
with DRR aspects. The United Nations
Framework Convention on Climate Change

(UNFCCC) deals with climate adaptation
aspects which include provisions regarding
climate-induced disasters.

The Sendai Framework identifies four priority
areas for local, national, regional and global
level of action, namely: (a) understanding
disaster risk; (b) strengthening disaster risk
governance to manage disaster risk; (c)
investing in DRR for resilience; and (d)
enhancing disaster preparedness for effective
response and to "Build Back Better” in recovery,
rehabilitation and reconstruction. The Sendai
Framework was endcrsed by Sri Lanka in
March 2015. At national level, the Sri Lanka
Comprehensive Disaster Management
Programme provides the basic mechanism for
implementing the framework.

The Paris Agreement adopted in 2015 aims to
enhance the implementation of the UNFCCC.
The Agreement deals with greenhouse gas
emissions, adapting to adverse impacts of
climate change and financing for reducing
greenhouse gas emissions and climate resilient
development. Article 8 of the Agreement deals
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with loss and damage associated with the
adverse effects of climate change, including
extreme weather events and slow onset events
within a sustainable development framework.
It further emphasizes the role of the Warsaw
International Mechanism on Loss and Damage
which was adopted in 2013 at the 19"
Conference of Parties (COP19).

The sustainable development goals (SDGs)
adopted in 2015 also has a direct reference to
disaster management under four SDGs and five
respective targets (Table 9.1). The disaster
related aspects are integrated into goals
dealing with poverty, food security, sustainable
cities and climate change. The targets by and

Table 9.1

large are aimed at increasing the resilience of
the sectors towards various negative impacts
caused by disasters which hinder sustainable
development of countries.

9.4.2 National Policy Framework

Similar to the evolvement of two separate
disciplines for DRR and climate adaptation at
international levels, there are two fields with
separate policy and institutional frameworks to
deal with DRR and climate adaptation in Sri
Lanka as well. Both fields are comprised of
several ministries and institutes directly
responsible for managing natural disaster risks
in Sri Lanka.

SDG Goals and Targets Directly Relevant to Disaster Management

SDG Relevant to Disasters RelevantTargets

Goal 1
End poverty in all its forms
vulnerable everywhere

1.5 by 2030 build the resilience of the poor and those in
situations, and reduce their exposure and vulnerability to

climate-related extreme events and other economic, social
and environmental shocks and disasters

Goal 2

End hunger, achieve food security
and improved nutrition, sustainable
agriculture

Goal 11

Make cities and human
setflements inclusive,
safe, resilient

and sustainable

Goal 13

Take urgent action to
combat climate change
and its impacts

2.4 by 2030 ensure sustainable food production systems and
implement resilient agricultural practices that increase
praductivity and produclion, thal help maintain ecosystems,
that strengthen capacity for adaptation to climale change,
extreme weather, droughi, flooding and other disaster, and
that progressively improve land and soil quality

11.5 by 2030 significantly reduce the number of deaths and
the number of affected people and decrease by y% the
economic losses relative to GDP caused by disasters,
including water-related disasters, with the focus on protecting
the poor and people in vulnerable situations 11.b by 2020,
increase by x% the number of cities and human settlements
adopting and implementing inlegrated policies and plans
towards inclusion, resource efficiency, mitigation and
adaptation to climate change, resilience 1o disasters, develop
and implement in line with the forthcoming Hyogo Framework

13.1 strengthen resilience and adaptive capacity to climaie
related hazards and natural disasters in all countries

Source hitp:/fwww.undp,org/content/undp/en/home/sustainabla-development-goals, himil,
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The main agencies for DRR include the Ministry
of Disaster Management and its agencies
namely the Disaster Management Centre and
National Disaster Relief Services Centre;
National Building Research Organization
(NBRO); Department of Irrigation and
Geological Survey and Mines Bureau (GSMB).
The Department of Meteorology is responsible
tor provision of disaster related data and
information. In regard to climate adaptation, the
Ministry of Mahaweli Development and
Environment and the Climate Change
Secretariat under the Ministry serve as the focal
point.

The subject of disaster management received
substantial political commitment only after the
tsunami natural disaster of 2004. It provided
the impetus for the development of an
institutional and policy framework for disaster
risk management in Sri Lanka. The Disaster
Management Act No 1 of May 2005 was enacted,
with a Mational
Management (NCDM) and a Ministry of Disaster
Management and the Disaster Management

Council for Disaster

Centre (DMC) established in order to implement
the Act. A National Disaster Management Policy
and a MNational Disaster Management Plan
were also formulated to provide a
comprehensive framework for disaster
management activities in the country. Given
below are the key policy documents which deal

with DRR and climate adaptation in Sri Lanka.

Sri Lanka Comprehensive Disaster
Management Programme (SLCDMP) 2014-
2018: The SLCDMP is aimed at risk-based
decision making. The overall objective of the
SLCDMP is to create and facilitate the enabling
environment for a multi-hazard, multi-sector,
multi-agency partnership oriented disaster
management programme, using risk knowledge

as the base, in line with global conventions and
frameworks. The specific objectives are:

1 Build capacity at institutional and
individual levels

2. Integrate disaster risk information based
approaches in the development agenda

3. Prevent/mitigate the impacts of frequently
occurring disasters on life and properties

4. Improve coordination of stakeholder
groups (public, private, NGOs and
others)

5. Enhance response capacity at all levels

6. Adopt an integrated monitoring and
evaluation and a reporting system

7 Ensure efficient knowledge manage-
ment in DRR

National Adaptation Plan (NAP) for
Climate Change Impacts in Sri Lanka
2016-2025: As impacts of natural disasters cut
across many sectors in the country, the NAP
identifies climate-induced disaster risk
management as a cross-cutting issue for climate
adaptation in Sri Lanka. The areas of interest
under this include climate-induced disaster
risks, risk management instruments and
establishing connectivity to disaster
management plans. The NAP identifies regular
incidents of rainfall, increased frequency and
severity of floods and droughts, increased
frequency of cyclones and high winds as
physical effects under cross-cutting issues. It
proposes adaptation options for key sectors
namely, food security, water, coastal and
marine, health, human settlements and
infrastructure, ecosystems and biodiversity,
tourism and recreation, export agriculture and
industry, energy and transportation.

Nationally Determined Contributions
(NDCs): Sri Lanka developed and submitted
the NDCs to the UNFCCC to achieve objectives
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of the Paris Agreement. Climate adaptation and
loss and damage are two areas of the four
identified in the NDCs. The NDCs relevant to
loss and damage include, improving the
forecasting capabilities, analysis of total loss
and damage of climate induced disasters from
year 2000 and the gap that was not
compensated/recovered, establishing a local
mechanism in line with the Warsaw
International Mechanism for loss and damage,
strengthening the existing national mechanism
to recover the loss and damage to the maximum
possible, and introduction of possible
insurance schemes to recover the loss and
damage due to adverse impacts of climate
change. The target period for implementation is
during 2021-2030.

Sri Lanka Post-Disaster Needs
Assessment (PDNA) - Floods and
Landslides May 2016: The PDNA was carried
out with the aim of a 'Safer Sri Lanka'. The
assessment focuses on the impacts of floods
and landslides which occurred in 2016 in
several districts in Sri Lanka. It includes a

Table 9.2

recovery strategy which comprises of short-
term, medium-term and long-term recovery
interventions.

There have been several donor funded projects
which aimed at disaster mitigation measures in
the country.
Resilience Improvement Project (CRIP)
supported by the World Bank is one such on-
going project aimed at DRA.

9.4.3 Sectoral Policies

As DRR is an important cross-cutting issue, itis
linked to many agencies that deal with various
subjects. Thus, sectoral policies have clear

For instance, the Climate

linkages with DRR, though such linkages may
not be explicitly stated in the policy documents.
According to the NCDM, the sectors include
defence, roads and highways, housing, health,
irrigation, rehabilitation and reconstruction,
internal affairs, fisheries and aquatic resources,
economic development, science and
technology, water supply, electricity, education,
external affairs, environment, finance, land,

Interventions for a 'Safer Sri Lanka’ (PDNA, 2016)

ShorterTerm Interventions Medium Term Interventions Long Term Interventions

* Support for affected families
* Resumption of basic services
= Emergency employment

« Transitional shelters
* Guidelines for displacements |« Hestoration of degraded
and relocation

» |ivelihood diversification

watersheds and mangroves

* Input supply for livelihoods * Loans for micro and small = Relocation of affected

= Resumption of full production businesses communities
capacities in trade and * Replacement of agricultural * Addressing environmental
industries assets and infrastructure risks

= Repair infrastructure

* Funds for houses and assets

* Urgent community prepared-
ness and awareness

Source; PDNA 2016 data,

176

Repair other infrastructure
Community-based disaster
preparedness
Strengthening local level
disaster preparedness

L]

Developing business
continuity plans

= Enforce regulations
Social protection and
insurance
Strengthening disaster
management capacities
at all levels

L]
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As DRR
is an
important
Cross-
cutting
issue, it is
linked to
many
agencies
that deal
with
various
subjects.

social services, urban development, coastal
conservation, and local government and
provincial councils.® There are a number of
policies and regulations with direct reference
to DRR, such as the Mahaweli Authority Act,
Flood Ordinance, and National Land Use
Policy.

There are several developments in regard to
integration of DRR into development planning
in Sri Lanka. The DMC serves as a member of
the scoping committees appointed to evaluate

Initial Environmental Examination (IEE) and
Environmental Impact Assessment (EIA) reports.
The Integrated Strategic Environment
Assessments consider disaster impacts during
its process. Such assessments, including
disaster risks have been conducted for
Northern, Central and Uva Provinces. Disaster
risk profiles are considered in developing urban
development plans by the Urban Development
Authority and DRR aspects are considered in
Special Area Management Plans by the
Department of Coast Conservation. Also, the
Provisions of the Coast Conservation and
Coastal Resources Management Act and the
Coastal Zone Management Plan are utilized to
incorporate DRR measures for plan approvals.
Moreover, DRR has been incorporated to the
Local Government Policy, Local Authority Act
and the National Housing Policy.”

Disaster or climate insurance also received
much attention in local forums on DRR and
climate adaptation. A national natural disaster
insurance scheme Is being implemented by the
National Insurance Trust Fund in order to
provide protection to the citizens. The scheme
covers lives and properties, including all
households and small businesses with an
annual turnover less than Rs. 10 million. The
natural disasters covered by the scheme include
cyclones, storm, tempest, flood, land slide,
hutricane, earthquake, tsunami and any other
similar natural perils, excluding drought. The
death compensation for fishermen is Rs. 1
million and for other individuals it is Rs. 100,000.
The maximum coverage for property damages
including houses and small businesses is Rs.
2.5 million.

4 MODM (2014), Sni Lanka Comprehensive Disaster Management Programme 2014-2078, Ministry of Disaster Management,

Calombo.

= DMC (2015), National Progress Report on the Implementation of the Hyogo Framework for Action (2013-2015) - Intarim, Report

Prepared by the Disaster Management Centre, Colombo.
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A crop insurance levy came into operation in
2013 as a tool for collecting funds for the loan
protection insurance scheme. Accordingly,
every institution under the purview of the
Banking Act No.30 of 1988, Finance Companies
Act, No. 78 of 1988, Regulation of Insurance
Industry Act, No. 43 of 2000 are liable for the
Crop Insurance Levy. The loan protection
insurance intends to cover up the agricultural
loan payments obtained by the farmers from
the banks.

As mentioned before, unsustainable
management of environment and natural
resources contribute to the occurrence and
aggravating impacts of natural disasters. In this
sense, the policies and regulations that deal
with environment and natural resource
management have clear linkages towards DRR.

9.5 Issues in Disaster
Risk Management in
Sri Lanka

Sri Lanka's policy framework for disaster risk
management is all inclusive to cover the
necessary aspects of disaster risk management.
The subject has been evolving and gaining
some degree of momentum following the
significant disaster events that have affected
the country. The international initiatives and
mechanisms and Sri Lanka's commitments to
them have shaped the disaster management
framework to a considerable level. Though
sufficient thought has been put towards disaster
resilience, still significant gaps remain in
relation to coordination and integration.

Disaster management is a cross-cutting issue.
It is, therefore, essential to mainstream and
integrate disaster management aspects in

178

Though
sufficient
thought
has been
put towards
disaster
resilience,
still
significant
gaps
remain in
relation to
coordination
and
integration.

development policy and planning. This is a well
thought-about area in Sri Lanka and certain
steps are integrate disaster
management in development activities. There

taken to

have been some collaborative efforts among
the two groups of agencies which handle DRR
and climate adaptation in Sri Lanka. However,
since the two subjects are handled by two
separate ministries (Ministry of Disaster
Management and Ministry of Mahaweli
Development and Environment, respectively),
most of the work is also undertaken separately.
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This leads to replication of certain elements at
implementation level. The absence of a
comman and shared framework also puts
forward constraints in investing in DRR by
donors.

Involvement of the sectoral agencies is a must
in DRR activities. A proper coordination
mechanism should facilitate this. The disaster
risk management aspects have to be
streamlined to sectoral policies and
regulations for their effective implementation.
For instance, the National Physical Plan lacked
focus on natural disasters and other climate
change related issues, although it is now being
revised to incorporate these.

Sri Lanka's disaster management system is
now more geared towards DRR, shifting away
from the previous approach of emphasizing
relief interventions after disaster events.
Government investment on risk reduction and
disaster mitigation shows an increasing trend
over the years.” However, there is enough
evidence to prove that post-disaster activities
have distributional and targeting issues. The
government relief assistance for housing
damage is provided only for low income
families. Economically vulnerable households
other than the low income households do not
receive such assistance.” Inconsistencies in
relief guidelines lead to distributional issues.
Absence of pre-disaster information in regard
to socio-economic status of populations living
in disaster-prone areas is an obstacle for
effective targeting.

Research-based evidence showed that aid
distribution did not take place in an equitable
manner during the 2004 tsunami due to the
absence of a framework and mechanism in Sri

*  lbid.
T Ibid.

The disaster
risk manage-
ment aspects
have to be
streamlined
to align with
sectoral
policies

and
regulations
for their
effective
imple-
mentation.

Lanka (Box 9.2). Although significant progress
in terms of setting up an institutional framework
for post-disaster interventions has been made
since, practical evidence shows that the needy
people are not well targeted following natural
disaster situations even a decade since the
tsunami disaster.

Vulnerability maps for drought, flood, cyclone,
landslide, lightning and coastal hazards
(tsunami, coastal erosion, sea surge, sea level
rise}) have been finalized collaboratively by the
DMC in collaboration with the relevant technical
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Box 9.2
Distributional Issues in Tsunami Aid

The 2004 tsunami is the most devastative natural disaster in the recorded history of Sri Lanka. As per
official statistics, it caused over 35,000 deaihs and 20.000 injuries and thousands of displacements.
The incident attracted a significant amount of disaster relief and aid from other parts of the country and
the rest of the world, However, Sri Lanka did not have a pre-planned mechanism to provide direction in
handling post-disaster aid. There was a host of problematic issues in relation to coordination among
government agencies, doners and capacity fo handle aid. Targeting and distributional issues were
prominent as there was no information on the pre-tsunami situation.

A survey carried out after the tsunami in the affected coastal districts revealed the issues in relation to
provision of houses and boats to fishery families. There were regional disparities in allocating aid. At the
micro |level, receiving aid was dependent on the household's access to social networks. The statistical
analysis showed that households with lost/died or injured family members were more likely to receive
cheaper houses and less likely to receive boats. The tsunami experience highlighted the need for a well-

coordinated system for post-disaster relief and recovery in Sri Lanka.

Saurces;

Gunawardena, A,, and K, Wickramasingne (2010), Targeting and Distribution of Post-tsunami Aid

in Sri Lanka: A Critical Appraisal, SANDEE Woerking Paper Mo. 55-10, South Asian Nelwork for
Development and Environmental Economics, Kathmandu, Nepal,

agencies. These are being used at present on
a pilot basis for project related activities.
However, high resolution maps are required
for planning activities to evaluate disaster risks
for specific sites.” This information is lacking at
present.

The vulnerability information is not effectively
utilized for disaster risk management
interventions which help risk reduction and
damage reduction. For instance, in the case of
the 2016 landslide that occurred in Aranayaka
DS division in the Kegalle district, the area had
been identified as a landslide prone area, not
suitable for human settlements. Though
disaster vulnerabilities had been identified,

= Abidd,

timely action had not been taken to relocate
the households.

There are gaps also in the existing social
protection system in covering disaster related
social protection schemes. Crop insurance in
particular has a key role given that agriculture
is one of the sectors mostly atfected by floods,
droughts and landslides.” The existing voluntary
crop insurance programmes offered by the
government and private agencies cover disaster
risks which are important for the agriculture
sector including floods and droughts (Table
9.2). However, only around 3.3 per cent of
cultivated paddy area was covered by crop
insurance during 2001-2013." Crop insurance

* Wickramasingha, K. (2013), "Role of Social Protection in Disaster Management in Sri Lanka®, 5r Lanka Journal of Social

Seiencas, 35736 (1 & 2) June/December 2012/2013.

" Wickramasinghe, K. (2017), Climate lnsurance for Dry Zone Farmers in S Lanka, Research Report for the Global Develop-

ment Metweork,
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schemes are beset by lack of understanding
and awareness, as well as lack of trust. This is
particularly so because the traditional crop
insurance schemes are of the indemnity-based
nature where the insurance payments are
calculated based on field assessments. As a
result, indemnity-based insurance schemes are
insurance
payments, lack of transparency and high
operational costs, in addition to issues related

characterized by delays in

to adverse selection and moral hazard. This has
been the case for many of the indemnity based
insurance adopted by other countries in the
world.

A contributory compulsaory crop insurance
programme for paddy farmers obtaining the
fertilizer subsidy was introduced in 2013. The
farmers had to pay an additional Rs. 150 for a
50kg bag of fertilizer as a premium payment.
There were many issues at farmer level in
relation to a lack of understanding of the
programme and failures in compensating the
farmers after the floods and droughts that
happened in 2013 and 2014. A recent survey
carried out in the Anuradhapura district by the
IPS shows that around 20 per cent of the

Table 9.3
Crop Insurance Programmes in Sri Lanka

Agriculture and Agrarian
Insurance Board (AAIB)

Type

Ceylinco Insurance Company Ltd

Sanasa Insurance Company Lid

Sourca:
Global Development Metwork.

" lbid.

Indemnity-based

Indemnity-based

Index-based (partially)
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3.3%
covered by

erop
insurance

2001 - 2013

farmers have not received a proof document
for their contribution towards the insurance.”
Farmers were also found to lack understanding
about the insurance policy owing to gaps in
educating farmers about the newly introduced
programme that was bundled with the existing
fertilizer subsidy. In fact, itis notable that around
65 per cent of the farmers were not aware of
the specific risks covered and only 36 per cent
of the farmers knew about the claiming process.
Though the programme is not in place at
present, the experience highlights the important
drawbacks which need policy attention.

Floods, droughts, pests and
disease attacks, wild animal
attacks

Floods, droughts, pests and
disease attacks, wild animal
attacks

Rainfall

Wickramasinghe, K. (2017), Ciimate Insurance for Dry Zone Farmers in Srf Lanka, Research Report for the
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65%
Not Aware

Specific Risk Covers ﬂ

Index-insurance as opposed 1o Indemnity-
based insurance is gaining popularity as a
success tool for popularizing insurance as a
risk management tool. Index-insurance is based
on an cbjective parameter (rainfall for instance)
which is closely correlated with crop yield.
Therefore, it eliminates problematic issues
associated with indemnity-based insurance.
There is a technical feasibility of implementing
index insurance in Sri Lanka as per the
assessments carried out based on past rainfall
data and disaster impacis. There has also been
an attempt by a private insurance company to
pilot test a rainfall index-based insurance for
paddy and tea cultivations. The progress of
such schemes is largely constrained due to the
absence of timely data. Lack of meteorological
stations with an adequate geographical
coverage is a major constraint.

The dearth of disaster information and absence
of an effective mechanism for data sharing is a
significant issue with regard to DRR in Sri
Lanka. Baseline information is essential for
planning DRR activities on pre-disaster and
post-disaster levels. Important aspects such as
identification of economically vulnerable
populations and assessment of damages for
providing relief and recovery assistance are
largely constrained due to absence of baseline
data to depict the pre-disaster situation. In
addition, there is no effective mechanism to
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collect post-disaster information. Local
authorities collect information in regard to
losses and damages for relief operations.
However, the data are not properly reported to
a central entity due to the absence of a proper
mechanism. Lack of reliable disaster
information also leads to difficulties for
insurance companies in finding re-insurers.'?

MNatural disasters are one of the outcomes of
unsustainable environment and natural
resource management practices. In particular,
landslides are aggravated due to climate
induced factors such as heavy rainfalls and
also due to deforestation and forest
degradation. The magnitude of the disaster
impacts can be reduced by adhering to proper
environmental management. The problem can
otherwise expand to cause sudden, unfamiliar
events similar to the incident that caused a
garbage dump to collapse in Meethotamulla in
April 2017 (Box 9.3).

Box 9.3
Waste Disaster in Meethotamulla

Proper solid waste management which has to
be an integral part of urban management and
lack of attention given to the burning issue invited
unnecessary disasters causing deaths and
property damages. Improper maintenance of
canal systems and inability to preserve flood
retention areas were some of the issues leading
to floods in urban areas during heavy rainfall
incidents. The occurrence of flash floods due to
issues with drainage systems has been
controlled to a certain extent by adopting proper
measures.

9.6 Policy Implications

Resilient development should synergize DRR
and climate adaptation at the national level. A
collaborative mechanism should be in place to
coordinate the actions taken under DRR and
climate adaptation. The DRR management
activities in Sri Lanka should receive a clear
policy leadership with the involvement of key

The most recent evidence of not taking appropriate measures for a long discussed issue of solid waste
management in the urban sector was recorded in April 2017 in Sri Lanka. A garbage dump was identified
as causing significant environmental pollution and leading to health related impacts of residents living in
the periphery. The abrupt collapse of the garbage dump gave rise to a tragedy. As per the situation
reports Issued by the DMC, 32 individuals died due to the incident. Around 98 houses were damaged
and over 166 individuals had been affected.

Though there have been several attempts to get rid of the waste dump in a susfainable fashion, these
did not materialize despite many public protests which were held seeking a solution to the problem
However, the incident clearly illustrates the need fo take appropriate timely action on environmental
issues, which otherwise can end up being disasters. The Meethotamulla tragedy should be treated as
a vital opportunity to find a solution to the environmental issue of waste management, and thereby
mitigate negative impacts on the economy, environment and the socisty.

* National Progress Report on the Implementation of the Hyogo Framework for Action (2013-2015) - Interim, A Report Prepared
by the Disaster Management Centra.
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agencies dealing with DRR and climate
adaptation. This provides an enabling
environment for making informed decisions and
effective interventions for strengthening
disaster risk management activities in Sri Lanka.

DRA should not be a standalone sector in the
overall development framewaork of Sri Lanka.
There are signs of mainstreaming the important
aspects into sectoral policies and plans. The
process should be further enhanced through
meaningful involvement of all stakeholders.
Specifically, disaster risk management should
be incorporated as an element required for
approval of development projects. This can be
carried out in parallel to the EIA which is being
carried out with regard to environmental
concerns under development projects.

DRR aspects should be further strengthened
using both physical measures and socio-
economic instruments. Meaningful involvement
of stakeholders, including the Ilocal
communities is a must in designing such
interventions at project level. Proper attention
should be paid towards the implementation of
the necessary actions based on the recovery
needs identified by the recent PDNA and other
policy documents. Enhancing the social
protection system to address the medium and
long-term recovery needs should be an
important element. Implementation of an
effective disaster insurance mechanism to
cover vulnerable sectors has been highlighted
by both international initiatives and national

policy documents.

Reliable and timely data and information on
disasters can provide the foundation for many
disaster risk management initiatives. Itis highly
opportune to develop a comprehensive
mechanism for sharing data and information
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among all users. The DMC collects and shares
disaster information through its online Disaster
Information Management System
(Deslnventar). The system can be further
improved to collect disaster information from
local administrative to national levels, with the
partnership of all parties involved in generating
such data and agencies mandated with disaster
risk management functions. In addition, it is
important to get research agencies and
academic institutes involved in order to utilize
such research-based assessments on DRR for
policy formulation. At present, research occurs
sporadically and such evidence based

Reliable

and

timely data
and
information
on disasters
can provide
the founda-
tion for many
disaster risk
management
initiatives.



information is not effectively fed into policy
formulation.

This also should be coupled with effective
capacity building of the data generating
agencies.
Meteorology plays a crucial role in terms of

For instance, the Department of

providing weather and climate data and
information based on scientific analysis.
Increasing the number of weather stations can
provide timely and reliable data for successful
implementation of the index-insurance products.
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In order to increase the accuracy of the
information generated, it is required to produce
high-resolution estimates which can be used
for development planning. The Ministry of
Disaster Management has already started
preparing a mechanism for assessing losses
and damages associated with climate-induced
disasters as part of its commitment towards
Warsaw International Mechanism. This initiative
will also need comprehensive detailed
information regarding pre-disaster and post-
disaster situations.
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10. Meeting the Sustainable
Development Goals in Sri Lanka

10.1 Introduction

e concept of sustainable development
underscores the importance of unifying
economic, social, and environmental

interests when formulating national policies and
strategies. Today there is global consensus on
the necessity to adhere to principles of
sustainability, and the contemporary
generations' duty to fulfil their needs without
compromising the ability of future generations
to fulfil theirs. As a result, the world leaders
assented to the concepts of sustainability in
envisioning the global development trajectory
upon reaching the Millennium Development
Goals (MDGs) finish line in 2015, and a transition
to the Sustainable Development Goals (SDGs)
2030 Agenda thereafter.

The SDGs present an overarching and
comprehensive framework that aims to provide
a shared narrative of sustainable development
by empowering the people, protecting the
environment, fostering partnerships, and
ultimately achieving global peace and
prosperity. It is a transformative agenda which
urges the world towards a more resilient and
sustainable path, affirming that poverty is the
greatest global challenge which must be
overcome Iin order to realize sustainable
development. As a signatory to the 2030 Agenda,
it is important for Sri Lanka to embark on this
path with a clear understanding of the current
situation, existing capabilities, and the national
readiness to meet these ambitious goals.
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To this end, this Chapter commences with an
introduction to the SDG framewaork which
includes a comparison between the MDGs and
the SDGs in Section 2. It discusses the
relevance of each SDG within the current Sri
Lankan context; Section 3 offers an in-depth
analysis that aims to identify Sri Lanka's
development priorities as well as national
policies or strategies that could lead towards
the attainment of any targets/goals. For ease of



discourse, the SDGs are discussed under the
three dimensions of sustainability - i.e., social,
economic, and environmental; Section 4
examines government initiatives undertaken
since 2015 for the purpose of implementing the
SDG framework in Sri Lanka; Section 5 enquires
into the implementation challenges that need
to be overcome in order to fully realize the
successiul execution of the SDGs in the country;
and Section 6 concludes with some policy
recommendations.

10.2 What is the SDG
Framework?

10.2.1 From MDGs to SDGs

In 2000, the MDG framework was born out of a
world-wide consensus on the need for
international collaboration to promote equality
and propel development on a global scale. To
this end, the UN General Assembly adopted
the Millennium Declaration in September 2000,
declaring commitment to achieving eight MDGs
by 2015. The achievement thereof was tracked
via 80 indicators, rendering data comparable
across the world.

The MDGs established a set of measurable,
universally-agreed targets to ensure the
successful achievement of global development
priorities to reduce extreme poverty, achieve
universal education, promote gender equality,
improve child and maternal health, combat
disease, and ensure environmental
sustainability, while cultivating a global
partnership for development. There are many
notable results of global adherence to the MDG
framework: the number of people living in
extreme poverty in the world decreased by more

-STATE OF THE ECOMNOMY 20

than a half during 1990-2015, with the most
progress taking place after 2000; the primary
school net enrolment in the developing regions
reached 91 per cent by 2015; the developing
regions as a whole achieved the target of
gender parity in primary, secondary and tertiary
education; the mortality rate of children under
five declined by more than a half during the
period 1990-2015 (in Sub-Saharan Africa, the
reduction of this rate was five times faster during
2005-2013 compared to the period 1990-1995);
the maternal mortality ratio declined by 45 per
cent since 1990 with most progress taking place
after 2000; new HIV infections decreased by 40
per cent during 2000-2013; ozone-depleting
substances have been virtually eliminated since
1990, and the ozone layer is expected to
recover by the middle of this Century; official
development assistance (ODA) from developed
countries increased by 66 per cent during the
period 2000-2014."

As evinced by the progress made world-wide,
significant achievements have been made on
many of the MDG targets; however, it is essential
to recognize that this progress has been
unequal across the world and millions of the
poorest and vulnerable have been left behind.
Millions of people still live in poverty and lack
access to basic services. Gender inequality still
persists with women facing discrimination in
areas such as the labour market and
participation in decision-making; women are
more likely to be in poverty than men. There still
exist considerable disparities between the
richest and the poorest households, with the
children from the poorest households being
twice as likely to be stunted and four times as
likely to be out of school. Global development
is hindered by environmental degradation and

T UM (2015), Millennium Developmeant Goals 2075, United Nations, New York,
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related issues, with those in poverty suffering
the most.? The MDGs have also been criticised
for being limited in focus and for its emphasis
on a 'one-size-fits-all' development planning.”

However, the MDG framework is proof of the
potential of a global action plan for
development, and the SDGs were introduced
in the aftermath of the MDGs to build on the
successes of the MDGs and continue the
momentum, while also introducing new areas
such as climate change, sustainable
consumption, peace, and justice.

The SDGs framework came into being at the
UN Conference on Sustainable Development
in Rio de Janeiro in 2012, with the aim of crafting
a 'set of universal goals that meet the urgent
environment, political and economic challenges
facing our world'.* In September 2015, world
leaders declared their commitment to a path of
sustainable development by adopting the 2030
Agenda for Sustainable Development.

Figure 10.1

10 M

Source: hitp:fwww.undp.org.
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Sustainable Development 2030 Agenda
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The SDG framework has established 17 goals
and 169 targets with the aim of providing a
shared narrative of sustainable development,
uniting the global community, mobilizing
stakeholders, promoting integrated thinking,
supporting a long-term appreoach towards
sustainable development, and fostering
accountability.® Table 10.1 discusses in more
detail the 17 SDGs and the number of targets
and indicators of each goal.

: dw_ :
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* WHO (2015), Health in 2015: From MDGs to SDGs, World Health Organization, Geneva.
* UNDF (2017), “Background on the Goals! available at www undp.org.

5 Sustainable Developmeant Solutions Network (2015), "Getting Starled wilh the Sustainable Development Goals". Available at
hitp:/iunsdsn.org/wp-contenl/uploads/2015/12151211-galting-star ted-guide-FINAL-PDF-.pdi.
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Table 10.1
Description of SDGs

Description

Goal 1: End Poverty in All its Forms Everywhere

In addition to eradicating extrame poverty, this goal is aimed at establishing social
protection systems, ensuring equal rights and access te resources and basic sarvices
as well as reducing the poor's vulnerability and exposure to economic, social and
envirenmental shocks. This goal promotes the creation of pre-poor and gender-sensitive
davalopment stralegies,

Goal 2: End Hunger, Achieve Food Security and Improved Nutrition and Promote
Sustainable Agriculture

This goal aims at ending hunger and malnutrition, doubling the agricultural preductivity
and income of smali-scale food producers, ensuring susiainable food production systems,
rectifying distortions in the world agricultural markets and ensuring the proper functicning
of food commadity markets.

Goal 3: Ensure Healthy Lives and Promote Well-being for All at All Ages

This goal aims at reducing maternal and child mortality, ending epidemics, decreasing
martality from non-communicable diseases, improving mental health, reducing subslance
abuse, reducing traffic accident related injuries, ensuring access o repreductive services,
decreasing morlality due to pollution and achieving universal health coverage

Goal 4: Ensure Inclusive and Equitable Quality Education and Promote Lifelong
Learning Opportunities for All

This goal aims at ensuring equal access to quality pre-primary, primary, secondary,
tertiary, technical and vocational education for all and emphasizes the achisvemant of
effective learning cutcomes, relevant skills for decent employment as well as knowledge
and skills necessary for the promotion of sustainable development,

Goal 5: Achieve Gender Equality and Empower All Women and Girls

This goal is aimed at ensuring women's full and efiactive participation in all levels of
decision making (i.e. private, public, economic, political). It focuses on eliminating gender
discrimination and violence against women, while recognizing the value of unpaid care
work.

Goal 6: Ensure Availability and Sustainable Management of Water and Sanitation
for All

This goal aims ail ensuring access to safe and affordable drinking water as well as
adequate sanitation and hygienea and recognizes the need to protect water-related
eco-systems,

Goal 7: Ensure Access to Affordable, Reliable, Sustainable and Modern Energy for
All

This geal aims at ensuring universal access lo affordable, reliable and modern energy
services by increasing the coniribution of renewable energy, improving energy efficiency,
expanding and upgrading the relevant infrastructure and enhancing international
cooperalion to facilitate access lo clean energy research and technology.

Goal 8: Promote Sustained, Inclusive and Sustainable Economic Growth, Full and
Productive Employment and Decent Work for All

This goal aims at promoting sustainable economic growth and full, productive, decent
amploymeant by promaoting relevant development-ariented policies, sustainable production
and consumption, universal access to financial services, and sustainable tounsm while
also eradicating labour exploitation and ensuring safe working environments,

Goal 9: Build Resilient Infrastructure, Promote Inclusive and Sustainable
Industrialization and Foster Innovation

This goal aims at promoting inclusive and sustainable indusirialization, increasing the
access of small-scale industries to financial services, upgrading infrastructure to make
them sustainable, enhancing scientific research, and increasing access to information
and communications technology.

-STATE OF
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Table 6.7 contd..../

Description

Targets|Indicators

Goal 10: Reduce Inequality Within and Among Countries

This geal aims at empowering and promoting the social, economic, and political inclusion 10 1
of all and eliminating discriminatory laws, policies, and practices (including fiscal, wage

and social protection policies). On a global scale this goal aims at enhancing the

representation of developing countries in the international arena, and also provides for

the safe migration and maobility of people.

