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I. Overview and Consultative Process 

1. The Government o f  Sr i  Lanka (GoSL) released the “Mahinda Chintana: Vision for  
a New Sri Lanka-A Ten Year Horizon Development Framework 2006-2016” in November 
2006. In March 2008, GoSL formally submitted the Mahinda Chintana (referred to as M C  
henceforth), together with the “Fiscal Management Report-2008,’’ the “Road Map: Monetary 
and Financial Sector Policies for 2008 and Beyond,” and an updated macroeconomic framework, 
as the main documents to serve as the Poverty Reduction Strategy paper (PRSP) for Sri Lanka- 
replacing the previous Government’s PRSP “Regaining Sri Lanka: Vision and Strategy for 
Accelerating Development”, for which a JSA was completed in March 2003. 

2. MC’s broad aim i s  to accelerate growth in Sri  Lanka from i ts  historical average o f  
about 5 percent to over 8 percent by 2010, which i s  expected to cut the poverty rate in half 
from the 2002 level (of 23 percent) to 12 percent by 2015. The 10 Year Vision places 
particular emphasis on  achievement o f  equitable growth, recognizing that there has been a 
“perpetuation o f  income disparities, both among income earners and geographic regions”. T o  
achieve this, the M C  focuses on three strategic areas: (i) accelerate growth through increased 
investment in infrastructure; (ii) achieve a more equitable development through accelerated rural 
development, and (iii) strengthening public service delivery. 

3. M C  was drawn up mainly based on within-government consultation and benefited 
only to a limited extent from a broad consultative process. I t  was presented to the 
international community at the Development Forum held in Galle in January 2007. M C  was built 
on  the current President’s election manifesto o f  the same name and was the subject o f  much 
public debate and discussion leading up to the election. Since it was prepared with extensive 
consultations with government departments and provincial councils, M C  has a high degree o f  
ownership within the Government, although broader public consultations were more limited. 

4. This JSAN i s  being prepared at a challenging time for Sri Lanka when violence and 
armed confrontations have intensified and the macroeconomic situation i s  under stress. The 
Rajapakse Government has argued for the need o f  military operations to “eradicate terrorism”, 
while emphasizing i t s  commitment to a political solution to the conflict. By July 2007, 
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Government forces claimed control o f  the LTTE-held temtories in the Eastern Province. On 
January 16, 2008, the Government unilaterally abrogated the Ceasefire Agreement that had been 
in place since 2002. In a move to  restore normalcy in the East, local government elections for the 
predominantly Tamil  Batticaloa District were held on March 10, 2008, and Provincial Council 
elections for the Eastern Province have been scheduled for M a y  2008. In parallel, while the 
economy has been buoyant the past two years, macroeconomic imbalances have been emerging, 
including a sharp acceleration in inflation. 

II. Poverty Diagnostics 

5. Recent data indicate a relatively broad-based decline in poverty. The government has 
just reported that the national poverty headcount rate, as measured by the Household Income and 
Expenditure Survey (HIES 2006-07) i s  15.2 percent - a sharp decline f rom the 22.7 percent 
headcount reported in 2002. T h i s  positive development i s  enhanced by the fact that most o f  the 
decline has occurred in provinces other than Westem Province (WP), thus reducing the large gap 
seen in 2002 between WP and the rest o f  the country. For  example, Southern Province has halved 
poverty f rom 28 percent in 2002 to  14 percent. Interpersonal inequality has also remained stable 
during this period. One area o f  concern remains the estate sector, where poverty has increased 
marginally since 2002. The provinces o f  U v a  and Sabaragamuwa that were the poorest in 2002 
continue to be so by a wide margm, with poverty rates around 10 percentage points higher than 
the national average. 

6. The change from 2002 to 2006-07 i s  in sharp contrast to the poverty trends for the 
decade of  1990-91 to 2002, when overall poverty rate fell by only 3 percentage points, from 
26.1 to 22.7 percent. This was primarily due to rising inequality - the Gini coefficient o f  per 
capita consumption increased from 0.32 in 1990-91 to 0.40 in 2002, considerably faster than 
other countries in South Asia. The Bank’s most recent poverty assessment found that gaps 
between regions had widened and poverty in estates had increased sharply during this period. 
Projections based o n  the national trends had suggested that poverty headcount in 2015 would fall 
short o f  the Mi l lennium Development Goal (MDG) o f  halving poverty f rom 1990-91 levels. But 
given the reduction between 2002 and 2006-07, the country can n o w  be reasonably expected to 
reach i t s  MDGs o f  halving poverty we l l  before 2015 if the trend f rom the last f ive years i s  
sustained. 

7. Staffs encourage the government to update the spatial distribution of  poverty using 
the HIES 2006-07 data and conduct core diagnostic work, based o n  which the strategies 
outlined in the M C  can be refined more to address the remaining challenges for lagging areas and 
groups. The information available in the 2006-07 HIES o n  Eastern Province can also improve the 
understanding o f  development outcomes in the conflict areas - HIES data up to 2002 could not 
include the North and East due to  security concerns, while the 2006-07 survey covers two out o f  
the three districts in Eastern Province only. There i s  also a need for better understanding o f  the 
non-income dimensions o f  poverty, particularly in areas o f  education, health, nutrition, and labor 
market trends including employment and real wages. 

8. While diagnostic work with the latest HIES i s  awaited, some o f  the concerns on 
poverty and inequality highlighted from previous survey rounds continue to be valid. In 
2006-07 even after broad-based improvements, poverty incidence in estates and the provinces o f  
Uva and Sabaragamuwa was high and much above the national average, and interpersonal 
inequality, although stable since 2002, was s t i l l  high compared to other South Asian countries. 
Given these disparities, MC’s  emphasis o n  equitable growth with particular focus o n  lagging 
regions continues to be relevant. 
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III. Macroeconomic Framework and Financial Management 

9. The M C  envisages an ambitious increase in growth, a rapid reduction in inflation, 
and a sustained decline in the government’s debt burden. According to  the government’s 
updated macroeconomic framework (MF), real GDP growth i s  projected to rise f rom i t s  historical 
long-term average o f  around 5 percent a year to 8-8% percent f rom 2010 onwards, whi le inflation 
i s  projected to fall sharply from over 20 percent in the f i r s t  quarter o f  2008 to  the single-digt 
range f rom 2009 onwards.’ Private domestic investment would rise steadily f rom around 18 
percent o f  GDP in 2007 to  24% percent o f  GDP by 201 1, while public investment would rise to  8- 
8% percent o f  GDP during 2008-1 1, before reverting to  i t s  earlier level o f  7 percent o f  GDP by 
2012. The overall fiscal deficit i s  targeted to narrow f rom 7.7 percent o f  GDP in 2007 to  around 5 
percent o f  GDP in 2010-1 1. This fiscal adjustment, together with sustained rapid GDP growth, i s  
projected to help reduce the stock o f  government debt f rom around 86 percent o f  GDP in 2007 to 
77 percent o f  GDP in 2010. 

10. In  the staffs’ view, the MC’s growth and other macroeconomic targets are unlikely 
to be achieved on current policy trends, calling for a substantial change in the direction of 
fiscal, monetary, and external sector policies. The MC and accompanying government 
documents would have benefited f rom an elaboration o n  how the needed pol icy adjustments are 
to be made. A cornerstone o f  the MC’s growth strategy i s  a sustained surge in private 
investment, which hinges on the implementation o f  more prudent macroeconomic policies to re in  
in inflation, along with structural reforms to create an investor-fiiendly market environment. On 
the financing side, the pickup in private investment presupposes a sustained increase in private 
savings, coupled with fiscal consolidation and enhanced government access to international credit 
markets to ensure that credit to the private sector can be crowded in. The MC could have included 
some discussion o f  the challenges that will need to  be overcome to  achieve these objectives. 
These challenges are l ikely to have been heightened by the adverse recent developments o n  the 
inflation front (year-on-year inflation reached 25 percent in April 2008), a fiscal performance 
during 2007 that did not l ive up to the expectations in the Fiscal Management Report-2008, and 
a deterioration in the external outlook based o n  developments during the f i rst  four months o f  
2008. 