Goal 11: Make Cities and Human Settlements Inclusive, Safe, Resilient and

Sustainable

This goal aims at ensuring access to safe, affordable and sustainable housing facilities 10 15
and transport systems and also provides for safeguarding cultural and nalural heritage.

Goal 12: Ensure Sustainable Consumption and Production Patterns
This goal includes targets such as reducing food waste, reducing waste generation, 1 13
adopting sustainability reporling practices, and prometing sustainable public procurement.

Goal 13: Take Urgent Action to Combat Climate Change and Its Impacts

This goal aims at sirengthening resilience and adaptive capacily to climate-related 05 07
hazards and natural disasters and integrating climate change measures into national

policy planning.

Goal 14: Conserve and Sustainably Use the Oceans, Seas and Marine Resources
for Sustainable Development

This goal aims at promoting the sustainable management of marine and coastal 10 10
ecosystems, fisheries, aquaculture and tourism.

Goal 15: Protect, Restore and Promote Sustainable Use of Terrestrial Ecosystems,

Sustainably Manage Forests, Combat Desertification, and Halt and Reverse Land

Degradation and Hailt Biodiversity Loss

This goal aims at ensuring the conservation, restoration and sustainable use of terrestrial 12 14
and inland freshwater ecosystems and their services, in particular forests, wellands,

maountains and dry-lands. This goal promatas the integration of ecosystem and biodiversity

values into national and local planning, development processes, poverty reduclion

strategies and accounts.

Goal 16: Promote Peaceful and Inclusive Societies for Sustainable Development,

Provide Access to Justice for All and Build Effective, Accountable and Inclusive

Institutions at All Levels

This goal aims at reducing all forms of violence and related death, promating rule of law 12 23
at the national and international levels and ensuring equal access to justice for all,

reducing corruption and bribery, developing effective, accountable and transparent

institutions, ensuring responsive, inclusive, participatory and representative decision-

making at all levels and, promoting non-discriminatory laws and policies for sustainable

development,

Goal 17: Strengthen the Means of Implementation and Revitalize the Global

Partnership for Sustainable Development

This goal focuses on mobilizing financial resources for the implementation of the SDGs, 19 o5
promoting the developmeant and transfer of relevant technologies and capacity building

and recognises the presence of systematic issues in the implementation of the framewaork

including the need for policy and institution cohersnce, multi-siakeholder partnerships,

and monitering.

Source:  UN Economic and Security Councit (2017), Report of the Inter-Agency and Expent Group on Sustainable Development
Goal Indicators, United Nations, New York.
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10.2.2 MDGs vs. SDGs

The SDG framework is far mare complex than
the MDG framework and is much broader in
scope: throughout the framework, there is heavy
emphasis on the need to balance the three
dimensions of sustainable development,
namely, the economic, social, and
environmental. SDGs are built on the MDGs
and reiterate commitment to full realization of
all the MDGs but exceeds the scope of the
MDGs: in addition to continuing development
priorities such as poverty eradication, health,
education, etc., the SDG framework presents
an array of economic, social and environmental
targets; there is commitment towards ensuring
peaceful and inclusive societies; SDGs
recognize the existence of deep
interconnections and many cross-cutting
elements across the goals and targets: most
importantly, the framework itself defines its
means of implementation.

The MDGs are criticized for specifying the
desired outcome but not mapping out the
journey on how to achieve that outcome.® This
is a major and significant difference from the
SDGs where means of implementation are
defined and embedded within the framework
itself: SDG 17 on 'strengthening the means of
implementation and revitalizing the global
partnership for sustainable development' aims
to mobilize financial resources for the
implementation of the SDGs, promote the
development, transfer, dissemination and
diffusion of necessary technologies as well as
enhance international support for capacity-
building in developing countries; the goal further
addresses systematic issues such as the need

to enhance policy and institutional coherence
for sustainable development, the need to
promote multi-stakeholder partnerships both
globally and domestically, and the need to
support monitoring systems in developing
countries.

The MDG framework is further criticized for
focusing on particular goals at the expense of
others: for example, a report by the WHO shows
that this is particularly visible with regard to the
health goals under the MDGs.” MDGs 4, 5 and
6 aimed to reduce child mortality, improve
maternal health, and combat HIV/AIDS, malaria
and other diseases: this led to investments in
certain disease/treatment for specific
programmes, whereas investing in health
systems would have equipped countries to
tackle health related issues more successfully.
In contrast, 3DG 3 aims at 'ensuring healthy
lives and promoting well-being for all at all ages'
and tackles a whole array of issues including
non-communicable diseases (NCDs),
substance abuse, traffic accidents, quality of
health care, health insurance, and universal
health coverage.

The SDGs, unlike the MDGs, do not present a
check-list of development goals to be achieved.
Instead, the 2030 Agenda recognizes the
interconnections and the cross-cutting elements
across the SDGs and reflects on the need for
inter-sectoral coherence and high levels of
integration and ccordination required for the
achievement of sustainable development. The
2030 Agenda calls for cohesive nationally
owned sustainable development strategies,
supported by integrated national financing
frameworks and by an enabling international

® Nayyar, [., (2012), The MDGs after 2015 Some Reflections on the Posgsibifities, available al hitp:www.un.orgd’ millenniu

mooals/pdiideepak_nayyar_Aug.pdi.

T WHO (2015), Health in 2015; From MDGs fo SDGs, World Health Organization, Geneva,
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At the heart of the
SDG agenda is poverty eradication through
revitalized global solidarity guided by clear and
measurable objectives leading to sustainable
development.

10.3 Relevance of SDGs
to Sri Lanka

The SDGs can be broadly categorized into the
three interlinked dimensions of sustainable
development: economic, social, and
environmental. This section examines the
national relevance of the SDGs under these
three categories in terms of identified national
priorities and strategies already in place geared
towards their achievement. It should be noted
here that, although these goals have been thus
categorized for the ease of discourse, there is
heavy emphasis throughout the framework on
their interlinked nature and the need for
simultaneous action.

10.3.1 SDGs and Social Sus-
tainability

The SDG 1 (no poverty), SDG 3 (good health
and wellbeing), SDG 4 (guality education), SDG
5 (gender equality), SDG 10 (reduced
inequalities), and SDG 16 (peace, justice, and

strong institutions) can be broadly identified as
SDGs that promote social development.

economic environment.?

As per national poverty statistics, Sri Lanka has
made considerable progress in reducing
poverty over the past decade reaching a poverty
head count ratio of 6.7 per cent in 2012/2013.
Additionally, the incidence of extreme poverty

At the heart
of the SDG
agenda is
poverty
eradication
through
revitalized
global
solidarity
guided by
clear and
measurable
objectives
leading to
sustainable
development.

as per the World Bank's US$ 1.90 per day (2011
PPP) is low in Sri Lanka, accounting for only
1.9 per cent of the population. However, the
incidence of moderate poverty (i.e., the
percentage of the population living below USS
3.10 per day) is considerably higher at 14.6 per
cent in 2012% This signifies the presence of
highly vulnerable segments of the population.

& UN Economic and Securily Ceuncil (2016), Report of the Inter-Agency and Expert Group on Susfainable Davelopment Goal

Indicators, United Naltions, New York,
# W8 poverty data avaijlable at http://data. worldbank.org/.
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Additionally, income inequality in Sri Lanka
remains a persistent concern. In this context,
SDGs 1 and 10 which aim to eliminate poverty
and inequality are extremely relevant to Sri
Lanka, particularly since the government has
declared 2017 as the 'Year of Poverty Alleviation'.
These two goals aim to reduce both extreme
and multi-dimensional paverty, improve social
protection, increase universal access to
resources, enhance resilience to climate-
related extreme events, focus on the income
growth of the bottom 40 per cent, ensure
universal social, political, and economic
inclusion and eliminate all discriminatory
practices and laws. SDG 10 takes the discourse
on inequality one step further to address
inequalities among countries as well to
enhance the representation of developing
countries in global decision making, and to
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improve ODA flows. As a developing country,
the significance of these targets for Sri Lanka
is self-evident.

SDG 3 presents a comprehensive approach to
achieve universal health coverage. Although
Sri Lanka can be Identified as a country that
performed well in terms of health under the
MDGs (for example, with regard to reducing
maternal and child mortality rates), the SDG
framework offers a thorough guideline for
improving the overall health system. Despite
Sri Lanka's success in mitigating certain
communicable diseases - evidenced by
becoming centified as a Malaria free country by
the WHOQ in 2016 - the focus on ending
epidemics is important given the rising
incidence of Dengue during the same year; the
focus on reducing NCDs is imperative since
71 per cent of all annual deaths in government
hospitals is due to chronic non-communicable
diseases,” and Chronic Kidney Disease has
been identified as a persistent and serious
public health issue in Sri Lanka; the focus on
improving mental health is a vital concern
since, according to the WHQ, Sri Lanka has
recorded the world's highest suicide rate in
2015_11

Despite the availability of free health care
services, private health care expenditure
accounts for more than a half of total health
expenditure which evinces the necessity fo
improve access to quality and affordable health
care, while also improving financial risk
protection. Furthermore, in the case of Sri
Lanka, it is necessary to address the health
implications arising from the increasing elderly
population. Key health strategies identified in

® MOH, Annual Health Bulletin 2012, Ministry of Health, Colombo,

T WHO data available at www.who.int.
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the Public Investment Programme (PIP) 2017-
2020 for the medium term include increasing
investment on health care, especially on
developing the indigenous medicine sector and
primary health care institutions, and meeting
health care needs of the eldetly and the estate
community; introducing a national health
insurance plan and implementing the National
Drug Policy; improving facilities to prevent and
treat communicable and NCDs and improving
the quality of health care services.'

Education is another area under the MDGs
where Sri Lanka performed satisfactorily,
achieving milestones such as universal primary
education and gender parity in school
enrolment.’ However, SDG 4 on education
identifies several areas where Sri Lanka's
performance needs to improve. A major thrust
under this goal is to improve the quality of pre-
primary, primary, secondary, and tertiary
education as well as vocational and technical
education; the goal emphasizes measuring the

achievement of effective learning ocutcomes.

The government has recognised that improving
the guality of education is crucial for the
generation of a productive labour force, and
has already undertaken programmes to this
effect, including teacher training programmes.
As per the PIP (2017-2020), Sri Lanka plans on
tormulating a new MNational Education Policy
and to gradually increase investment on
education to 6 per cent of GDP: among some of
the key strategies proposed for developing the
education sector in the medium term are,
reforming the student assessment systems to

measure competencies, strengthening special
education, and establishing a school guality
assurance system. In terms of higher education,
the low enrolment rates as well as the disparity
between labour market requirements and
university education outcomes have been
identified as fundamental challenges which the
government expects to address through
strategies such as improving access, quality
assurance, introducing public-private
partnerships (PPPs), and capacity building.™

Gender equality has been identified as a cross-
cutting issue, and as such, achieving SDG 5 is
crucial for the success of the overall SDG
framework. This denotes the national pertinence
of the goal for Sri Lanka. Although Sri Lanka
has achieved gender parity in access to
education, there are many areas where the
country is lagging behind: improving female
labour force participation, eliminating violence
against women, recognizing the value of unpaid
care work, and ensuring universal access to
sexual and reproductive health can be identified
as national priorities under this goal.’™® It is
essential to ensure women's full and effective
participation at all levels of decision making,
particularly considering the low levels of female
participation in the political sphere, evinced by
low levels of female representation of only 6.8
per cent in the Parliament of 2010-2014."% A
range of key strategies have been identified in
the PIP (2017-2020) to improve the situation of
women which include implementing special
programmes for
development training and for women headed
households, boosting childcare facilities to

women on business

= DNP (2017}, Public Investment Programme 20172020, Department of National Flanning, Colombo.
" UN (20158), Millennium Development Goals Country Repart 2074, United Nations Deveiopment Programme, Colombo.,
" DNP (2017), Public Investmeant Programme 20172020, Depariment of National Flanning, Colombo.

' fbid,

EUN (2015), Millennium Developmeant Goails Country Report 2074, United Nations Develapment Prograrmme, Colomba.
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encourage female labour force participation,
initiating a campaign to change attitudes
towards women's participation in the labour
force, enacting the Bill of Rights of Women, and
appeointing a National Commission on

Preventing Sexual and Gender Based Violence.

SDG 5 complements the SDG 16 which
promotes the establishment of peaceful and
inclusive societies. SDG 16 advocates
eliminating all forms of viclence and ensuring
responsive, inclusive, participatory, and
representative decision making at all levels.
These have been identified as being nationally
relevant.” The goal further illustrates the need
for developing effective, accountable and
transparent institutions at all levels, reducing
corruption, promoting the rule of law, and
ensuring public access to information. The PIP
(2017-20) has identified a range of key
strategies in this regard including improving the
police and security services to ensure public
security, empowering and motivating public
servants, ensuring accountability and
transparency in the provision of a quality public
service, and promoting social integration
among all communities in the country by
establishing harmony in political, economic,
and social spheres. SDG 16 provides for the
quality of a fundamental institutional framewark
required for the overall success of the SDG
framework.

10.3.2 SDGs and Economic
Sustainability

The SDG 2 (zero hunger), SDG 8 (decent work
and economic growth), SDG 9 (industry,

innovation, and infrastructure), and SDG 17
(partnerships for the goals) can be broadly
identified under SDGs promating econemic
sustainability.

In addition to addressing issues related to
hunger and nourishment, which can be
identified as national priorities given that nearly
one-in-four persons in Sri Lanka Is
undernourished,”™ SDG 2 also focuses on
improving agricultural productivity. This is vital
in the case of Sri Lanka where nearly 30 per
cent of the total labour force is engaged in
agriculture related activities, but the agricultural
sector suffers from various issues including low
productivity, lack of diversification, land
fragmentation, inefficient water management,
poor storage and marketing mechanisms, and
climate change related issues. In fact, in 2016,
Sri Lanka's agriculture sector recorded a
negative growth of 4.2 per cent, contracting its
share in GDP from 7.8 per cent in 2015 to 71
per cent in 2016.'"

Having recognized the need to improve
agricultural productivity, several national
strategies have been identified in the
government's Public Investment Programme
(PIP) 2017-2020. Among these are the National
Food Production Programme, establishment of
agricultural mega zones, strengthening of value
chains development, establishment of the
Agricultural Marketing Authority, establishment
of the Agriculture Modernization Authority, and
the formation of farmer centric large scale agro
organizations and cooperatives. Given the rising
incidence of climate related events such as
droughts and floods that caused severe blows

T Titakaratna, G., ef al. (2017}, Nafional Level implications of Implementation of SOGs - The Case of Sri Lanka, Southern Voice,
Occasional Paper 41, Southern Voice Secretariat, Bangladesh.

" World Food Programme, available al Sl

refeountries/sri-1

™ CBSL, Annual Report 2016, Central Bank of Sri Lanka, Colombo.
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to the agricultural productivity in the recent past,
the focus of SDG 2 on implementing resilient
agricultural practices and maintaining
ecosystems, leading to strengthened capacity
for adaptation to climate change is also
extremely pertinent. Sri Lanka has already
identified key strategies to promote new hybrid
and high yielding varieties of crops and
establish seed cultivation farms.®

SDG 8 aims to achieve higher levels of
economic productivity through diversification,
innovation, and focusing on labour-intensive
sectors, This goal further aims to sustain
economic growth at a nationally appropriate
level, promote decent job opportunities, and
achieve full and productive employment for all
citizens. The national relevance of SDG 8 is
apparent, given the Sri Lankan context where,
in 2016, GDP growth was a modest 4.4 per cent,
youth unemployment was 21.6 per cent, with
the persistent and prominent presence of a
gender gap in labour force participation where
the female labour force participation rate was a
low 35.9 per cent compared to that of males at
75.1 per cent.”

The high level of unemployment among
females, youth, and the educated population,
the increasing rate of work related accidents
and deaths, welfare of migrant workers,
insufficient social security coverage of workers,
and the need for labour market reforms to
address the needs of the demographic changes
have been identified as challenges facing Sri
Lanka's labour market. In this context, the PIP
(2017-2020) has identified several strategies to
promote decent job creation, improve labour

productivity through skills development,
develop a pension scheme for all workers by
amalgamating existing schemes, enhance skills
of migrant workers and explore new markets.
Furthermore, SDG 8 focuses on promoting
sustainable tourism which is imperative due to
the growth in the tourism industry evinced by
the fact that tourist arrivals crossed the two
million milestonas in 2016 for the first time.

Building resilient infrastructure, a major thrust
under SDG 9, can be identified as a national
priority, considering the several ambitious
infrastructure programmes that have been
launched with the aim of developing Sri Lanka's
physical infrastructure (e.g., seaports, airports,
power, ICT, and broadband infrastructure). This
goal further focuses on promoting sustainable
and Inclusive industrialization, raising the
industry share of employment and GDP and
increasing small-scale industries' access to
financial services, which are of particular
significance to Sri Lanka, since the industry
sector currently employs 27 per cent of the
labour force and contributes to 26.8 per cent of
the GDP* In this regard, the country's small
and medium enterprise (SME) policy framework
can be highlighted under which the government
aims to create a significant number of glabally
competitive, innovative, technologically-driven,
sustainable SMEs, while also paying special
attention to green growth, entrepreneurship
development, and female entrepreneurship.®

SDG 17 Is of overarching significance to the
whole SDG framework as it deals with the
implementation of the SDGs in terms of resource
mobilization, enhancing technology, building

A DNP(2017), Public Investment Programme 20772020, Department of National Planning, Colombao,
# CBSL, Annual Report 2016, Central Bank of Sri Lanka, Colomba.

= ihid.

# DNP (2017), Public Investment Programme 20772020, Department of Mational Planning, Colombo.
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capacity and solidifying a global partnership to
achieve all the goals. The goal underlines the
need for domestic resource mobilization and
improving the domestic capacity for tax and
other revenue collection; this is an imperative
as Sri Lanka has been underperforming in terms
of tax revenue collection which amounted to
12.4 per cent of GDP in 2016. This goal further
focuses on attracting external resources in
terms of FDI and remittances; although workers'
remittances recovered from its declining trend
during the last year and grew by 3.7 per cent in
2016, low levels of FDI inflows have been
identified as an issue in Sri Lanka, highlighting
the relevance of this goal. SDG 17 also
addresses the attainment of long-term debt
sustainability as crucial, given that Sri Lanka's
total outstanding debt increased by 10.4 per
cent in 2016 and amounts to 79.3 per cent of
GDP>

Among key strategies identified in the PIP
(2017-2020) with respect to the achievement of
this goal are to introduce tax reforms; establish
45 economic zones island-wide to boost various
economic activities; improve the welfare of
migrant workers by enhancing their skills,
linking relevant authorities to ensure their safety,
and encouraging research-based policy
formation on migrant labour; and restructure
government debt to reduce the annual debt
service burden.

10.3.3 SDGs and Environmental
Sustainability

SDG 6 (clean water and sanitation), SDG 7
(affordable and clean energy), SDG 11

{sustainable cities and communities), SDG 12
{responsible consumption and production),
SDG 13 (climate action), SDG 14 (life below
water), and SDG 15 (life on land) can broadly
be identified as SDGs promoting environmental
sustainability.

These goals are interrelated and focus on
efficient and sustainable utilization of resources
and the maintenance of ecosystems: SDG 6
discusses the management of drinking water
sources and sustainable sanitation practices;
SDG 7 promotes the conversion to sustainable
energy sources; SDG 12 endorses sustainable
consumption and production patterns, and is
of timely relevance to Sri Lanka as it addresses
the issue of waste disposal practices; SDG 14
targets the sustainable management of marine
resources, and SDG 15 focuses on the
sustainable management of terrestrial
ecosystems. All of these have been classified
as nationally relevant, especially considering
Sri Lanka's weak performance in terms of
environmental issues under the MDGs.*

Sri Lanka has achieved the MDG target with
currently 86 per cent of the population having
access to sale drinking water with 87 per cent
of households having sanitation coverage.*®
MNevertheless, there are considerable regional
disparities in access to water and sanitation.
As such, relevant public investment will focus
on addressing these disparities, giving a higher
priority to areas with a high prevalence of
Chronic Kidney Disease; the government
further plans on increasing pipe sewerage
facility coverage up to 7 per cent of the total
urban population; with respect to the energy

* CBSL, Annual Report 2076, Central Bank of Sri Lanka, Colombo.

% Tilakaratna, G., et al, (2017), National Leve! implications of Implemeantation of SDGs - The Case of Sri Lanka, Southern
Voice, Occasional Faper 41, Southern Vioice Secretariat, Bangladesh.

= DMNP (2017), Public Investment Programme 20172020, Department of National Planning, Colomba,
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sector, Sri Lanka hopes to generate sustainable
energy options, minimize the carbon foot print,
and utilize renewable energy sources as
alternative electricity generation options.*”

The PIP (2017-2020) includes the government's
environment management strategy which is
formulated closely in-line with the SDG
framework. This strategy is aims to tackle
deforestation, air, water, coastal, and marine
pollution, human elephant conflict, waste
management, and disaster management.
Under this, the government plans to strengthen
environment policies, establish a robust solid
waste management mechanism, encourage
green energy production and usage, ensure
wildlife-human coexistence  through
appropriate mitigation measures, conserve
environmentally sensitive ecosystems, raise
environmental awareness, establish a multi-
hazard early warning system, establish
insurance schemes for economically important
sectors, and ensure preparedness, response

and rescue in the face of disasters.

SDG 13 on climate adaptation is a cross-cutting
issue, the achievement of which is crucial to
the realization of the overall SDG framework.
The goal promotes the adopticon of disaster risk
reduction strategies, and the integration of
climate change measures into national
policymaking. Given the high incidence of
climate-related extreme events in the recent
past, this goal is of critical relevance to Sri Lanka.
However, SDG 13 deals with global
environmental problems which cannot be
mitigated simply through national-level actions;
it requires comprehensive international
collaboration and commitment.*

- bidd,

SDG 11 provides an image of an idealistic city
which could emerge from the adherence to the
SDG framework. This goal can be considered
as a microcosm of the framework as it advocates
universal access to safe and affordable housing
and basic services, civil participation in a
democratic process of urban planning and
management, preservation of natural and
cultural heritage, minimization of disaster
related damages, reduction of the
environmental impact of cities, universal access
to safe public spaces, and policies that address
inclusion, resource efficiency and climate
adaptation. The Western Megapelis Plan can
be identified as a relevant key strategy. Under
this, the government is planning to transform
the Western region into the most attractive and
clean Megapolis in South Asia by developing it
as a financial and business hub. Other key
strategies highlighted in the PIP 2017-2020
include the Strategic City Development
Programme to improve selected urban services,
the Emerging Township Development
Programme to increase inter/intra urban
connectivity, and strengthening the Urban
Regeneration Programme to ensure gquality
living of urban under-served populations and
to liberate viable prime lands for urban
development programmes.

10.4 Government Ini-
tiatives to Implement
the SDG Framework in
Sri Lanka

The government has taken a number of
initiatives during the past year to implement the
SDG framework in Sri Lanka.

# Tilakaratna, G., et al. (2017), National Level implications of Implamentation of S0Gs - The Case of Sn Lanka, Southern Voice,
Occasional Paper 41, Southern Vioice Secretariat, Bangladesh.
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The Ministry of Sustainable Development and
Wildlife (MSDW) has been identified at present
as the focal point for the SDGs respaonsible for
monitoring and coordination and supervision
of the implementation of SDGs in Sri Lanka.
The selection of the focal point for SDGs
appears to have largely coincided with the
name of the ministry. With regard to the MDGs,
the Department of National Planning (DNP)
assumed the primary role in coordinating,
monitoring and leading the implementation of
the goals. However, at present the DNP has
been entrusted with the task of preparing a
baseline/situational analysis report on the
SDGs in Sri Lanka, which Is expected to be
presented to the Pariament in 2017. The report
is expected to provide a detailed analysis of
the availability of data for the 244 indicators
related to the 17 SDGs as well as the existing
strategies and programmes related to the 17
goals and the 169 targets, and identify gaps in
data and strategies to achieve the SDGs by
2030.

This report by the DNP will attempt to analyse
the current situation with regard to each goal/
target and the progress that can realistically be
achieved by Sri Lanka during the lifespan of
the SDGs. The goals will be categorized into
three groups: those that can be achieved in the
short-term (2015-2020), the medium-term
(2020-2025), and the long-term (2025-2030),
based on their current status and the presence
of any policies already underway that can
contribute to their fulfilment. For example, there
are several on-going national policies and
strategies which can pave the way to achieve
some of the targets related to health (SDG 3)
and education (SDG 4); these can be expected
to make considerable progress in the short or

* Based cn interviews with the DNP
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medium-term. By contrast, there are goals and

targets related to environment, the
measurement of which is yet to be even
conceived of, let alone be achieved, and hence
can only be expected to be achieved in the

long-term.

The report is also expected to link the
government budget to SDGs and identify gaps
in strategies/programmes and resources with
regard to each SDG (and target). For example,
there are several education related
programmes and projects funded by the
government that are related to the SDG 4 on
the quality of education. All these programmes
and their budgetary allocations will be taken
into account when identifying any gaps in
strategies and resources. There are also some
goalsitargets for which programmes are yet to
be identified and implemented. As such, the
report is expected to identify any gaps related
to each of the 17 SDGs and their targets. The
DNP will be working with the relevant ministries,
departments and the DCS in the preparation of
this report.*

A Parliamentary Sub-committee on Sustainable
Development has been appointed to implement
the SDG framework in Sri Lanka. This committee
has identified 4 thematic clusters, each headed
by a Minister or a Deputy Minister. The four
clusters and the SGDs covered under each
cluster are: (i) Economic Sustainability (SDGs
2, 8, 9, 11 and 17); (ii) Fundamental Needs
(SDGs 3, 4, and 6); (iii) Just and Fair (SDGs 1,
5, 8, 10, 11 and 16); and (iv) Environment and
Stability (SDGs 7, 11, 12, 13, 14 and 15).
Although this thematic clustering is somewhat
different to the three dimensions of sustainable
development, i.e., economic, social, and
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environment, it seems that the goals under the
social dimension have been divided into two
clusters, i.e., Cluster 2 and 3, while Cluster 1
and 4 are broadly in line with the dimensions
of economic and environment sustainability
discussed in Section 10.3.

In addition, A Bill of Sustainable Development
has been presented to the Parliament in early
2017% This Bill provides for the development
and implementation of a national policy and
strategy on sustainable development, and the
establishment of a Sustainable Development
Council charged with the duty of formulating
the national sustainable development strategy.
As per this BIll, every government agency is
required to prepare a Sustainable Develop-
ment Strategy in accordance with the national
policy and report the progress thereof to the
Council. The Bill further compels all government
authorities to conduct a social and environ-
mental audit on new development projects.
However, this Bill has currently been held up
due to various political reasons.

10.5 Implementation
Challenges

There are several challenges related to the
implementation of the SDG framework in Sri
Lanka including coordination and monitoring,
data, financing, awareness and capacity
building.

10.5.1 Coordination, Monitoring,
and Supervision

Given the holistic nature of the SDG framewaork,
and the need for simultaneous action, the

importance of an efficient and effective
coordination mechanism cannct be overstated.
The successful implementation of SDGs
requires coordination with various ministries,
departments, international organizations,
statistical offices and other stakeholders which
necessitate strong leadership and a robust
leading institution/committee. The selected lead
organization needs to have the capacity to
coordinate with all ministries, department, and
multilateral and private organisations, as well
as the DCS in order to evaluate and monitor the
progress and facilitate implementation. This
should ideally be guided by a national level
committee representing key ministries involved
in the SDG process and other experts, and
established for the purpose of advising, guiding,
and ensuring the overall supervision of
implementation and progress.

In Sri Lanka, although multiple government
institutions and committees have been
identified and are entrusted with different tasks
related to SDG implementation, the coordination
and linkages among these institutions/
commitiees and their roles and responsibilities
still remain weak. Strengthening and defining
clearly their roles and responsibilities in the
implementation process are essential to avoid
duplication of tasks and for the efficient use of
resources.

10.5.2 Data Challenges

For the successful achievement of any goal, the
quality of the evaluation and monitoring
mechanism as well as the quality of data is vital.
The 2030 Agenda presents 244 indicators to
measure the achievement of the 17 goals and

* Sri Lanka Suslainable Development - A Bill - Presented by the Minister of National Policies and Economic Affairs on 8 January

2017,
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their 169 targets. An appraisal carried out by
the DNP has revealed that Sri Lanka currently
has required data to measure about 70 of these
244 indicators - including data available with
the DCS as well as ministries such as health
and education, while there are about 65 other
indicators for which required data is partially
available.®' There is a small number of indicators
(about 8-10) that may not be applicable for Sri
Lanka. However, the data necessary for a
considerable number of indicators are not
currently available. In this case, it would be
necessary to rely on international organizations
in terms of technical support, in order to build
the relevant data gathering capacities. In
addition, it may be beneficial to consider the
utilization of Big Data for the measurement of
the SDGs where possible (Box 10.1).

10.5.3 Financing SDGs

Given the gamut of goals, SDGs require
substantially more resources than what was
required to achieve the MDGs. Achieving the
MDGs was less challenging for Sri Lanka, given

244
INDICATORS

31 Based on interviews with the DNP.
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Box 10.1
Using Big Data for the SDGs: The Power of Using Appropriate Tools and
Technology

The SDG framework reguires highly disaggregated data for more effective, evidence-based planning and
policymaking. This is where Big Data comes into play. Big Dala is a source of up-to-date, real time
information and the UN has identified its potential to support the monitoring of the SDGs through improving
the timeliness and the relevance of indicators without compremising the impartiality and methodological
soundness. Baing timelier and more cost-effective than traditional methods of data collection, Big Data
has the capacity lo make the data cycle malch the decision cycle.

'The Big Data and the 2030 Agenda for Sustainable Development. Achieving the Development Geals in the
Asia and the Pacific Region' meeting was held during December 2015 in Thailand for the purpose of
enhancing understanding on the global and regional state of Big Data, including technological possibilities,
policy opportunities and challenges, and lo identify potential avenues for engagement on Big Data issues
at the regional level and as related to the 2030 Agenda. One of the key conclusions of the meeting was that
'the volume, variety and velocity of Big Data offers an opportunity to assess information holistically,
across the three dimensions of sustainable development and the 17 SDGs of the 2030 Agenda.

An example of how Big Data can be employed to monitor SDGs is 1o use satellife images and night-lights
to estimate poverty as well as energy consumption, providing internationally comparable data which can
be updated mare frequently; another example is to use cell phone re s lo estimate poverly maps and
to predicl socic-economic levels; inlernet-based data can be used to estimate the consumer price index
and poverty rates.

However, there are many challenges associated with the usage of Big Data. These include la

issues with regard o access to the data, privacy issues with regard to managing public frust, financial
issues in terms of the maintenance/storage of large volumes of data, and methodological issues related
to the quality of data and the suitability of statistical methods.

Additionally, in the case of Sri Lanka, lack of awareness can be ciled as a major constraint to fully ulilizing
the potential of Big Data. The Big Data discourse in Sri Lanka needs to be mainstreamed, its issues and
potential subjected to public discourse, resulting in the adoption of a set of standards with regard 1o
collection and utilization of Big Data. Furthermore, Sri Lanka faces considerable barriers with regard to the
lack of the necessary experts

.

g :
and the
SN

Sources; U
Developm

that the country had an advantage in areas of
education and health, due to government
policies such as universal free education and
free health services that were implementied as
early as in the 1940s. Thus, the country was
well positioned to achieve the MDGs within the

timeframe without having to generate or redirect
large amounts of money from other sectors.®
However, SDGs are more ambitious and
broader in scope; hence, achieving them will
require additional resources including scientific
and technical support.

* Titakaratna, G., et al, {2017), National Level impiications of Implementation of SDGs - The Case of Sri Lanka, Southern Voice,
Occasional Paper 41, Southern Voice Secretariat, Bangladesh.
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Given the limited budgetary capacity of the
government, it is important to explore other
possible sources of financing, such as DA,
remittances, climate finance, new financial
In fact, Sri Lanka
intends to promote PPPs as a main source of
financing sustainable development.* In order
to facilitate PPPs, Sri Lanka has undertaken
several policy measures including the
establishment of a PPP Unit at the Ministry of
Finance in January 2017 with the aim of
attracting private investment for public
infrastructure projects.®

10.5.4 Building Capacity and
Raising Awareness

Raising awareness on 8DGs among relevant
stakeholder and building capacity of relevant
government institutions are necessary for
successful implementation of the SDGs in Sri
Lanka. The current level of awareness among
government authorities appear to be rather low
and this needs to be rectified especially
considering the fact that almost two years have
passed since Sri Lanka became a signatory to
this global agenda. As the SDG framework calls
for the participation of all stakeholders, public

instruments, and PPPs.®

awareness must also be improved.
Furthermore, the capacities of the relevant
ministries need to be improved in terms of
monitoring and coordination. Improving the
capacity of the focal point and strengthening its
linkages with all other government bodies while
also improving the inter-linkages between all
relevant government bodies are also other

implementation challenges of SDGs.

2 lhid.
M Interviews with the DNP.
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10.6 Conclusion and
Recommendations

Sri Lanka is among the 193 countries which
adopted the 2030 Agenda on Sustainable
Development at the UN Sustainable
Development Summit in 2015. The SDGs
comprise of 17 goals and 169 targets aimed at
ending poverty and hunger, addressing
inequality, improving access to health and
education, building strong institutions and
partnerships, taking action on climate change
and the environment, etc.

As discussed, all 17 SDGs and the majority of
their targets are relevant to Sri Lanka. However,
successful implementation requires integrating
them into the country's national policy
framework and the national budget. Although a
number of existing policies and strategies and
those identified under Public Investment
Programme 2017-2020 seem fo be in line with
the SDG framework, these policies/strategies
in each area (e.g., education, heaith, energy)
have to be reviewed systematically to identify
any gaps and to develop strategies accordingly.

Sri Lanka has taken some important initiatives
during the past year to implement the SDG
framewaork. Yet, there are many issues and
implementation challenges, particularly in the
areas of coordination and monitoring,
awareness and capacity, data and financing,
which need to be addressed to ensure
successful implementation and achievement of
SDGs in Sri Lanka.

¥ CBSL, Annual Report 2076, Central Bank of Sri Lanka, Colombo,
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Successful implementation of the SDGs will also
require participation of a range of stakeholders,
including various government ministries and
departments, international organizations,
private sector and civil society organizations,
academia and the general public. Partnership
and stakeholder participation is also crucial to
share knowledge/expertise and monitoring of
SDGs as well as to mobilize financial and

204

technical resources. Moreover, strengthening
the capacity of relevant institutions including
the identified lead institutions, the DCS and
various ministries, departments and other
organizations involved in compilation and
analysis of data related to the SDGs is
important, to ensure effective implementation
and monitoring of progress at the national and
subnational levels.



11. Tackling Food Insecurity:
Achievements and Challenges Ahead

11.1 Introduction

he UN Food and Agriculture

Organization (FAOQ) estimates that

about 795 million people of the 7.3
billion population in the world, which is about
one-in-nine, do not have access to sufficient
food for a healthy life.” More than 98 per cent of
the undernourished people are living in
developing countries. The UN World Food
Programme (WFP) estimates that hunger kills
more people every year than three of the World's
biggest health risks; malaria, AIDS and
tuberculosis combined.” The fight against
hunger and achieving food security has been
one of the key objectives of global development
agendas over the years. The MDGs, adopted in
2000, aimed to eradicate extreme poverty and
hunger by 2015. The SDGs that the world
committed to achieve by the end of 2030 also
have given increased focus on ending hunger,
achieving food and nutrition security and
promoting sustainable agriculture, especially
under Goal 2.

While considerable progress has been made
in several indicators of the MDGs in Sri Lanka,
both the hunger related indicators - proportion
of population below the minimum level of

dietary energy consumption (prevalence of
undernourishment) and the prevalence of
underweight among under age 5 children -
failed to achieve the desired results of halving
between 1390 and 2015. Based on the FAQ
statistics, the prevaience of undernourishment
declined only from the base year value of 30.6
percentin 1990 to 22 per cent in 2015. Similarly,
prevalence of underweight among under age
5 children declined only from 33.8 per cent in
1993 to 26.3 per cent in 2012.7 These figures
indicate the need for more focus on further
improvements, especially among regions and
various socio-economic groups, in which severe
disparities still prevail.

Despite the fact that Sri Lanka has done
commendably well on
development indicators and health indicators,
the food security situation in the country has

most human

not indicted much progress over the years as
depicted by the two most widely used food
security indices; Global Hunger Index (GHI) and
Global Food Security Index (GFSI). The GHI
developed by the Internaticnal Food Policy
Research Institute (IFPRI) ranks Sri Lanka at
84th position among 118 countries. When the

' World Hunger and Poverty Facts and Stalistics (2016), available al  hitpffwww, worldhunger.org/2015-warld-hunger-and-

poverly-facts-and-statistics/.

* FAQ (2010), Updated Comprahensive Framawark for Action, High-Level Task Force on the Global Food Security Crisis, Food

and Agriculture Organization, Rome.

* FAQSTAT, available at hitp:/fwww.fao.org/faostat/en/#data.
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average GHI score values of 2008 and 2016
are compared, a slight worsening of the hunger
situation is seen with a 5 per cent increase in
the GHI index score from 24.4 to 25.5." While
Sri Lanka is no longer in the ‘alarming' category
according to the GHI, its hunger status is still
classified as 'serious'. The GFSI constructed by
the Economic Intelligence Unit (EIU) of The
Economist shows a marginal progress in the
index score from 2012 to 2016 to remain at 65th
position among 113 countries and to be
categorized as a moderate performer in 20165

A multitude of different policies and programmes
has being implemented by different institutions
to nationalize the SDGs towards achieving food
security. The recent additions to such efforts
include the Public Investment Programme
(2017-2020), Multi-Sector Action Plan for
Mutrition (MSAPN 2017-2020) and Food

SRI LANKA

Based onGHI Based on GFSI

B4th
position
| 5t
position
118 Countries 113 Countries

+ GHI Ranking, available at hitp://ghi.ifpri.org/countries/LKA/.

Production Mational Programme (2016-2018).
However, the objectives of food security in Sri
Lanka are yet to be achieved and the ways of
tackling food insecurity is either not known or
ignored in policy circles. Hence, identifying the
existing challenges for food security in Sri Lanka
and to recommend a feasible set of
recommendations is the major focus of this
Chapter.

11.2 Food Security:
Concepts and Defini-
tions

The concept of food security has evolved over
the years to reflect the advancements in world
thinking. As captured in the FAO Draft
Declaration of the World Summit on Food
Security 2009,% food security exists 'when all
people at all times have physical, social and
economical access to sufficient, safe and
nutritious food which meets their dietary needs
and food preferences for an active and healthy
life'. This definition covers the four main aspects
- food availability, food access, food stability
and food utilization - that are important to ensure
food and nutrition security of an individual. A
distinction is made between transitory and
chronic food security in designing policies to
address food insecurity.” Food security is often
misconceived as synonymous to chronic food
security which arises due to a continuously
inadequate diet associated with longer term
issues such as poverty. However, the food
stability aspect of the current definition

®  FS1Hanking, available at hitp:/foodsecurityindex_eiu.com/Country/Details#Sri%20Lanka.
#  FAQ, "Draft Declaration of the World Summit on Food Security”, Food and Agriculture Organization, Rome.
7 FAQ (2008). "An Introduction to the Basic Concepts of Food Security”, available at http:/fwww.tao.org/docrep/013/al936e/

al336e00.pdf.
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addresses the transitory food security which is
associated with short-term shocks related to off-
seasons, natural disasters such as drought and
floods, inflationary years and so forth.

Due to widespread confusion about the
complementarities between food security and
nutrition security, food security is often
considered necessary, but not sufficient to
ensure nutrition and to prevent malnutrition.*
However, people tend to ignore the fact that the
nutritional dimension is integral to the concept
of food security with the introduction of food
utilization aspect in the above FAQ definition
that is widely adopted today. The food utilization
aspect implies that the consumed food must
have a positive nutritional impact on people so
that the body can make optimal use of the
nutrients for its different functions and entails
proper cooking, storage and hygiene practices;
individual's health, water and sanitation; and
feeding, care giving and sharing practices
within the household. Thus, the current definition
clearly comprehends that nutrition security is
also achieved when the food security is met.

The conceptual framework depicted in Figure
11.1 was developed based on the above
definitions and concepts in order to understand
the major factors determining and affecting
food security in 3ri Lanka. As shown, food
security is a complex phenomenon where
interrelations are not often linear and the
causes of food security are multifaceted with a
range of immediate, underlying and basic
causes. Food consumption (dietary intake) and

utilization of food are often considered as the
immediate causes that determine food security
of a family, which means inadequate dietary
intake and improper/unhealthy utilization of
food by households may cause food insecurity
in a family. Inadequate dietary intake could be
primarily a result of insufficient food availability
and poor access by households, where both
can be affected by instability in the long-run.
Food availability is basically determined by the
local food production and imports, while
accessibility could be either economic or
physical and depends on the individual's
capability to purchase food at the household
level. Household income and food prices are
the two major factors that determine economic
access to food by the households, while
infrastructure/access to markets could impact
physical access to food. Food stability ensures
the access to food at all times and covers the
physiolegical, economic, social or political
vulnerabilities of the population to food security.

Improper utilization of food by an individual or
a family could be due to poor health conditions
and unhygienic conditions that include inferior
quality water, poor sanitation and lack of food
safety and quality. Care practices such as child
care, feeding practices, nutrition education, food
preparation, eating habits, etc., can impact both
the dietary intake as well as food utilization.
These underlying causes are affected by basic
causes such as agriculture, health, trade,
education and poverty which determine the
social, economic, and political context that the
households are living in.

* Ruel, M, (2013), "Food Security and Nutrition: Linkages and Complameantarities”, in Egoersdorfer, M, at al., (eds,) The Road
to Good Nutrition: A Global Parspective, available at http://www.vitaminsinmotion, com/fileadmin/data/pdi/RTGN/

ATGM_chapter_02 pdf
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Figure 11.1

Conceptual Framework for Food Security Situation in Sri Lanka
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Source:  Author's illustration based on Thibbotuwawa. M. et al. (2017), Nalional Strategic Review of Food Security
and Nutrition toewards Zero Hunger, World Food Programme, Colembo.

11.3 Is Sri Lanka Really
Food In(Secure)?

Using the conceptual framework in Figure 11.1,
this section reviews the current food security
situation in Sri Lanka to understand if the
country is food secure or not.

11.3.1 Increased Food Production
and Imports

Domestic food availability in Sri Lanka is
dependent on local production and imports of
food crops, livestock products and fish. Table
11.1 shows the average national food supply in
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Sri Lanka in 2014. Domestic agriculture
provides more than 80 per cent of the food
requirement. Rice is the staple diet item of Sri
Lankans. Other food crops such as pulses, roots
and tuber crops, vegetables and green leaves
and fruits play a supplementary role. Sri Lanka
is nearly sell-sufficient in rice and the local
production of other main food sources that
include vegetables. root crops, and fruits
exceed 75 per cent of the total availability. Sri
Lanka also produces a variety of pulses that
include mungbean, cowpea, black gram and
soybean; pulses show a low share of local
supply (31 per cent) due to heavy importation
of dhal and chick pea.



Table 11.1
Food Availability in Sri Lanka, 2014
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Quantity % | Quantity Available| Food | Food
(‘000 mt) | Supply | (‘000 mt) Suppiy Supply® Net® | (g/day)

Cereals 4,835.4 90.3 522.0 5,3566.8 | 34773 469.4
Roots and Tubers 421.9 774 123.2 22.6 545.1 411.6 54.9
Sugar 54.9 93 538.0 20.8 592.9 556.5 751
Pulses and nuts 73.2 312 161.7 68.9 234.9 224.5 30.3
Vegetable (including onions) 1,065.7 86.4 184.3 15.1 1.221.4 | 1,109.0 149.7
Fruits 609.8 94.8 62.5 9.7 643.1 631.9 85.3
Meat 162.1 98.3 2.8 1.7 164.8 164.8 22.3
Egos 92.8 100.0 0.0 0.0 92.8 91.1 12.3
Fish 582.2 915 756.3 1.8 6361 329.1 44,4
Milk 3074 773 90.0 22,8 3978 298.7 40.3
Oil and fats (including coconut) 939.4 102.4 18.5 2.0 9175 755.2 101.9
Tatal 9,134.7 84.6 1,779.2 16.5  10,803.1 | 8,045.8 1,085.9
Motes:  a: (Production + Imperis) - (Change in Stocks + Exports); b: Quantities for seed, animal feed, waste, processing
and manufacturing are excluded.
Source: DCS, Food Balance Sheets 2074, Department of Census and Statistics, Colomba.

Fish and poultry meat are the major animal
protein sources of the Sri Lankan diet. Domestic
production share of animal protein products
exceed 98 per cent except for processed
products such as dried fish, canned fish and
powdered milk. Imported canned fish along with
growing inland fish products are popular in
inland areas with little access to fresh fish.

Sugar is the biggest imported food item
followed by wheat flour, milk products and fish
in value terms.” These four items accounting
for 56 per cent of the total food and beverages
import cost of Rs. 273,257 million (9.7 per cent
of total imports) in 2016 generate a significant
burden on the local economy.™ The import
value of sugar amounted to Hs. 49,919 million.

Sri Lanka relies heavily on imported milk
powder (Rs. 36,338 million) to meet its growing
consumer demand due to the insignificant
amount of local production. A significant
amount of foreign exchange is spent annually
on the import of dried and canned fish as well.
The annual value of fish product imports
reached Rs. 34,130 million in 2016. Wheat flour
products that include bread are the major
substitutes for the staple food, which is rice.
Since wheat is not cultivated in Sri Lanka, the
country spends a significant value (Rs. 33,536
million) on wheat imports. Moreover, some
amount is also spent on importing a few
supplementary foods items that are not
produced in sufficient quantity locally such as
dhal, potatoes, onions and chilies.

* CBSL, Annual Report 2076, Central Bank of Sri Lanka, Colombao,
" \Wheat and maize which have been categorized as intermediate goods in CBSL Annual Report 2016 have been considered

under food and beverages for slafistical purposes.
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Although food imports have been increasing in
absolute terms, their share in total available
supply has been declining. Also, the share of
food imports in total imports and total exports
has been declining slightly or has been
constant in recent years. This implies that
domestic food production is moving in a positive
way and that the value of agricultural exports
sufficiently covers the food import value without
placing much pressure on the balance of
payments.

11.3.2 Improvements in National
Nutrition Availability

The effect of improved availability is reflected
in enhanced nutrition supply at the national
level. The quantities of average daily per capita
availability of calorie, protein and fat by major
food commeodities is presented in Table 11.2.
The daily food intake of an average Sri Lankan
comprises of 2,863 kilocalories of energy, 75

Table 11.2
Per Capita Daily Availability of Nutrition

grams of proteins and 49 grams of fat. About 56
per cent of the available calorie and 45 per
cent of total avallable protein are provided by
cereals due to bulk consumption of staple food
rice and wheat flour which is the major substitute
for rice. The average Sri Lankan consumer
consumes around 300g of rice daily. Qils and
fats and sugar are the next two significant
providers of calorie. Fish is the main source of
animal protein and it contributes more than
pulses, meat, milk and eggs due to the high
availability of marine and fresh water fish.

Available data indicate that per capita daily
calorie and protein intakes have increased from
2,430 kcals in 2005 to 2,730 kecals in 2015 and
from 60g in 2005 to 73g in 2015, respectively
(Table 11.3). These consumption levels easily
meet the minimum per capita dietary energy
and protein requirements of daily per capita
calorie and protein levels of 2,030 kecal and 53
grams, respectively.

Calories Per Day| Protein (g/day) Fat (g/day)

Cereals 1627.20
Roots and tubers 7167
Sugar 300.34

. Pulses and nuts 111.35
Vegetable 82.74
Fruits 86.74
Meat 27.63
Egas 21.38
Fish 76.33
Milk 91.80
Qil and fats 366.34
Total 2,863.42

34.39 175
0.61 0.09
0.99 0.00
7.82 2.01
3.88 0.54
1.09 0.26
5.9 0.63
1.63 1.63

13.17 2.09
4.59 5.08
3.03 34.76

75.53 48.84

Source: DCS, Food Balance Sheets 2014, Department of Census and Statistics, Colombo.
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Table 11.3

Fluctuation of Per Capita Availability of Calories and Protein

I 0 R

Calories (Kcal) 2430 2419

Protein {g) 60 60 60 61

2,369 | 2552 | 2434 (2,688

2,573 | 286N 2863 | 2,730

62 67 66 69 75 73

Source: DCS, Food Balance Sheets 2005-2075, Department of Census and Stafistics, Colombo.

11.3.3 Developments in Economic
and Physical Access to Food

The availability of adequate food and supply of
nutrition at national level does not necessarily
ensure food security unless there is enough
physical and economic access to food by
households. The level of income and poverty
determine to a significant extent access to
enough food at the household level, and poor
outcome of both could lead to malnutrition
outcomes. Mean household incomes have
registered substantial increases over the years,
increasing from As. 12,803 in 2002 to Rs. 45,878
in 2012/2013 at current prices while the
incidence of poverty in the country declined
steadily from 22.7 per cent in 2002 to 6.7 per
cent in 2012/2013 (Table 11.4). The long-term

Table 11.4

Trends in Household Income and Poverty

Survey Period

Mean Household Income

upward trend in household income levels along
with the continuing downward trend of overall
poverty levels give an indication of improved
economic access to food. However, the real
impact of these parameters is highly
dependent on food price volatility which will
be discussed later.

General infrastructure such as roads and
specific infrastructure such as storage facilities
and food distribution outlets are required to
ensure that nationally available food reaches
households adequately. The road network in
Sri Lanka has expanded significantly over the
last decade. The total number of road kilometers
has increased from 26,351 km in 2005 to
31,280 km in 2015." However, there is
significant district inequality in road density,

Incidence of Poverty

(Rs./month) (%)

2002 12,803 227
2006/2007 26,286 15.2
2009/2010 36,451 8.9
2012/2013 45,878 6.7

Sourca:
(various years).

DCS, Household and (ncome Expenditure Survey, Department ol Census and Statislics, Colombo

" CBSL, Economics and Social Statistics 2016, Central Bank of Sri Lanka, Colombo.
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where there are serious road accessibility
problems when transporting beyond the
Western Province, Eastern Province, Mullaitivu
and Mannar districts in the Northern Province
and Monaragala district in the Uva Province.
Apart from density, road quality and width are
the major gaps affecting access to food markets
in rural areas, especially in the estate sector
and certain areas in upcountry districts.
Moreover, storage facilities and milling
capacities as well as refrigeration and canning
facilities have not improved much over the years
to ensure better access to food.

11.3.4 Achievements in Food
Utilization and Nutritional
Outcomes

The availability of sufficient food and nutrition
at the national level and the means to acquire

Figure 11.2
Reduction in Malnutrition

enough food at the household and individual
level do not ensure proper utilization of food to
achieve better nutritional outcomes.
Malnutrition provides a good indicator to see
whether food security prevails at the household
level,

Continued support towards providing free
universal health services has led to a steady
improvement in Sri Lanka's health indicators
compared to other countries in the region,
particularly in relation to maternal mortality (32.5
per 100,000 live births), infant mortality (8.6 per
1,000 live births) and life expectancy (74.3 years
in 2013)."* Also, child and maternal nutrition
status have shown some progress over time
{Figure 11.2). The stunted and underweight
population among children under age 5
declined from 21.2 per cent to 13.1 per cent
and from 27.3 to 23.5 per cent, respectively,

45 1 16095/1996
m 2012
4a -
(15}
g a0 - 273
& s
E =3 =3 \ il
e | 18
g 15.1
134
N I
o] : - - :
Stunting Underweight LEW Anaemia (under 5)

Source:  Jayatissa, R., M. Gunathilaka and D. Fernando (2012), National Nutrition and Micronuirients Survey 2012,

Ministry of Health and UMICEF, Colomba,

# CBSL, Annual Report 2015, Central Bank of Sri Lanka.
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during the period 1995/1996-2012. Low birth
weight declined from 21 per centin 1993 to 18
per cent in 2012, Anaemia in children has
declined from 25.2 per cent in 2009-2010 to
15.1 per cent in 2012. These improvements
have been ably supported by the continuous
progress in access to health services and water
and sanitation and hygiene (WASH)

programmes.

11.3.5 Malnutrition and Its
Disparities

Despite the achievements discussed above, a
high prevalence of malnutrition is the major
outcome concern in terms of achieving food
security. As depicted in Figure 11.1, inadequate
dietary intake and unhealthy food utilization are
the major immediate factors for the prevalence
of malnutrition in Sri Lanka which is caused by
a range of agricultural and socio-behavioural
factors. About 4.7 million people, equivalent to
22 per cent of the population, are estimated to
be undernourished. The gravity of the problem

Table 11.5
Prevalence of Undernourishment in South Asia (3 Year Average)

is further accentuated by the fact that only
Afghanistan with 26.8 per cent undernourished
population performs poorer than Sri Lanka
among all the South Asian countries. The
Maldives (5.2 per cent) and Nepal (7.8 per cent)
have the lowest shares of undernourished
population (Table 11.5).

Wasting (weight-for-height), stunting (height-for-
age), and underweight (weight-for-age) in
children under five years of age are the most
widely used malnutrition indicators. The FAO
indicates that the prevalence of wasting and
underweight in Sri Lanka has increased from
11.8 per cent to 21.4 per cent and 21.8 per cent
to 26.3 per cent, respectively, from 2009 to 2012
(Figure 11.3). Also, the level of stunting has
stagnated during the survey years from 2000
to 2009 until it showed a sharp drop in 2012.
The Global Nutrition Report 2016 indicates that
Sri Lanka is among the highest wasting
prevalence countries in the world, ranking 128
out of 130 countries."™

Country Share of Undernourished
Population (%)
Afghanistan 26.8
Bangladesh 16.4
India 15.2
Maldives 5.2
Nepal 78
Pakistan 22
Sri Lanka 22
Source: FAQOSTAT, available at hitp:/f'www.fac.orgfaostatien#data/F5.

" IFPRI (2018}, Global Nutntion Report 2076 From Promize to impact: Ending Malinutntion by 2030, International Food

Policy Research Institute, Washingten D.C.
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UNDERWEIGHT (%)

\!

2003 un

Moreover, severe regional disparities are to be
found in the prevalence of malnutrition (Figure
11.4). The districts of Kilinochchi (34.9 per cent)
and Monaragala (28.8 per cent) show the
highest wasting prevalence while wasting rates
in 16 out of 25 districts are higher than the
national average. The level of stunting also

Figure 11.3

- R -

WASTING (%)

2008 nn

shows great disparity ranging from 23.8 per
cent in Nuwara Eliya to 6.8 in Kalutara and 9
per cent among the wealthiest quintile to 18
per cent among the poorest quintile. Overall,
the estate sector, war affected districts, and
certain farming areas represent the worst levels
of under nutrition.

Prevalence of Wasting, Stunning and Underweight in Children under 5 years

a5 Wasting
- o203 . Stunted .
261 Underweight 263
25 2.8
S 214 =i .4
£ 19.2
c )
g =0 14 17. g
5 15.3 15.5 L
o - ; 14. 7000 14,
1.8
10
5
o]
=1 2000 2007 2009 202

Source: FAOSTAT, available at http://www.fao.org/faostat/en/#data/FS.
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Figure 11.4
Disparity of Malnutrition
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Source: Family Health Bureau,

11.4 Challenges and
Threats in Achieving
Food Security in Sri
Lanka

The preceding analysis indicates that there are
serious concerns with respect to household
food security especially with respect to access
and utilization of nutritious food in certain areas.
Even if a person's food intake is adequate today,
he or she is still considered to be food insecure
if they face inadequate access to nutritious food
on a periodic basis. This section focuses on the
major challenges that have an impact on
ensuring food security in Sri Lanka.

Table 11.6

Wl

Matara |

Kegalle

= Wasting
B Stunted
B Underweight

Kandy
Galie
Jafina
Badulia
Kalutara
Puttalam

Colombo

Eah:calna

[ Sri Lanka
Anuradhapura
Garnpaha
MNuwara Eliya

Annual Report 2013, Ministry of Health, Colombo.

11.4.1 Yield Stagnation

Despite improved food availability in the
country, whether Sri Lanka is producing encugh
food is a serious challenge due to the constantly
rising national requirement owing to population
growth and the growth of real per capita income.
Therefore, the challenge is not just to ensure
food security to an estimated 4.7 million people
estimated to be undernourished in 2015, but
also to feed one million more people expected
to inhabit the country by 2030. Increasing
production could be achieved by either
increasing the land extent or by improving
productivity or a combination of both. However,
the extents cultivated for major food crops have
been constant since 2000 due to lack of new

RecentTrends in the Expansion of Arable Land and Errigated Area

I N B N B T

Arable land (% 20.7

Irrigated area (%) a.1 8.1

9.1

20.7 20.7

9.6 10.1 9.1

Source; FAQSTAT, available at hitp://www.fao.oraffaostatien/#data/F 3,

215



STATE OF THE ECONOMNY 0

Table 11.7

Yield Trends of Major Selected Food Crops

Food product Yield (t/ha)
4.5 4.0 4.4 4.3

Rice 4.3 4.4
Maize 3.2 3.2 3.7 31 3.4 3.7
Sorghum 1.2 14 15 1.4 1.4 1.7
Green gram 1.2 12 13 1.3 1.3 1.3
Cowpea 1.1 1.2 14 1.3 1.3 1.4
Soya bean 18 15 12 1.8 17 1.8
Black gram 10 0.8 1.0 0.9 0.9 0.9
Ground nuts 15 2.0 2.0 2.0 2.1 17
Red onion e 1.8 ne 121 13.0 12.5
Big onion 11.4 0.8 12.7 13.2 14.3 12.2
Chilies 3.7 3.4 4.0 4.8 4.6 4.7

Source: Basad on DCS crop yield data,

arable land which is partly a result of limited
expansion in irrigated areas in recent times
(Table 11.6).

As Table 11.7 shows, the yield levels of
domestically grown food crops, including rice,
have stagnated during recent times at
unimpressive levels even by developing country
standards. Only sorghum and cowpea have
shown over 5 per cent average yield growth
while rice and black gram have negative yield
growth during the last five years. Therefore,
domestic production will not be able to meet
national requirements even under present
levels of per capita food consumption, creating
serious stability problems in food availability
and access in future unless there is a
substantial increase in present yield levels.

Use of unimproved varieties and outdated
cultivation technologies due to the lack of

investment on research and development
(R&D) aleng with small scale cultivations, poor
marketing and infrastructure facilities, and lack
of policy and institutional support have led to
yield stagnation. As a result, it has restricted
the potential for increasing the domestic food
supply in parallel to the rising demand for
food."

11.4.2 Lack of Diversification
Towards Nutritious Food

Sri Lanka's land use pattern as set out in Figure
11.5 gives an idea about the diversification
trends in the country. As shown, the production
base is limited and dominated by a few crops
that include paddy, tea, rubber and coconut.
Though farmers have a tendency to diversify
into livestock, especially poultry and into
horticulture (fruits and vegetables), the
diversification at the farm level has been still

1 Thibbotuwawa, M., et al. (2017), National Strategic Review of Food Security and Nutrition towards Zero Hunger, World Food

Programme, Colombo.
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Domestic
production
will not be
able to meet
national
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even under
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tion, creating
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availability
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in future,
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is a substantial
increase in
present

yield levels.

Figure 11.5
Land Use Pattern in Sri Lanka

Extent {'000 ha)
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Source: hitp:/fwww statistics.gov Ik/agricultura/index. himl.

limited due to various constraints such as
young people leaving agriculture, lack of
market orientation in cultivation, problems
related to resources such as land and water,
market imperfections, uncompetitive
agricultural enterprises and other opportunities
created by rapid growth of the non-farm sector.™

The lack of diversification has created a
significant gap between what is available for
the people to eat and what needs to be
available to ensure proper nutrition levels. The
general recommendation by the WHO for daily
intake of fruit and vegetables is more than 400
grams per person per day.'® Information from
the Food Balance Sheet 2014 for Sri Lanka

'® Weerahewa, J., M. Thibbotuwawa and P. Samaratunga (2015), “Dynamics of Transforming Agricultura in Sri Lanka: Trends,
Challenges and Opportunities". Paper presented at the Indian Agricultural Economics Association Research Forum,
Mumbai, India, 3 December 2015.

'® WHO (2003), Diet, Nutrition and the Prevention of Chronic Deceases, World Health Organization, Geneva.
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WHO
Recommendation

Current
Availahility

400 grams

Per person perdayin 204

suggests that the total supply of fruit and
vegetables available is only 235 grams per
person per day,"” well below the recommended
rate for daily intake. Similarly, the national

Figure 11.6

235 grams

Per person perdayin 204

availability of other nutritious food such as meat,
fish, etc., remains a worry in terms of ensuring
food security. Even addressing the estimated
potential loss of 30-40 per cent from supply

Average Nominal Retail Prices of Selected Food Commodities
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Source: HARTI, Food Commodity Bulletin, Hector Kobbekaduwa Agrarian Research and Training Institute, Colombo.

7 DCS, Food Balance Sheet 2014, Department of Census and Statistics, Colombo.
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source to the table will not be able to fill this
huge gap.'®

11.4.3 High Cost of a Nutritious
Diet

Given that agriculture is a biological production
process, often undertaken by a large number
of small producers, heavy volatility of
agricultural prices has been a general
phenomenon in developing countries. Figure
11.6 shows the changes in the nominal retail
price of some selected food commodities. The
nominal prices of all food commodities show
increasing trends that could be attributed to a
shift in demand as a result of a growing
population and rising real disposable incomes,
and in certain cases due to taxation effects.

Figure 11.7

Changes in Food Consumption Patterns

STATE OOF THE ECOMOMY 20

Mareover, there is also added demand due to
shifts in consumer preferences resulting from
urbanization, income growth, the emergence
of supermarkets and the westernization of diets.
These have an impact on price volatility of some
healthy food cateqories such as fish and
livestock products, and fruits and vegetables.
For example, Sri Lankan consumers have
shown a shift in consumption pattern from
carbohydrate staples towards protein food such
as meat, fish, eggs, fruits and vegetables (Figure
11.7). Supply side factors that affect the costof a
nutritious diet include climate change impacts
and ad hoc changes of import duties and non-
tariff barriers.”™

Despite the fact that real prices of food
commodities might have mixed results, the
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| Others

B B |
-
| I I
o :

1SE0R51
155588
1m0
129598

2002

20s
AE0T

e} B e

foin v 1= R

HIES survey period

Source; DCS, Household and Income Expenditure Survey, Department of Census and Statistics, Colombo

(various years),

" Institute of Post Harvest Technology, Annual Rapart 2071, Ministry of Agriculture, Colomba,

W \Weerahewa, J., ef. al. (2015), "Dynamics of Transforming Agriculture in Sn Lanka: Trends, Challenges and Oppaortunities'.
Paper prasented at the Indian Agricultural Economics Association Research Forum, Mumbai, India, 3 December 201 5.
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impact of increasing nominal food prices on
food security cannot be underestimated. Higher
food prices can raise the cost of a diet causing
poor households to limit their food consumption
and shift to less nutritious and unhealthy diets.
Also, there are regional and seasonal
differences in the affordability of a nutritious
diet. The WFP finds that more than 50 per cent
of households in the Eastern Province could
not afford an adequately nutritious diet in 2014
while this ranges from 32 per cent and 48 per
cent (between the Yala/Maha cultivation and
harvesting seasons) in the Uva Province.*” Only
about a quarter of the Western Province
households could not afford a nutritious diet.

11.4.4 Income Inequality

The pattern of income distribution has become
a major challenge in ensuring food security in
Sri Lanka. Despite high growth rate in
household income levels, the distribution of
income has not been equitable in recent times.
Income distribution, as represented by the Gini
co-efficient, has worsened slightly from 0.47 in
2005 to 0.48 in 2012/2013 for household
income.®" The data indicate that more than a
half of total household income in the country is
shared among only 20 per cent of total
households of the country (Table 11.8). The data
further show that more than a half of estate sector
households are among the poorest 40 per cent
households in the country, receiving only 28.5
per cent of estate sector household incomes.
Even though only 24.6 per cent of urban sector
households are among the poorest 40 per cent
during the same period, they receive only 5.9
per cent of urban household incomes which

Higher food
prices can
raise the
cost of a diet
causing poor
households
to limit their
food con-
sumption
and shift to
less nutri-
tious and
unhealthy
diets.

indicates not only sectoral inequality issues,
but also issues among income deciles. Apart
from the sectors, income disparities are evident
across provinces, particularly between the
Western Province and other provinces, the war-
affected districts and the rest of the country.®

11.4.5 Climate Change and
Vulnerabilities

Farmers have been facing climate related
shocks quite frequently in recent times.

- HAATI and WFP (2014). Minimum Cost of a Nulritious Diet in Sri Lanka, Hector Kobbekaduwa Agrarian Research and Training

Institute, Colomba.

# CBSL, S Lanka Socio-Economic Data 2016, Central Bank of Sri Lanka, Colombe,
= Thibbotuwawa, M., et al. (2017}, Naticnal Strategic Review of Food Security and Nutrition towards Zero Hunger, World Food

Programme, Colombo.
220



Table 11.8
Distribution of Income Shares Over Income Deciles and Sectors

Decile Income Group Percentage of Households (%)
Group (Rs.) Total | Urban

(%) | (%)
Less than 10,836 10.0 4.5

-y

2 10,836 - 16,531 10.0 6.3
3 16,532 - 21,286 10.0 6.3
4 21,287 - 25,903 10.0 L2
5 25,904 - 30,814 10.0 8.1
6 30,815 - 36,758 10.0 9.3
7 38,759 -45,000 10.0 10.9
8 45,001 - 57,495 10.0 12.1
9 57496 - 83,815 10.0 15.6
10 More than 83,815 10.0 19.4

STATE OF THE ECOMOMY

Share of Income (%

Rural | Estate | Total | Urban
%) | (%) | ) | )
15 1.8

11.0 14.1 0.5 3.3
10.6 13.8 3.0 1.2 3.5 6.3
10.6 13.8 4.1 1.7 4.8 8.8
10.4 13.0 5.1 2.5 5.9 10.1
10.3 12.2 6.2 3.3 70 11.4
10.2 10.1 7.3 4.5 8.2 1.2
10.0 8.3 B.9 6.4 9.8 1.1
2.6 6.3 10.9 8.8 1.8 10.4
9.0 4.9 14.9 15.4 14.9 1.0
8.3 3.5 38.0 56.8 32.3 16.5

Source: DCS, Household and Income Expenditure Survey 2072/2073, Department of Census and Statistics, Colombo

{various years).

Research has predicted that the temperature
and rainfall variability are continuously
increasing. Regional climate model projections
indicate consistent increases of temperature
{1.0°C-1.1C in 2030, 1.3°C-1.8°C in 2050, and

Table 11.9
Impact of Climate Change on RiceYield in Sri Lanka

2.3°C-3.6°C in 2080) and precipitation (3.6-11.0
per cent in 2030, 15.8-25 per cent in 2050, and
31.3-39.6 per cent in 2080).% These changes
along with the increased frequent occurrence
of extreme rainfall events such as droughts and

Agro-climatic Zone Current Yield
(kg/ha)
Dry-Low 3,498 | 3,863
Intermediate-Low 4,885 | 4612
Intermediate-Mid 4,992 | 4,761
Intermediate-Upland 3,492 | 2,055
Wet-Low 3910 | 3,711
Wet-Mid 3,638 | 2,795
Wet-Upland 3,134 | 2708

% Change in % Change in % Change in
2030 2050 2080
-4.2 -6.5 =161 -19.8 -29.1 -34.2
=2.F -3.5 -10.6 -15.1 -24.8 -31.5
-1.9 =3.1 -9.3 -12.7 -22.5 -30.3
-1.3 =2.7 =75 -11.4 -20.3 -27.5
-{.9 -1.5 -6.0 -10.4 -18.4 -25.1
-0.8 =14 -3.6 -8.2 -18.3 -23.6
o7 3.1 2.1 -2.0 -8.6 -12.4

Source: Ahmed, M. and S. Suphachalasai [2014), Assessing the Costs of Climate Change and Adaptation in South Asia,

Asian Development Bank, Manila.