11. To ensure that the MC’s targets are feasible, the authorities would need to adopt a 
coherent macroeconomic policy package aimed at curbing inflation and protecting external 
sustainability. As is  recognized in the Fiscal Management Report-2008, inflation has risen due 
to the combined effects o f  demand pressures triggered by expansionary monetary and fiscal 
policies, together with rising wor ld  fuel and commodity prices and surging food prices. The 
Central Bank’s latest monetary program presented in i t s  Road Map: Monetary and Financial 
Sector Policies for 2008 and Beyond aims to  contain inflation to  10-1 1 percent by end 2008 by 
restraining reserve money growth to 15 percent. Staffs agree with the Road M a p  that the 
containment o f  bank credit t o  government would be critical for  the achievement o f  the monetary 
program’s objectives. However, it i s  the v iew o f  staffs that lower money growth will not  suffice 
to meet this ambitious disinflation objective unless supported by measures to shore up Sri 
Lanka’s fiscal and external positions. The Road M a p  notes that, as a part o f  the strategy to reduce 
the public sector’s need to borrow f rom the domestic banking system, the government i s  talung 
steps to  increase recourse to external commercial borrowing. These have included so far Sri 

’ In the MC, which was developed in late 2006, GDP growth was projected to reach 8 percent in 2008, 
while inflation was to remain in the single digits from 2007 onwards, i.e. 2 years earlier than in the updated 
MF. The latest version o f  the MF i s  contained in the Central Bank’s recently-published Annual Report for 
2007, and has been submitted to the Bank and Fund as an addendum to the documentation for th is JSAN. 
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Lanka’s maiden US$500 mi l l ion international bond issue, the gradual opening o f  the domestic 
bond market for  foreign investors, a US$300 mi l l ion syndicated loan, and the tapping o f  a 
US$700 mi l l ion short-term suppliers’ credit for  o i l  imports. However, the increase in external 
commercial borrowing entails risks, which could have been usefully identified and further 
analyzed in the government documents. 

12. The M C  would have also benefited from an elaboration of the measures that are to 
bring about much-needed fiscal consolidation. Staffs agree that a large increase in the 
revenue-to-GDP ratio would be critical for the Government’s fiscal consolidation effort. 
However, contrary to the projections included in the Fiscal Management Report-2008, the 
revenue outturn in 2007 (15.8 percent o f  GDP) was disappointingly low, owing in part to 
reductions in customs tariffs and VAT on certain food and energy-related items. Additional 
measures taken recently t o  cushion the impact o f  rising o i l  prices (e.g., reduced VAT rate o n  
petrol) have undermined further the coherence and efficiency o f  a VAT system that i s  already in 
dire need o f  re fom,  and raise questions about the feasibility o f  the MF’s revenue target of  18 
percent o f  GDP for 2008. T h e  public sector payroll and pension overruns in 2007, together with 
growing pressures for cost-of-living adjustments and o i l  and food subsidies, along with s t i l l  high 
interest rates o n  domestic debt, raise further questions as to the feasibility o f  the MF’s 
expenditure target for 2008. In these circumstances, the MF’s objective o f  reducing the 
government deficit to 7 percent o f  GDP in 2008 could be in jeopardy, unless the government 
significantly scales back the ambitious public investment plans that are at the core o f  the MC’s 
growth strategy. Whi le  an easing o f  the deficit target to mitigate the short-term impact o f  the o i l  
and food price shocks might be warranted in countries that have the requisite fiscal space, Sri 
Lanka’s weak underlying fiscal and external positions and s t i l l  strong excess demand pressures 
unfortunately leave litt le room for  such accommodation. These considerations point  to the need 
for urgent measures to curb expenditure growth and broaden the tax base, including by reviewing 
existing tax incentives, concessions, and exemptions. 

13. The Road Map’s principal assumptions on the external environment would appear 
to be sanguine. For example, limiting the current account deficit t o  around 4-4 ?h percent o f  
GDP as envisaged in the MF may not be feasible if international o i l  prices remain at current 
levels. Equally importantly, the assumptions that the U S  economy will grow at the same rate as in 
2007 and that Sri Lanka’s exports would benefit f rom the buoyancy in advanced economies 
appear to have been overtaken by recent events. The worsening security situation, and the recent 
downgrading o f  Sri Lanka by international credit rating agencies, would also seem to pose 
additional r isks for tourism receipts, FDI and government access to  international capital markets. 
As a result, it n o  longer seems warranted to expect that the balance o f  payments will record a 
healthy surplus in 2008. Whi le reserves have been boosted during the past six months by the 
already-mentioned increase in external commercial borrowing, continuation o f  the recent pace o f  
nonconcessional inf lows would make Sr i  Lanka even more vulnerable to changes in market 
sentiment and would be unlikely to be sustainable over the medium term. 

14. Sr i  Lanka’s rising external vulnerability heightens the need to carefully monitor 
trends in external competitiveness and export performance. The MC and Road M a p  
appropriately reiterate Sri Lanka’s commitment to a floating exchange rate regime. However, a 
widening inflation differential between Sri Lanka and i t s  trading partners, together with the recent 
strengthening o f  the rupee vis-&vis the currencies o f  key trading partners, has according to data 
f rom the Central Bank o f  Sri Lanka resulted in the REER appreciating by more than 20 percent 
since 2004. With the apparel industry, which i s  one o f  the country’s main foreign exchange 
earners, facing stiffening competition in the U.S. market in the context o f  the post-quota 
environment, and with the EU about to  review Sri Lanka’s GSP+ preferences, every effort needs 
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t o  be made to protect the profitability and competitiveness of  export-oriented activities. To the 
extent that capital inflows are dominated by one-off or  short term external borrowing, which i s  
unlikely to be sustainable over the medium term, it would seem prudent to add such inflows to 
official reserves while allowing the exchange rate to clear the market for  foreign exchange for 
current international transactions. T h i s  could also enhance the contribution o f  exports to  Sri 
Lanka’s growth-which, unlike in other high-growth countries in South-East Asia, has been led  
primarily by domestic demand in recent years. 

15. The MC and the Fiscal Management Report-2008 note the government’s ongoing 
efforts to strengthen public financial management. However, a concrete action plan i s  needed 
to  establish a cost-effective public expenditure management system, with public expenditures 
being programmed within a medium-term and structural budget framework to improve efficiency 
and productivity. In this context, there i s  a need to clarify what trade-offs the Government 
intends to make in terms o f  its major infrastructure projects should the external financing 
available for these projects fa l l  short o f  expectations. In any case, even if these projects are to be 
k l ly - funded f rom foreign sources, their costs need to be properly reflected in the reported fiscal 
deficit, and factored in into the MF and debt sustainability analysis, as they would add to  the 
stock o f  foreign debt. Similarly, t o  facilitate an assessment o f  the guarantees and contractual 
obligations related to public private partnerships (PPPs), staffs recommend that relevant details 
should be included as part o f  the budget documentation and made fully public, and an appropriate 
framework established to manage the associated fiscal risks. 

Iv. The Strategic Pillars of Mahinda Chintana 

A. 

16. Staffs concur with the importance attached to increasing investment in 
infrastructure for achieving the high growth envisaged in MC. Analyses o f  the spatial 
distribution o f  growth and poverty have suggested that infrastructure improvements, including 
linkages to markets and access to electricity, are critical for  enhancing growth opportunities in the 
lagging regions and sectors o f  the country. Within infrastructure, MC’s focus o n  transport, roads, 
power and irrigation i s  consistent with the needs o f  lagging regions and sectors. 

Accelerate growth through increased investment in infrastructure 

17. The overall strategy identified for the transport sector i s  generally sound but may 
be overly optimistic in terms of availability of resources for investment in all the areas 
identified. Going forward, the implementation o f  the strategy would benefit f rom better 
coordination among individual strategies for road, bus, ra i l  and ports sectors. Several 
opportunities for the involvement o f  the private sector have been identified, but progress in this 
direction since the strategy was put in place has been limited. 

18. Staffs concur with the focus on the road sector, given that diagnostic work has 
identified inadequate linkages to markets to be a key constraint in lagging regions. The 
overall road sector strategy i s  coherent and relevant. The strategy for national roads has been 
further refined through the Road Sector Master Plan (RSMPbprepared with support from the 
Asian Development Bank-which defines the most efficient core road network, and identifies the 
medium-term needs for road sector investments, which include construction o f  new roads, and 
improvements rehabilitation and maintenance o f  existing roads. The RSMP i s  expected to  be 
approved by the Cabinet o f  Ministers shortly. Moving forward, implementation o f  the strategy 
wil l benefit f rom achieving: (a) greater clarity o n  the agencies responsible for resource planning 
in provincial and rural roads; (b) greater clarity o n  the use and legal framework o f  the road 
maintenance trust fund; and (c) better alignment o f  amendments undertaken to statutes to the 
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overall strategy. Whi le the strategy adequately identifies some o f  the operational challenges, 
these would need to be integrated better in the investment plan going forward. 

19. M C  includes a well-articulated power and energy strategy, which recognizes the 
need for better access to electricity, tariff rationalization, energy security, energy efficiency, 
reforms and regulatory developments, and long te rm generation expansion plan in 
identifying investments. In going forward with the strategy, a number o f  key issues would need 
to  be clarified: (a) the quantum, timing and prioritization o f  the investments required; (b) h o w  the 
identified reform o f  the power sector will improve efficiency o f  the Ceylon Electricity Board; (c) 
t imely implementation o f  power generation projects and the environmental sustainability o f  coal 
based generation; (d) role o f  the regulator in the reformed market structure; (e) future o f  off-grid 
subsidies; and ( f )  proper justification for  the projected average cost o f  power. 

20. Staffs agree with MC’s vision to embody the principles of  environmentally 
sustainable development in responding to development challenges. To this end, Sri Lanka 
already has a reasonably good pol icy and legislative framework for environmental management, 
but actual steps taken to implement policies have been traditionally weak. Improvements in 
environmental management have been inadequate in the past due to  the lack of: (i) institutional 
clarity with a multitude o f  agencies with overlapping mandates; (ii) polit ical will, incentives and 
commitment to  deal with complex issues; and (iii) public accountability. Environmental 
sustainability i s  often not  integrated into the decision-making process for large scale 
infrastructure projects. In this context, the focus o f  MC o n  infrastructure development can imply 
significant environmental r i sks  for the power, road, transport and irrigation sectors. 

21. Some encouraging steps in environmental governance have been taken by the 
Ministry of  Environment and Natural  Resources since last year. A few high prof i le projects 
that were initiated prior to approval o f  Environmental Impact Assessments have been stopped 
until these are completed and approvals granted by the Central Environmental Authority. A 
number o f  steps taken by the Government suggest a serious attempt to address environmental 
issues in the urban and industrial sectors. However, the attention paid to  management o f  natural 
resources and conservation o f  biodiversity i s  s t i l l  weak, with litt le budgetary support - the 2005 
Environmental Sustainability Index for Sri Lanka shows the need to strengthen these areas. 

B. Equitable development through accelerated rural development 

22. Staffs welcome the government’s emphasis on grassroots driven rura l  development 
through a national community based program (Gama Neguma). This program i s  envisioned 
to bring together al l  poverty alleviation programs at the village level, aligning investments - 
primarily in infrastructure and livelihood development - with community needs and coordinating 
across programs administered by different l ine ministries. The community-based model reflects 
lessons learned from the Wor ld  Bank-supported Gemi D i r i ya  project in a number o f  villages and 
envisions extending this model in a phased manner, incorporating inter-village coordination and 
planning to improve prioritization across projects and generate benefits f rom externalities across 
villages. 

23. Staffs consider the program’s focus on people’s participation in planning and 
prioritization of projects to be  appropriate for reducing inefficiencies. While the program 
design and institutional arrangement are s t i l l  evolving, the progress achieved since the 
preparation o f  MC can be seen as positive steps. For example, f rom 2008, prioritization across 
villages and projects will occur through formally constituted people’s organizations. However, 
there are significant challenges to the implementation o f  Gama Neguma, especially given i t s  
accelerated timeline for implementation. In this context, the government’s recent plans to  
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undertake pi lot  initiatives to test out the implementation mechanism o f  the program are 
encouraging. 

24. MC rightly emphasizes the role of agriculture in accelerating rural growth. Staffs 
agree with the strategic priorities identified for  the sector -namely achieving food security and 
raising incomes o f  small farmers -to be achieved through increased competitiveness by applying 
modem technology, improving practices and shifting increasingly to commercial agriculture. The 
emphasis on diversification to  higher value products ( h i t s ,  vegetables, livestock, fisheries) for  
the domestic and export markets i s  welcome, and their labor intensive nature o f  production wil l 
a id employment generation in rural areas. 

25. The strong role o f  the public sector in implementing the strategy includes some 
areas where the private sector could potentially be more efficient. Examples are: (1) 

production o f  certified seed, where the role o f  the public sector could be l imi ted to creating an 
appropriate certification system and reforming the seed pol icy that currently serves as a barrier to 
the entry o f  improved varieties; (ii) achieving optimal land use by crops through market forces, 
rather than set targets for areas to  be planted by specific crops by 2016; (iii) reducing the 
dominant role o f  the public sector in determining land use. Given the reintroduction o f  
significant public sector interventions in the paddy sector and the role envisaged for the Sri Lanka 
Agncultural Products Marketing Authority, careful attention i s  merited to  ensure that these do not 
result in significant price and market distortions and fiscal costs. 

26. T o  induce sustainable increase in productivity and incomes, MC suggests measures 
to improve farmers’ links to markets. While staffs concur with these supply-focused policies, 
more attention to the demand side would be merited, for example expansion o f  programs that a im 
at rural livelihoods development to foster village institutions and farmers organizations that can 
generate the required scale to reduce transaction costs, facilitate better access to  markets and 
interaction with private players. Improving the effectiveness o f  agricultural research and 
extension will require institutional reforms to  strengthen incentives, in addition to the additional 
funds envisaged in MC. 

27. M C  establishes a broad set o f  objectives for the sustainable use of land, but more 
specificity i s  needed on actions. Staffs concur with the broad objectives -strengthening o f  land 
tenure, more efficient land use and allocation, reducing inequality and promoting social equity in 
land ownership. MC’s call for  establishing and strengthening a land titling system can promote 
more efficient land allocation and use. The establishment o f  a Land Information System to 
improve the information base o n  public lands i s  a positive step towards transparency and a 
coherent land development program. To strengthen land tenure, more specific actions would be 
needed- particularly for Land Development Ordinance (LDO) land where restrictions o n  
transactions constrain the efficient use o f  land. 

28. MC rightly recognizes irrigation as a key contributor to agricultural growth and 
focuses on supporting modern irrigation techniques and improving water resource 
management. The attention to joint public sector and farmer management o f  major irrigation 
schemes and funding o f  operations and maintenance (O&M) i s  well-justified. The strategy would 
however benefit f rom better integration with the National Water Policy that i s  intended to  provide 
the framework for  sustainable water resource management. There i s  also inadequate focus o n  
some critical sectoral policy issues, and the proposals appear to  be overly ambitious in terms o f  
resource availability and capacity challenges. Whi le the challenges posed by the multiplicity o f  
institutions are achowledged, more specific steps would be needed o n  h o w  to coordinate better 
or implement initiatives l ike joint funding o f  O&M by the public sector and farmers. 
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C. Strengthening public service delivery, particularly in health and education 

29. Staffs find the heath sector strategy to be an accurate representation o f  the 
achievements and challenges in the health sector. These include extremely high occupancy o f  
some o f  the large hospitals juxtaposed against l o w  occupancy at more peripheral district 
hospitals; (ii) the absence o f  a results-based managerial approach; (iii) the unfinished 
decentralization agenda; and (iv) the lack o f  a strategy to enhance standards of  private providers 
and develop the stewardship role for the government. In going forward, there i s  a need for 
greater prioritization and strategic focus. The final l i s t  o f  “strategies by time horizon” reads 
more l ike a plan for development o f  the public delivery system rather than the reforms necessary 
to address the problems outlined. The strategy would benefit f rom further work to develop a 
more concrete reform strategy that prioritizes the areas for reform, provides a framework for 
redefining the role o f  public and private sectors in health care provision and develops 
mechanisms for effective regulation. 

30. With regard to the education sector, the policy framework in MC appears to 
adequately represent the challenges facing the country, particularly in enhancing the 
quality of  education. The strategy for basic and secondary education closely follows the 
Education Sector Development Framework and Program (ESDFP) o f  the Ministry o f  Education 
(MOE). Trachng the progress o f  implementation would be better-served by aligning the 
indicators for  progress to  the goals o f  the strategy. The acknowledgement o f  the need for private 
sector participation in higher education i s  a positive first step. However, the higher education 
section lacks specificity on areas such as research and development, staff training and 
recruitment, and the governance o f  higher education, including the roles and responsibilities o f  
the Ministry o f  Higher Education and the University Grants Commission (UGC). Staffs are 
encouraged by the efforts o f  the Ministry o f  Higher Education to  address these weaknesses in the 
long-term higher education strategy currently being developed and look forward to i t s  completion 
and implementation. 

31. Staffs welcome MC’s vision of creating a productive, efficient, transparent and 
accountable public service to improve the quality o f  provision o f  services. This involves 
recognizing the role o f  the state as one o f  providing a facilitating environment for private sector 
growth and investments -by setting national policies to  provide overall direction and the 
regulatory framework, improving access to  public infrastructure and minimizing disparities in 
economic opportunities. The central administration i s  envisaged to shift i t s  current exclusive 
focus o n  providing public services to one focused more o n  setting national policies and priorities 
-a direction the staffs concur with. 