= Anmed, M. and S, Suphachalasai (2014), Assessing the Costs of Climate Change and Adaptation in South Asia, Azian

Development Bank, Manifa.
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Income
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are evident
across
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particularly
between the
Western
Province
and other
provinces,
and the
war-affected
districts and
the rest of the
country.

floods could have negative impacts on
agriculture and food security.® Studies have
projected that climate change will negatively
affect rice yields in different agro-climatic zones
of Sri Lanka (Table 11.9).

The projected drop in rice yields could vary from
1.3 per cent in upcountry intermediate zones

during the Maha season to 6.5 per cent in low
country dry zones during the Yala season by
2030. Similar variations could be seen in 2050
and 2080 projections. Overall, the projected
yield drop is higher in the Yala season and low
country dry and intermediate zones which are
predominantly agricultural, indicative of the
significant impact of climate change on Sri
Lanka's food security.

11.5 Where Has Sri
Lanka Gone Wrong?

Historically, actions and strategies focused on
ensuring food security and nutrition in Sri Lanka
were handled separately under the National
Agricultural Policy of the Ministry of Agriculture,
the National Nutrition Policy of the Ministry of
Health and several other policy documents of
various ministries that are directly and indirectly
related to food security and nutrition. The main
focus of the past agricultural policies and
programmes were restricted to achieving the
coveted goal of self-sufficiency through
increased production of a limited commaodity
basket while disregarding the importance of
balancing domestic production and trade in
ensuring food security as well as nutrition
sensitiveness in agriculture. Moreover, there
are serious limitations in addressing
inefficiencies in land and irrigation inputs;
information asymmetry; limited financial
services; market imperfections; and agricultural
mitigation and adaptation. Also, ever increasing
government spending on popular measures
such as inefficient subsidies on fertilizer has
continuously crowded out the most important
investments like R&D and agricultural
infrastructure.

# Punyawardena, BV.R. (2012), "Impact of Climate Change on Agriculture in Sri Lanka and Possible Response Strategies”,
CLIMATEneat, Institute of Policy Studies of Sri Lanka, available at hitp://climatenet blogspot.com/202/09/impact-of-climate-

change-on-agriculture_17.htmi.
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Considerable progress has been made in
health due to the sound policies adopted by
consecutive governments to strengthen the
country's public health care system over the
years. Also, the health sector initiatives have
proven to be effective providing
supplements as a targeted short-term approach
to the high prevalence of deficiencies of
micronutrients such as iron, zing, vitamin A, and
iodine.* However, those efforts failed to deliver
the required nutrition cutcomes in the country

for

Figure 11.8

at a macro level primarily due to lack of human
resource capacities and failures in providing
adequate nutrition munselling and education.®
Moreover, the problem of food insecurity does
not lie in the domain of agriculture and health
sector policy alone, as some social issues such
as poverty and limited access to productive
resources, scarce non-agricultural income
possibilities, ageing population, low female
labour force participation and informalization
of work can add to food security risks.*
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Mational Mutrition Secretariat of Sri Lanka (2013), Vision 2016: Sri Lanka, A Nourishad Nation: Muiti-sector

WB (2007), Malnutrition in Sri Lanka : Scale, Scope, Causes, and Potential Response, Werld Bank, Washingten, D.C.

Weerasinghe, M., and 5. Bandara (2015), Health and Socio-economic Determinants of Malnutrition in the Plantation Sector

of S Lanka: A Review, Working Paper Series No. 21, Institute of Policy Studies of Sri Lanka, Colomba.

Tilakaratna, G. (2014), Social Protection and the MDGs in Sn Lanka: Implications for the Post-2015 Agenda, Soulhern Voice

on Post-MDG International Development Goals, Cenlre for Policy Dialogue, Dhaka.

223



STATE OF THE ECONOMNY 7017

Health
sector
initiatives
failed to
deliver the
required
nutrition
outcomes
at a macro
level due to
lack of
human
resources
and
iInadequate
nutrition
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Due to the limitations of the system such as
insufficient institutional coordination and the
absence of a central theme which contribute to
the continuance of deep rooted food insecurity
and malnutrition among the population, the
National WNutrition Council (NNC) was
established in 2011 as the main body
responsible for food security in the country
(Figure 11.8). Its functions come under the direct
purview of the President of Sri Lanka, which
facilitates for better coordination of nutrition
related activities of all relevant ministries. The
NNC has prepared a Multi Sector Action Plan
for Nutrition (MSAPN) for 2013-2016 within
which different ministries and other
stakeholders have specific mandates to be
implemented within their policy framewarks and
strategies. However, there is still little cross-
sectoral collaboration at the community level
across health, agriculture, education, and
poverty reduction/social development sectors.™

11.6 Conclusion and
Policy Recommen-
dations

The foregeing analysis clearly reveals that food
security in Sri Lanka still remains an
unachieved social and economic goal in spite
of numerous interventions by consecutive
governments to rectify the situation. This
situation is undoubtedly a consequence of the
inherently multidimensional nature of the
problem that calls for simultaneous action from
multiple directions by numerous organizations
which is lacking at present,

The fact that around 30 per cent of the labor
force of Sri Lanka is still engaged in agriculture

# |PS (2016), S Lanka: State of the Economy 2018, Institute of Policy Studies of Sri Lanka, Ceolombo.
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and is producing about 80 per cent of the food
requirement for over 20 million people should
not be ignored when drawing up development
policies and strategies for Sri Lanka; particularly
those relating to end hunger and to reduce
malnutrition. Therefore, the development of
sustainable agriculture should be viewed as
the central element of food security as Sri
Lanka has a large food production sector which
is the backbone of the country's food availability,
accessibility and stability. It is mandatory that
nutrition and health interventions are
undertaken concurrently in order to ensure food
utilization. As such, in targeting long-term
sustainability of food security, food security and
nutrition security policies should not be treated
separately. Instead, national agricultural and
national nutrition policies should be designed
and implemented in close consultation with
each other.

In pursuing food security policies, public
investment allocations should be transitioned
from output and input price subsidies towards
strengthening economically profitable and
socially justifiable interventions, particularly
agricultural infrastructure development (e.g.,
irrigation and storage facilities) and agricultural
research and extension. Private sector
participation and public- private partnerships
(PPPs) should be promoted where feasible to
create a facilitatory environment, especially to
improve healthy food preferences and efficient
and stable modern value chains through
different approaches such as trader-farmer
contracts, dedicated economic centres and
contract grower systems. Reforming the current
incoherent land and irrigation policies should
be done to foster a shift from low value to high
value agriculture while addressing the issues
of low productivity, efficiency and equity
implications for marginalized and vulnerable
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groups. Developing a national strategic food
{buffer stocks), prioratizing
implementation of the national climate
adaptation plan and community-based
resilience-building, strengthening existing
indemnity-based insurance programmes and
promoting index-based agricultural insurance
programmes would be important initiatives to
stabilize food availability and access.

reserve

Since the aforementioned developments in food
systems are sustainable long-run solution to
the food security problem, social protection
programmes including income safety nets, food
aid, etc., should be used as short-run measures
to address the welfare of vulnerable groups
such as the poor, malnourished and victims of
natural disasters and social emergencies.
Health sector initiatives for food security
policies and strategies should essentially
include interventions to alleviate chronic
malnutrition and related health problems
comprising the provision of food and nutrient
supplements for the needy and providing health
and nutrition education particularly to children
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and mothers, promoting nutritious traditional
food items and habits, etc., in order to tackle
the issue of improper food utilization.

The entire food security process is emanating
fram the socio-economic and political
environment which facilitates it as well as
constrains it. Conflicting priorities and
contrasting policies have been a major source
of policy failure in the past. Also, as is clear by
now, large numbers of different agencies are
involved in enforcing and implementing food
security policies and programmes resulting in
serious problems of coordination. Therefore, a
food security policy package should be adopted
by the state as one of the top policy priorities for
a stipulated time haorizon. Finally, the problem
of coordination and inter-agency friction has to
be eliminated by downsizing the number of
agencies or/and integrating all the policies and
programmes in individual ministries related to
food security in Sri Lanka under a single
institutional umbrella, at the highest levels of
political authority in the country.



12. Addressing the Challenge of Non
Communicable Diseases in Sri Lanka

12.1 Introduction

ealth is an important aspect in
achieving capacity for personal

development and economic security A healthv
of individuals as well as households. The World ) _
Health Organization (WHO) deems health to iapour rorce
be 'the basis for job productivity, the capacity to e tha leavs
learn in school, and improve the capability of = Wkl y
individuals to grow intellectually, physically, and TOr a stronaq

emotionally'.” Apart from its intrinsic value and
important contribution towards human

development, health is a central input into .
economic development and poverty reduction. e o
Health has a direct benefit on an economy - a economic

one year increase in life expectancy is P R
associated with a 4.3 per cent increase in GDP, Uucvelo -1
while a 1 per cent increase in health investment bit :"--:,l *Ne are

is associated with a 0.78 per cent gain in GDP?

While the world is fighting against health
challenges such as communicable diseases, atlifly ds a

parasitic diseases, and nutritional deficiencies concstraint in
fora long time, recent changes in demographic, ._ S
epidemiologic, socic-economic and ecological rorming a
spheres have created a new set of health
challenges to the world - i.e., that of non-
communicable diseases (NCDs). The WHO worki
estimates that NCDs kill 38 million people each
year around the globe. NCDs directly affect
productivity of a person, lowering his/her

' WHO (2001), Macroeconomics and Health: Investing in Health for Economic Development, Report of the Commission on
Macroeconemics and Health, World Health Organization, Geneva.

* WHO (2008), Health in Asia and the Pacific, World Health Organization, Regional Office for South-East Asia, New Delhi.
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earning potentials as well as weakening the
labour force of the whole country.

A healthy labour force is the key for a strong
and sustainable economic development, but
MNCDs are increasingly acting as a constraint in
forming a healthy workforce. In Sri Lanka, it is
estimated that out of the 8.4 million employed
people, 17 per cent (1.4 million) are suffering
from chronic diseases.” Indeed, the evidence
points to a higher labour force paricipation rate
amongst those who are not suffering from any
chronic disease. The labour force participation
rates for those who are not having any chronic
disease were 78.8 per cent for males and 38.3
per cent for females; but, for those who are
having a chronic disease it drops to 58.6 per
cent and 23.9 per cent, respectively.’

In this context, this Chapter aims to examine
the increasing importance of NCDs for Sri
Lanka. Section 2 provides an introduction to
NCDs; Section 3 examines NCD risk factors;
Section 4 discusses the economic cost of NCDs;
Section 5 deals with preventive measures for
MNCDs, including measures taken in Sri Lanka
as well as other innovative measures; Section
6 concludes.

12.2 Non Communi-
cable Diseases (NCDs):
The Background

NCDs are defined as 'diseases that have one
or more of the following characteristics: they

are permanent, leave residual disability, are
caused by nonreversible pathological
alterations, require special training of the patient
for rehabilitation, or may be expected to require
a long period of supervision, observation and
care'” At present, the world is experiencing a
declining trend in deaths attributable to
communicable, maternal, pre-natal and
nutritional conditions mainly due to the
advances that have taken place in medical
science and in health care service delivery
channels. However, the death toll attributed to
NCDs is increasing and accounts more than a
half of the total deaths glcbally. According to
the WHO, NCDs kill 38 million people each year
around the globe, and three-quarters of deaths
due to NCDs are reported from low and middle
income countries. Cardiovascular diseases (like
heart attacks and stroke), cancers, chronic
respiratory diseases (such as chronic
obstructive pulmonary disease and asthma)
and diabetes are the main four types of NCDs
which are responsible for most of the deaths
from MCDs. In terms of significance,
cardiovascular diseases account for most NCD
deaths (175 million people annually), followed
by cancers (8.2 million), respiratory diseases
(4 million), and diabetes (1.5 million}. * In 2012,
it was estimated that 52 per cent of deaths
under age 70 was caused by NCDs (Figure
12.1). Indeed, NCDs currently cause more
deaths than all other causes combined and the
numbers are projected to increase from 38
million in 2012 to 52 million by 2030.

* DCS (2018), National Survey on Self-Reported Health-2074, Department of Cansus and Statistics, Colombo.

* Ibid.

@

Organization, Geneva.

WHO (2007), Integrating Poverty and Gender into Health Programmes: Module on Non Communicable Diseases, World Health

5 WHO (2015), "Mon Communicable Diseases”, available at hitp:'www.who.int/mediacenireffacisheets/fs355/an/,
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Proportion of Global Deaths Under Age 70 Years, by Cause of Death,

Comparable Estimates-2012
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Source: WHO (2014), Global Status Report on Non-communicable Diseases, World Health Organization, Geneva.

Similar to the global context, Sri Lanka too is
experiencing a rising trend in the incidence of
NCDs and deaths attributed to NCDs (Figures
12.2 and 12.3).

Figure 12.2

It is estimated that 75 per cent of total deaths
reported in 2014 were due to NCDs, where
cardiovascular diseases, cancers, chronic
respiratory diseases, and diabetes accounted
for a considerable share of the death toll (Figure
12.3).

Trends in Hospitalization for Selected NCDs 1995-2014

Number of hospitalizations per

100,000 populations
§

— . —- Diabetes mellitus
Hypertensive disease

_____ Ischaemic heart disease

1225 2000 2003 2004 2005 2005 2007 2005 2002 2010 2012 2013 2014

Source: MOH, Annual Health Bulletin, Ministry of Health, Colombo (various issues).
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Figure 12.3

Proportional Mortality (% of Total Deaths

All Ages, Both Sexes) - Sri Lanka 2014
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Source: WHO (2014), Non-communicable Diseases, Country
Profiles- Sri Lanka, World Health Organization, Geneva.

12.3 Understanding
NCDs: Risk Factors

Identifying and understanding the risk factors
of NCDs are extremely important in taking
preventive measures and addressing the issue
of NCDs effectively. A risk factor is an 'aspect of
personal behaviour or lifestyle, an environ-
mental exposure, or a hereditary characteristic
that is associated with an increase in the
occurrence of a particular disease, injury, or
other health condition'.”

NCD risk factors can be broadly grouped
into two categories: 1) modifiable risk
factors (also known as behavioural risk
factors); and 2) metabolic risk factors.
Modifiable risk factors are behavioral risk
factor that can be reduced or controlled
by intervention, thereby reducing the
probability of disease. Physical inactivity,
tobacco use, alcohol use, and unhealthy
diets (increased fat and sodium, with low
fruit and vegetable intake) are the four
major modifiable risk factors.

Cardiovascular
diseases

40%

The modifiable risk factors in tumn lead to
four key metabolic risk factors: raised
blood pressure, overweight/obesity,
hyper-glycemia (high blood glucose
levels) and hyperlipidemia (high levels of
fatin the blood).* Apart from the modifiable
risk factors and metabolic risk factors,
infections, environmental factors like
pollution and exposures such as to asbestos
can also act as NCD risk factors. NCDs are only
a tip of a huge iceberg (Figure 12.4). Social
determinants such as population ageing,
poverty, globalization, and urbanization are the
driving factors of NCDs which influence
people's exposure and vulnerability to NCDs
and thus influencing the health outcomes. These
socio-economic factors which lie at the bottom
of the NCDs iceberg are complex as well as
crosscutting issues and harder to tackle
effectively.

" CDCP (2014), "Principles of Epidemiology in Public Health Practice”, Centers for Disease Control and Prevention, availabia
at hitps:/fwww cde gov/ophssicsels/dsepd/ss1978/glossary. html.

® WHO (2011). Non-communicabie Diseases in the South-East Asia Region: Situation and Response. Werld Health Organization

Regional Office for South-East Asia, New Delhi.
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Schematic Representation on an Icebera of NCDs
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Source: WHO (2011). Non-communicable Diseases in the South-East Asia Region: Situation and Respense, World
Health Organization Regional Otfice tor South-East Asia, New Delhi.

12.3.1 NCD Risk Factors in the
Sri Lankan Context

During the last few decades life-style habits of
an average person in Sri Lanka have changed
dramatically due to rapid socio-economic and
demographic changes in the country. Negative
changes in food consumption patterns,
inadequate engagement in physical activities,
and exposure to polluted environments are such
noticeable changes exposing the people to
NCD risk factors than before. These trends are
examined in the Sri Lankan context below.

Smokers are more likely to develop heart
disease, stroke, and lung cancer than non-

smokers. Smoking is estimated to increase the
risk of coronary heart disease and stroke by
two to four times, and increase the risk of
developing lung cancer by 25 times for males
and 25.7 times for females.® Globally, six million
people die annually due to tobacco related
illnesses from direct use of the product while
another 600,000 are estimated to die owing to
second hand smoking (second hand smoking
is that tobacco smoke which is exhaled by a
smoker or is given off by burning tobacco and
is inhaled by persons nearby - referred also as
passive smoking)."™ The estimated annual
mortality form tobacco-related illnesses in Sri
Lanka, is about 20,000 deaths - i.e.,
approximately 57 people die per day due to

# CDCP (2018), "Health Effects of Cigarette Smoking", Center for Disease Control and Pravention. Available at hitps://
www.cde.govitobaceo/data_statistics/fact_sheets/health_eflects/effects_cig_smeking/,

" ADIC (2015), "Burden of Tobaceno®, Aleohol and Drug Information Centre, Available at hitp://www.adicsrilanka.org/myths-and-

realilies/tobacco/burden-ol-tobaceo/.
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During the last
few decades
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Table 12.1
Alcohol Per Capita (15+) Consumption (In Liters of Pure Alcohol)

_ Average 2003-2005 Average 2008-2010

Sri Lanka

Recorded
Unrecorded

'Tl:':tal
Total males/females

Southeast Asian region
African region

American .rEg_ic_m

Easlern Mediterranean region
European region

Western Pacific region

tobacco use - spending roughly Rs. 208 million
per day on cigarettes.”

Harmful use of alcohol is also one of the
world's leading risk factors for morbidity,
disability and mortality. It is a component cause
of more than 200 disease and injury conditions
as described in the International Statistical
Classification of Diseases and Related Health
Problems {ICD). The harmful use of alcohol
encompasses several aspects of drinking such
as the volume of alcohol drunk over time; the
pattern of drinking that includes occasional or
regular drinking to intoxication; the drinking
context if it increases the public health risks;
and the guality or contamination of alcoholic
beverages.

Per capita consumption of alcohol in Sri Lanka
has been increasing over the years (Table 12.1).
The average per capita alcohol consumption
of males records a relatively high value (7.3
liters) compared with most other regions. A
National NCD Risk Factor survey conducted in
Sri Lanka in 2008 estimated a prevalence of
alcohol use of 26 per cent among males aged

18 2.2
0.4 15
2.2 37
L3 0.3
2.9 35
6.2 6.0
9.2 | 8.4
0.7 . 0.7
n9 10.9
5.4 6.8

Source: WHO (2014), Global Status Report on Alcohol and Heaith, World Health Organization, Geneva,

T dbid,

232



STATE OF THE ECONOMY 2017

between 17-64 years; by 2014 it was found that
the prevalence of current drinkers were 39.6
IN SRI LANKA
per cent among males and 2.4 per cent among

females.?

41 .
—
, Rs.208 Mn

Tobacco and alcohol consumption of the
younger age population is also considerably
high in Sri Lanka. An estimated 25 per cent

A—
I and 23 per cent of young people (15-24 years)
57 " Spenton currently use tobacco and alcohol, respectively.
?gf}?ggggﬂi? Cigarettes per day Considerable shares of people in the older age
related ilinesses) groups are also currently users of tobacco and
alcohol (Figure 12.5). The majority of users began
to use tobacco and alcohol at a very young
stage of the 16-20 age group (Figure 12.6).
Figure 12.5
Current Usage of Tobacco and Alcohol- 2015
45 - Tobacco 5 2.2
40 - O Alcohol 4.8 35.5
© 35 -
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Figure 12.6
Age of Initiation- Tobacco and Alcohol
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Source: ADIC (2015), "Trend Survey 2015 Fact sheet", Alcohol and Drug Information Centre, Colombo.

2 Somatunga, L.C., et al. (2014), "National Alcohol Use Prevalence Survey in Sri Lanka", Journal of the Postgraduate Institute
of Medicine, 1(1).
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Unhealthy diets are another area of concern.
An unhealthy diet fails to provide the body with
the correct amounts and types of nutrients for
maximum health. Too many or too few calories
unhealthy diet. The WHO
recommendations for a healthy diet include
eating more fruit, vegetables, legumes, nuts and
grains while cutting down on salt, sugar and
fats. It is also advisable to choose unsaturated
fats, instead of saturated fats and towards the
elimination of trans-fatty acids.

create an

Sri Lanka's dietary patterns suggest that there
has been a shift away from roots and tubers,
fruits and cereals, towards sugars, pulses, oil,
and animal products.™ Rapid urbanization,
changes in life-style patterns, increasing
availability as well as affordability are the main
reasons behind the increased consumption of
more energy-dense foods that are high in
saturated fats, trans-fats, sugars and salt.' The
recommended sugar consumption for Sri Lanka
is about 25 grams/6 teaspoons of sugar per
non-diabetic person per day, but the current
average per person sugar consumption is 36
grams per day.” High levels of dietary sodium
(consumed as commeon salt, sodium chloride)
are associated with raised blood pressure and
adverse cardiovascular health. While the WHO
recommended daily salt intake is 5g, Sri
Lankans consume about 11.4g of salt per day.

Physical inactivity is also harmful. Any bodily
movement produced by skeletal muscles that
requires energy expenditure is identified as a
physical activity. Globally, physical inactivity is
the fourth leading risk factor, causing an
estimated 3.2 million deaths.”™ Regular
moderate- intensity physical activity - such as
walking, cycling, or participating in sports -
reduces the risk of cardiovascular diseases,
diabetes, colon and breast cancer, and
depression.

In the case of Sri Lanka, it is found that only 82
per cent of males and 80 per cent of females in
the Colombo district have sufficient physical
activity.’” This was also achieved mainly
through domestic and transport related activity
and only 21.7 per cent carried out at least some
activity for leisure. The level of urbanization
has a negative relationship with sufficient
physical activity. Itis found that Body Mass Index
(BMI) differs significantly between urban and
rural sectors, where urban living is associated
with obesity independently of most other
demographic, socio-economic and lifestyle
characteristics of the population.’”® Thus, it is
particularly important to target the urban
population when developing strategies to
reduce the prevalence of cbesity.

" Wijesekere, G.. (2015), Changing Patterns of Foed Consumplion in Sri Lanka: 1985 2009, ASARC Working Paper 2015/02,

Australian National University, Canberra.

" MOH (2015), "Salt and NCD7 Weekly Epidemiology Rapoct, 42(42), Ministry of Health, Colomba.
= Bandara, S. (2016), "Beat Diabeles in Sri Lanka Too Much Sugar is Mat Thal Sweet? Tarkmg Econam;as Instilule of Policy

Studies of Sri Lanka, Available at
[s-not-thal-sweel./
EWHQ (2017), "Physical Activity] available at b

" De Silva, W. 5., D, Fernande and J. Gunalilake (2016}, "Pattern of Physical Activity Among Srl Lankan Adults in the District of
Colombo: & Cross-sectional Study”, Asia Pacific Journal of Public Heaith, 28(8).

" Arambepela, C., S. Allender, R. Ekanayake and D. Fernando (2008), “The Association between Urban Living and Obesity
Independent of Population and Lifeslyle Characteristics in an Urban Area", Tropical Medicine and internafional Health, 13:

pp.448-457
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Qverall, a summary of the prevalence of risk
factors in Sri Lanka indicates that females are
mare prone to the above discussed NCD risk
factors than males (Table 12.2). Although
alcohol and tobacco consumption is very much
less amongst Sri Lankan women compared to
men, the main reason for the high prevalence
of other risk factors (obesity, high blood
pressure, high sugar level, and heart diseases)
among females could be insufficient level of
physical activity given the fact that there is no
significant difference between men and women
on dietary patterns.™ Insufficient physical
activity (defined as < 150 minutes of moderate-
intensity activity per week, or equivalent) is 22.5
per cent for men and 38.4 per cent for women.
Further, the median time spent on physical
activity by men is 124.3 minutes per day

Table 12.2
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whereas women spent only 42.8 minutes per
day.®® Another study shows the same pattern
where the mean weekly total metabolic
equivalents of tasks (MET) minutes of physical
activity for males (5,464) is significantly higher
than for females (4,205).*7 A survey done
amaong overweight or obese women aged 18-
60 found that about 91 per cent of participants
showed sedentary physical activity level and
only 8 per cent of participants showed a light
physical activity level.** The same survey found
that the time spent on leisure time physical
activity (LTPA) is low (91 per cent spent less
than 90 minutes/week on walking, 100 per cent
were not engaged in swimming and 93 per cent
were not involved in any aerobic physical
egxercises) and responsiveness of not
participation on washing, cooking and

NCD Screening Activities, Distribution of Risk Factors by Sex - 2014

Risk Factors % of People Detected Sex Breakdown of People Detected
Female

Smokers detected 6.63
Tobacco chewers detected 15.13
Alcoholics 6.84
BMI 25-29.9 24.20
BMI=30 5.98
BP>= 140/20mg/dl 22.01
Blood glucose >=126mg/dl 11.97
CVD 20-30 0.77
CvD = 30 0.41
Motes:

93.3 6.7
50.7 49.3
95.5 45
23.3 76.7
19.8 80.2
29.7 70.3
29.5 70.5
36.2 63.8
31.0 69.0

Total number of people screened is 383,161; BMI - Body Mass Index (BMI categories: underweight = <18.5,

normal weight = 18.5-24.9, overweight = 25-29.9, obesity = BMI of 30 or greater; BP - blood pressure; CVD

- Cardiovascular diseases,

Source: MOH (2014), Annual Health Bulletin 2014, Ministry of Health, Colombo

®WHO (2015), Non Communicable Risk Factors: STEP Survey Sn Lanka 2015, World Health Organization Regicnal Office for

South Asia, Mew Delhi.
- Ibid.

# Katulanda, P., et al. (2012), "Physical Activity Patterns and Correlation Among Adults from a Developing Country: The Sri
Lanka Diabetes and Cardiovascular Study’} Public Heaith Nutrition, 16(9).

#  Manuha, M.I., N.Z. Igbal, B. M. Nageseb and P A. Paranagama (2013), ‘Association of Physical Activity and Sedentary
Lifestyle with Overweight and Obesity Among Adult Women in Sri Lanka’ World Applied Science Joumal, 24(6).
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gardening were 33 per cent, 13 per cent, and
89 per cent, respectively.

12.4 Economic Costs of
NCDs

The economic burden of NCDs is much larger
than communicable diseases due to their nature,
permanency, after effects such as disabilities,
and requirement of long-term medication and
care. There have been several attempts to
estimate the global economic impacts of NCDs
given the long-term macroeconomic impacts
on labour supply, capital accumulation and GDP
worldwide, with the consequences most severe
in developing countries. It is estimated that
during 2011-2025, cumulative economic losses
due to NCDs under a 'business-as-usual'
scenario in low and middle-income countries
will be USS$ 7 trillion and this amount far offsets

The economic
burden of NCDs
iIs much larger
than communi-
cable diseases
due to their
nature, perma-
nency, after
effects such as
disabilities,

and requirement
of long-term

the annual US$ 11.2 billion cost of implementing med ication
a set of high-impact interventions to reduce the
NCD burden.= and care.
Figure 12.7
Economic Burden of NCDs, 2011-2030
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Source:  Bloem, D.E., el al. (2011}, The Global Economic Burden of Non-communicable Diseases, World
Economic Forum, Geneva.,

= WEF (2011), From Burden to 'Best Buys: Reducing the Economic Impact of Non-Communicable Diseases in Low- and
Middla-lncome Gountrias, World Ecanomic Forum, Geneva,
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Globally, the labour units lost owing to NCD
deaths and the direct medical costs of treating
NCDs have reduced the guality and guantity of
the labour force and human capital. In the US,
men with chronic disease worked 6.1 per cent
fewer hours and women worked 3.9 per cent
tewer hours while obesity increased individual

STATE OF THE ECOMOMY a1

smoking by 21 per cent and heavy drinking by
10 percent.® Economic and statistical analysis
of the NCD cost burden have demonstrated that
the current costs are very high and are projected
to grow. Productivity losses death and/or
disability related to NCDs are substantial as
evident from Figure 12.7 and Table 12.3.

annual health care costs by 36 per cent,

Table 12.3
Breakdown of Output Losses by Disease Type and Income Category, 2010 and
2030, (Trillions Constant 2010 USS)
Chronic Cardio-
Respiratory| Vascular
Disease Diseases
2030 2010|203{) 2010|2030 | 2010 | 2030|2010

WEGE]
liiness

Country income Cancer Diabetes

2010|2030

17 |22 15 2 5.4 72 | 0.7 1 6.5 43 |14.8 | 18.7
Upper middle income | 0.6 | 19 05| 18 18 | 63 | 0.3 0.9 19| 85| 51 | 174
Lower middle income | 0.3 | 0.6 62 05 09| 18 | 01 03| 9 2| 24| 53
Low income 0.1 101 01| 04 0.2 0.4 0 0 02| 04| 05 1

High income

World 22 |49 2.4 | 4.5 8.3 | 158 1.2 2.2 8.5 | 16.1 | 22.8 | 43.4

Source: Bloom, D.E  atal (2011), The Global Economic Burden of Non-communicahle Diseases, World Economic Forum,
Geneva

Figure 12.8
Distribution of Current Health Expenditure by Broader Categories of llinesses, 2013
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Source: MOH, NIM (2018), Sr Lanka Heaith Accounts 2013, Ministry of Health, Nutrition and Indigenous Medicine,
Colomba.

# Bloom, D.E., etal. (2011}, The Global Economic Burden of Non-communicable Diseazes, World Economic Forum, Geneva.
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In 2013, Sri Lanka spent 35 per cent of the
country's current expenditure on health on
NCDs. In rupee terms it amounted to 91,612
million (Figure 12.8).

The Sri Lanka National Multi-sectoral Action
Plan for the Prevention and Control of Non-
communicable Disease (NCD MAP) 2016-2020
is aimed to prevent and control NCDs through
a multi-sectoral approach. It has been
estimated that the total cost of the
implementation of the NCD MAP would be Rs.
9.3 billion (Figure 12.9). However, it is
suggested that these estimates would increase
further when infrastructure requirements are
included.

Given Sri Lanka's relatively low public spending
on health, increasing NCD care cost burden
would further pressurize out-of-pocket health
expenditure by households. A study which

Figure 12.9

assessed the avallability and prices of essential
medicines for chronic diseases in older people
in 11 countries in the Asia-Pacific region
including Sri Lanka found that the median
availability of any medicine (innovator brand
or lowest priced generics) in the public sector
was 35.5 per cent compared with 56.7 per cent
in the private sector whereas medicines were
mare available in the private sector, but at an
excessive price.*® The total household cost for
a single hospital admission for a kidney disease
patient was estimated to be Rs. 3,700 and total
household cost accounting for the total direct
costs and lost income due to a single clinic visit
for a patient was Rs. 500

12.5 Preventive Mea-
sures for NCDs

NCD preventive measures mainly focus on
madifiable risk factors such as tobacco use,

Trend Cost of NCD MAP Implementation Plan
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Source: MOH, NIM and WHO (2016}, Gost Estimatas of Implementing the National Mult-sectoral Action Plan for the
Prevantion and Control of Non-communicable Diseases 2016-2020, Ministry of Health, Colomba,

# Mguyen, TA., af al. (2015), "Availability and Prices of Essential Medicines for Chronic Diseases in Oldar Paople in the Asia
Pacific Region®, Journal of Pharmaceutical Policy and Practice, B(1)

= Senanayake, S.J.. et al, (2017), "Out of Pocket Expenditure in Accessing Healthcare Services Among Chronic Kidney
Disease Patients in Anuradhapura District”, Ceylon Medical Journal, (forthcoming).
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harmful use of alcohol, unhealthy diet, and The WHO focuses its NCD prevention activities
physical inactivity. The WHO's Global Action Plan under four main themes namely; tobacco free
for the Prevention and Control of NCDs presents initiative, health promotion, surveillance and
six objectives and nine targets to be achieved population-pased prevention, and mHealth
by 2020 (Box 12.1).

Box 12.1
Global Action Plan for the Prevention and Control of NCD 2013-2020

Objectives

1. To raise the priority accorded to the prevention and control of NCDs in global, regional
and national agendas and internationally agreed development goals, through strength-
ened international cooperation and advocacy.

To strengthen national capacity, leadership, governance, multi-sectoral action and part-
nerships to accelerate country response for the prevention and control of NCDs.

To reduce modifiable risk factors for NCDs and underlying social determinants through
creation of health-promoting environments.

To strengthen and orient health systems to address the prevention and control of NCDs
and the underlying social determinants through people-centred primary health care
and universal health coverage.

To promote and support national capacity for high-quality research and development
for the prevention and control of NCDs.

To monitor the trends and determinants of NCDs and evaluate progress in their preven-
tion and control.

Targets
1. A 25 per cent relative reduction in risk of premature mortality from cardiovascular
diseases, cancer, diabetes, or chronic respiratory diseases.

At least 10 per cent relative reduction in the harmiul use of alcohol, as appropriate,
within the national context.

A 10 per cent relative reduction in prevalence of insufficient physical activity.

A 30 per cent relative reduction in mean population intake of salt/sodium.

A 30 per cent relative reduction in prevalence of current tobacco use in persons aged
15+ years.

A 25 per cent relative reduction in the prevalence of raised blood pressure or contains
the prevalence of raised blood pressure, according to national circumstances.

Halt the rise in diabetes and obesity.

At least 50 per cent of eligible people receive drug therapy and counseling (including
glycemic control) to prevent heart attacks and strokes:.

An 80 per cent availabllity of the affordable basic technologies and essential medi-
cines, Including generics, required to treat major NCDs in both public and private
facilities.

Source: WHO (2013), Global Action Plan lor the Frevention and Contral of Non-Communicable Diseases 2013-2020,
Warld Health Organization, Geneva,




STATE OF THE ECONONY 7017

{mobile health).”” Tobacco free initiative
focuses on international attention, resources
and action on the global tobacco epidemic.
Under health promotion actions across sectors
for health and health equity, the reduction of
health risks and the promotion of healthy
lifestyles are encouraged. Surveillance and
population-based prevention works on
comprehensive policy formulation, programme
implementation and environmental inter-
ventions targeting the general public more than
just the high-risk individuals. Using mobile-
based technologies to promote healthy
behavioural changes in population is carried
out under the Health initiative.