32. However, M C  does not spell out which measures and in which sequence the 
Government intends to apply to achieve these objectives. A strong c iv i l  service has stood the 
country in good stead for much o f  the post independence period. But there are signs o f  
deterioration in quality and efficiency o f  the c i v i l  service, partly as a result o f  continued growth in 
the public service, and possibly also as a result o f  increased politicization o f  hiring o f  public 
servants. Going forward, serious efforts would be needed to contain growth in the public payroll. 
In addition, the current l o w  compression ratio o f  public wages i s  l ikely hampering the 
Government’s abil ity to retain the most qualified staff. Finally, resolving the impasse regarding 
the constitutional council established under the 17th amendment o f  the Constitution to  empower 
inter alia the Public Service Commission would also be important for the long-term strengthening 
o f  the public sector. 
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33. In addition to the sectors related to the strategic pillars discussed above, staffs consider 
two o f  the areas that MC focuses on to be critically important to realize i ts vision o f  significantly 
higher and more equitable growth. These are: (i) improving investment climate and efficiency o f  
state owned enterprises (SOEs), which are essential for accelerating growth; and (ii) development 
in conflict-affected areas - necessary for  reducing poverty and regional disparity and requiring 
special attention due to the unique nature o f  challenges they present. 

D. Improving investment climate and efficiency of  SOEs to support accelerated growth 

34. Achieving the ambitious investment and growth targets specified in M C  would 
require an investment climate that attracts private investment, raises productivity and 
improves international competitiveness. MC intends to  provide an enabling environment for  
the private sector, for example by improving infrastructure facilities, enhancing slulls and 
technology development, providing better financial instruments, encouraging public-private 
partnerships and creating a better regulatory framework. Priority areas include export promotion, 
attracting foreign direct investments and promoting SMEs and microenterprises. Staffs concur 
with the recognition in MC that government should p lay a facilitator’s role in industrial 
development rather than being directly involved in investments. However, a number o f  issues 
important for improving investment climate, including potential areas for structural reform l ike 
labor and land markets have received inadequate attention in MC. Going forward, staffs also 
recommend prioritization among a large number o f  proposed activities and identification o f  
agencies responsible for specific actions, which would be critical for implementation. 

35. Staffs find that M C  could have been more explicit about the government’s plans for 
financial sector improvements. Important legislative and regulatory reforms have taken place 
in recent years, banking and insurance supervision and central banlung operations have been 
strengthened, and market infrastructure has improved. However, reforms of  the pension and 
provident hnds have not been addressed, and only l imi ted progress has been achieved in the 
restructuring o f  the two state commercial banks. In spite o f  some improvement fo l lowing the 
government’s restructuring efforts, high cost-income ratios, dnven by s ta f f  and pension costs, 
continue to affect their performance. Addressing the capital deficiency in state banks should be a 
key pol icy priority. 

36. M C  recognizes the need to undertake strategic reforms in state owned enterprises 
(SOEs) to make them more efficient and commercially viable. Staffs concur with the key 
elements o f  SOE reforms espoused in MC: (a) pricing reforms geared towards cost recovery; (b) 
regulatory reforms with the onus on independent regulatory mechanisms; and (c) structural 
reforms for unbundling the monopolies into separate units. However, many o f  the reform 
measures pertaining to key institutions lack sufficient detail necessary for them to  be translated 
into action. 

37. The two years since M C  have seen some progress on the SOE reform agenda, but 
much remains to be done. In spite o f  polit ical difficulties, the government has moved ahead 
with pricing reforms hoping to gradually phase out budgetary transfers to SOEs. In the last 15 
months, tar i f f  adjustments have been undertaken in key public utilities l ike transport and 
electricity. Independent regulatory oversight over public enterprises has been strengthened, such 
as the Public Util i t ies Commission o f  Sri Lanka over CEB and the National Transport 
Commission over bus fares. Notwithstanding the progress, more substantive reform measures 
would be needed to improve the financial viabil ity and efficiency o f  SOEs. The Government has 
explicitly ruled out privatization o f  SOEs (including state-owned banks). Staffs are o f  the v iew 
that irrespective o f  the stance on privatization, SOE reforms would need to  focus o n  diff icult 
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issues l ike excess staff, l o w  productivity and duplications in service delivery in order to  achieve a 
significant impact on public expenditures. Staffs also note that the recent creation o f  a public 
sector budget airline and an import agency to  ho ld down consumer prices o f  “essential” goods 
seem to  go against MC’s stated intention o f  limiting the government’s direct engagement in 
commercial activities. 

E. Development in conflict affected areas 

38. MC provides an informative overview of  the pre-conflict economic situation in the 
Nor th  and East and the impact of  the conflict in terms o f  displacement, human losses and 
poverty. Staffs find that MC appropriately focuses on both short and long  term priorities in 
conflict-affected areas, with objectives that include: (i) rehabilitation and reintegration o f  those 
displaced or affected by the conflict; (ii) resuming service delivery, including through 
investments in physical infrastructure; and (iii) establishing sound governance and service 
delivery arrangements. The strategy also rightly calls for  targeting vulnerable groups, including 
the disabled, elderly, traumatized victims, and the economically deprived. 

39. Staffs find the development objectives to be consistent with the known needs. But to 
achieve the stated goals, the programs would need to be aligned better t o  objectives. For 
example, capacity building for  governance i s  not  a clear element o f  any program even though 
“establishment o f  sound governance administration” i s  an explicit objective. Whi le  separate plans 
for the Nor th and the East (as it i s  in MC) have their advantages, they have the disadvantage o f  
missing certain needs relevant to both regions, such as youth unemployment in the North. MC 
also appears to inadequately address some o f  the issues that l i e  at the core o f  poverty and 
isolation in the Nor th and East. These include the underlying economic factors (land and labor 
markets, investment climate) and the need to improve physical and social connectivity with the 
rest o f  the country for  which roads and production chains are l ikely to be important. Finally, 
given that the conflict i s  ongoing, staffs encourage the government to plan for  a longer transition 
period for realizing the development objectives envisaged in MC for the Nor th  and East. 

K Targets, Indicators and Monitoring 

40. Being a strategy document, MC does not include a framework for monitoring 
progress on outcome and output indicators. The staffs however recognize that the government 
o f  Sri Lanka has accorded high priority to monitoring, particularly in tracking progress towards 
the Mi l lennium Development Goals (MDGs). Sri Lanka compares wel l  with most developing 
countries in this area, with the Department o f  Census and Statistics (DCS) compiling most o f  the 
income and non-income indicators o f  welfare relevant for  Sri Lanka f rom a variety o f  sources - 
including regular household surveys, censuses and a special survey o n  MDGs. These indicators 
are also available in the public website maintained by DCS. 

41. Staffs welcome the recent efforts made b y  DCS to significantly improve poverty 
monitoring instruments and techniques. For  example, a national poverty l ine was established 
in 2004, which allowed consistent measurement o f  the trend and pattern o f  poverty. A recently 
completed poverty map y e l d s  estimates o f  poverty rates for  administrative units smaller than 
districts, which i s  useful t o  identify poor areas and spatial factors associated with poverty. These 
improvements have led to better links between poverty monitoring and policy, as evident from 
the government’s reliance o n  poverty maps to  identify areas to target the Gama Neguma program 
and initiate targeting reforms in the national safety net program. 

42. Staffs also note the improvements on the internal consistency and reliability o f  many 
of  the non-income MDGs indicators. DCS conducted a special survey for  indicators that were 
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previously constructed from databases o f  other government agencies, whose statistical accuracy 
and reliability were suspect. Combining this with other household surveys, DCS was able to 
construct a comprehensive and reliable MDG database for 2006-07. DCS has also recently 
piloted a decentralized data entry system in some districts to improve the quality and timeliness 
o f  HIES data, which would l ikely be extended to other districts and surveys. T h i s  along with a 
number o f  other initiatives to  improve data quality and timeliness i s  planned in the near future 
under a Wor ld  Bank supported statistical capacity building project. 

43. A critical challenge that remains i s  improving the geographic coverage of  household 
surveys in conflict-affected areas. After nearly two decades when the security situation in the 
Nor th  and East prevented the HIES from covering these areas, the latest HIES was successful in 
covering two (out o f  three) districts in the Eastern Province. Statistics f rom the Northern 
Province remain unavailable. The coverage o f  MDG indicators f rom a single multipurpose 
household survey i s  also limited, which makes it diff icult to examine interlinkages between MDG 
indicators. The use o f  a special survey to measure non-income MDG indicators raises the 
question o f  sustainability o f  such efforts, given the need to track indicators over time. 

44. Staffs recommend that the institutional arrangements for linking policy to the 
monitoring of  programs and outcomes be strengthened. While DCS has the responsibility for  
monitoring outcome indicators, the Ministry o f  Plan Implementation (MoPI) appears to have the 
mandate o f  monitoring some o f  the MC programs l ike Gama Neguma. However, there i s  a lack 
o f  clarity o n  the institutional arrangements for  providing feedback to  policymakers f rom the 
monitoring o f  programs and outcomes linked to the investments planned in MC. Furthermore, 
program monitoring i s  relatively weak due to l imited capacity within MoPI, and inadequate 
coordination between M o P I  and l ine  ministries that appear to monitor their o w n  programs in most 
cases. Going forward, improving the l inks between outcome monitoring by DCS and 
policymakers i s  an important goal o f  the aforementioned statistical capacity building project - a 
Data Committee instituted by the DCS, with i t s  members drawn f rom various ministries, i s  
expected to improve such links. In addition, staffs are o f  the v iew that the institutional 
arrangements for  monitoring can be strengthened by: (i) identifying monitorable indicators and 
targets in l ine with the priority public actions identified in MC; (ii) clearly assigning the 
institutional responsibility to coordinate monitoring of  MC programs and outcomes to a 
department l ike MoPI, supported by requisite capacity and budget; and (iii) creating mechanisms 
through which feedback f rom monitoring flows to  l ine ministries. 

W. Conclusion and issues for discussion 

45. MC provides a vision for development in Sri  Lanka through broad-based growth 
inclusive of  lagging regions and sectors. Staffs endorse the recognition in M C  that the role o f  
the state i s  t o  provide a facilitating environment for private sector led growth and investment. 
Against this background staffs recommend that the Government carefully review whether the 
private sector would be a more efficient provider o f  some o f  services that the MC envisages to  be 
provided by the public sector. In implementing the strategy, staffs recommend more specificity 
in policy actions aligned to the broad and comprehensive objectives la id out for  sectors. It 
appears that such specificity i s  currently laclung especially for  many areas where pol icy reforms 
rather than additional resources are l ikely needed to achieve the desired results. Furthermore, 
staffs recommend more prioritization among the wide-ranging programs listed in MC, given the 
l imited resources and implementation capacity within the government. Implementation will also 
depend o n  the government’s ability to raise the resources needed to support the ambitious public 
investment program, particularly in infrastructure development. 
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46. The  pr imary source of  risk affecting the implementation of  the strategy i s  the 
conflict. There are three main r i sks  associated with the conflict. Firstly, continuing conflict 
would make it extremely diff icult to implement the development program for  the Nor th  in 
particular, and instead lead to further worsening o f  poverty and deprivation in a part o f  the 
country with already high vulnerability. Secondly, the fiscal impact o f  continuation or escalation 
o f  the conflict could reduce the availability o f  resources to implement the investment program 
la id  out in MC. Thrdly, worsening security situation i s  l ikely to  affect tourism, the business 
climate, confidence, and FDI flows, which would make it harder to  achieve the private sector l ed  
growth rates envisioned in MC. 

47. Macroeconomic imbalances constitute the second significant source of  risk. The 
main macroeconomic imbalance i s  the persistently high fiscal deficit, which not  only i s  a 
continued source o f  macroeconomic instability but also crowds out private investments. In 
addition, if the rate o f  inflation i s  not  soon reduced there i s  a real r i s k  o f  entrenchment o f  inflation 
expectations, which would make future redresses even more challenging and could seriously 
jeopardize Sr i  Lankan competitiveness. 

48. A third source o f  risk comes f rom potential external shocks. Recent increases in 
international o i l  prices and food prices, the slowdown in the U S  economy and the challenges 
faced by Sri Lanka garment exports in both U S  and European markets a l l  contribute to  the r isks  
t o  Sr i  Lanka’s balance o f  payments. The security situation due to the conflict and the recent 
downgrading o f  Sri La& by international credit rating agencies add to the risks; and 
nonconcessionary external borrowing, if it were to continue, would create additional vulnerability 
t o  market sentiments. 

49. D o  the Executive Directors agree with: (a) the broad directions o f  Sr i  Lanka’s PRS and 
staffs’ recommendations for implementation, which include addressing macroeconomic 
imbalances, developing more specific pol icy actions to match the broad objectives and 
priorit izing among programs given limited capacity and resources; (b) staffs’ assessment o f  risks 
in implementation? 
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MAHINDA CHINTANA : VISION FO RANEW SRI LANU 
D I s c u s s ION PAPER-ON D E ~ N T  FRAMEWORK 2006-2016 

EXECUTIVESUMMARY 
“Mahinda Chintana” - Vision Towards aNew Sri Lanka aimed at raising the GDP growth rate in 

excess o f  8 per cent. The new approach integrates the positive attributes o f  market economic policies 
with the domestic aspirations by providing necessary support to domestic enterprises and encouraging 
foreign investments. 

The economic policies during the past two and a hal f  decades has contributed to a average annual 
GDP growth rate o f  around 5 per cent. However, the benefits o f  growth had not filtered to many 
segments o f  the population and sufficient domestic entrepreneurship development did not take place. 
The new development strategy builds on the positive aspects o f  the past policies while trying to address 
their limitations, weaknesses and lapses to improve growth prospects with equitable development in the 
country, with special emphasis on the needs o f  lagging regions. 

Based o n  th is  strategy, a long time development programme covering 2006 to 20 16 has been 
prepared within the broad policy framework o f  Mahinda Chintana. The formulation o f  the programme 
has undergone an intensive consultative process involving sectoral Ministries and other relevant agen- 
cies. The programme underlies a ten year macro-economic framework with an 8 per cent GDP growth 
target for next six years and a higher target o f  9-1 0 per cent thereafter. Within the macro economic 
parameters the programme includes ten-year policy frameworks for various sectors o f  the economy 
covering sector visions, issues challenges, and strategies. 

During the next ten years, Sri Lanka’s population i s  expected to increase from the present (2005) 
level o f  19.7 mill ion to about 22 million. The labour force will reach a level o f  about 10.9 million. The 
unemployment rate has already declined to around 7 percent present. There could be some tightening 
o f  the labour market conditions with the possible increased demand for labour with the on going expan- 
sion o f  the wor ld economy, aging population in many countries including Sri Lanka, and expected 
expansion o f  domestic economy. However, we need to ensure that gain made in employment i s  sus- 
tained and the new entrants to the labour force, projected to be around 2.8 mi l l ion during the next 10 
year, are wel l  prepared to be gainfully employed and their productivity levels raised. Another major 
challenges will be to eradicating poverty, affecting about 23 percent o f  the country’s population 

Sri Lanka’s economic growth in the past three decades had been moderate and lagged behind the 
growth rates achieved by the dynamic emerging economies in East Asia In addition, there has been a 
perpetuation o f  income disparities, both among income earners and geographic regions. It is clear that in 
the past the economic growth has largely bypassed the rural areas and concentrated in the Western 
Province, which now contributes a 5 1 percent to the national GDP (2004). In the case o f  income 
groups, the disparity appears to be even wider. Therefore, Sri Lanka needs a considerable catch-up in 
growth rate not only to secure its place in the regions as a newly emerging economy, but also to ensure 
that the c0untry7s economy i s  capable o f  providing better livelihood for all citizens, including those who 
are in abject poverty. 

I t  i s  encouraging that the country has displayed considerable resilience particularly after the 
Tsunami shock and the economy has entered on to a higher growth path, registering a GDP growth rate 
o f  6.2 percent in 2005. The high growthmomentum has continued further in 2006 with an  impressive 
achievement during the f i r s t  ha l f  o f  2006. The progress made needs to be further consolidated. An 
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acceleration ofthe growth as envisaged in the ten-year development program will raise Sri Lanka’s per 
capita GNP to Rs.485,OOO (US $3,960) by 2016 and elevate Sri Lanka’s position as aMiddle Income 
country. As the inflation differences between Sri Lanka and rest o f  the wor ld i s  expected to narrow 
down the purchasing power parity income also expected to reach about U S  $13,000 by 20 16. 

Such a substantial leap forward would not only require careful planning and implementation but 
also favourable external conditions. The planning we  now refer to i s  to make an economy which i s  
largely private sector driven, more dynamic and regionally integrated. The challenge caused by the 
recent massive rise in world o i l  prices has had adverse impact on the economy and the country needs to 
prepare for any further shocks in this area. Sri Lanka has faced the recent challenges reasonably wel l  
making the necessary adjustments in petroleum product prices, facing the realities in the world market 
conditions. The county also has made considerable progress in the post-tsunami recovery and recon- 
struction efforts while the speed o f  recovery o f  some parts in the country has been constrained by the 
ongoing conflict. The government’s endeavours to provide the possible fastest recovery and complete 
reconstruction are continuing. With the government’s reaffirmed commitment to finding a negotiated 
settlement to the conflict, a progress in this effort will be a welcome development for  the benefit o f  
conflict and tsunami affected people in the North and East in addition to the positive impact it will have 
on the overall growth process. Current growth momentum o f  the wor ld economy has been a positive 
factor. The dynamism in the East Asian countries would provide new opportunities as wel l  as a chal- 
lenge to strengthen our efforts to accelerate economic growth. 