The WHO estimates that scaling up a set of
'best buy' intervention across all low and middle
income countries would cost approximately
US$ 11.4 billion per year.® This is equivalent to
USS$ 1, USS$ 1.50, and USS 3 per person living
in low-income, lower middle-income, and upper
middle-income countries, respectively. When
expressed as a proportion of current health
care spending, the average annual cost of
implementing such a package only amounts to
4 per cent in low-income countries, 2 per cent

Best Buy Intervention acroes all Low snd
Mididhe imcoms Courntries

Liwpier
Mgk ia-
e

Lipiper
middie
la=lial

‘ ‘
==  Low

in lower middle-income countries and less than
1 per cent in upper middle-income countries.

12.5.1 Preventive Measures for
NCDs in Sri Lanka

As a crucial step in fighting against NCDs, Sri
Lanka published the National Policy and
Strategic Framework for Prevention and Control
of Chronic NCDs in 2008. The overall goal of
the policy is to 'reduce the burden due to chronic
NCDs by promoting healthy lifestyles, reducing
the prevalence of common risk factors, and
providing integrated evidence-based treatment
options for diagnosed NCD patients'.?* The
policy aims to reduce premature mortality (less
than 65 years) due to chronic NCDs by 2 per
cent annually for 10 years by expanding
evidence-based curative services and
individual and community-wide health
promotion measures for reducing risk factors.

Sri Lanka has established a NCD Unit as the
naticnal focal point for prevention and control
of acute and chronic NCDs in the country to
achieve these policy cbjectives. The initiatives
launched include a NCD Screening

Programme (screen people in Healthy
Lifestyle Centres (HLCs),
workplace screening, and conduct mobile
screening), establishing 742 HLCs in
primary health care institutes, mobilizing
youth for NCD prevention in collaboration
with the Ministry of Youth Affairs and Skills
Development and Mational Youth Services

conduct

# WHQ (2017), "Prevention of Non-communicable Diseases’, available at hitp/www.who.ini/neds/preventionfintroduction/

en,

= WHO (2011), Sealing Up Acticn Against Non-Communicable Diseases: How Much Will it Cost?, World Health Organization,

Genava.

= Ministry of Healthcare and Mulrition Sri Lanka (2008), Natienal Poiicy and Strategic Framework for Prevention and Goniral of
Chromic Non-Communicable Diseases. Minisiry of Healthcare and Mutrition, Colombo.
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Council, including pictorial health warnings Factor Surveillance (STEPS) with the WHO in
covering 80 per cent of the cigarette packet 2014. As an innovative approach, the Ministry
and commencing an island-wide NCD Risk of Health has piloted a 'Package of Essential

Box 12.2
Primary Health Care Strengthening Approach in Addressing Non
Communicable Diseases in Sri Lanka

The Ministry of Health conducted an initial pilot project in three districts (Hambantota,
Polonnaruwa and Nuwara Eliya) based on a primary care strengthening approach to address
chronic NCDs. This approach is intended to develop a health service which is organized around
good quality primary level services that would offer the greatest potential to address NCDs
whilst addressing personalized and family centered care.

The Key objectives in adopting this approach are:

* To achieve universal coverage for health services to address the present burden of
NCDs
o Expected impact - reduce preventable mortality due to chronic NCDs
To minimize catastrophic health spending in low-middie income groups
o Expected impact - reduce out-of-pocket expenditure for health
To improve efiiciency in resource ufilization for health
o Expected impact - increased utilization of primary level services for continuing care
needs of chronic NCDs.
To improve quality of care
o Expected outcome - overall patient satisfaction for continuing care needs

The pilot project brought about several contributions as key health systems development pro-
cesses, guidelines and tools:

. Revision of essential drugs list to manage premier NCDs at primary level hospitals
(divisional hospitals and primary medical care units)

. NCD managemeni guideline at primary care level using a multiple risk approach
{includes referral criteria to specialized centers)

. Emergency care guideline for primary care level

4. Life style modification guideline (a handbock) for primary level health care workers in
all three languages

5. Guideline to establish litestyle modification centres (healthy lifestyle clinic)
6. Life style modification tools (to be used in life style modification when guiding patients)

" A personal health record (and a clinic record) to be made available subsequently to all
citizens

8. Community screening guideline and referral card

Greater community awareness through individual and settings approach and sccial market-
ing were found very important and effective tactics in addressing the NCD challenge. The
project introduced eight healthy lifestyle targets in line with the WHO strategy of common risk
factor approach. The eight (referred to as Super B), signifies the importance of collectively
mentioning and addressing all risk factors as empowerment is needed in all risk areas; healthy
eating, physical activity, stop tobacco and alcohol.

Source: MOH (2014), Annual Health Bulletin 2014, Ministry of Heatth, Colombe,
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NCD (PEN) Implementation' with the help of
the WHO in 2011. The PEN uses the primary
health care approach for NCD prevention and
control, and is intended for use in low-resource
settings, where strong partnerships with key
stakeholders is identified as the key success of
the project.* Another project was initiated
based on primary health care strengthening
approach (Box 12.2),

Apart from the individual based approaches
over the last few years, Sri Lanka has also taken
some innovative and encouraging population-
based approaches in preventing NCDs. These
include building recreational sites and jogging
tracks in urban areas. The Urban Development
Authority (UDA) took the initiative to build
recreational cites and jogging tracks in urban
areas from 2012. These places provide
recreational spaces to relax and exercise for
city dwellers. The large numbers to be seen
using these recreational areas indicate the
considerable demand for such leisure facilities.

Other measures include a color-coding system
known as 'traffic light' for beverages that was
introduced in 2016. Under this system, it is
compulsory to label beverages to indicate red
if the product has 11g of sugar per kilo, amber if
it has between 2-11g of sugar per kilo and
green for beverages with less than 2g of sugar
per kilo. By introducing such regulations, it is
expected to enable people to make informed
choices and limit their sugar consumption.®

Further, sugar and tea or coffee should be
served separately according to the new
regulations.

In addition, other initiatives include social
marketing to create awareness through media
campaigns and other engagement activities.
International days like World Health Day, World
Heart Day, and World Diabetes Day are marked
locally along with attempts to educate the
general public.

Successive governments have consistently
used alcohol and tobacco pricing with the
objective of reducing consumption. Apart from
that, it is also used extensively as a tool to boost
government revenue. As a recent amendment
to alcohol and tobacco pricing policy, the
government increased the excise duty on
cigarettes and liguor in 2015. It is argued to
have led 4-5 per cent drop in cigarette
consumption as result of this price increase.®
Further, a 15 per cent VAT was introduced on
liquor and cigarettes in November 2016. In 2016,
production in the tobacco sub-sector recorded
a decline of 3.2 per cent and the beverages
sub-sector declined by 13.4 per cent (mainly
due to the lower production of liquor, being the
largest category of this sub-sector).?®

Cigarette consumption is seen to have
increased from 3,571 billion in 2014 to 3,932
billion in 2015. This is an increase of 361 million
cigarettes -i.e., almost 1 million cigarettes more,

* WHO (2015), Health Fartnership-Case Studies: Tackling Non-Communicable Diseases - Sri Lanka's Biggest Killer, World
Health Organization Regional Office lor South East Asia, New Delhi,

 “Warning Signals on Beverages from 1 June. Sunday Times, 01 May, 2016, available at hifp://www.Sunday times.|k/ 160501/

news'warning-signals-on-beverages-frem-june-1-191733 himl.

* *Cigarettes Relation belween Price and Consumption.” Ceylon Today, 31 October 2016, available at hitp:www, caylonloday, k!

ANI20160701 CT20161030. php?id=

# CBSL, Annual Report 2016, Central Bank of Sri Lanka, Colomba,
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per day, consumed in 2015 compared to 2014.
Hence, setting up a moderate and systematic
method to increase prices can mitigate the
increase in affordability that comes with
average income growth. The National Authority
on Tobacco and Alcohal (NATA) together with
local and WHO experts have proposed a
tobacco tax rates formula to be considered by
the government in this context. It recommends
as best practice under the Framework
Convention on Tobacco Control (FCTC) that
excise duty should account for at least 70 per
cent of the retail price of cigarettes. The
estimated tax revenue under the proposed
tobacco tax rates could be Rs. 120 billion per
year by 2017. The proposed tax deterrent which
will make cigarettes more expensive is
expected to reduce the number of daily smokers
in the country by 200,000 adults, representing
a 14 per cent decrease. In addition, it is argued
that this will deter 70,000 of Sri Lanka's youth
population (those below 15 years) from starting
to smoke. The proposed rates also look at
averting at least 70,000 deaths due to smoking
from ameng the 200,000 adults who quit the
habit.™

Despite all these initiatives to prevent and
control NCDs, Sri Lanka's health sector still
faces barriers in implementing its national NCD
programme. Issues in the health system, human
resources and financing are the most critical
barriers.™ The lack of an adequate NCD/risk
factor surveillance system, a unified screening
methodology and tools, standard guidelines for
care, drugs and best practices, a cohesive and

Despite
initiatives

to prevent

and control
NCDs, Sri
Lanka’s health
sector still
faces barriers
in implementing
its national
NCD programme.
Issues in the
health system,
human
resources

and financing
are the

most critical
barriers.
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“ Attygalle, R, (2015), "Tobacco Industry and Taxation®, The Island, 30 May 2015, available at hitp:/fwww. island.Ik/
index, php?page_cat=anicle-details&page=article-datails&coda_title=125676.

¥ Panpapitiya, L., (n.d.), "Mon-communicable Disease Prevention and Gontrol in Sri Lanka®, University of Kelaniya, available at
http://medicine. kin.ac.lk/depts/publichealth/Fixed_Learming/HEB/Media®:20Seminari=20Presentation/World%:20 Heari%200Ay/
disease_prevention_control_in_sri_lanka. pdf
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cost-effective preventive sector programme, a
manitoring and evaluation system are some of
the barriers. Improving central level capacity,
gaps in recruiting and training staff for NCD
care at primary and secondary care, and
knowledge constraints are some human
resource related issues.

Knowledge and practices of NCD prevention
strategies that are applicable in ward settings
are found to be poor among the majority of
Medical Officers (MO).* Only 43.7 per cent of
MOs possessed a 'good' level of knowledge
regarding NCD prevention, only 41.4 per cent
were able to name three NCDs that could be
screened for, and only 18.4 per cent were aware
of the location of screening services. The lack
of funding for development of district level NCD
implementation units and district level activities,
and limited funding for social marketing
campaigns are some financial constraints faced
by the health sector.

The target set by the National Policy and
Strategic Framework for Prevention and Control
of Chronic NCDs in 2009 was to reduce
premature mortality (less than 65 years) due to
chronic NCDs by 2 per cent annually for 10
years. Although published figures are not
available to measure the total progress of
achieving this target, available data indicate
that the country is achieving mixed results for
individual NCDs, where the average increase
in number of deaths is positive for some NCDs
and negative for others. For example, the
average hospital deaths due to diabetes
mellitus has decreased by 1.2 per cent, but the

average hospital deaths due to hypertensive
disease and ischemic heart disease have
increased on average by 3.4 per cent and 3.6
per cent respectively during 2009-2015.%

12.5.2 Innovative Measures to
Prevent NCDs

The World Health Assembly in May 2012 set a
global target to reduce deaths under 70 from
NCD by 25 per cent by 2025. There are nine
targets to be achieved by 2020 under the Global
Action Plan for the Prevention and Control of
Non-communicable Diseases. NCD Unit has
also declared six monitoring NCD indicators
for Sri Lanka. Given that NCDs are reaching an
epidemic proportion with high prevalence and
the huge burden it placed on the economy and
society, actions against the NCDs should be
taken immediately. In this regard, innovative
approaches will be a key element in fighting
against NCDs. The innovative methods in
combatting NCDs may act on the metabaolic risk
factors, on the behavioural risk factors, or on
the social determinants of NCDs. Innovation
can happen in various forms; biological
technology, information technology, medical
devices, changes in the workforce, greater
involvement of patients, greater involvement of
civil soclety, and organizational innovations. In
order to have an effective impact, innovation
must diffuse widely and the main drivers of
diffusion include professional discussion,
markets, consumers, governments, inter-
national organizations and businesses (Table
12.4),

o Wellapuli, N., and N, Gunawardena (2015), "Knowladge, Attitudes and Practices of Medical Officars in Two Selectad
Teaching Hospitals in the Colombo District in the Application of Non-Communicable Disease Pravention Activities in the
Ward Setting", Journal of the Postgraduate Institute of Medicine, 2(12).

¥

-
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Table 12.4
Drivers of Diffusion

Professional discussion

If innovations disrupt the way that professionals deliver a service or

orthodox medical practice, then difiusion will be slow.
Agreement is required on the framework of health-service delivery for

this to work

Markets drive innovations through industries- rapidly if value is proved;
businesses that lag or resist will fail

Market economics

Markets work differently in health systems. Nevertheless, 1o become

mainstream, innovations must prove value and savings, that require
developments in the payment system

Consumers have a big role in sealing-up innovations- adopting those that

make their lives easier
Up io now, patients have not had a role in pulling innovations info health

Consumers

systems; this will change, as consumers now have raised expectations
and increased awareness of innovations

Governments
compel adoption

Governments have a role to play in diffusing innovations- but they cannot

They can control and shape diffusion by adjusting regulatory levers and
by promoting quasi markets

International
arganizations

Typically, a health system is a reflection of a nation's identity
But health, science and consumer behaviour are increasingly globalized,

and disregard/ transcend national boundaries. Sustainable and proven
innovations will difiuse across countries

Businesses
their staff

Business is a major employer, and companies can influence the health of

Businesses sell products- which can be either good or bad for cur health

Businesses have relationships with consumers- which again can be
either good or bad for our health

Source: Smith, R., P. Gorrigan and C. Exeter (2012), Countering Non-Communicable Disease through Innovation,
Report of the Non-communicable Disease Working Group 2012, Global Health Summit,

Innovative methods and approaches for NCD
prevention are being introduced and practiced
in different countries and in different settings.
The Global Health Summit in 2012 identified
seven immediate steps that should be taken to
trigger innovative solutions to prevent NCDs,
namely; (1) expanding and improving the
database of innovations; (2) developing a
business case for self-management; (3) working
with a government to diffuse at least one
innovation; (4) working with finance and health
ministers to make health, economic, and

business cases for investment in innovation;
(5) attempting to build a social movement
around one of the innovations; (6)working
specifically on innovations in areas where the
taxonomy shows to have few innovations; and
(7) building a global collaboration to implement
and trial one innovation to tackle an NCD.*
Table 12.5 presents some
approaches and critical success factors in NCD
management. Innovation in NCD prevention
can happen at any level; primary, secondary, or
tertiary.

innovative

* Source: Smith, R., P. Comigan and C. Exeter (2012), Countering Non-Communicable Disease through Innovation, Report of
the Mon-communicable Disease Working Group 2012, Global Health Summit.
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Table 12.5

Examples for Innovations on NCD Prevention at Different Prevention Levels

Strategies to promate healthy
ealing behaviour, Singapore
Health Promation Board-
Prevantion level: Prmary

Enactment of a ‘sin tax’ on
tobacco products, Department
of Health, Philippines-
Prevantion level: Primary

‘Gotong Royong' behavioural
change model, Melaka State
Haalth Depariment, Minsstry of
Health, Malaysia- Prevention
leval! Primary

Community-based hypertension
managemeant, Vietnam Mational
Heart Institute- Pravention
leval: Secondary

Tele-haalth interventians ta
chronic patients, Eastemn
Health Alllance, Singapore-
Prevantion level: Secondary

Digital retinal photography for
diabetics in rural communities,
Center of Excellanca (COE) for
Ratna Disaases, Rajavith|
Haspital & Institute of Madical
Raszaarch and Technology
Assessment (IMRTA),
Department of Madical
Semvices, Ministry of Public
Health, Thailand- Prevention
level: Tertiary

Improving cane of pediatric
patients with diabates,
Indanesian Pediatric
Endacrinalogy Chapter,
Indonesian Pediatric Society
(DA and Indonesian
Aszoclation of Familles with
Dianetes Meatlitus Chikdren
{IKADAR) - Prevention leval:

Encouraging Singaporeans 1o
aat haalthy by using novel
tools adoptad by market
research companies and
angaging local food
manufacturers and hawkars 1o
davalop and sall healthler
foods though the board's ‘Ask
For programme

Unilization of strategic means
and podtical will by pro-sin tax
reformers to push forth their
agenda; signed Into law In
December 2012 after 18 years
of review and revisions

Using the concapt of ‘golong
royong” — the spirl ol
valunteerism, selflessness,
and working together for the
banefit of the community,
villagers of Malacca were
given RM 4,000

{approx, US$1,250) per village
to print materals, train
volunteers in haalth
aducation, nuirtion, and
axerclsa

Development of an atemative
care delivery mathods for
chronic patients post
discharge using tale-healih
system used by the Eastern
Health Alliance for its Health
Management Unit

Developmeant of an altemative
care delivery methods for
chronic patients post
discharge using tele-heafth
system used by the Eastern
Health Alllance for its Health
Management Linit

Alternative solutlons are
axplored 1o bring DR
screaning into the villages so
that mare people could banefit

The project lead skillfully
capitalized on data to seek
funds and also utilized multi-
prong approaches for
autreach programmes ta
creals swareness

Advancing health promotion
Initiatives upstream by engaging
local food manufacturars to co-
devalop healthiar foods

Building a critical mass base for

supporting efforts of tobacco controd

advocataes and pushing of the
tobacco tax law through engaging

lawmakers' support and civil society

participation

1der-1li-ﬁr-ng \}illage heads who are
kaan in leading the praject and

providing support and education to

train the voluntears

Training the MAs and nurses

facilitating referral system from the

rural area ta the hospital

Identitying dischargad chronic
patients through the Relationship

Managemant Program; the system
monitors the health of the patient and
alerts the health care provider if the

patient's test results showed
worsening condition, visiting for
consult or missing a medical
appointment will be monitored as
well

Identity commatad 'vllllaga voluntears

who are not madically frained to

teamm and perfarm the DR screendng

Identifying the childhood diabetes

problem with data, reach out to the
funding bodies to present the casa
and seek funding; building capacity

amang health care providers and

angaging stakeholders and family in

aWwaraness programmes

Up streaming of education,
heaith promaotion initiatves
and Inerventions as shown
by successiul health
programme promotion at
tha natianal level

The confluence of a
popular administration with
a firm political will and
closaly coordinated actions
between the policy halders
and the tobacco refarm
advocates from civil society
Is crucial in mobilizing
supporers from the
govemment and people to
bring about chargea

Sense of ownership,
community empowerment,
and a spirt of voluntearism
ware imporiant factors in
making the community
health programme a
SUCCess

The success of the
programme is contributed
by 1) successiul
engagament of the whale
community, 2j support from
commitied local authorities
and madical experiise, and
3) training of committed
health care workers

Alternative methods ars
needed 1o explose cane
delivery for patients while
also being aware of the
patient's needs during thair
llness journay

A strong political will is
needed to implement the
diabetlc blindness
pravantion progect to the
cofmmunity

Education and awareness
craation for the patiants
and convincing
slakeholders are key 1o
successlul programmea
implementation

Sourca: Lim J., M. Chan, F. Alsagoff and H. Duc (2014}, ‘Innovations in Non-communicable Diseases Managemant in
ASEAN: A Case Series", Global Health Action, 7(10).
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Experiences from other countries clearly
indicate that education and awareness, strong
political will, community participation and
empowerment and most importantly, the
engagement and commitment at all levels are
the key success factors of innovation
approaches to NCD prevention.

12.6 Conclusion

MNCDs have become the leading cause of death,
killing 38 million people annually around the
globe. In Sri Lanka, 75 per cent of total deaths
are attributed to NCDs. Over the years, the
prevalence of NCDs has increased owing to
many socio-economic factors. Population
ageing, poverty, globalization, urbanization,
changes in life-style patterns and changes to
ecological systems are some of the reasons
behind the rapid increase in the prevalence of
NCDs. Sri Lanka now encounters an
epidemiological challenge which needs to be
addressed urgently.

NCD prevention and management are of
critical importance for many reasons. First and
foremost it should be achieved to ensure the
healthy living and wellbeing of all. Unlike other
communicable diseases, the NCDs place a
huge economic and social burden on the patient
as well as on the patient's household. The need
for long-term care and medication, and risks of
permanent disabilities place the patient in an
economically vulnerable position. As a country,
NCDs also place a huge burden on health
spending. Apart from that, NCDs affect human
development, impairing productivity and skills
development of the workforce and thereby the
ability to participate in labour force activities.

Cardiovascular diseases, cancers, chronic
respiratory diseases and diabetes are the main

Experiences
from other
countries
clearly

indicate that
education and
awareness,
strong political
will, community
participation
and
empowerment
and most
importantly,

the engagement
and commitment
at all levels are
the key success
factors of
innovation
approaches

to NCD
prevention.
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four types of NCDs which are responsible for
the majority of the deaths. The risk factors
behind NCDs are broadly divided into two
categories; modifiable risk factors and
metabolic risk factors. Physical inactivity,
tobacco use, alcohol use, and unhealthy diets
are the four major modifiable risk factors. High
blood pressure, overweight/obesity, hyper-
glycemia and hyperlipidemia are the main
metabolic risk factors. The prevalence of
maodifiable risk factors as well as metabolic risk
factors are high among Sri Lankans.

The estimated productivity loss and economic
cost are high. It is also evident that it is
economically effective to invest in prevention
measures than can offset the curative costs and
productivity losses due to NCDs. Addressing
the behavioural risk factors at the primordial
and primary levels is cost effective than
addressing them at the secondary or tertiary
prevention levels.

Sri Lanka has initiated individual as well as
community based approaches in NCD
prevention. Formulating a national policy on
NCDs, establishing a NCD Unit as the national
focal point, and multi-sectoral collaborations
are some of the key steps taken. However, the
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country's health sector continues to face
challenges in taking preventive measures
against NCDs. Issues in the health system,
human resources, and financing the NCD
preventive programmes are identified as the
main challenges in this regard. Although Sri
Lanka is known as a low spender on health, in
future additional funds would be needed to
finance NCD prevention and control. Budgetary
measures should be taken now itself to make
necessary allocations for NCD prevention and
control to proceed.

Innovative methods and approaches are
important factors for effective NCD prevention.
Innovation can take various forms (such as
biological technology, information technology,
medical devices, changes in human resources,
and organizational innovations) and at different
levels (i.e., primary, secondary and tertiary). The
diffusion of innovations is also very important
and should involve every stakeholder, Global
examples as well as local pilot projects
emphasize that education and awareness,
community participation, engagement and
empowerment, strong political leadership are
the key success factors for effective innovative
methods and approaches.
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13. Shadow Education

13.1 Introduction

olicymakers have long recognized the

central role played by education in

reducing economic and social
inegualities and promoting inclusive economic
growth. However, the focus has been mostly
limited to mainstream education, ranging from
kindergartens and primary and secondary
schooling to the tertiary sector. The rising
importance of private supplementary tutoring -
also known as 'shadow education’ - has been
largely ignored. The term shadow education
derives from the fact that private supplementary
tutoring mimics mainstream education.” For
instance, private tutoring exists only because
mainstream education exists, while the size and
scope of supplementary tutoring change
according to similar changes in mainstream
education.?

A wide variety of types of private tutoring exists.
At one end of the spectrum is one-on-one
tutoring, usually provided in the homes of either
tutors or students. At the other extreme rooms
overflow with students who are crammed into
large lecture theatres with microphones or
video screens operating in. Alternatively,
students may receive tuition in small, medium-
sized, or large groups. In addition to face-to-
face instruction, tutoring can be provided by
phone, television, and the internet, extending
across national and even continental borders.,

Although the
scale and
nature of
shadow educa-
tion can have
far-reaching
implications for
academic
achievement,
socio-economic
inequalities, and
even economic
development, it
has received
minimal atten-
tion or policy
focus to date.

' Bray, M. (1999), The Shadow Education System: Private Tutoring and its Implications for Planners, UNESCO International

Institute for Educational Planning, Pans.

Z Bray, M., and C. Lykins (2012), Shadow Education: Privale Supplementary Tuloring and its Implications for Policy Makers in

Agia, Asian Development Bank, Manila.
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Table 13.1

Regional Patterns of Shadow Education

Region Patterns

East Asia

The region where shadow education is most visible. It has long

been a central part of the education system and deeply engrained
in culture, largely due to Confucian traditions which value education
and stress diligence. Tutoring mainly caters to high achievers.

South Asia

Tutoring has become an established part of daily life, especially in

urban areas. Tutoring is viewed by teachers as a means of supplementing

low teacher salaries.

Africa

Shadow education has become more visible, in part reflecting teacher

awareness of revenue-generating opportunities in an education system
with weak accountability and supervision.

Former Soviet
countries and
Eastern Europe

Private tutoring was modest in scale until the early 1990s. after which it
significantly expanded when the collapse of economies forced teachers
to earn additional income to stay above the poverty line. Students across

the range of academic ability are involved.

Western Europe, | Tutoring remains relatively modest in scale compared to other regions.

North America
and Australasia

However it has considerably expanded as policymakers have empha-
sized competition between schools, and parents have seen benefits of

private tutoring. Some governments have promoted tutoring to help low

achievers.

Latin America

Tutoring is relatively modest except at the upper secondary level,

which reflects traditions in education systems.

Source: Bray, M. (2009), Confronting the Shadow Education System: What Governmeant Policias for what Private
Titoring 7, UNESCO Intarnational Institute for Educational Planning, Paris

Although the scale and nature of shadow
education can have farreaching implications
for academic achievement, socio-economic
inegualities, and even economic development,
it has received minimal attention or policy
tocus to date. The aim of this Policy Briet is to
examine the patterns and drivers of shadow
education, shed light on its positive and
negative dimensions, and draw attention to
some broad implications for policymakers. The
focus is limited to tutoring in academic subjects
that is provided for a fee and which takes place
outside the usual school hours.® The focus is

also restricted to tutoring for students at the
primary and secondary levels - which is the
most prevalent type of tutoring - although
shadow education at higher levels does exist.

13.2 Patterns of Sha-
dow Education

The past few decades have seen considerable
expansion in private supplementary tutoring in
many parts of the world. A general overview of
the situation in different regions is presented in
Table 13.1 above.

* QOther forms of tutoring include futoring in sports or music outside those that are assessed subjects for progression in
aducation systams, and tuloring provided frea of charge by teachers, family membears, and community groups,
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The past few decades have seen considerable
expansion in private supplementary tutoring in
many parts of the world. A general overview of

the situation in different regions is presented in
Table 13.1 above.

Table 13.2
Intensity and Demographic Variations of Shadow Education

Kyrgyz Republic

China and
Singapore

Bangladesh and
India

Kyrgyz Republic
Sri Lanka

Bangladesh, India,
Japan, China,
Kyrgyz Republic,
Korea

Malaysia and
Lanka

Georgia, Central
Cental Asia,
SriLanka

Seasons and
number of hours

Grade at school

Public/private |
nature of schoo

Location

Gender

Ethnicity

Subjects

41 per cent of a surveyed sample of students received
private tutoring regularly throughout the year, 20 per cent
received them occasionally, and 12% did so just before
examinations. The majority of students (57 per cent) spent
1-2 hours per week with a private tutor (Bagdasarova and
lvanov, 2008).

This largely depends on the nature of the selection
Singapore processes at various stages in the education
system. While secondary students receive more intensive
tutoring than primary students in China (Xue and Ding,
2009}, the situation is the opposite in where the Primary
School Leaving Examination is the key determinant of the
secandary school streams that students will enter (Tan,
2009).

38 per cent of pupils in government primary schools
received private tutoring compared with 12 per cent in
non-government schools in Bangladesh (Nath, 2011).
In Uttar Pradesh, India, 10 per cent of grade 1 children
in private schools were receiving tutoring compared
with 4 per cent in government schools, a disparity
maintained in all reported grades (Pratham, 2011).

62 per cent of surveyed students from urban areas and
received tutoring, compared with 38 per cent from rural
areas in the Kyrgyz Republic (Silova, 2008). In Sri Lanka,
the proportions receiving tutaring were roughly the same
at around 65 per cent in both urban and rural locations
(Pallegedara, 2011).

Gender imbalances in tutoring in favour of males have
been found at the primary school level in Bangladesh
(Nath, 2008) and at both the primary and secondary
levels in India (Ghosh and Rana, 2011), Japan (DECD,
2011) and China (Liu, 2012). However, girls receive
mare tutoring in the Kyrgyz Republic and Korea
{Bagdasarova and Ivanov, 2009, Kim and Lee, 2010).

Students of Chinese ethnicity were more likely to Sri
receive tutoring compared to Malays in Malaysia

(Jelani and Tan, 2012), while Sinhalese students received
more tutoring than their Tamil counterparts in Sri Lanka
{Gunasekara, 2008; Pallegedara, 2011).

Mathematics and foreign languages were the top
subjects for which tuition was received by senior
secondary students in Georgia and Central Asia (EPPM,
2011; Silova, 2009). Mathematics, science, and English
were the most sought after subject for tutoring in Sri
Lanka among grade 10 students (Suraweera, 2011).

Source: Compiled using Bray, M.. and C. Lykins {2012), Shadow Education: Private Supplementary Tuforing and ifs
Implications for Policy Makers in Asia, Asian Development Bank, Manila.
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13.3 Drivers of Shadow
Education

The main driver of demand for shadow
education is the belief that greater investments
in education will facilitate superior performance
in major examinations and entrance to
prestigious secondary schools and universities.
Some specific drivers of shadow education
include:

« Transition points in the education system
- the competition to get into limited
schools and universities or to better
quality ones generates demand for
shadow education at specific stages.

« School quality - real and perceived
inadequacies in mainstream schooling,
including poor teaching quality, large
class sizes, and the existence of double-
shift schools, which require the covering
of full syllabuses in half-day classes.

« Smaller families and increased wealth -
decreasing family size in Asia leaves
families with more resources to spend
on extra tutering. Evidence for an inverse
correlation between family size and
private tutoring has been reported in

many countries including the
Philippines, China, Japan, and
Vietnam.*

Private tutoring is supplied by a diverse range
of sources, from family members, neighbours,
and older students, to classroom teachers,
global organizations, and web-based firms. The

private tutoring industry has emerged as a key
employment provider partly owing to low
barriers to entry. A major driver of the provision
of supplementary tutoring is low teacher
salaries, which have been observed to hover
around the poverty line in countries such as
Cambodia, Georgla, Kazakhstan, Lao PDR,
and Tajikistan.®

13.4 Impact of Shadow
Education

13.4.1 Academic Achievement

The most obvious impact of shadow education
is in academic achievement. However, while
the implicit assumption is that private tutering
contributes positively towards academic
attainment, much depends both on the quality
of tutoring and the ability and motivation of
students. Research in this area is hindered by
factors such as lack of comprehensive data on
different types of private tutoring, and the wide
range of overlapping variables that also
influence learning outcomes. Several studies
conducted in the Republic of Korea - where
comprehensive data on tutoring are available -
have found positive but small effects from
investment in tutoring, while the relationship
disappears when controls are added on student
background. * Across countries, the general
view is that private tutoring does help, and that
if learning improvements are not significant, the
solution is to try harder with existing tutors or to
find better replacements.”

* Bray, M., and C. Lykins (2012), Shadow Education: Private Supplementary Tutoring and its Implications for Policy Malkers

in Azia, Asian Development Bank, Manila.
5 Ibid.

® Sohn, H., 2t al. {2010}, "Longitudinal Relationship Among Private Tutoring, Student-Parent Conversation, and Student

Achievement", KED! Journal of Educational Policy, 7(1).

" Bray, M., and C. Lykins (2012}, Shadow Education: Private Supplamentary Titaring and fts Implications for Policy Makers in

Asia, Asian Davelopment Bank, Manila.

252



13.4.2 Broader Skills and Values

Shadow educalion invelves the risk of reducing
educalion to mere academic achievement,
whereas education is a much broader concept
including physical, aesthelic, and social
development through sports, music and arts,
and relationships with members of society. The
emergence of private tutoring leaves little room
for cultivating such aspects of education, and
may even take away from wider forms of
personal and sccial development, as has been
cbserved by many teachers in Hong Kong.®
Corruption in the shadow educalion system is
another area of concern. There have been
instances where school teachers who also
provide privale lutoring disclose examination
questions in advance during tuilion classes.?
Such practices can have a strong negative
influence on young students who are exposed
to dishonesty and immoral behaviour at an early
stage in life.

On a more positive note, private tutoring can
be instrumental in developing a child's self-
esteem and sense of achievement. Tutoring can
be parlicularly important to slow learmers who
require additional support to keep up with their
peers. Tuloring can also encourage desirable
traits such as self-discipline. Japan's shadow
education system, which emphasizes diligence
and learning, has contributed significantly
towards the country’'s econemic progress.'®

13.4.3 Economic and Social
Inequalities

Shadow education can maintain and intensify
ecenomic and social inequalities. More affluent

B ibia.
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households are able to secure and access
private tutoring in greater quantity as well as
guality compared to poorer households,
Shadow education can thus pose a threal to
iree public education systems which aim to
ensure equal educational access to all siudents.
In extreme situations, sludents tend to believe
that supplementary tutoring is essential and
could chocse to drop cut from mainstream
schooling when their parents are unable to
afford tutoring, as has been observed in slum
areas in Delhi.™ In such circumstances, private
tutoring hinders students from access even to
free public education.

13.4.4 Inefficiencies of the
Education System

At first glance it might appear that pnvate tutoring
is more efficient than mainstream schocling
owing to the provision of specialized services
to customers who value them most, operation
in a marketplace, and employment of cost-
effective teaching methods. However, several
lactors raise doubts aboul the efficient use of
resources. First, as discussed above, there is
no strong evidence thal private tutoring always
generaies gains in |earning, whereas it also
locuses on narrow domains of achievement.
Second, inefficiencies can be generated if
students pay more attention to fee-charging
tutors than to school teachers operating under
the free education system. Moreover, students
who spend long hours at tuition classes may
have limited energy to pay full attention in
school. Third, school teachers who also engage
in lutoring might spend more effort on their
private {uition classes or might deliberately limit
lhe content taught during regular school hours

# Transparency International [2011), Forms and Etfects of Corruption on lhe Education Sector in Vietnam, Transparency

International, Germany.

™ Dierkes, J. (2011), "Supplementary Education in Japan®, 11AS Newsletter. University of Leiden. Netherlands.