Accelerating economic growth needs a significant up scaling o f  investment and improving overall 
productivity level. Accordingly, InvestmendGDP Ratio i s  expected to increase to a level o f  32 to 38 
percent during the next ten years. The National Savings which are currently at a level o f  about 25 
percent o f  GDP i s  also expected to improve in parallel with growing incomes. However, there will be a 
continuing Investment-Savings gap to be financed f!rom external sources, in the form ofboth official and 
private foreign capital inflows. Reflecting the increased utilization o f  foreign resources for major infi-a- 
structure projects, the current account deficit will be in the region o f  3.5 to 4.5 percent o f  GDP during 
the next three years. This ratio i s  predicted to decline thereafter to around 3 per o f  GDP. With the 
growth in export earnings and higher economic growth the external debt indicators are expected to 
improve over the medium-term. 

All three major sectors -Agriculture, Industry and Services are expected to grow at rates faster 
than those observed during the last five-year period. The targeted average growth rate during 2006 - 
201 6 i s  4-5 percent in Agriculture, Forestry and Fishing. Industry in which include Mining, Quanymg, 
Manufacturing, Construction, Electricity, Gas and Water growth rate o f  8-9 percent i s  expected while 
the Services sector i s  projected to grow by 9-1 0 percent. 

In all sectors, new growth areas are emerging. In the agriculture, the non-traditional products such 
as h i t s  and vegetables, poultry livestock, fisheries etc. are expected to make a greater contribution o f  
output and income generation. The support to this sector will continue. In this endeavour, new instru- 
ments for rural community empowerment such as “Bim Saviya”, an accelerated program to ensure land 
ownership will be most effective in growth promotion, poverty reduction and social upliftment. 

Manufacturing and services industries are also expected to show greater dynamism. The more 
dynamic industries within these major sectors will be Electricity, Port services, Transport, Telecommu- 
nication services, small and medium scale businesses including personal services and many new manu- 
facturing activities, catering to both external and domestic markets. 

The sectoral plan for agnculture gives particular emphasis on achieving food security and raising 
incomes o f  small farmers. The strategies adopted include, increasing competitiveness through applica- 
tion o f  modem technology, improved cultural practices and shifting to commercial agriculture. The role 
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o f  the Government includes agricultural research and extension, facilitating the supply o f  quality seed 
and planting material, assistance to marketing and credit and providing production incentives in the form 
o f  subsidies and transfers. 

Randora- hf?astmcture Investment plan, envisages channelling a larger share o f  investment to 
developing the basic infrastructure and other services in the rural areas - electricity supply, telecommu- 
nication services, supply o f  drinking and irrigation water, access roads, agricultural storage, health and 
education facilities. 

The sectoral plan for electricity aims at a substantial expansion and diversification o f  generation 
capacity by implementing the long delayed coal power and hydro projects as wel l  as new f u e l L N G  
based projects, development o f  renewable energy sources, rationalising the tariff structure and increas- 
ing access to electricity by all consumers particularly covering the remote areas. The national, provincial 
and rural roads improvement program i s  already underway. Roads in the remote and rural areas are to 
be developed under Maga Negurna, various regional development projects and provincial programmes. 
Problems related to inadequate and unreliable supply o f  water for drinking and industrial purposes and 
the emerging environmental problems related to waste disposal, and water and air pollution are ac- 
corded priority. While the public sector play the key role in the development o f  water and sanitation 
sector, the community participation in the sector i s  encouraged. 

International competitiveness o f  Sri Lanka’s industry needs to be improved. The sectoral plan for 
industrial development i s  guided by the vision o f  creating a vibrant and internationally competitive indus- 
trial sector capable o f  creating a large number o f  employment opportunities and supporting a rapid 
expansion in exports earnings. Industrial policy will place emphasis on assisting the small and medium 
industry sector, micro enterprises and self-employment ventures as a part o f  the shared growth strategy. 
Government interventions will focus on creating a sound incentive structure, including incentives for new 
investment, facilitating the access to technology and credit, developing skil ls and entrepreneurship, main- 
taining standards and performing regulatory functions among others. Among the supportive policies are 
(a) further improving the macro economic environment, (b) upgrading the public service delivery includ- 
ing improving the efficiency o f  state owned strategic enterprises, (c) promoting technology and (d) 
facilitation ofprivate investment in new industrial zones. 

Tourism being a sector which has a vast potential for contribution to employment and foreign 
exchange earnings i s  expected to make major strides under the plan. The target for tourist arrivals in 
201 5 i s  set at 2 million. Plans have been prepared to cater to a large volume o f  high spending tourists 
including f iom the emerging Asian markets. There will also be greater emphasis on developing domestic 
tourism as well as a M e r  strengthening o f  the role o f  the Government in setting standards, providing 
investment incentives and regulations in this sector. 

In the area o f  social development the plan covers many areas such as education, health, livelihood 
development and social protection, disaster management, water supply, and development in lagging 
regions by the priorities indicated in the Mahinda Chintana. Here again, the existence o f  large regional 
differences in social indicators has necessitated the preparation o f  a number o f  region-specific strategies 
including those for the North and East and the Plantation workers. This approach will give a further 
impetus to Sri Lanka’s satisfactory performance so far in moving towards the Millennium Development 
Goals (MDG). 

A significant enhancement o f  future growth potential in Sri Lanka also depends on the successful 
harassing ofthe benefits f iom global integration. Our endeavours in this regard, including through the 
Strengthening o f  our bilateral and regional trade and investment relationships, will be continued. Sri 
Lanka’s foreign missions abroad will play a more effective role in the promotion o f  travel and investment 
relationships in co-ordination with the relevant ministries and agencies. 
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The subsequent sections o f  this document present the policy frameworks for the development o f  
various sectors, and geographical regions. The last section presents the broad macro economic frame- 
work and perspectives for the next ten years. The detailed projections underlying the broad macro 
economic indictors presented there in are based o n  the view that Sri Lanka will steadily strengthen its 
position as a newly emerging economy through the acceleration o f  broad based growth covering al l  
regions and segments of  the society, exploitation o f  new areas o f  growth in Agriculture, Industry, Con- 
struction and Services with increased domestic value addition, and providing necessary incentives and 
support within a consistent policy framework to promote local entrepreneurial ski l ls  and initiatives. 

The implementation o f  the development program as indicated in the various sector chapters in this 
document i s  expected to  improve the structure o f  the Sri Lanka economy, ensuring sustainable broad 
based growth in the provinces and an improvement o f  the living standards in line with the “Mahinda 
Chintana” Goals.(MCGs) 
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GROWTH RATES OF GDP BY INDUSTRIAL ORIGIN AT CONSTANT (1998) PRODUCERS’ PRICES 

Major Division 
Agriculture, Livestock, Forestry 

and Fishing 
I. Agriculture, Livestock and Forestry 

1.1. Tea 
1.2. Rubber 
1.3. Coconut 
1.4. Minor Agricultural export crops 
1.5. Paddy 
1.6. Livestock 
1.7. Other food crops 

1.7.1. Highland crops 
1.7.2. Vegetables 
1.7.3. Fruits 

1.8. Tobacco 
1.9. Plantation development 

1.10. Other Agricultural products 
1.11. Forestry 

2.1. Inland Fishing 
2.2. Marine Fishing 

Industry 
3. Mining and Quarrying 

3.1. Precious stones and mining 
3.2. Other Minerals 

4.1. Processing of plantation and agriculture 
4.2. Factory industry 

4.2.1. Food Beverages & Tobacco 
4.2.2. Textile,Wearing appral & leather 
4.2.3. Chemicals, Petroleum, Coal, 

4.2.4. Non-Metalic Mineral product! 

2. Fishing 

4. Manufacturing 

Rubber & Plastic 

except products of Petroleum 
& Coal 

Machinery 8 equipment 
4.2.5. Fabricated Metal 

4.2.6. Other Industries 
4.3. Small Industries 

5.1. Electricity 
5.2. Water 
5.3. Gas 

6. Construction 
6.1. Housing 
6.2. Other Buildings 
6.3. Roads and Bridges 
6.4. Water supply, drainage and Irrigation 
6.5. Other Construction 

5. Electricity, gas and water 

Services 
7. Wholesale and retail trade 

7.1. Import trade 
7.2. Export trade 
7.3. Domestic trade 

8. Hotels and restaurants 
9. Transport and communication 

9.1. Transport 

9.2. Cargo Storage & Warehousing 
9.3. Post and telecommunication 

I O .  Banking, insurance and real estate 
10.1. Banking, insurance and real 

10.2. Information Technolgy (+BPO) 

9.1 .I. Railway- Passenger & Good 
9.1.3. Other passenger & Goods 

estate excluding Information Technology 

11. Ownership of dwellings 
12.Government services 
13.Private services 
Gross Domestic Product 

2005 

1.2 

6.5 
2.2 

10.2 
0.9 

16.3 
23.4 
2.3 
4.7 
5.2 
4.4 
3.9 

40.1 
-0.3 
3.4 
7.0 

40.7 
-1.0 

45.2 

7.9 
17.8 
36.3 
11.9 
6.1 
0.8 
6.4 

13.5 
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1. Transforming Agriculture for 
Economic Prosperity and Poverty Reduction 

1.1 Introduction 
As in many other countries, the development o f  the industrial and service sectors in Sri Lanka has 

been accompanied by areduction in the contribution o f  agriculture to Gross Domestic Product (GDP). 
The contribution ofthe agriculture sector to GDP f i om 1995 to 2005 was around 18.6 percent, which 
indicates a 15 percent decline over the period 1985 to 1995; in fact there has been a continuous decline 
in the late 1970s. The contribution f i om agriculture sector to GDP at present stands at 17.2 percent. 
The contribution from the agriculture sector to employment has also decreased f i om 36.8 percent in 
1995 to 30.7 percent in 2005. 

Even though the contribution fkom agriculture sector to GDP has halved in the last two decades, 
agriculture st i l l  plays avital role in Sri Lanka’s economic development. Th is  sector was the third highest 
contributor during the last decade and the second highest contributor to employment, and was at 30.7 
percent in 2005. It i s  the main source o f  livelihood o f  the rural population, which accounts for 70 percent 
ofthe total population. Therefore, the agriculture sector will remain as the largest in absolute terms, and 
must be strengthened to attain higher growth rates and to play a dynamic role in the overall economic 
development o f  the country. 

The average growth o f  the agriculture sector during the last four years was 1.2 percent compared 
with 5 percent in industry and 7 percent in services. Even though its relative position in the economy has 
been declining with the growth o f  industries and services, because o f  i t s  strong linkages with other 
sectors, agriculture continuous to be the main element o f  Sri Lanka’s economy. Therefore, the agriculture 
sector i s  a significant determinant ofnational and provincial GDP. 

The ten-year development programme envisages that the agriculture sector will to grow at a faster 
rate o f  4-5 percent with a higher contribution coming f iom the non-plantation sector, such as other food 
crops (non paddy), h i t s  and vegetables, fisheries and livestock. Commercial orientation o f  the small 
and medium scale operations in these sectors i s  expected to improve with continued support and facilities 
to this sector, including improved access to bank credit. 

The agriculture sector will grow in absolute terms generating income in the rural sector thereby 
partly contributing to rural poverty reduction. Concomitantly employment opportunities in the non- 
agriculture sectors namely industry and services will grow faster than the agriculture sector, which will 
result in the falling o f  the share o f  agriculture employment to about 20 per cent f i om the current 30 per 
cent o f  the labour force. The growth opportunities in the non-agriculture sector, which could absorb 
some ofthe fieed farm labour, will contribute to rural poverty reduction. The agriculture sector will be 
made more efficient to increase the return to labour, which will also contribute to reducing rural poverty. 
The pro-poor and pro-growth income improvement and redistribution policies with complementary 
participation o f  a socially responsible private sector and strong public sector are the focuses o f  the 
economic development process. The investment plan forthe agriculture sector will include these objectives. 

Paddy dominates non-plantation agriculture. It covers around 938,000 hectares or approximately 
47 percent ofthe total area under agriculture. It employs about hal f  o f  the total agriculture labour force. 
The domestic rice requirement, which i s  now being met f iom local production, has been increased to 98 
percent in 2005 f i om 89 percent in 2004. 
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Tea, rubber and coconut are the major plantation crops and this sector accounts for 4.9 percent 
o f  GDP, 15.7 percent o f  export earnings, and employs 18 percent o f  the labour force and contributes 
27 percent to agricultural GDP. Tea covers 190,177 hectares, with small holders accounting for about 
49 percent o f  the total area and 65 percent o f  the national production. Rubber covers 1 16,47 1 hectares 
and 43 percent ofthis i s  owned by small holders. The Rubber industry has recorded a total production 
o f  104,352 mt in 2005 with productivity o f  1 171 kgha. Over 2000 persons are employed in the rubber 
industry and over 30,000 are employed in the rubber-based industries. About 70 percent o f  the total 
rubber production i s  locally consumed by the value adding industries. Coconut covers around 390,000 
hectares o f  which 80 percent i s  holdings o f  less than 8 hectares each. 

Pepper, cinnamon, cardamom, cloves and nutmeg and mace, essential oils and beverage 
crops such as coffee and cocoa also make a significant contribution to exports. Over 50 percent ofthe 
production ofthese crops i s  exported. These crops play an important role in an economy in earning 
foreign exchange. The total land area under these export crops has been growing fast and by 2009 
would reach 90,332 ha. 

The fisheries sector i s  an important component o f  the economy and employs over 150,000 
f ishmen,  with a further 100,000 engaged in fishery related activities such as fish processing, marketing, 
boat building, net manufacturing etc. Its estimated contribution to GDP i s  around 3 percent, up from 
around 2 percent in 1988. About 65-70 percent o f  the animal protein intake consumed by the population 
i s  supplied by fish products. 

The livestock sector accounts for about 1.2 percent ofthe total GDP and 5.6 percent o f  agriculture 
share in GDP. The role o f  livestock in the agriculture sector in Sri Lanka i s  multifaceted. In 2005,20 
percent o f  the total milk requirement o f  the country was supplied by the local livestock industry. It has 
been planned to increase th is  contribution to 30 percent in 20 10 and to 50 percent in 20 15. 

T h e  forestry sector plays an important role in contributing to various other sectors such as the 
agriculture, industries, energy, tourism, and household sectors. I t  helps to  conserve soil and water 
resources for agriculture, to supply bio energy, and to enhance hydropower generation capacities by 
conserving catchments areas. Th is  sector also generates timber and wood products for both industries 
and households, and provides places for outdoor recreation with aesthetic value, for tourism. 

Government’s strategy in agriculture i s  based on the need to be competitive in production and 
marketing by increasing productivity, lowering production costs and adding value to raw materials. 
Raising the rate o f  growth in agriculture (including crops, livestock, fisheries and forestry) can make an 
important contribution to rural poverty reduction. 

Government i s  committed to developing amarket-oriented pricing and incentive environment for 
the agriculture sector. Direct involvement in the commodity market will be gradually reduced, and by 
2009, agriculture trade policy will become more stable and transparent for the main food commodities. 
The high rates o f  specific duties used to protect strategic agricultural commodities will be replaced by a 
duty o f  about 60 percent for the main strategic foodstuffs. Tariffs will remain at these levels for some 
time to provide greater certainty to farmers, processors and trades. Fertilizer subsidies will be streamlined 
and efforts made to improve the targeting ofthese subsidies. 

Frequent reorganizations and a lack o f  focus w i b  the agricultural research and extension services 
appear to have substantially compromised the nation’s capacity to include technological innovation in 
agriculture. Government will substantially increase the supply o f  improved technology suitable for small 
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farmers through amore diverse and intensive programme o f  adaptive research based largely on borrowed 
technology. 

1.2 Vision for the Agriculture Sector 

with the Mahinda Chintanaya. 
The Ten Year Development Plan for agriculture sector seeks to achieve the following vision consistent 

An agriculture sector contributing to regionally equitable economic growth, rural livelihood 
improvement, and food security through efficient production of commodities for consumption, for 

agro-based industries and for exporting competitively to the world market 

1.3 Policy Framework 

productive sector bridging gaps. 

1.3.1 Overall Policy 
Within the liberal economic environment, agriculture policy will be directed towards transforming 

traditional subsistence agriculture (including livestock and fisheries) to one which maximizes productivity. 
Increasing the productivity o f  tree crop/export agriculture to become more competitive in the international 
market has been identified as an important strategy in the policy. By doing this it i s  expected to create an 
exportable surplus or import substitution products and thereby strengthen the balance o f  payments 
situation in the country, while providing higher incomes to those who are engaged such cultivation. The 
government has also given priority to improving processing, marketing and down streaming activities to 
increase value addition to agricultural products, providing more employment opportunities in rural areas, 
and thereby reducing urban migration. The goals o f  the agriculture policy are to achieve sustainable 
earnings, food security and higher incomes for those dependent on th i s  sector, reduce the cost o f  living 
o f  the population as a whole, and provide an adequate diet at an affordable price for  the poor. The 
Government places high priority on achieving a broad based-shift f iom low- value to high-value agriculture, 
accompanied by sustained improvements in productivity and competitiveness, which will launch the 
agriculture sector into a significantly higher growth trajectory. 

The policy thrust i s  to transform the subsistence agriculture to a commercially oriented and highly 

Sri Lanka’s non-plantation sector also referred to as a domestic food production sector has 
recovered its momentum o f  growth during the past few years. Rice accounts for approximately !A o f  the 
consumer goods basket, about 113 o f  the total grain consumption and nearly 50 percent o f  the calorie 
intake in the country. The Government policy to promote rice production consists three key elements, 
i.e., a guaranteed price scheme, fertilizer subsidy, and concessionary bank credits. In addition, the 
Government has continued facilitating the paddy-purchasing programme by means o f  a special credit 
arrangement made through the Divisional Secretaries. 