" Chugh. S (2011}, Dropout in Secondary Education: A Study of Chitdren Living in Siums of Dafhi, NEUPA Cocasional Paper 37
Mational University of Educational Planning and Administration, New Delni,
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to ensure demand for fuition classes. Lastly, the
shadow education system can create
inefficiencies by sliminating talent from the
mainstream system. In Hong Kong, for example, o
some of the most famous tutors are former 45/6 of Education Budget
school teachers who have left the school system

in favour of tutoring.” Private Tutoring

13.5 Shadow Edu-| o 4
cation in Sri Lanka

Sri Lanka has long traditions of private tutoring,
and similar to many East Asian countries, it has
become a social norm." In fact, official
documentation voicing concerns about shadow
education in Sri Lanka dales back io 1943 (Box 2012/2013
13.1). A comparison of expendilure on private
{utoring based on 1985/1996 and 2006/2007
Heouseheld Income and Expenditure Survey

Box 13.1
Private Tutoring in Sri Lanka: A Longstanding Concern

Ihe challenges of privafe tuloring were observed in Sri Lanka as early as 1943. A Special
Committee on Education was especially critical of the examination-oriented coaching
centres that operated alongside the schools. The committee felt that the emphasis of these
cenfres on memerization-based learning undermined the general purposes of educalion
Ihe report stated that 'parents frequently provide private coaches whose whole justification
is thal they will get their pupils through examinations. Coaching establishments which do
not pretend to educate at all, flourish. We strongly deprecate the practice toc frequently
adopted by many parenis of supplementing the school work by privale coaching. In the
end it destroys its object by making the student incapable of ariginality and initiative.'

Despite these warning signals, since Lhat era, tuition centres and other lorms ol
supplementary tuloring have grown rapidly. Private tutoring has now become desaply
engrained in the cullure.

Govern 1t Press, Colombo,

2 Bray, M., and C. Lykins (2012). Shadow Education: Private Supplementary Tutoring and its Impiications for Policy Makers
in Aszig, Asian Developmen! Bank, Manila.

¥ Pallegedara, A. (2011), Demand for Private Tuition Classes under the Free Education Policy: Evidence Based on Sn Lanka,
MPRA Paper no. 31968, Munich Personal RePE¢ Archive. Available at hitps:/mpra.ub uni-muenchan def31965/ 1/MPRA
paper_21969 paf.
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Private
tutoring
does not
always
generate
gains in
learning.

It also
focuses
on narrow
domains of
achievement.

(HIES) data shows that the percentage of
households spending on private tuition
increased substantially from 23 per cent to 64
per cent over the two time periods.' Private
tutoring also features as the largest component
cf the household education budget, with a
recorded share of 45 per cent in 2012/2013.™

“ibid,

The highly competitive nationally qualifying
examinations of 5r Lanka's education sysiem,
namely the grade five scholarship examination
and the O-Level and A-Level examinations,
generale high demand for shadow education
at these transition points. Other factors driving
demand for private tutoring include social
competlition to enroll in popular schools, limited
higher education opportunities with only around
18 per cent of A-Leve! qualified students being
able to obtain admission to state universities,
low school quality and teacher salaries, a low
share of 8.6 per cent of expenditure on
education as a percentage of total government
expenditure compared to an average of 16.4
per cent in lower middle income countries,'®
and overloaded school curriculums.’

The investigalion of the impact of shadow
education on educational outcomes in Sri
Lanka has been limited by data unavailability.
In terms of its impact on broader skills and
values, public concern in Sri Lanka has
centered on the disregard of spiriual domains.
Subsequently, in 2010, the Sabaragamuwa
Provincial Council prohibited private tutcring
of children between the ages of 5 and 16
between 8:00 am and 2:00 pm on Sundays and
on the monthly Poya holidays.™ Available dala
on private tuition expenditure suggest that
households in the lower expenditure quartiles
have caught up with tuition expenditure of the
richer quartiles overiime (Figure 132.1), possibly
driven by the emergence of lower cost tutoring
options. Nevertheless, there are bound to be
wide variations in the guality of tutaring between
different expenditure guartiles.

" Jayawardena, P, (2016), Briclging Skills for Empioyment In Sri Lanka, ADB Country Diagnostic Report, Assan Developmeant

Bank, itanila.

3 WE (2017), "World Development Indicators®, available at hitp://databank worldbank orgidatahome. asps.
1 "Parants, Administrators, Civil Sociely Slam Lankan Education System”, Business Times. 6 March 2011, available at hitp:

www, sundaytimes. )ik 110306/BusinessTimes/btD&.himl,

1= "Sabaragamuwa Bans Poya Tuition®, Dally Mirror, & May 2010, available at hilp:fwww. dailymirrorlkinews3576-sgamuwa-

bans-poya-tuition.htmi,
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Expenditure on Education
[As a®s of total Government
Expenditure)

8.6%

sri Lanka

13.6 Implications for
Policymakers

Shadow education has so far been a largely
neglected phenomenon; yet, its increasing
influence in many countries suggests that it
cannot be ignored any longer. In better
preparing to accommodate this growing sector,
policymakers might find it useful to consider
the following points:

Figure 13.1

16.4%

Lower
Middle Income
Countries

13.6.1 Obtaining Data and
Monitoring Trends

A starting point for policymakers is to recognize
the existence, nature, and implications of
shadow education. This requires obtaining
comprehensive data on the scale, scope, and
intensity of private tutoring. Good quality data
will facilitate the undertaking of robust research
into the drivers and impacts of shadow

Share of Household Expenditure on Private Tuition by Expenditure Quartilesin Sri Lanka
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Pallegedara, A. (2011), Demand for Private Tuition Classes under the Free Education Policy: Evidence based on Sri

Lanka, MPRA Paper no. 31969, Munich Personal RePEc Archive. Available at https://mpra.ub.uni-muenchen.de/

31969/1/MPRA_paper_31969.pdf.
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aducation, and will aid in designing appropriate
policies to encourage its positive dimensions
and limit the negative ones.

Data collection can be done at minimal cost by
modifying existing surveys to include specific
questions on the production, consumption, and
affectiveness of private futoring. For example,
in Sri Lanka, data on production can be
obtained by including the option of ‘private tutor’
as a category under the main cccupation in the
Labour Force Survey (LFS) conducted by the
DCS. A category for private tutoring expenditure
already exists under the HIES, which provides
a measure of consumption. This can be
expanded to include further infermation such
as the type and intensity of tutoring, and the
level at which it is consumed.

13.6.2 Reforming Curriculums
and Assessment and Selection
Systems

Given that shadow education is largely driven
by everloaded school curriculums and systems
of assessment and selection, changes in these
systems are needed in allering the nature and
role of private tutoring. Some couniries have
sought to eliminate watershed assessments at
the primary level. Sri Lanka's grade five
scholarship examination has received criticism
in subjecting young students to continuous
tutoring and robbing them of their childhood.™
The main objective of the examination — to
provide subsidies to economically disadvan-
taged talented students tc pursue education in
belter schools — can still be met by replacing
the exam with an assessment method of
identifying commendable students with
consistent performance on the entire school
curriculum, including extracurricular activities

1 Sedere, LM, et al. (2016), Study on Evalualion and the Assessment Syslem in General Education in Sri Lenka, Naticnal

Education Commission, Colombo.

Given that
shadow
education is
largely
driven by
overloaded
school
curriculums
and systems
of assess-
ment and
selection,
changes in
these
systems are
needed in
altering the
nature and
role of
private
tutoring.
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such as sports, music, and aesthetics.?® Similar
changes in assessment approaches can also
be experimented with higher level exami-
nations.

13.6.3 Initiating School-Level
Programmes to Support Learning

In minimizing negative impacts of shadow
aducation, initiatives such as the Afier School
Programme (ASP) implemented in Korea can
be considered.” Launched in 2004, the ASP
was financed primarily by the government, wiin
the curricula - consisting of both academic and
extracurricular activities - determined at the
school level, and instructors comprising of both
schocl teachers and other tutors. Evaluations
of the ASP indicate several positive outcomes
including reducing disparities in access amang
locations and income groups, better academic
performance, and reduced average household
shadow education expenditure.®

13.6.4 Devising and Imple-
menting Regulations

The positive aspecls of shadow education can
be strengthened by introducing government
regulations, which are largely lacking in many

= ibid.

Asia, Azian Development Bank, Manila.

countries despite heavy regulations for
mainstream schooling.® In Sri Lanka, the enly
existing law appears to be that of prohibiting
private tutering for children on Sundays and
Poya days, where any individual viclating the
law would be subject to a Rs. 5,000 fine and a
six-month imprisenment.” An encouraging
development in this regard is a recent reporl
prepared by the MNational Education
Commission (NEC), which proposes several
measures to monitor and regulate private
tutaring in Sri Lanka. These include the setting
up of an authority within the Ministry of
Education to provide for the regulation,
registration, and inspection of premises and
facilities used for private tuition groups of 20 or
more, the licensing ol individuals engaged as
private tutors, and specifying penalties for
violating legal provisions.”® Regulations are
also importani for school teachers who provide
private tutoring, particularly in ensuring that
tutoring does not negatively affect the quality of
teaching at school,

" Bray, M and C. Lykins (2012), Shadow Education: Privale Supplementary Tuloring and its Implications for Policy Makers in

= Bae, 5. et al. (2009), "The Relatonship between AfterSchool Programime Participation and Student's Demographic Background®,

KED! Journal of Educational Policy, 6(2}
precedures, and inancial managemant.

baris-poya-tuitien. ntrl.

“ The2e Include minimum qualificalions for teachers, physical facilities, main componanta of ayliabe, class 2ize, admissions

"Sabaragamuwa Bans Poya Tuition", Daily Mirrar & May 2010, available at http:/fwww dailymirror lk/news/2576-sgamuwa-

= Jayasakera, S.A (2017), "Education Syslem NEC Proposas Far-Reaching Relorms®, Daily Miror, 31 January 2017, available
at httpdfmirrarctizen.dallymirror. 1k 200 7/01(31 feducation-aystem-nec-propo ses-far-reaching-reforms.
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14. Aging and Health in Sri Lanka:
Challenges and Policy Responses

14.1 Introduction

he change in population size and age

structure resulting from a dramatic

decline of two vital demographic
determinanis - mertalily and fertility - and
international migration has brought about a
rapid change in Sri Lanka's demographic
profile. During the late 1930s and sarly 1940s,
infectious disease outbreaks decelerated as a
result of advancements in health services with
expanding access to quality services, leading
to a reduction in mortality. Moreover,
implementation of a national family planning
programme and increasing access tao
education, health and other socio-economic
conditions led to a reducticn in fertility rates in
the country during the 1960s. As a consequent
of both drivers, there were significant
improvements o life expectancy at birth for both
sexes over the years, albeit with a widening
gap between men and woman.

An increase in the proportion and absolute
number of elderly in the population - and a
declining share of children and working age
population - have also been influenced by
international migration trends overtime. Sri
Lanka's Census of Populatlion 2012 carried aut
by the DCS estimates that approximalely
500,000 nationals are overseas on a net basis.
They are most likely 1o be in the prime working
age group seeking temparary employment
overseas, with a significant share cccupied by
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females as well. Overall, a country's population
ageing has impacts which go beyond frem age
structures to related economic, social, and
health challenges.”™ * This Policy Brief discusses
the pace of population ageing in Sri Lanka, its
key economic concerns, in particular with
regards to health conseguences and policy
responses.

14.2 Is Sri Lanka an
Exception in the Popu-
lation Ageing Process?

Sri Lanka is considered as one of the fastest
aging countries in the world; growth of the
elderly population is far faster - almost double -
compared to other countrigs in the region.* The
most critical phenomenon which many low and
middle income countries experience is thal the
elderly population growth is faster than that of
economic growth. Population ageing primarily
appeared in wealthy and industrialized
countries, In high income countries like Japan
and Germany for instance, more than one-
quarter ol population is projected to be 65 and
above by 2050.* The same trend however, is
expected tc be seen in Sri Lanka though it is
<till a low middle income economy.” Whila the
same phenomenon can be cbserved in other
countries of the region like Bhutan, Maldives,
and Bangladesh, the pace is very much slower.®

Many low
and
middle
income
countries
experience
is that
elderly
population
growth

Is faster
than

that of
economic
growth.

Dia S V1L {2012}, “5ri Lankan Population Crange and Demographic Bonus Challenges and Opportunitias inthe New Milennium, South Asia Human

Development Sector Report Mo, 37, Worid Bank, Washingtan D.C.
LIN (2015, Wk Poputatior Aging 2015, United Mations, New York:

3 Swchisenak.ABand 5.0, DeGraf (2008), A Pace of Il Owrt The Demography of Aosing In S Larka; Foouiation Ageng, vol 2 (pp. 77-849),
* Lo, R, A Mason, and C. Cotlear (2010], Some Ecaitomic Conseguances of GiobalAgeng. A Discussion Noe for the Wora Bank, Health, Nutrition and

Population (HNP) Disoussion Paper, World Bark, Washingion D.C

[a Siia, VLI {2012), S Lanksn Popuiation Cirange and Demographic Bonus Chabengas and Opporunities in the Mew Milennium, South Asia Human

Davefopment Sector Raport Mo. 37 World Bank, Washington D.C.
© LN (205}, Wiond Poputation dging 2015, Urited Malions, New vork
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Figure 14.1

Percentage Distribution of Population by Broad Age Categories, 2001-2101
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Even though ageing is a common factor in all
countries, a couple of facts make the process
different from one country to another. The pace
cf ageing varies across countries, and
subsequently, the size of the ageing cohort
among countrias differs. These two facts in turn
determine the extent of ageing effects on social
and economic aspects. Intrinsically, Sri Lanka

Figure 14.2

15 a striking example where the growth of the
ageing population Is far ahead compared to
many other countries. Ageing began in
industrialized counlries over the last 50 years
while the Asia has experienced the same, but
within a shorter period of 20-30 years. During
the period 1970 to 2005, the average annual
growth rate of older population (60+) of more

Percentage of Population Aged 60 Years and Above in Selected Asian Countries
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Ageing
began in
industrialized
countries
over the
last 50
years while
Asia has
experienced
the same,
but within

a shorter
period

of 20-30
years.

developed regions was 1.2 per cent while
during the same period, Asia and Sri Lanka
reported an annual increase cf 2.3 per cent
and 2.8 per cent, respectively.” The process of

population ageing is gradually shifting to
developing countries. Of the world's elderly
population (80+), about €6.8 per cent lived in
developing countries in 2000; this is projected
to increase up to B0 per cent oy 2050.° More
than a half of the ageing cohort is concentrated
in the Asian region. By relative comparisons,
Sri Lanka has witnessed the rapid growth of an
ageing bulge (Figure 14.2).

At present, 2.5 million (12.4 per cent) of Sri
Lanka's lotal population are aged 60 and over
-i.e, onein every seven Sri Lankans are aged
60 and cver.? Further, this is expected to
increase to one in every five and one in every
three for 2030 and 2050, respectively.
Carresponding figures for the world are lower
compared to Sri Lanka - one in gight in 2015
and one in six by 2050.

With the increase of an ageing cohort in general,
there are many challenges, First, 8 common
scenario in the world is that life expectancy at
birth for lemales is higher than that tor males, A
female reaching her 60th year is expecled to
live 21.6 more years while a male reaching o
60 year is likely to live fewer years (19.1 years).
This is evident even amaong the older age
groups in Sri Lanka; there has been a decline
in the sex ratio of the elderly population with
the number of males per 100 females dropping
from 112.9 in 1981 1o 82.4 in 2011. The ratio is
expected to drop further to 77.9 by 2031."°
Comparatively, widowhood is pravalent among
elderly women, possibly because of higher life

TN (2001), World Population Ageing 1950-2050, United Mations, New fork.
2 UN (2018), World Population Ageing 2015, United Mations, Mew fork,
2 DGS (2014) Census of Population and Housing 2012 Department of Census and Statistics. Colombe.

7 de Silva W I {2012), SA Lankan Popwiation Changa and Demographic Bonug Challenges and Oppartunities in the Neaw
Mitlenmurm, South Asia Human Development Sector Report Mo, 27, World Bank, Washington D.C.
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expeclancy, wives heing younger than
husbands in general, and a higher frequancy
of re-marriage by widowers than widows.”" As
such, feminization of the aslderly population is
an issue of concern given the low labour force
participation rate and low social security
coverage of the elderly population in Sri
Lanka.”

The age composition of the elderly population
is also an important feature which should be
considered when preparing policy measures.
Of the total elderly populalion, the propertion of
young elders (those aged 60-7/4 years) is mare
than 75 per cent. They are still able to engage
in economic activities in the labour force.
However, this trend cannot be expected after
2021. The proportion of ‘old old' (those aged

T Ihid.
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75+) will rise; this cohort essentially requires
the support of others with basic life activities.

Population ageing not only affects structural
changes in the population bul it also impacts a
country's macreeconamic conditions. Labour
force participation and productivity of clder
workers (80+) starts to diminish with age. The
waorkforce also reduces as labour force exits
consequent to compulsory retirement ages.
Thus, the size of the working population in an

YIRS (2015). "Reforming Sr Lanka's Social Pratection System”, in Sif Larmka: Siafe of the Economy 2015, Institute of Policy

Studies ef 3r Lanka, Colombo.
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economy that is mainly populated by older
people (60+) begins tc shrink. As such, a couple
of adverse effects are observed, The national
output in such a nation is likely to be lower than
that of an economy with a large proportion of a
prime working age population.™ A depletion
ot personal income at clder ages is another
impact. Eventually, both effects lead 1o a
substantial increase in old age dependency.

Of 5ri Lanka's tolal slderly population (2.5
million), about 2.5 per cent engage in economic
activities.'* More than 50 per cent of them are
self-employed and a significant proportional
share of elders (7 per cent) does unpaid
As such, almost one-third of the
alderly population lives below the poverty line.™

activities.

Figure 14.3

As shown in Figure 14.4, total dependency is
projected to increase gradually from 2006 in
Sri Lanka. However, a rapid increase |s
expected to begin from around 2036 onward.
In this process, the contribution of old age
dependency is significant. The number ol
elderly people per 100 working age people is
projected io be almost double to that of child
dependency after 2041, Currenily, there is one
elderly person for four working aged people
(27 per cent) while one child has to be taken
care of by three working people.'® This scenario
will reverse by 2051 - i.e., there will be ocne
elderly person for iwo working people and one
child for each three working persons.

Labour Force Participation by Working Age Group, 2016
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" Lee R. A.Mason and G. Cotlear (2010}, Some Econamic Consequancas of Global Ageing: A Discussion Note for tha
Worig Bank, HNP Discussion Paper, World Bank, Washington D.C.; Bloom E. D. (2014), "Wacreeconomic implications of
Population Ageing and Selected Policy Responses®, Lancet, Vol 385, pp.649-57

¥ Satharasingne, J. A (2018), Senfor Citizens of Si Lanka, National Secretariat for Elders, Srl Lanka.
% Siddhisena K.A. P and S. 0. DeGrall (2009), "A Pace of Itz Own: The Demography of Ageing in Sri Lanka®, Popufation Ageirg,

ol 2, pp.77-99.

" de Siiva, 1. (2007), Population Frofeclion of Sri Lanka for the Mew Milennium 2007-2107, Institute of Health Folicy, Colombao,
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Figure 14.4
Estimated Dependency Ratios, 2001-2051
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The elderly in developing countries tend lo be
solely dependent on public transiers - social
security allowances, pensions, healh services,
etc, However, the situation differs in Sri Lanka
where anly 17.1 per cent of elders are covered
by the statutory pension system.” The restrelies
on family lransfers, assel incomes and public
transfers. The firsl lwo means no longer exist
fully due to disruptions in traditional family
support, and assets being given customarily 1o
children. Therefore, a considerable number of
elders are still willing to accept cash or in-kind
ransfers from the state. At the same lime,
increasing health expendilure and long-term
care cost is inevitably associated with ageing.
In particularly, NCDs and disability is prevalent
among older age groups. Thus, financing the
health care needs of elders requires more
resources, Sri Lanka with a rapidly ageing
population will need such resources aven more
acutely than other developing countries at
comparable stages of development.

14.3 Health Conse-
quences of Ageing in
Sri Lanka

Increasing longevily can be a contributor to
better human resource accumulation but it can
happen only if elders are enjoying good health.
This still remains a challenge regardless of
income levels mainly because of the adverse
health effects of ageing. Heallh consequences
of ageing have three underlying issues -
morbidity and mortality patterns change, while
long-term care needs rise. Ageing increases
the risks of many diseases and disorders.
Further, prevenling such diseases is hard as
physical and inlrinsic capacilies detericrale
inevitably with ageing; these are further
influenced by environmental factors.
Concurrently, geriatric syndrcmes arise as a
consequence of physical and biclogical
changes (i.e., frailty, urinary incontinence,

T UN (2015), Worid Populalion Ageing 2015, Uniled Nations, Maw York,
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delirium, pressure, etc.) further aggravaling the
adverse health status of elders. In particular,
sensory, cognitive, and immune functions are
also impacted by ageing. Accordingly, the global
disease profile has transformed from acute and
infectious diseases to chronic and degenerative
diseases. This process is called epidemic-
logical transition.

NCDs are a |leading cause of maorbidity,
disability and mortality across the world;
regardless of income levels, NCDs are highly
associated with ageing. NCDs accounted for
75 per cent of all deaths in Sri Lanka and almost
40 per cent of these cceur due to cardiovascular
diseases (CVD)." A similar pattern is observed
aven among the elderly group aged 60 and
above. Nine oul of each 10 elders are suffering
from some kind of chronic disease(s), with a
similar prevalence rate reported by developed
and Asian regions.” As Figure 14.5 shows,
NCDs are respansiole for the largest proportion
of deaths of many elders (88 per cent) in
general and deaths for each age calegory.
Injuries and infectious diseases sach cause
only 6 per cent of total deaths.

Nine out of each 10 elders are
suffering from some kind of
chronic disease(s).

Figure 14.5 (a)
Percentage of Deaths by Major Disease
Categories, 2015
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and Evaluation, Seattle. Available al htip:’/
ghdx.healthdaia.org/gbd-resuis-ool,

T WHO (2014), Non-communicabile Diseases (NCD) Country Profiles, World Heallh Organization, Genawa.
P IHM (2016}, Global Surden of Disease Study 2015 (GBD 2075) Reswits, Institute for Healin Metrics and Evaluation, Seatile,
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Figure 14.6 (a)

Prevalence of Selected Diseases by Age Categories, 2015
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Number of Deaths by Selected Diseases and Age Categories, 2015
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Source: IHM (2016), Global Burden of Disease Study 2015 (GBD 2015) Results, Institute for Health Metrics and
Evaluation, Seattle. Available at http://ghdx.healthdata.org/gbd-results-tool.

In terms of the morbidity pattern, CVD and
diabetes are almost equally prevalent among
the of 60-74 year age group, and CVD further
increases in the subsequent ages while cases
of diabetes decrease (Figure 14.6). In conirast,
deaths due to CVD are significantly higher
compared to that of other diseases. Importantly,
the prevalence of CVD is relatively higher in
Sri Lanka compared to high income countries.

Another crucial health condition of the elderly
people is Alzheimer disease and other forms of
dementia. The prevalence of dementia rises
with age. As such, its prevalence among 'young
aged' (60-74 years) is relatively low (2 per cent
on average) while it is significantly higher in
the 'old old' group (5.5 per cent in 75-79 age
group and 11.5 per cent in 80+). The prevalence
of major depression among elders appears to
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be very low (<1%), but the burden is likely to be
higher in the future.®®

In addition to mortality and morbidity measures,
the burden of such health issues is further
quantified in terms of quality-adjusted life years
(QALYs) or disability-adjusted life years (DALYs).
Both these indicators measure the number of
years lost due to disease (YLDs). Accordingly,
almost a three-quarter of the disease burden in
Sri Lanka is due to NCDs in 2015.2 NCDs
account for nearly 390 per cent of the disease
burden among the elderly while 31 per cent is
due to CVDs. Importantly, YLDs due to NCDs
among the elderly people is close to one million
which is nearly a half of the total life lost in all
ages due to NCDs. Of the disease burden of
elders, Alzheimer disease and other types of
dementia account for 3 per cent while major
depressionis abhout 1 percent. Obviously, these
diseasas are highly associated with ageing and
as such, of total life lost due to Alzheimer and
dementia, the highest proportion (nearly 95 per
cent) is concentraled in the old age groups.

Disability is an inseparable condition of ageing.
For instance, nearly 439,000 life years of those
aged 60+ experienced some form of disability
due to NCDs in 2015. This is just one quarter of
disability of all ages.® However, the disability
burden due to CVD is considerably higher
among elders, accounling for almost & half of
total disability years dus to CVD for all ages.
Elderly people with disability living in poaor
resource settings die sooner than those whao
live in rich countries.® As such, the burden of

disability is relatively higher among low and
middle income countries than that ¢f rich
countries, Therefore, older people with disability
essentially require long-term care with or
without a full time care giver's assistance.

Moreover, ageing is also prone fo increase risks
of experiencing more than one chronic
condition at the same time. This is known as
multi-morbidity or co-morbidity. Multi-morbidily
brings significant impacts in older ages as well
as the public health system. The condition of
multi-morbidity is associated with higher rates
of health care utilization as well as higher costs,
In contrast, polypharmacy is a very common
consequence of co-morbidity where a patient
is being treated simultaneously with multiple
drugs for one or more diseases. Therefore,
patients are at a higher risk of getting adverse
drug interaction and side effects. This would
prevent the patiant from using effective
pharmacolegical therapies. Like NCDs, elderly
people are susceptible to getting infectious
diseases due to immunosenescence (the
progressive deterioration of immune function
with age) and frailty.

14.4 Challenges and
Policy Responses

Nc country can be free from the adverse health
effects of ageing. As such, there is a
responsibility to initiate effective policy
measures o overcome the emerging health
consequences of ageing This section is
confined to the public health response for

= |HM (2018), Global Burden of Disease Study 2015 (GBD 2075) Resuits, Institute for Health Metrics and Evaluation,

Saattle.
¥ fhig.
= gl

OWHO (2015). World Rapart on Ageing and Health. Word Health Qrganization. Geneva.
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prevention, prometion and management of
emerging disease prevalence of ageing.

Sri Lanka has commitied to ensure elders'
wellpeing by adopting various national
policies and Acts. The Protection of the Rights
of the Elders Act No. 9 of 2000 and the
Protection of the Rights of the Elders
(Amendment) Act No 5 of 2011 were adopted
by the Ministry of Social Services. Follewing
the Second World Assembly on Ageing held
in 2002 and the subsequent Madrid
International Plan of Action on Agsing, a
Mational Charter and Nafional Policy on
Elders was initiated by Sri Lanka in 2006. The
aim of the policy is to ensure the well-being of
elders by strengthening their legitimate place
in society and helping them to maintain a
quality of life with purpose, dignity and peace.
Since both Acts and the policy do not
adequately address health aspect of the
elders, the Ministry of Health (MOH) has
recently launched the National Elderly Health
Policy (NEHP) for Sri Lanka with the intention
of providing a comprehensive elderly health
care service to all citizens.

In addition, a comprehensive review of the
axisting health service system is important to
see how the health system responds to elderly
care needs. For many years, Sri Lanka has
been providing a 'children and mother oriented'
health care services, and a large public health
programme to tackle infectious disease
outbreaks. As such, Sri Lanka is placed well
ahead of other countries in the region in terms
of vital health statistics. Despite the rapid
change in the morbidity patiern, the health
service system was not reariented; as a result,
the health system is not adequalely equipped

in terms of physical and human rescurce to
address emerging health issues of ageing,
particularly NCDs.

However, the situation can slill be corrected by
remedial measures wilhin and beyond the health
sector. In terms of healih sector rzctifications,
curative care services have to be redefined while
prevention and health pramotion have to be
delivered through public and community health
systems. Elders had to seek ambulatory and
inpatient care from cenvenlional clinics and
wards and follow all the processes as others do.
Selting up a separate treatment and drug counter
at Out Patient Departments (OPDs) of every
hospital was introduced by the MOH. A similar
proposal was made to upgrade hospital wards
as 'elderly friendly' wards. Howsaver, the
functioning capacity of such wards and counters
are very limited due to lack of human resources,
a high turn-over of patients, logistic barriers,
Importantly, they are also not elderly
friendly settings; unavailability of disability
access wash rooms, devices and access ramps,
eic., have been noted.

atc. ™

Sri Lanka recently invested in building a state-
of-the-art tertiary care geriatric hospital, but it is
still under construction. The absence of such a
hospital delays slarting geriatric medicine
programmes. Lack of trained health personnel
on geriatric care is one of the main obstacles for
the ufilization of designated facilities for elders.
So far, the MOH is able to offer postgraduate
diplomas in geriatric care only for medical
doctors. However. a single slafl calegory being
trained is not adequate to provide a
comprehensive geriatric care package.
Therefora, other medical staff such as nurses,

M MOH (2018), Institutional Survey and Community Survey in Selected Areas of Sk Lanka on Elderly Health Care, Ministry of

Health, Colombao.
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physiotherapists, occupational therapists,
speech and language therapists. and other
assistive staff (attendants) should also be
trained. Further, therz is a shortage of essential
equipment for managing elderly care needs that
needs 1o be addressed.

While facilitating the prevailing curative service
network at secondary and terdiary care levels,
the MOH can further reorient the primary care
service network. Integrating primary prevention
and primary care of elders health issues into
the primary care network could also be a cost
affective mechanism, as cost of disease
management at the primary care leval is very
low compared to that of secondary or tertiary
levels.> As per the referral system, the first
paoinl of contact should be at the primary care
institution, but this is not happening in practice.
Peaople often tend to by-pass such facilities due
to a misconception of poor guality health
services being provided by these small
hospitals, and se=k care from larger health
facilities (secondary and tertiary hospitals). This
phenomenon then over-crowds and over-
burdens big hospitals on the one hand, while
primary care facilities idle and remain under
utilized. It leads to additional health costs on
patients due to time and money spent on longer
distance travel to a large hospital, as well as
work time and wages lost, etc. Therefore,
strengthening the primary health care network
can reduce resource wastage of both service
providers and the receivers. However, this
should also be done with some caution by
providing prerequisites (medical equipment,
trained staff, and essential medicines).

Population ageing also tends to raise dernand
for long-term care. Thus far, lang-term eiderly

Integrating
primary
prevention
and primary
care of
elders
health
Issues

into the
primary
care
network
could also
be a cost
effective
mechanism.

care (secondary care) is not provided through
the public health systern. Those in need of such
care are looked after by family ar private care
givers. This leads to high cut-of-pocket health
spending by households. However, the NEHP
identifies long-term elderly care as a priority
area and proposes o establish a minimum of

= MOH (2017), National Eldery Health Policy. Ministry of Health, Colombao,
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two long-term elderly care institutions in gach
province.

While providing curative services, disease
prevention and health promaotion interventions
should also be carried out. At presenl,
awareness campaigns of ditferent forms (e.g.,
posters, seminars, drama, adverlisemenis via
printed and electronic media) are carried out
by hospitals and the public health system. The
same mechanism can also be used to make
the public more aware of risk faclors and lifestyle
modifications required, particularly on NCDs,
1o promote ‘healthy ageing'. In addition, public
health officers are an effective means to spread
knowledge on preparing for ‘active ageing’. At
present, the MOH conducts seminars on active
ageing for pre-retiree groups within the MOH.
The same can also be expanded 1o ather
sectors as well.

Accumulating physical resources is important,
but these can be used effectively with the
attitudinal changes Acceptance of the
conditions of ageing rather than viewing it as
another social crisis is important. To do se, a
comprehensive sccial marketing to change
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community attitudes or norms should be carried
out targeting school children, health service
providers, ather service providers (e.g., banking,
fransport, public service institutions, private
nursing care institutions, day cars/long-term
care cenlres, elc.).

Other sectors beyond health can also lower the
economic and social costs of population ageing.
Despite elders’ inherent physical inabilities,
environment and infrastructure facilities can
also influence the disability of elders.®®
Following to the WHQO approach on 'age friendly
cities', infrastructure systems and the living
environment need to be 'person-centfred’. As
such, transportation, housing and urban
development, information and communication,
recrealional areas, and health and community
services should be developed as elderly
friendly settings.”” Accordingly, Sri Lanka
essentially needs intersectoral action towards
developing an elderly friendly environment,
particularly with the involvement of ministries
handling transport and urban development,
road development, housing and censtruction,
etc.

ZOWHO (2011), Global Health and Ageing, World Heatth Qrganization, Geneva.
oOWHO (2015). World Repart on Ageing and Health. Word Health Qrganization. Geneva.
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15. Child Poverty in Sri Lanka

15.1 Introduction

educing child poverty and eradicating
extreme child poverly are important

nd urgent tasks for any country,
While
substantial progress has been made in reducing

including developed countries.

poverty globally, disaggregated data shows that
many children all over the world are still affected
by poverty and lag behind. It is important 1o
understand that child poverty differs from adult
poverty inthat it has different causes and effects,
The impact of poverty during childhood can
have adverse effacts on children, which are
irreversible.

Extreme child poverty can lead to an
intergenerational poverty cycle.! Itis hearening
to note that the global community has
recognized the importance of eradicating
exlreme poverty for all people everywhere and
reducing at least by half, the proportion of men,
women and children of all ages living in poverty,
in all its dimensions under Goal 1 of the SDGs.
It is also important to nota that far the first time
in glebal goals, child poverty has been
specifically recognized and targeted.

As such, it has become an urgent requirement
to have & closer look at the present status of
child poverty in Sri Lanka. This Folicy Brief,

based on IPS research,” will attempt to provide
an in-depth analysis on the extent of child
poverty based on different poverty lines,
disaggregated by regions and 'socio-economic
groups' or ‘population groups' using HIES 2012/
2013 data compiled by the DCS. The analysis
attempts to identity the lagging regions in which
poor and mest vulnerable children are |ocated
in Sri Lanka and to which population groups
they belong to. The analysis also dentifies the
types and extents of deprivations poor children
are facing. The analysis covers children under
19 years in order to capture all children in the
school going age.

15.2 Child Poverty in
Sri Lanka

In 2007 the UN General Assembly defined
children in poverty to be 'deprived of nutrition,
waler and sanitation, access to basic health
care services, shelter, education, participation
and protection, and that while a severe lack of
goods and services hurts every human being,
it is mest threalening and harmiul te children,
leaving them unable to enjoy their rights to reach
their full potential and to participate as full
members of the society’.” Based on this,

1 UNICEF {2014), “Chila Fovarty In the Post 2018 Agenda’ 1ssue Briel, UNICEF, New York.
2 Nanayakkara, W., and Y. Ellspola, Child Poverty in Sri Lanka and Related Issues. Working Papar Senes, Instilute of Policy

Studies of 5ri Lanka, Colombo {forthcoming).
? www.unicel org/media /mecia_38003 html.
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measuring child poverty can no longer be
lumped together with general poveriy
assessments, which often focus solely on
income levels. As such, it is necessary to take
into consideration a multi-dimensional
approach that looks at various deprivations in
regards to education, health and living
conditicns. When these concerns are combined
with income poverty, it covers all farms of poverty
and deprivations.

Thus, in assessing child poverty, it is important
to identify the socio-aconomic background of
children who are most vulnerable and poorest,
where they are located, what iypes of
deprivations they face, etc., to develop suitable
strategies to help such children get cut of
poverty and relaled deprivalions. If Sri Lanka,
is to achieve SDG Goal 1 by 2030, all forms of

Figure 15.1
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poverty (based on the national definition of
poverty) have to be reduced by half and extreme
poverty (based on the global paverty line),* has
to be eradicated not only for children but also
for people in all other age groups as well. To
achieve this, il is necessary to identify the
lagging regions and vulnerable population
groups, so that they could be accurately
targsted to ensure that no one will be left behind,

15.2.1 Children in Income Poverty
and/or Multi-dimensional Poverty

An analysis of available data show lhat some
children who are income poor (IF) are also
multi-dimensionally poor (MDP) and vice versa.
As such, children under 19 years who are living
in IP or MDP households are considered as
'poar children’,

Children under 19 Years: Income Poor and / or Multidimensionally Poor, and

Non-Poor - 2012/2013

Incame poor
children

A Multidimensionally not poor: 431,208 {or 77.5% out of
Incame Poor Childredn)

555,583 (8.6%)

All children
(under 19 years):
6,449,339

Chilidren not income
poor: i
5,893,458 (91.4%)

B: Multidimensicnally poor: 124,675 (or 22.5% out of
Income Poor Children)

C: Mulidimensionally not poor: 5,742 435 {or 974% out of
children not incame poor) [This group of children are
neither Income Poor nor Multidimensionally Poor)

\\ D: Multidimensionally poor: 151,021 [or 2,6% of the

children who are nol Income Poor)

Source: Authors computation based on DCS, Household Income and Expenditure Survey-2012/2013. Depariment

of Censuz and Statistics, Colombo,

4 US3 1.25 (2005 PPF) or USH 1.90 (2011 PPP) a day per parson recommended by the UM in Oclober 2015,
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Table 15.1

Summary: Comparison of Child Poverty for Children (under 19 years) Based on

Poverty Line/
Measure

Moderate Poverty-
52.00 a day (2005 PPP)

Moderale Poverty -
53.10 a day (2011 PPF)

Extreme Foverly -
S1.25 a day (2005 FPP)

Extreme Foverty -
$1.90 a day (2011 FPFP)

National Poverty Line
(PL) (Income Poverty)

If National Poverty Line
increased by 10%

If Mational Poverty Line
increased by 20%

Multidimensional
Poverty
Relative Poverty

Income Poverty and /
or Multidimenslonal
Poverty

Different Poverty Measures/ Poverty Lines (National and Global) - 2012/2013

Increase |Remarks
in Number

of Children

and Per-

centage

Increase

Equivalent Children Belo
Value in Rs. | the Specified
in 2012/2013| Line/ Measures
at National

Level (Per
Person Per
Month)

Hs. 4560.20

Number

1,508,302 Frevious International
Foverty line used fo
measure Moderate

Poverty (World Bank)

Rs.4490.00 1,145.065 178 Mewly recommendad
International Poverly Line
lo measure Moderale

Poverty (WB)

Rs.3100 00 4.6 Frevigus Inlernational
Foverly line used to measure
Extreme Foverty (WB) 2
MNeed to be brought to

zero level by 2030

295,039

Rs.2765.00 165,506 2.6 MNewly recommendad
International Poverty Line
to measure Extreme
Foverty (WB)  Need to
be brought lo zerc level

by 2030

Rs.3624.00 8.6 Mational PL usad to maasura
Incoma Poverty [NPL is
equivalent to S1.46 (2005

FPP) & 52.48 (2011 PFPP)

565,884

Hs.3886.80 791,829 12.3 236.045

(42.5%)

If the NPL is increased by
10% there will an increase
of 226,045 children

RS 4348.80 1,040,015 16.1 484,131

(B7.15%)

It the NPL iz increased
by 20% there will an
increase of 484 131
children

275,695 Combined deprivation
scora more than 33.3 %
Children living in house
helds below half the
MNational Median household
Income:Children in Relative
Faovarty

"Poor Children" in this
analysis I= based on this
measure. It covers "
Income Poor and! or
Multidimensionally Poor
Children”

851,708

- 706,204 1.0

Source: Authors computations based on DCS, Household Incoma and Expendilure Survey 2012/2013, and World Bank,

'povcalnet
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Of the estimated 6.5 million children under 19
years in Sri Lanka, only 8.6 per cent are found
o be IP (the balance 91.4 per centis not IP), Of
the IP, 22.5 per cent are MDP as well. The
balance 77.5 per cent is only IP (Figure 15.1).
Among the children who are nol IR, there ara
MDP children who too need to be considered
when developing sirategies to reduce poverty
and to eradicate extreme poverty. Out of the 5.9
million children who are not IF, 2.6 per cent is
found to be MDP. As such, all children whe are
in inceme poverty and /or multidimensional
poverty - i.e., all children coming under A, B
and D in Figure 15.1 - are considered as "poor

Figure 15.2

children' in Sri Lanka. Altogether, there are
707,000 such children, accounting for 11 per
cent of the total number of children under 19
years in the country.

Table 15.1 provides a summary on incidence
of poverty based on different poverty lines (both
national and global). It includes information on
the type of poverty line, equivalent value in Sri
Lankan rupees (in 2012/2013), per person per
month, number of children below the specified
poverty line, the headcount ar the percentage
of poor children based on each poverty line,
etc.

Percentage of Poor Children under 19 Years within Each Population Group and
Share of Poor Children by Population Group - 2012/2013
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Securce: Authors computation based on DGS, Household Income and Expenditure Survey-2012/2013, Department

of Census and Statistics, Colombo.
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15.3 Who are the
Poorest Children in Sri
Lanka?

It is important to identify children belonging to
what types of socio-economic groups (SEGs)
or population groups (PGs) are most vuinerable
and poorest. For this purpose, households were
classified into 12 PGs based on the occupation
ar the activity of the household head (Figure
15.2). The children in households affected by
IP, MDP or both IP and MDP were considered
together in-order to make the analysis simpler.
Any member in a household belonging to the
11 main PGs (the lasl category can be

gt ioral Forestry and
Fighory Labourets

Swiflpd &priculturd, Foresiry
and Flahery workesn

Py zevt e o piled to
WO

e soes engaged in
2= e R g
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disregarded as only 0.7 per cent falls into it)
given in Figure 15.2 is considered to be in thal
particular PG, Based on the above classification,
it is possible to identify the PGs with high rates
of child poverty in the country.

Child poverty is found to be highest among
households headed by the agricultural, forestry
and fishery labourers (25.9 per cent), followed
by non-agricultural labourers and similar
workers (19 per cent). Other PGs with
significantly high child poverty levels are
households headed by those who are unable/
ioo old to work (15.7 per cent) and skilled
agriculture, forestry and fishery workers (12.3
per cent). Itis important to consider nct only the
headcount or the perceniage
of peoor children within each
PG, but also the share of poor
children under each such PG
to get a clearer picture on
distribution of poor children,
amang the groups.

The highest share of poor
children I1s in households
headed by
forestry and fishery labourers
(23.1 per cent), followed by
non-agricultural labourers and
similar workers (16.4 per cent),
skilled agricultural, forestry and
fishery warkers (16.1 per cent),
persons unable/too old to work
(13.4 per cent), and persons
engaged in household work
(9.5 per cent). Foor children in
these five PGs account for 78.5
per cent of the 707,000 poor
children in the country in 2012/
2013

agricultural,
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The analysis clearly shows that almost 40 per
cent of poor children are living in households
headed by those engaged in agricultural and
related activities; 79.2 per cent of poor children
are in the rural sector and another 13 per cent
are in the estate sector. Agriculture is the main
driving force of the rural economy. As such,
sustainable poverty and hunger reduction are
inconceivable without growth in the rural
aconamies given that a large number of poor
children are living In households engaged in
agriculture and related activities,

15.4 Where are the
Poorest Children in Sri
Lanka?

It is important to identily the regions in which
pocrest and most vulnerable children are living,

Table 15.2

as it would oe uselul in developing suitable
strategies 1o reduce child poverty.

15.4.1 Child Poverty in Urban,
Rural and Estate Sectors

Out of the estimaled 706,902 poor children
under 19 years in Sri Lanka, 79.2 per centis to
be found in the rural sector, while 13 per cent is
in the estate sector. The balance 7.8 per cent is
in the urban sector (Table 15.1). The estate
sector has the highest incidence of child poverty
(27.1 per cent), followed by the rural sector {11.2
per cenl) and loweast in the urban sector (5 per
cent). In the estate sector, the incidence of MDP
(18.2 per cent) is higher than the incidence of
IP (13.8 per cent). This indicates that living
conditions and access to services for the
children in the estale sector need to be
impraved further if child poverty is to be
reduced.

Number of Children (under 19 years), Number of Poor Children, Shares of all
Children and Poor Children and the Headcounts by Sector - 2012/2013

= = T ”:
gE 2 £E2 | 8£¢
533 |68 |28
— o = = = 0
£ @2 T TS £ m =
0O9% = 2 [T 1T}
= = D= = i i
nel e8| REg
= I T = o o=
W T £ =5 o 00
858 (258 | 5%
2o waa | 2z=8
1 2 a 4
Urban 1,067,070 17.0 54,937
Rural 5,011,208 i 550,529
Eslate 341,061 5.3 92,438
Sn Lanka f,449 339 100.0 706,902

Notes: a:Childeen who are IP and/or MDP.

Poverty Headcount (% Poor Children

5 (under 19Years) within each Sector)
L ¥ - oL
2 =
£ - = -
o, x5 = == E
— i _—
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e55| 82 SN
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5 6 7 a g
7.8 5.0 2.3 2.1 0.5
79.2 11.2 75 16 2.0
13.0 271 8.9 13.3 493
160.0 1.0 6.7 2.3 19

Source: Authorz computalion basad on DCS, Household Income and Expenditure Survey-2012/2013. Dapartmant of

Census and Statistics, Colombo.
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15.4.2 District Variations in Child
Poverty

As 11 per cent of the children in the country are
affected by IP and/or MDP, it is important to know
how they are distributed among the districts
given signilicant regional variations. In some
districts, the incidence of child poverty is very
much higher than that at the national level.
Howaever, it is important to note that it is
necessary to look at not only the child poverty
headcounts. but also the absolute numbers or
share of poor children in each district, when
developing strategies to reduce child poverty
(Figure 15.3). Some districls with a high
incidence of child poverty may have only a small
number of poor children while some districts
with a low incidence of poverty may have a large
number of children affected by poverty.

Figure 15.3

The Balticaloa district with 63,000 out of the
706,302 poor children under 19 years in Sri
Lanka has the highest share (8.9 per cent) of
children affected by poverty. The incidence of
child poverty or the poverty headcount is also
high (29.3 per cent) in this district, thus making
it the worst district. Although the incidence of
child poverty is highest in Mullaitivu district
(37.5 per cent), followed by Mannar (32.7 per
cent), the shares of poor children in these two
districts are 1.9 and 1.6 par cant, respectively.

Apart from Batticaloa, other districts with large
numbers of poor children are Ratnapura (7.7
per cent}, Badulla (7.7 per cent), Galle (6.4 per
cent), Nuwara Eliya (6.1 per cent), Kandy (6.1
per cent) and Monaragala (4.9 per cent). Thus,
Figure 15.3 clearly shows the impartance ol
considering both the poverty headcount and

Income Poor and/or Multidimensionally Poor Children under 19 years: Share

and Headcount (Bar) by District - 2012/2013

e

= = Foor childi nwithin each dis e ior beadcount )

====_r=== Sha aal poor (IF and'or MOP) ¢hildien iunder 19

= 400 10.0
g =
g 350 1 &3 . a0

= f K =
j? st L 27) _?.?- 48 g
k-1 3 . — 0 =

i A &
T 250- g1 (e84 i ! it Las 5
T 200 - Fiod L o] 1 ; 4:.,-. VP ED
S LA e 450 iy 10 ! ' @
P 150 - t‘t : L 1.3'1' L % ‘. 36) | .4"3 2
&= .-3" ) .' : ] [ ! 32 29.—_ 3o @
g 10.0 54—
& S i
5 50 - 13 1.0
: AR lerly |I '
5 o0 oo
-

g L S -ﬁ"‘&qi“f” ﬁgﬁ-c? & 3
5 aﬁs‘*ﬁ Lk L”i&“’* ¥y *33 tﬁﬁwf é“f’@ ﬁ@“ﬁﬁ il
# O & o

Notes:

Poor Chiidran defined as those who are |P andior MDP

vearsioulol the 1ok |

Source: Authors computation based on DCS, Household Income and Expanditure Survey-2012/2013. Departmant of

278

Census and Statistics, Colombo



STATE OF THE ECONOMY 2017

The Batticaloa
district with
63,000 out of
the 706,902
poor children
under 19 years
in Sri Lanka
has the
highest share
(8.9 per cent)
of children
affected by
poverty. The
incidence of
child poverty
or the poverty
headcount is
also high
(29.3 per cent)
In this district,
thus making
it the worst
district.

the share of poor children in each district when
developing strategies to reduce child poverty
throughout the country.

15.5 Access to Edu-
cation and Children Not
Attending School

Although education is free for all children in Sri
Lanka, poorer children face various difficullies
in continuing their education for a full period of
13 years in school. Data show that a significant
number of children leave school education after
the compulsory age for scheoling (5-14 years).
Datza also show that it is not only the poor
children who leave school education early, but
some of the children in the non-poor category
as well. Of a total 3.5 million children in the age
group 5-14 years, 391,461 (or 11.3 per cent)
are poor. Of them, 6.2 per cent are not attending
schoe! (Figure 15.4). Although the percentage
is relatively low, it also shows that poor children
are nearly eight times more likely 1o not atiend
school than the non-poor children in the same
age group.

Many children leave formal school education
after 14 years of age, as the compulsory age
group for schocling in Sri Lanka ends after
completing 14 years. Although it had been
recommended that the compulsory age should
be increased to 16 years, it is still to be
implemented. It is obsarved thal 23.8 per cent
of poor children aged 15-16 years are not
atiending school, indicating that nearly one-
fourth of poor children who should be in school
in this age group have left school education,
even without attempting O-Levels (Figure 15 .5).
Poor children in the 15-16 age group are almost
three times more likely to leave formal school

279



STATE OF THE ECONOMY 2017

Figure 15.4
School Attendance of Children in the Compulsory Age Group (5-14 years)
for Schooling: Attending / Not Attending School - 2012/2013

L! Chidren in the compulony 302 group (514 vears ) lor Schooling = 3457251
|

I ! |
= Mor Foor Thikden; 3 078,800 (88, 75 | ~ Pmrﬁhi“'e": 1,48 011.3%

| |

I 1 L : 1

| I = 1

“AtendngSohoo | | | Mot anendingschoot | ||  Aierding School Mt atiereing Se bl
L ‘ g \ | :s*m{ar?oﬂ | &A% for mm_| ~  2a276for

J60072 (or 90.7%)

Source:  Authors computation based on DCS, Household Income and Expenditure Survey-2012/2013. Department
of Census and Statistics, Colombo

education, compared to non-poor children in 17-18 years, showing that they are leaving
the same age group. The percentage increases school after Grade 11, either completing or
to as high as 64.7 for poor children in the ages without completing O-Levels.

.......... 8384
httending School
........... b.2%
Not attending S¢hool
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Figure 15.5
School Attendance of Children in the Age Group (15-16 years): Attending/Not

Attending School - 2012/2013
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Source:  Authors computation based on DCS, Household Income and Expenditure Survey-2012/2013. Department
of Census and Statistics, Colombo

Figure 15.6
School Attendance of Children in the Age Group (17-18 years): Attending /Not

Attending School - 2012/2013

|—i Chidren aged 17-18 vears: 543,37
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Source: Authors computation based on DCS, Household Income and Expenditure Survey-2012/2013. Department
of Census and Statistics, Colombo

Poor children in the age group 17-18 years are not only poor children who leave formal school
twice more likely to leave formal education education after 16 years of age, but also nearly
compared to non-poor children in the same age. one-third of non-poor children as well, which
From Figure 15.6, it can be observed that it is need the attention of policy makers.

281



STATE OF THE ECONOMY 2t

Poor
children

in the
15-16 age
group

are almost
three times
more likely
to leave
formal
school
education,
compared
to non-poor
children

in the
same

age group.

15.6 Policy Recommen-
dations

Poor children who need the highest priority:
They are to be found in households headed by
persons engaged in agricultural and related
activities, either as agricultural workers or
labourers, nen-agricultural labourers, persons
unatle tc work or too old to work and persons
engaged in household work, are the most
vulnerable, They account for nearly 80 per cent
of the total number of poor children in Sri Lanka.
Imporiance of agriculture: The largest proporlion
(36.9 per cent) of the poor in IP or MDP and
nearly 40 per cent of poor children are living in
households engaged in agricultural and related
activities. As such, sufficient attention needs to
be given to improve the agricullural seclor in
order to improve the living conditions of the
people engaged in agriculiural and related
activities and their families. To achieve this, it
would be necessary to increass the agricultural
productivity by improving extension services,
introduce new technology and farming
technigues, which helps farmers; provide
necessary advice and assistance to setup agro
based industries, which could create new
employment opportunities for rural youth;
continuously improve rural infrastructure and
marketing facilities, so that the farmers could
easily find markels for their produce.

Need to reduce persisting income inequality
in 8ri Lanka to reduce child poverty: Income
inequality in Sri Lanka is high and has remained
more or less unchanged for more than three to
four decades. While the share of household
income of the poorest 10 per cent of households
has remained less than 2 per cent, the
corresponding share of the richest 1D per cent
of households has remained around 38 per
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cent.® Data indicate that 81.5 per cent of poor
children are in the first per capita expenditure
decile and another 7.5 per cent are in the second
decile. For sustainable reduction of child
poverty, as well as overall poverty levels in the
country, it is necessary lo reduce income
inequality. As such, developing the rural
eccnomy, crealing accessible, productive and
rewarding jobs in all regions, including in the
rural sector, without any discrimination, is the
key tc minimize poverty and reduce inequality.

Quality education for all to reduce poverty:
Education reduces poverty, boosts economic
growth and increases incoms. Education is ane
of the most important investments a country can
make in its people and its future. Quality
education provides children with knowledge
and life skills needed to realize their full
polential. Equal access to quality education io
all, plays a key role in eradicating poverty and
it plays a central role to give the poor children a
better chance of decent and fulfilling life.

Compulsory education up to 14 years of age
has benefitted the children in Sri Lanka which
helped in achieving near universal primary
aducation. While 98.6 per cent of the children
(5-14 years) attend school, 6.2 per cent of poor
children in this age group are not attending
school. Alter 14 years, significant numbers of
poor children are |leaving formal school
education. Poor children aged 15-16 years are
nearly three times more likely to be leaving
schocl education than non-poor children in that
age group, which indicate that they receive
education only up to Grade 8 or 9. After 16 years

of age, nearly two-thirds of pocr children leave
school education, either completing O-Levels
or without completing. Increasing the
compulsory age for schooling to 16 years which
has been discussed for many years will bensfit
poaor children as they will then have at least 11
years of education.

Although education is free for all children, a
significant number of poor children leave schoaol
education after 14 years. One solution could be
lo develop an independent and veluntary
sponsorship programme to help poor children,
without any political interference, so thal richer
persons who are interested and willing to help
such children could do so. As these children
are living with their parents, it may not be easy
lo make suitable arrangements, like in the case
of well organised institutions like 'SOS
Children's Villages, where volunteers and well-
wishers could easily sponsor a child directly.

Importance of precise targeting in social
protection programmes: The analysis clearly
identifies the socic-economic groups or
population groups and the regions in which
most of the poor children are located. They are
the most deserving for assistance under social
protection programmes. As reduction of child
poverly or eradicating extreme child poverty
may also depend on precise targeting of most
vulnerable groups, welfare programmes like
Samurdhi may need to be streamlined to
include the poorest groups.

" Can Sri Lanka Eradicate Poverty and Reduce Income Inequality by 2030, Wimal Nanayakkara, 2016,
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16. TRIPs Agreement and Food
Security: A Sri Lankan Perspective

16.1 Introduction

ood insecurily is a major challenge for

Sri Lanka.' According lo the food a5

insecurity classification adopted by the
World Food Programme (WFF), 0.5 per cent of 1sed
households were found to be severely food ==
insecure, 11.8 per cent moderately food
insecure and 87.6 per cent food secure in Sri
Lanka in 2011.2 Wilh food security defined as
‘when all people at all times have access to
sufficient, safe, nutritious food to maintain a .
healthy and active life',> the supply aspects of PDAtenis
food availability becomes important. Food
availability is mainly determined by domestic
lood production and food imports. Domeslic food
production 1s determined by a number of factors
that include the availability of quality seeds and [l o L
planting materials and the penetration of traditicona
technology within the agriculture secter. These I
in turn, either directly or indirectly, can be kKnowledge
influenced by prevailing Intellectual Property .
Rights (IPRs) regimes.

The imporiance of IPRs - prolection granted to
creators of Intellectual Properties (IPs) - has
increased over the |asl three decades in a [T,
number of fields in agriculture, including \M19).
agriculture biotechnology, plant variety

! See Chapter 11 on "Tackling Food Insecurity: Achievements and Challenges Ahead”,
2 UMICEF {2012), National Micro Nutrent Survey 2012, United Nations International Childran's Emergency Fund, Celambo.
* World Food Summil, available at @ hitp:/fwww.tao.orgiwfs/index en.him
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pratection, and plant breeders’ rights.* Widely
used IPs in agriculture are patents, plant
breeders' rights, traditional knowledge and
geographic indications (Gls). These seak o give
incentives - mainly to private sector actors - to
develop seeds and other planting materials with
the aim of impraving both agriculture productivity
and production, and thereby also raise food
security within a country. The WTO's Trade
Relaled Intellectual Property Rights (TRIPs)
Agreement is the main agreement that provides
due recegnilion to IPRs.> As such, this Policy
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Brief aims to examine the implications of the
TRIPs Agreement on food security in Sri Lanka.

16.2 TRIPs Agreement
Relating to Agriculture
and Food Security

The TRIPs Agreemenl protects seven
categories of |Ps, namely: copyrights,
geographical indications, industrial designs,
patents, trademarks, and undisclosed or
confidential information. WTO members are
reguired to ensure that their laws comply with
minimum standards laid down in lhe TRIPs
Agreemenl.® Countries can enforce IPR rules
and regulations through civil and
administrative procedures or
procedures in their respective jurisdictions,

criminal

The most important section in the TRIPs
Agreement with regard to agricullural is
concernad with patentable subject matters.
Accordingly, members may exclude plants and
animals from patentability, but should grant
patents on microorganisms and processes for
non-biologically or  microbiologically
developing plants and animals. Further,
members must grant some form of protection
towards new plant varieties by either patents
or an effective sui generis system,” or a
combinalion of the above two. The TRIPs
Agreement excludes patentability of ‘plants and

¥ Cullet, P (2003). Food Security and /PR3 in Developing Couniries, IELRC Working Paper, International Environment Law

Resaarch Center (IELRC), Switzerland.

“ In addition, there are a few other international conventions which provide protection for plant varieties, seeds, farmers, etc.,
and contribute towards food security such as the International Convention for the Protection of New Varigties of Plants
{UPCV Convention) and the Convention on Bio Diversity (CED).

¢ Devaloped countries had to implement TRIPs within one year of coming into force of the Agreement on 1 January 1895,
whereas developing countries had a grace period of four years (i.e., by 1 January 2000 which was later extended to 2008),
and least devaloped countries have a 10 year ransition period which could be extended for a further period.

! Defined as its own kind. indicaling that countrias have the flexibility to put in place a protaction regime appropriale to their

local contexis and needs.
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animals’ including transgenic plants ® animals,
planting malerials, etc. According to the
Agreement, agricultural innovations could be
protected either by grant of a patent and/or by
grant of a plant variety right thraugh a sui generis
law.

The International Convention for the Protection
of New Varieties of Plants (UPOV Convention)
is the only IP treaty which directly focuses on
agriculture. The plant breeders' rights modsal|
developed in the UPQV Convention is seen as
an acceplable sui generis system that fulfills
the requirements of the TRIPS Agreement in
this fiela.? Further, in 2001, the Doha Declaration
axtended the discussion on patentability,
staling that the TRIPs Agreement shculd also
consider the relationship with the UN
Convention on Convention on Bio Diversity
(CED), the protection of traditional knowledge
and folklore.® Gls are also important IPRs in
the context of food security. Gls provide
protection for specific products, geographical
area or a region. Al present, TRIPs offers a two-
tier system cof protection; all Gls are protecied
under the general regime whereby rights of
holders are protected against designation or
presentation of their specialized knowledge.

In general, the legal oretection offeraed by IPRs
under TRIPs is one of the most imporiant
incentives for private sector involvement in agro-
biotechnology. TRIPs are thus essential in
enhancing participation of the private sector in
the development of improved seed and plant
varieties which produce higher yislds and

The
International
Convention
for the
Protection
of New
Varieties

of Plants
(UPOV
Convention)
is the only
IP treaty
which
directly
focuses on
agriculture.

. Transgenic plant or an animal welatas o an omganizm thal conlains ganetic matarial inlo which DNA from an unralated arganism

has besn artricially introduced.

2 Gullet, B (2003}, Food Security and Inteflectual Property Righis in Developing Countries, |ELRC Working Paper, Internaticnal

Environment Law Raesearch Center, Switzerland.

" QMIPRI (2004), The Relaficnship between Intellsctial Property Rights {TRIFz) and Food Security, Queen Mary Intellectual

Proparly Resaarch Institute. LK.
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thereby help support focd security needs of a
country.

16.3 TRIPs in Food
Security: Global Imple-

L were introduced
mentation and Trends : _
into agriculture.
Three decades age, IPRs were not very popular

in the field of agriculture because agricultural First, a number
management in many countries was on the
of developed

basis of a free exchange of germ plasm and

Two main
stages of IPRs

knowledge, a system wherein IPRs did not fit countries
well.'"" Further, it was generally recognized that
agriculture was substantially different from other d d 0 pted [ P

fields of technelegy as it deals with farmers who
save seeds from previous crops. IPRs were

protection for

gradually introduced into agriculture in two main p lant varieties
stages. First, a number of developed countries ) i )
adopted IP protection for plant varieties (plant which is derived

bresders’' rights) which is derived from the

patent model. Second, with the development of from the patent

agro-biotechnology, a number of developed model. Second’
and developing countries adopted patent
protection for bictechnology. a number of

developed and

Whilst a number of developed and developing

countries have attempted or are in the process dEVE|0ping

of implementing different strategies concerning .

both IPRs and food securily, developed countries

countries introduced IPRs in agriculture well adopted patent
before developing countries.”™ [t is also not

practical to compare them in implementing IPRs p I"Otecti on fOf

strategies for agriculture as the socio-aconomic
conditions of developing countries are
significantly different to those of developed
counfries, ™

biotechnology.

T jbid.
W Correa, CM. (2012), TRIPS-Related Patent Flexibilities and Food Sacurty: Policy Guide, International Centre for Trade and
Sustainable Davelopment, Switzerland.

5 Cullet, P, (2003), Food Security and Intefiectusal Property Rights fn Developing Countries, IELRC Waorking Paper, International
Envirenment Law Research Center, Switzarland.
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As genetic engineering took-off, there was a
marked shift in approaches towards genetic
material and related knowledge with regards to
IPRs. This occurred initially in the US which was
the first country to accept the patentability of
artificially created lile forms. Thereafter, the
patentakility of plants was accepted.
Furthermore, the US Patent and Trademark
Office granted the first patent for a transgenic
animal in 1998."* Theses trends were followed
by Europe, whereby most developed countries
ioday provide patenl prolection for every
innovation relating to agriculture and the food
sector.

Some developing countries too have
incorpcrated IPR laws and strategies to their
national policies as well as signing on to several
international treaties. Fer example the Indian
Patents Act includes a new requirement
concerning the disclosure of geagraphical
origin of biological materials used in an
invention. To protect traditional knowledge of
its people including in agriculture, the
Philippines adopted a framework in their
Indigenous Peoples Rights Act. More recently
in 2016, Kenya alsc passed an Act to protect
Traditional Knowledge and Cultural
Expressions of its people.

Box 16. 1 illustrates four country examples,
including two developed countries (Australia
and the US) and two developing countries
(Thailand and India) of IPR systems and their
protection methods relating to the agriculture
sector and food security.

W fbial

In summary, IPRs tend to facilitate control over
seeds and related knowledge on agri-
businesses. In general, farmears have to pay
fees to acquire protected seeds together with
the associated restrictions on saving, replanting
and selling savad seads. Howaver, it is essential
that farmers should retain control over plant
varieties so that they may conlinue to innovalte,
improve and adapt varieties.

16.4 TRIPS, Agriculture
and Food Security:
Where Are We?

Sri Lanka passed its Intellectual Property Act
MNo0.36 in 2003 to comply with the TRIPs
Agreement to replace the Intellectual Property
Act No. 52 of 1979, The new Act introduced
several types of property rights including copy
rights, relatad rights, expressicn of folklore,
industrial designs, marks, patenls, unfair
compelition, undisclosed information,
geographical indication, etc. The Act states that
‘olants, anirals and cther micro-crganism other
than transgenic micro-organism and an
essentially biological process for the production
of plants and animals other than non-biclogical
and microbiological processes shall not be
patentable'. However, an invenlion can be
patentable if it is new, involves an inventive step,
and is industrially applicable. Thus, new plant
vareties can be identified as a new innovation
and can be patentable.'

" Hirimuthugodage, D.and P.A. Samaratunga (2016), Intellectual Property Righis (n Protecting New Plant Varieties and Farmers'
Traditiona! Knowledge. The Case of Rice in Sr Lanka, Waorking Paper Series No: 24, Institute of Palicy Studies of Sri Lanka,

Colomba,
288



Box 16.1
Country Case Studies on IPRs Relating to Food and Agriculture
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Australia

Farming in Australia i1s highly industrialized. Ap-
proximately 70 per cenl of Australian farms are
still family owred and many farmers are becom-
ing "out workers' for large agribusinesses by pro-
viding specific good or services for such busi-
ness. Al present, 70 per cent of R&D of new plant
varieties in Australia is undertaken by public or-
ganizations and most of them are fundad by li-
cansed foraign and local sgeds companies.
Australia's IP regime which is relevant to agricul-
ture |s consistent with:

+ |nternational agresments 1o which it is a
member, in particular WTO THIPs Agree-
meant and lhe UPOV Ths most imporiant
forms of domesiic plant IP protection are
plant breeder's rights and patents.

+ Plant Breeder's Rights Act 1994

Thailand

There are thraa types of farmer groups in Thal
land: crop farmers, fruit growers and orchid grow-
ers. Rice and corn farmers are prominent in crop
tarming. Earlier farmers used tradifional varieties
of rice and corn but many farmers today have
moved to hybrids as traditional variaties have
been unproductive. In Thailland, plant breeding is
underlaken by both public and private secltors. Al
presenl, the Rice Hesearch Inslilule within the
Miristry of Agriculiure and Cooperatives controls
overall rice reseaich and development in Thai-
land. Almost all new varielies used have come
from the public sector. The government is reluc-
tant to encourage private sector involvement in
rice research because of the presence of mulil-
natlonal companies. At present, sead companies
are selling seeds to the subsidized market and
the opan market.

The most imparlant legisiation for plant prolec-
tion in Thailand is:

*« Plant Pretaction Act 1999, which Is based

on the UPOV Convention 1878, protecting
both new breeds of plants and local plants

Souroce: Warld (nteliectual Property Office, Genava,

usa

There are two farming sectors in the US, namely,
family farming' and ‘corporalion farming'.

Three lypes of prolecticn are available for plant
varafies:

= Plant Variely Protection Act 1970
= Plant Patent Act 1930
= Llity Patents under the general patent law.

I'he first two are patent legislabon that cifers pro-
tection for plants and the third one provides protec-
tion in the form of plant breeder right

India

Framing in [ndia is predominantly subsistence farm-
ing and the farming community is lhe |argesl seed
preducer, providing about 85 per cent of the country's
annual raquirament of over 6 milllon tons of sead
Both public and private sectors are engaged in R&D
in breeding varieties. The Indian Agriculture Research
Institute is one of the meost important govemnment
organizations in developing plant varieties. It has
davaleped a number of hybrid varieties, grains and
vegetables using crop improvement and genestic
engineering lechnigues, In addition to public sector
organizalions, India has a number of non-profit
NGOs whose cbjective is to produce varieties for
public good

= Proteclion of Plant Vareties and Farmers'
Rights Act, 2001.

India's Act allows four types of varietles to
be registered reflecting the interests of
actors: New Variety, Extanmt Variety, Essen-
tially Derived Variety and Farmers' Variety.
mis Act grants the protection for Indian
breeders and farmers the right to claim IP
over their varieties.
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Sri Lankan farmers mainly use two types of rice
seeds. A maijority of farmers (nearly 80 per ceni)
use rice seed produced by themselves from
their previous crop or borrow from neighbouring
farmers. Farmers are aware of the importance
cf good quality seed for high productivity, thus,
they try their pest to obtain quality seeds.
According to the provisions of the National
Seed Policy of 1896, the private sector can also
be involved in seed production and marketing,
However, with regard to the rice sector, the
government and farmers are primarily involved
in the production of rice seed. There are nearly
800 farmers engaged in rice seed production
with a majority of them being contract seed
growers of the Department of Agriculture (DOA)
In the past. As such, they possess the technical
know-how to produce qualily seeds and are
recognized as good seed producers at the
village level.

The DOA is the main institution respansible for
breeding new varieties and developing crop
protection metheds in Sri Lanka. Privale sector
participation in seed production and
distribution were introduced after the enactment
of the Seed Act No. 22 of 2003, The DOA
ancourages farmers to produce their own seeds;
by doing so, farmers save money that would
ctherwise be spent on purchasing new seeds
and also save time searching for new varieties.
Moreover, the DOA provides extension services
for farmers on new saeds and suitable varieties
for their cultivation. However, in order to
improve productivity and thereby to increase
agriculture production, new seed varieties, new
crops, new technology, etc., need to be
identified.

The DOA

is the

main
institution
responsible
for

breeding
new varieties
and
developing
crop protection
methods

In Sri Lanka.

In 2013, 54 per cent of R&D investments
onginated from the government and 40 per cent
from the private enterprises.'® Nearly 28 per
cent of R&D expenditure was spent on
agricultural activities and higher percenlage of
that spenl on seed variely improvements.
Cemmodity-wise, a higher percentage goes to
plantation crops, although a substantial
percentage goes to rice crops as well. Overall,
investments on R&D remain insufficient to
improve productivity levels of the main food

* NSF, R&D Survey 20M35, National Science Foundation, Colombo.
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Sources of R&D Investments and Its
Allocations in Agriculture

Higher percentage spent on

e B EEL LS LS LR seed variety improvements
o - Foreign g

L0458 - Private |
Enterprises

r

.07 Agricultural Activities

crops. Protecting farmer's traditional knowledge previously, traditional knowledge could also be
in developing new seed varieties is important. protected through GI. However, Sri Lanka has
Sri Lanka's 2003 IPR Act offers a sui generis not yet used Gl to protect any food crops.

form of protection to folklore. Moreover, as stated

Figure 16.1
Production of Major Food Crops
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Source: DCS, "Agriculture Data Base", Department of Census and Statistics, Colombo.
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Table 16.1
AverageYield (mt/ ha)

Average Yield ( mt/ ha)

Rice &4

Big onions 13.2
Black gram 0.7
Cowpea 11
Grean gram 1.2
Ground nuts 18
Kurakkan 1
Maize 2.7
Red onions 1.8
Soya beans 1.6

Source: CBSL, Annual Repor!, vancus years,

Thus, despite the TRIPs Agreement offering
several options to improve agriculture
production and productivity by ensuring
protection for farmers, plant varieties,
investments on R&D. etc., Sri Lanka has not
been successful in laking full advantage of it
due to several gaps as explained above. The
continued use of less improved varetias, lack
R&D,
commercialization, etc., have resulted in low
production and productivity of most of the
domestically grown crops. Recent trends in

cf investments iIn lack of

lecal production and yield levels of same
selecled plant-based food show that
productions of all crops are stagnating (Figure
16.1). Moreover, the yield levels of some
selected crops are also stagnant (Table 16.1).
Such trends, pose risks to ensuring food securily
in the country.

16.5 Way Forward

As a member of the WTO and a signatory to the
TRIPs Agreement, Sri Lanka is required to

282

4.3 4.3 4.3 4.4
15.5 16.5 14.8 159
09 0.8 0.8 1
1.2 1.3 1.3 1.3
1.2 1.3 1.2 1.3
19 1.8 18 1.6
1.2 1.2 1.2 1.3
3.4 31 36 3.7
12.1 12.1 12.9 12.6
1.1 17 1.7 1.8

implement the stipulated rules and regulations,
to be in line with it. However, the TRIPs
Agreement has not imposed restrictions on
selecting protection methods, giving countries
absolute discretion in selecting the most
suitable methods lor their economies and
agricultural systems. Therefore, countries have
an oppertunity to formulate their own systems
based on current circumstances and future
priorities.

In complying with the TRIFPs Agreement, Sri
Lanka passed an IPR Act in 2003. However, the
Act has excluded patent protection for animals
and plants which can be considered as most
relevant to the agriculture sector in relaticn to
increasing production. Thus, it is important to
provide protection for plants and animals by
way of sul generis system following UPOV and
CBD Conventicns.

Presently, most farmers in Sri Lanka depend on
hybrid vaneties of seeds for higher yields. Thus,

providing opportunities for new plant breeders
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by proiecting their rights is most vital in
achieving higher agricultural productivity. An
effective and productive IPR system is
considered as an important element for
agricultural advancement.

Sri Lanka drafted a Protection of New Plant
Varieties Act in 2000 which was subsequently
not implemented. Once again in 2011, the
Ministry of Agriculture with the Intellectual
Property Rights Office drafled ancther Protection
of New Plant Varieties Act which is also lost in
the Bill stage.

As a developing country, Sri Lanka must take
advantage of the arrangements provided by the
TRIPs Agreement and adopt a sui generis plant
variely protection law which will support the
development of the indigenous agriculture
secter and subsistence farming communitias to
improve agriculiure production. The most
feasible option would be to adhere to the UPOV
Convention when passing an Act, which will in
turn allow larmers 1o save and rause seeds
cbtained from cultivation of protected varieties.

Further, as mentioned abave, developing and
improving plant varieties requires freedom to
undertake research and breeding where
patented materials are involved. Thus, the IPR
Act needs to make available laws to permit the
commercialization of the newly cbtained
variglies and provide an assurance to private
investors that their investments are secured. In
addition, to protect IPRs, a strong institutional
system Is also required to make agricultural
R&D more effective and attractive amongst
privale inveslors, especially 1o help attract new
technology and more foreign investments to
the sector.

Simultaneously, it is vital to implement a recent
draft policy on traditional Knowledge and
cultural expressions. Il has also been
suggested that Gl may be of particular interest
to countries like Sri Lanka when achieving, a
comparative advantage in agricultural products,
processed foods and beverages. However,
these benefits should be weighed against the
expenses of enforcement actions of Gl
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Appendix A: Macroeconomic Indicators (Statistical Base)

Table A1: Socio-Economic Indicators

Basic indicalor
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Uil 112012 2013 2014 215 2016le)
7. Exlemal Irade
Terms of rade: ‘o change -1.3 4.6 4.3 27 3.7
Impon price index ' change 5.8 ~L7 -1.5 -11.8 5.1
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Table A2: Gross Domestic Product (GDP), Mid-year Population (POP), Per Capita GDP
(PGDP), and their Growth Rates, 1994-2016

Conslanl Prices (c) Growlh Rates
GDP PCDP POP(h; corp PGDP POP
Rs. mn. Ks.mn. {'000)
1994 L3606 1.3 33,532.0 17891 5.6 4.2 1.4
1993 L0420 ELFR-H R B3 33 1.4
1990 L45,934.0 379345 18,330 38 2. 13
1997 7397630 39,8407 18568 3 50 1-3
1938 T74, 7900 41,247 7 18,754 4.7 33 12
1999 B3, 240.0 42.419.2 | 505 4.3 2.1 1.4
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2016d ERG R EITRY 423,035.4 21,203 4.4 a2 13
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are based on 2010 prices,
(hi: From 2007 ligures are based on Census of Population and Housing - 2001,
Froom 2002 figures are based on Census of Population and Houwsing- 2012,
From 20 4Hfigiures are provisu nal.
Ik From 2003, data are based on GDF estimates comgpiled by the Depariment of Census and Statistics and from 2010 omwards
rebased G eslimates (base vear 20000 have been usad,
fefl: Prevvisional.

Source: Central Bank of S Lanlc, Annnal Report, various issiwes.
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Table A6: Labour Force Participation of the Household Population
All Island, 2004-2016

Household Labwwir Labour Lahour force
population force iorce Employed Unemployed
(10 yrs. & over) participation
No, . [N, i, ralei) MNo. . Rale o, N, Rale
200
ql ik} 10.3 B0 44,0 73 9.4 oz 4.1
02 (e 165 a0 42.6 A .0 0.7 a0
o el 10,7 o 478 73 B2 0.7 4.3
a4 (e 0.7 B2 EHA 75 1.4 07 .2
200510 169 ’ 48,3 75 923 6 T
OO (el
ql 148 76 1.7 7 928 0.5 7.
02 148 7.5 311 7l 9.7 e o
q3 15.0 70 0.7 A 930 0.3 0.4
4 15.0 76 310 71 n7 05 63
20070d;
gl 15.0 75 EER] U 9.4 2.3 0.
2 15.0 74 49,0 6.4 7.5 0.5 f.3
qd 150 75 30,2 71 944 (4 5.6
i 15.1 76 301 7.2 .5 04 i
2008 (a0
ql 163 LA 44.1 70 G449 (nd 5.1
02 163 B0 49.0 76 4.5 0.4 b
q3 {Li%%] B2 3.3 7 9.3 04 3.3
o4 104 B2 49.7 7 930 0.4 54
200¥ia)
gl 106 B2 9.2 77 94,5 03 5.3
02 16.5 v 483 7.5 A 3 f2
nd 6.7 #.1 48.7 7h 49 Y 59
aqd 1060 B.1 4.5 70 943 0.3 5.7
20101(a)
ql 109 & 48,2 77 3.0 (4 50
ol 10,8 LA 474 75 Y93.b U4 54
al 168 o 74 Th 95.1 4 49
17.0 B3 4.8 74 95.5 (4 4.5
2007 (4
ql 149 L 4.0 78 957 03 4.3
gl 17.2 B3 4.3 LA 95.4 (4 4
al 171 B2 421 79 %1 03 39
i = . = a a . .
012e
aqlif - - - - - - -
q? 178 B3 46,4 74 90,1 03 35
ol 178 f4 472 B 0519 03 4.1
g4 181 8.7 4.1 HiR 96,1 3 35
2013 el
ol 164 29 342 a5 954 04 456
g 104 ] 3.2 b3 3.6 (a4 4.4
ql 16.4 25 318 a4 Y6 04 44
4 164 a7 330 B3 951 14 4.1
201418
i1 164 e 334 A4 5.9 04 41
g 14.5 L] 330 e 95.5 (04 4.5
03 16.0 BY 33.2 b5 954 (4 %]
o4 | L8] R 32.9 a4 956 04 4.4
201518
qt 166 9 316 B85 953 04 47
2 166 5.0 543 B 955 04 45
uE] 0.7 q.0 EEN: ] L 950 03 5.0
md 167 RY 36 BA 9.7 4 43
20161
qil 154 83 3.1 .o 95.8 0.3 4.0
02 154 B2 313 78 954 04 456
qd 15.0 B4 53.8 LA 3.3 0.4 4.3
a4 15.5 2.4 3.0 all 18 3 4.2

Notes Upto4* quarter 2002, data excluedss both Northem and Eastern provinces,
i Including kastern provinee butexcluding Norhern provinge,
Exc'|L|r.|ir|g'|.l'auur|i.a‘|\11llhil'ivu Kilinichehi districts,
Quanerly ldhour fogce survey was conducted a5 2 one off survey in August 2003,
Excluding Morthem & Eastern provinees,
Allihe districts are included.
Labwesur Foree Suney was not concucted for this quarter,
Al persons of age 10vears and over are considered (o be in the working age (Labour Force) , before 2003, However, (his was
changed as age 15 and over from 20173 onward,
Source:  Depasiment of Census and Slalistics, Ouarteny Baport of the Sa Lanka Labour Force.
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ATATE OF THE ECONOMY

Table A13: Wage Rate Indices, 1995-2016
(December 1978=100)

Waorkers in wages boards trades 2 Governmenl employeesh
Nominal Real(dy Niminal Realie)

1943 7403 Wis Pl %87 1154
19% a0y 1007 818.2 103.0
1997 B4 973 6.5 1.0
1998 9331 999 1,001 4 TS
1994 977.b a74 1007 .4 002
2000 10004 94.3 1.084.7 1021
2007 1493 Bla 1.3108 LLEAN
00z 1,126.5 849 1,3233 150
2000 1,205.2 Baa 132300 1081
M0 1,235.0 #1.3 18721 1203
2005 1,397 Ju.5 2075 144.7
2006 14342 703 31508 1645
2007 71,6488 736 38284 17106
2008 20704 73.5 41161 15304
2000 2.171.4 76.7 4,302.8 1591
2010 2BA5D 5.3 a6 1077
2011 29490, | 93.3 a0, 7 070
2012 30620 1002 100U 07,1
2013 3.809.2 10449 1063 T4 1
014 4M2.2 53 nrs 1.
s 4,127.1 N 548 141.1
M6 41279 MLs 16508 14005

Moles:  The wage rales used in the caloulalion of index numbers are minimuam wages.

e Combined index forwaorkers in agnculiuee, industry and commerce, and services.

¥ The nominal wages index (1978 - 100} covers non exgculive governmentemplovees and scheol leachers
only. Thee newy inckes (2001 2 w 100 used from 2010 cosvards covers all levels of public secoremplovess,
under the disaggregation of senior, lertiary, secondary and primary levels.

Wk Provisional.

ide  Based on CCOP) 2002 — 1000 from 2007 10 20049 and based on COPT 200007 — 100]
fromn 2000 onwards,

g Based o0 CCPCE00Z = TO00 rom 2007 10 2009 and based oo CCPI 200607 = 1000 Trom 2010 10
2001 anel based on BWCPEZ0T 3= 1000 fram 200 2 onwards

Soume: Central Bank of Sri Lanka, Anneal Repert, varinws issies,
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Table A14: 5ri Lanka's Direction of Foreign Trade, 1999-2016

Unit 1999 2000 2001 22 2003 2004 2005 1006 2007
1. Exports o selected countries and groupings
LL5A LSSmn. 1792 2093 19206 1,703 1777 18049 | 2000 14970
UK. LSSmin, B4 TIT B9 64D 770 Lri REN 1,018
Cemnany LSSmn. 216 230 194 499 £3Z 274 274 324 438
lepen LiSSmn, 159 2 186 140 162 1538 145 164 10l
B % of hal expints Y A4 272 30 00 35 0.4 i & £ ITh
GCermany ol expons o EC 1.2 152 154 141 15.1 146 139 142 152
UK % of exponts o EC 45 445 4448 41.6 416 414 3.6 a1} 5.4
ASEAN e of Wokal exports 31 15 25 25 5 22 22 28 an
Singapore %ol exporls 1o ASEAN - T 1 B 11 A (i 54.4 4.5 4
Malaysia % 0of expaions o ASEAN f 5 57 7.2 1 71 9.9 127 15.5
SAARL 3 of Wtal expions B T 13 54 (3] AR M3 ar &5
Inclia % ol expors 0 SAARC 337 0 450 b RN T3 867 2.6 L]
NAELA Wy of [olal expors 498 505 439 39.4 3 344 333 Y 2
Lsa % of esprorts o NAFTA 5.1 954 G501 946 946 4.5 941 G4.2 1.3
Canacka ol exporisio NAFLA 31 31 ia 13 34 36 a7 b 37
AFEC ol iotal exporis 5.3 578 552 513 48.4 444 436 423 39.2
LisA % o ereponts o APEC B4 815 TiA 746 715 732 719 A5 6548
Japan % of exponts lo APRC 75 87 FA| 5.8 0.5 (8 T 50 5.3
Singapore % i1 expents o APEC 21 21 2.2 X0 iy 13 29 26 P
2. Imparts from selected countries and groupings
lapen LSSmn. 31 LG 337 153 A 41.2 0 430 413
India LASmin. 512 800 A02 B3 1073 1,430 1,835 217% 2810
Hongz Kong LisSmin. 4549 3 501 EED Sk o1y LEE T L3y 725
uSA USSmin. R L R - - g 218 1968 240 205 M 412
UK. LSSmin. a2 3l 20 203 273 £ 277 303 230
Taiwan LaEmn, 347 Wm0 I 268 270 291 27 275 2
B % afotal impods 194 6B 160 152 165 157 145 Lk F 124
Cirrmany % of imponts from BC 124 165 154 132 130 134 139 154 104
Uk % of impons iom EC 200 8 55 Me M8 248 e ne 1605
ASEAN % aftetal impos N 194 19 198 00 5 217 174
Singapore % of ionports from ASEAN Qb2 Ah7 A48 dul 462 512 4.2 324 1]
Malaysia % of impors rom ASEAMN o205 227 217 156 241 257 bk 144
SAARC % of total impols 14.2 4 1312 155 17.6 197 224 229 249
India % of imnports from SAARC 814 Ba8 o444 wat 91.5 w4 “lb 904 ai.7
NAFTA % o total Imyports 55 L 54 38 35 30 2 4.1 +.4
L5a, % of impors from MAFTA A 840 9.5 918 854 B4 71.2 R0 RS
Canada % of ionpoets from MAFTA 43 150 e 5.0 14.3 15.3 A0 31.5 1,1
AMECC A of botal imports 534 544 550 5L.1 492 40,4 444 434 Al 3
LsA % al imports from APEC a1 42 A4 ] 5.7 @1 49 4.1 70
lapan % of imnports from APEC 236 232 106 11.4 130 4 L 9.1 79
Singapore % of imports (rom APEC ™ 178 129 138 151 176 178 .2 4
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Conl.S

Unil 2008 2009 2010 2001 2012 2013 2044 2015 2016kl
1. Exports lo selectid coumlries and groupings

LSA LS$min, 1869 1,576 1701 2145 2126 2494 2731 2801 2810

LK, Lo, 1080 1,024 990 1112 1,059 1078 LG e 10a4

Ciermarty LS, 405 347 400 510 455 468 405 7h 500

T LS$mn, LT b S o T 7 W § 224 37 e 02

KU e o ol expons 374 385 133 310 330 1.5 314 W7 300

Cimrmanmy B of exports i EU 134 127 139 14.3 4.1 14.3 4.3 157 16,1

LK % of exports toEU 359 3706 M4 T 128 124 320 40 37

ASEAN o e toataal exports 12 39 55 60 41 24 30 8 15
Sjmmre ' u’eipwmﬁ,sh;\r\ i td wEr EIA 5.3 5.0 30 274 310
Malzeia 4%, of mxports to ASEAN 168 170 154 135 174 159 10.4 124 104

SAMRC % oo tofel exports A4 6.2 7 A6 TR T4 7a A4 A
Inddia L, of expons o SAARC 745 7LD 708 740 744 70,4 700 F e B = )

MAFTA " o4 1otal expods M9 M0 N0 B4 M43 6.4 271 293 03
LSA % of ot fo NAFTA 924 922 M5 WE 896 0.8 06 M7 W0
Caviachy 15, of exports 1o NAFTA 44 43 50 54 G 55 5.7 5.4 5.8

APEC o of Lol expons T TR S S | 3.3 399 410 434 4.5
L5A 9% oof eeports to APEC B9 50 526 57 GRS a2 580 61,2 £1.3

g w, of exorts 0 APEC 32 52 53 55 5.1 34 531 47 4.4
Japa el . 25 33 158 00 27 25 10 18 23
SIngapne % of exports to APEC
2. lmports from selected countries and groupings

Japan Lskmn, 426 124 584 1025 532 668 94 1380 930

Inchia LSpmin, 3,447 LB20 2570 4431 30640 3171 4023 428 31815

Haong Kong L S%mn, a5 51T 5RO 612 05 430 351 W65 4hh

LSA LS, a7 239 18 2oL 234 4t Ay 471 534

GX LS$mn. 30 234 267 M4 T 281 290 64 2T

S 231 21 2ed4 25k 365 435 a43 A0 490

Tabwan S$nan,

EU % of tofel imports 125 126 109 9.2 23 5.2 8.2 a0 94
Gprmary S of imports from EL 6O 193 172 83 17w 231 0.6 e 239
LK o ol imparts from EU 142 198 182 164 &7 16.9 183 216 18.0

BSEAN "% of lotal imporls 183 W3 192 160 148 194 10,9 141 150
Singapore % of imports from ASEAN 482 570 EQT 652 50 486 183 400 404
Malaysia %, of imports from ASEAN 138 154 139 N0 Mo 16,5 230 191 Hoe

SAARC % of lotal imparls 60 00 24 17 M0 199 223 244 19
Iniia o 0 imports from SAARC G40 HBE BRI 921 402 88,4 a3z 91d w0

MAFTA Uy oo tootal imiperts 47 53 3.3 3. 30 £ 4.2 4.1 41
USA Yo o TmPOs from MAFT A 422 482 274 41 412 B0 A0A 608 B
Canada % o impits from NAFTA 573 513 622 584 54 152 383 74 34

APEC % of tofal imponts 432 454 4549 450 440 547 53.5 54.4 55.0
LSA o o imiporls fram APEC 44 56 27 29 28 4.4 4.7 45 50
Japsan % o imports frism APEC 67 48 95 112 b 7.0 . 134 a8
Singapone b of imports fram APEC 15 230 254 233 20 77 121 inz 109

Naole: [al: Provisional.

Sources:  Intemational Monetary Fund, Direction of Trade Statistics, various issues;, Central Bank of Sri Lanks, Ananal Repxort, varous ssues
and Trade Mag-hitpfwawe irademap.ong’.
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Table A16: Structure of Commaodity Exports, 1997-2016

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
1. Agricultural exparts
Walue (USH mn) 10600 L0880 waro 0030 w0 Y30 %R0 06 10338 1847
Cirinwth 1.3 2 -134 Gl 1.3 LT+ 19 10.4 &3 1o
o, oof tookal expots 28 PRI | 18.2 M3 20 188 185 182 L
1.1 Flantationcrops
Walue (S min) e Kb TR0 B30 TN 710 8150 w3 94 10982
i 105 0z -47 86 44 a1 57 108 74 112
% of iotal expons 19.7 i (] 134 RS Thd 153 127 153 180
1.1.1 Tea
Value (LSS mnd 7190 TN &0 ™ EX0 600 M0 TIA0 gz a2
Growith 167 A3 -4 127 -14 4.3 15 2 Th L1
% of total exports 1535 63 133 127 143 140 133 128 128 128
1.1.2 Rubber
alue (USS ) 70 40 i 20 240 on 0 Na 49 M.
Growth 240 441 -0 121 172 115 444 ns H.a G5
= af ol expons L7 o4 a7 03 15 LI oy L 07 1.4
1.1.3 Coconul kemel products
Value (LSS mn,) 220 S0 B4 77h nu 410 B0 300 R B
Crowih 12 7 3 4.3 =8 LN 171 249 107 )
% oof total exponts 1% 2 1.4 14 [15] [IE] ] il 08 [ir])
1.2, Minor agricultural crops
Walie (LIS mn 1450 1700 1650 1350 1360 TR0 150:0 161.% 1454 TG
Cirowth 949 174 24 4,1 -123 233 107 79 133 1R}
% oof total exponts 1 i3 1 48 A4 £ 19 18 14 1)
2. Mineral exports
Walue (LSS min) S04 [£813] (eal] ErEl] ) a B0 100 1453 JREL)
Cirowth <3 =333 a7 314 13 4.7 67 429 1.4 163
% oof fiakal exports: 19 13 14 18 18 19 16 21 23 1.7
3. Industrial exporis
Wallse (USS rn A0 JR0TO O 35500 42830 ATI00  1AMD ASTT0 45060 404B4 54010
Cirowth 143 50 1.6 206 134 2.1 15 113 98 LR
% of wolal exports T4 752 0 e 70 b 775 7R3 780 7R3
4.1 Texile & garments
Walue (LSS rminy 2200 AN X400 29R20 230 1AM 23TS0 0 28085 ZAGS LOAn4
Cimovdh 115 a2 1.4 A TR ¥ 4.7 6 a2 an R4
o of olal exports 490 53 EE] #0 528 il 2 488 456 448
3.2 Perroleum products
Walue (LSS mn,) 9 710 740 L] G Ta0 uao o 13049 1884
Crowth 07 4T 14 114 =304 74 -H1i} 533 4 439
% of olal expons 41 13 1.4 18 14 14 1.3 17 4 Ay
4. Total comminclity exports inc, petroleum
Value (LSS mn.) 46390 47980 40000 55EL0 48170 46850 33330 57572 L3407 o8EL7
Crowth 133 34 -149 148 LA 14 4.4 132 ot &4
3. Total commundity exports excl petrolenm
Walue (LSS mny 45420 47250 45Ia0  A4240 47490 46260 50680 36STH BRISE  HET4D
Cirovth 118 1 40 M6 124 4§ T T 94 77

XX
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2007 2008 2009 2000 2011 2002 2013 214 2015 2016
1. Agriculture exports
Value (LSS mn,) 1,307.0 TH54.81,090.5 2,3006.42,527.8 23303 2.381.0 2.794.9 24815 2.306.10
Gironwith 1. 230 -89 b4 9L -7 107 B2 -11.2 0.3
e of tifal exports 197 20w 238 2e A9 2% 248 2300 245 26
1.7 Plasiti on € ons
Value (LIS mn.) 1,275.8 1,567.61,440.9 17706 1,963.3 1,743.9 18181 2,030.0 1,7183  1,653.4
Growth 162 229 .75 227 143 -1 41 10T -15d A
. of ol exponts 167 193 205 206 1R6 17O 175 IR2 163 16.0
11,1 Tea
Value (LIS mn 1,025.2 1ATLE1,165.0 1,490.01,490.9 1,411.% 1,342.2 1,628.3 1,340.5 1,269.00
Growth 163 240 -G8 210 35 -5.3 4.1 36 %7 -5.4
%t ol exports 134 1R7T W07 167 140 144 148 146 127 12.3
1.1.2 Rubber
Value (US$ mn 1094 1251  SB6  1F3Z 2064 1251 713 453 2ol 32,7
Growth 175 144 -21.2 757 192 <304 430 365 404 154
Yo v tofal expoorts 1.4 1.5 1.4 L0 20 1.3 0.7 0.4 0.2 0.3
.13 Coconu kermel prodocts
Value (LUS$ mn.) 604 BI4 sB2 35.4
Growih 142 367 -394 -4
% of loial expons 0. U 0.6 - 4
1.2, miinor agriculiural crops
Vialue (LIS mn,) 231.5 2873 2404 FLO BT FG0 0L3 1652 1604 114
Growth 190 240 <163 -702 26 144 333 e3a .29 L1490
B 0of fottal exports L] 1.5 3.4 0.8 g 0.6 1.0 1.5 1.5 1.1
2 Mineral exports
Value (LS$ mn. 274 974 BB 240 329 6LI 0 3140 395 284 29
Cirawih GO <235 w3 FA7 0 M0 Be2 <158 153 513 4.1
“ ol olal exporls 1.7 1.2 1.4 03 03 0.6 0.5 0.3 0.3 0.3
3, Indusiial exporls
Value (LSS mn.) EO67.3 £,158.05,305.4 6,096.17,991.7 7.371.2 7,74%.4 8.262.0 8,017.1 7.940.10
Grawih 10.5 3.2 -13.8 149 319 TR 3.1 6.6 3.0 1.0
e of lotal exports 7R 739 749 TG 7ST O 7R4 T4 T4Z TR r7.0
3.1 Textile & ganents
Value (LIS mn,) 3,339.6 3468.73,274.2 3,1536.04,191.2 3,9910.1 4,308.3 4,929.9 4,820.7 4 884.10
Crronwth B4 3.9 5.0 45 9 48 1340 o4 <bd 1.3
% vt total exports 43,7 428 40,2 3BY 397 408 434 443 457 47.4
1.2 Petroslium presduets
Watue (LS mn.) (8.9 4549 1347 3634 5527 4630 4277 33B0 0 3759 2009
Growth Sl 30090 .47 955 109 12 T <2100 MG -13.3
% of total exports 22 31 19 31 52 47 4a 5.0 3.5 2.8
4. Total commadity exports inc. petroleum
Walue (LS5 mn.) TR RNGE TR BRI WN33EAE UTTIS 1034 1,100 03465 1030070
Growth 1.0 6.2 -12.7 218 224 T4 6.4 71 52 -2:2
5. Tolal comnmodily exporls excl, pelroleum
Value (LSF mn,) 7A71.1 TAS5.7 L0408 BAGZ4100006.1 93105 9966.6 107920 100726 100228
Crowth 11.0 7.1 -11.3 203 197 70 7.0 83 5.7 1.5
Bt ) Provisional,

Sources:  Central Bank af Sri Lanka, Annal Repdost, vaious issue: IPS database.
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Table A19: Tourist Arrivals by Country of Residence, 2005-2016

2005 2006 2007 2008 2009 2010
Nao. Growth No. Growth No. Growth No. Growth Nao. Growth No. Growth
Nowth Ainierica A6 457 50,1 33323 -14.0 28355 -19.7 0 24310 1403 A4048 200 40216 012
{anarls 21,185 448 14627 110 T1.RR9 -1AA8 10,258 <136 10,707 4.4 21,12% 673
U.5.A, 25272 671 0,700 181 16486 -20.4 14063 -148 14241 1.3 17,073 341
Western kurope 227,191 -20.1 228 443 b 194 448 <149 167,187 -14.0 170,123 1.8 236861 51.0
Germany 46 150 =204 47402 2.3 35042 =261 625 <126 19,654 3.2 45,727 542
Uniled Kingdom 92,629 151 &R,006 -4.7 94,060 6.5  B1.331 <115 81,4 00 105,4% 293
France 651 110 12611 140 A.09 KR40 10,594 0.9 15886 500 31,285 6.9
naly 10,192 -46.0 12,424 219 11,451 7.6 9126 =203 7514 <177 11,4231 520
Melherlands 15156 294 19,360 LT 17518 9.5 13,030 =257 11,29 -133 17,8361 58.2
Asia 223331 128 242132 f.4 202480 -164 173,039 -14.5 1745334 049 244124 399
Japan 17,148 -12.7 16,189 56 14,274 -11.8 10075 -294 10916 &4 14,352 114
India 113,323 TR 128,370 130 106,067 -17.4  B523 196 83,634 -1.9 126881 51.7
Pakistan 11,02% 144 11,145 1.1 10204 8.4 TaRsy  -22.7 7371 6.5 9,148 24.1
Australasia x| 120 25037 15,5 244924 f T T =47 A0,06B 19.4 37N 430
Australia 25,986 g 21,5849 -15.9 20241 -7.4 149,530 =35 43,238 190 33430 440
Othera) 22,571 1700 28570 AGb 45800 63 52,099 138 535017 w2 73483 453
Tatal 549,508 =30 5339009 1.9 494008 -11.7 438475 -11.2 447890 21 634476 446.1
Conted, .S
2011 2012 2013 2014 215 2016ih)
Mo, Growth Moo Growth  No. Growth Mo, Growth Mo, Growth  Ne. Growth
Soith America 49,057 230 59,2306 207 LS GG 10E 724653 107 B4 o431 169 aB37he 158
Carada 24071 1.t 29309 148 ML 54 3128 i VR e I N Y S
L5A ] i Anu)y G 340680 160 38311 13.3 a7 19y A 149
Westem Europe 3150 237 3730063 184 4211037 129 479007 (38 551442 153 043,333 165
Cermany 35,662 222 71642 282 BRATO 193 1020977 X5 11ABeR 125 133275 130
Lonitedd Kingdom 06082 06 114218 TOO13T416 203 1441608 49 161,845 123 188,139 163
Hae 48.p05 ase 6,863 168 64388 112 TRARY 225 a6.126 T2 96440 (2.0
Tk 13,527 184 15,871 173 17982 133 N6 174 24297 150 297591 226
Netherands 21966 342 2673 116 22281 167 2419 Re 12742 153 41373 264
Asia 13441 J6E JAO280 119 S0OE5) M0 BANAIN 27T A22272 163 WIBGIT 142
lapan 0586 414 26085 207 299523 147 19136 308 39358 06 43,110 45
Irchia 171,374 i ER 176,340 29 208,795 1654 242734 (A3 316247 303 35672 128
Falislan 14,724 610 16,0536 90 252336 5T 25424 13 2300 270 20965 7.2
Australasiz 46467 246 arrrh o 240 &) 816 53 63,252 7.3 71672 T8 #3851 170
Ausiralia 41,728 247 31,604 27 54252 g1 57,940 Y 1554 07 74496 17.2
Oiheria) 111,400 406 135,241 214 217451 60A 23941 193 267.031 29 286575 T3
Total 8354973 08 L5005 175 1274593 267 1,547.153 (9.8 1798 300 178 2050832 140

Notes:  (ax Latin America & the Carifsbean, East Europes, Aftica, and Micldle East.

B Provisional,

Source:  Cevion Tourist Board, Annal Statistival Renont, various issues and Monthly Statistical Bulletin, 2012,
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Sri Lanka: State of the Economy 2017
Demographics, Labour Markets and Growth

The IPS’ annual flagship report Sri Lanka: State of the Economy provides a critical
assessment of the country’s economic performance and near term outlook for growth
and macroeconomic stability. Each year, the report also examines crucial medium term
policy priorities to achieve sustained growth and strengthen socio-economic
development outcomes for the country.

Amidst sluggish global economic growth and trade performance, and growing populist
sentiment against globalization across the US and Europe, Sri Lanka is positioning itself to
raise domestic economic competitiveness and integrate more closely with the rest of the
world. With a limited consumer market of 20 million, reviving and sustaining growth to
address its troubling debt overhang will clearly depend on generating demand for Sri
Lanka’s goods and services abroad. To achieve this, efficiency and competitiveness of the
economy must be raised through a concerted reform effort to tackle macroeconomic and
institutional constraints. Against this backdrop the Sri Lanka: State of the Economy 2017
report draws attention to ‘Demographics, Labour Markets and Growth’ as its main
thematic focus. Stringent employment protection laws and a low female labour force
participation rate are two of the biggest constraints holding back labour market
efficiency. The availability of skilled workers and the related large number of Sri Lankan
workers annually exiting the labour market in search of employment overseas is also
dampening labour market productivity.

The report also examines key topical policy issues on:

e Fuelling Tourism to Move Forward

e Revisiting Land Policy: Reforms to Match Evolving Economic Needs

e Managing Natural Disaster Risks: A Need of the Hour

e Exploring Sustainable Development Goals: What is Ahead for Sri Lanka?
e Confronting Food Security in Sri Lanka: A Formidable Challenge

e Battling NCDs for a Healthier Population

INSTITUTE OF POLICY STUDIES OF SRI LANKA
100/20, Independence Avenue

Colombo 7

SRI LANKA

Tel: 94 11 2143100, Fax: 94 11 2665065

Email: ips @ips.lk, Website:www.ips.lk

Blog: ‘Talking Economics’ - http://ipslk.blogspot.com
Twitter; www.twitter.com/TalkEconomicsSL
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