Apart fiom direct production and price supports, the paddy sector has continued to be the beneficiary 
o f  state sponsored research and extension services and fiee irrigation facilities. With the aim o f  establishing 
sustainable and reasonable marketing and selling network to protect producers as wel l  as consumers, 
the Sri  Lanka Agricultural Products Marketing Authority was set up by the Government. This 
Authority i s  expected to ensure incentives for the farming community as set out in the policy document, 
while maintaining a buffer stock to llfill the government needs and to meet consumption need during 
unexpected disaster situations. This Authority will eventually minimize the government intervention and 
financial commitment on the annual paddy-purchasing programme. A specific duty o f  Rs. 20 per kg was 
imposed on rice imports to help and protect local producers. 
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With the emphasis o n  the promotion o f  the domestic food production, most o f the subsidiary 
food crops have also benefited f iom government investment on irrigation schemes, subsidized inputs, 
concessionary bank credits and tariffprotectiodimport restrictions aimed at maintaining domestic market 
prices above competitive world prices. The imposition o f  Rs. 20 per kg, Rs. 30 per kg, and Rs. 20 per 
kg on onion, chillie, and potato has resulted in a price advantage for the local farmers. Therefore, while 
maintaining the tariff for food crops at the highest band, it i s  necessary to  support competitiveness o f  
these crops through improved seeds extension and research credit and agricultural infkastructure. 

A comprehensive seed and planting material production programme will be implemented over 
the next five years for seed paddy, seed potatoes, and vegetable seeds produced both by the Department 
OfAgriculture and the private sector. In the seed paddy sector it i s  expected to increase the availability 
o f  certified seed paddy f iom around 5 percent o f  the requirement at present, to 25 percent by the year 
2009. 

With a view to efficient management o f  public sector plantations, government set up 23 Regional 
Plantation Companies in 1992 to undertake the management o f  the tea and rubber estates, which 
come under the government owned Janatha Estate Development Board and Sri Lanka State Plantation 
Corporation, marketing the beginning o f  a new era in the plantation industry. The objective o f  restructuring 
the plantation sector was to induce local and foreign private sector participation. Initially management, 
along with long term leasehold rights, were divested to the private sector. Thereafter the majority stakes 
o f  each Regional Plantation Company were divested in order to realize their full potential. Most ofthese 
companies now have been listed on the Colombo Stock Exchange. The need to obtain Hazard Analysis 
and Critical Control Point (HACCP) certification to ensure maintenance o f  good hygienic and processing 
standards at every level in the manufacturing process enabling tea exports to the EU countries has been 
recognized. 

The practice o f  state intervention in the determination o f  labour wages was replaced by a Collective 
Agreement negotiated between employees and employers. This  was a forward step in the direction o f  
facilitating the process o f  creating a healthy and productive environment for developing a shared 
responsibility between the workers and the management in the estate sector. 

The importance o f  the tree crop sector in the national economy and its future prospects depend 
on our competitiveness in the international market. It i s  therefore necessary to improve the productivity 
o f  the plantation sector through research and reduce the cost o f  production. In order to do this, it i s  
necessary to undertake replanting programmes mually to replace at least 2 to 3 percent o f  the extent 
under each crop. Plantation companies are expected to move away f i om their preoccupation with the 
commodity market and focus on the consumer market. 

The government policy in the livestock sector i s  t o  encourage the private sector t o  engage in 
commercial livestock operations. Public sector investment will gradually be directed to regulatory activities 
and to the areas where returns on investment are not attractive to the private sector but are essential to 
the development o f  the industry e.g. research, extension, preventive programmes through disease 
surveillance, disease monitoring, vaccination, disease investigation and animal quarantine. 

The dairy sub sector which i s  lagging behind the other sub sectors such as poultry and swine will 
receive increased emphasis in the public investment programme. Facilitating private sector activities for 
dairy development, similar to those observed in poultry and swine sectors, will be an element in the 
government strategy for d a q  development. 
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The goal ofthe livestock sector i s  to become more self - reliant in milk, improve animal nutrition 
and health and promote self - employment. At present domestic milk production meets only 20 percent 
o f  the consumer demand in the country. I t  i s  expected to increase this level to 25 percent at the end o f  
this period. To achieve this target the feasible option in the short -run is to increase the productivity o f  the 
domestic cattle and buffalo herds and expand the opportunity for milk marketing in the rural areas. The 
number o f  milking animals in a given time i s  also an important determinant in increasing domestic milk 
production. The livestock-breeding project implemented with assistance from the National Dai ry  
Development Board in India will therefore focus on improving the supply o f  quality cattle and buffalo 
semen for Artificial Insemination (AI) services in the country. 

The livestock sector offers siflcant opportunities for increasing income generation in rural areas. 
The development ofthe ski l ls  and capabilities o f  livestock farmers and other personnel for the livestock 
industry i s  also given strong emphasis in the government’s fbture development programme. Solving 
current industry problem such as environmental impacts o f  livestock production, accreditation o f  private 
laboratories for disease investigations as wel l  as certification o f  livestock produce, leasing o f  estate 
infkastructure for private investment in animal disease diagnosis and vaccine production are some o f  the 
other measures that will be undertaken by government in the future for facilitating the livestock sector 
development. 

The fisheries development pol icy i s  aimed at exploiting the country’s aquatic resources in a 
sustainable manner, while conserving the coastal environment. The diversification o f  production and 
exploitation o f  o f f  shore deep-sea fisheries through the introduction o f  modem technology and efficient 
fishing methods will be given priority. It i s  also planned to reduce pressure on coastal resources through 
the implementation o f  a fisheries management programme. Government investment will also provide 
appropriate infrastructure such as harbour, shore facilities, and marketing facilities. 

In the sugar sector, the main policy issue has been the need to ensure a reasonable price for locally 
produced sugar. The demand for higher prices for cane sugar from farmers, relatively l o w  yields, l o w  
sugar recovery rate, and an absence o f  factory expansion have resulted in a higher cost o f  production 
eroding the financial viability o f  the industry, and compulsion on government to intervene in order to 
maintain socio economic stability in the area. 

With the intention o f  injecting much-needed working capital, the Government will include poultry, 
aquaculture, and sugar sectors in the present Non-Comprehensive Rural Credit Scheme (NCRCS) 
implemented by the Central Bank o f  Sri Lanka. 

Cashew has become a cash crop that growers are interested to cultivate due to the high sales 
prices o f  cashew nuts and the value added o f  its by - products. The total extent under cashew cultivation 
at present in Sri Lanka i s  about 32,870 ha, producing a total o f  around 8600 mt o f  nuts. The average 
annual kemel production i s  about 1200 mt. o f  which over 1000 mt. are locally consumed, leaving only 
a small quantity o f  about 150mt. for exports. The major buyers o f  Sri Lanka’s Cashew are the Middle 
East countries. Besides, Sri Lanka cashew has a growing demand from Canada, USA, Germany, 
France, United Kingdom, Israel, and Japan. 

In order to revitalize the industry as a whole, it is planned to increase the present extent under 
cashew and the crop productivity on a sustainable basis. Product diversification and value addition are 
also two important aspects that have been paid attention in promoting the industry. 

Cashew i s  a crop that has the potential to sustain profitable livelihoods and income earning and to 
provide meaningfbl employment to a large section o f  the farming community, especially in the poorer, 
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Dry Zone areas ofthe country. However, cashew’s potential i s  s t i l l  to be fully exploited by our f m e r s  
to get the maximum socio-economic and commercial benefits. 

There i s  a pressing need to improve the welfare o f  the farming community in the country, and to 
provide employment and greater opportunities for  income generation. Increasing the yield f rom the 
present average o f  350 kg per ha to 650 kg per ha by 2009 for the cashew industry are o f  paramount 
importance in l l l y  utilizing the cashew industry to contribute to local growth, poverty reduction and the 
national development effort. 

Palmyrah has been identified as a livelihood support and poverty reduction source having an 
extent o f  60,650 ha equivalent with 1 1 mil l ion palms while sustaining the Palmyrah resources and its 
environment. Among the strategies proposed, organking community based awareness programmes to 
reduce the felling o f  Palmyrah trees is  vital. Further, developing private nurseries and allowing replanting 
or new planting through community participation has been identified as a production enhancement policy. 
Palmyrah based products such as fruit, fibre, leaf, timber, and tuber need to be popularized through 
promotional mechanisms. 

With the great impetus created by the positive policies and the new confidence, the private sector 
i s  now geared to reach the goal o f  self-sufficiency in fruits and vegetables by 2010. The private sector 
will be encouraged to establish Sri Lanka’s most modem cold chain network to handle fresh h i t s  and 
vegetables to minimize post harvest losses from 40 percent to 5 percent and also to upgrade the quality 
by introducing new techniques, new varieties o f  seed, and educate the farmers with the latest trends. 
The industry expects further to promote export o f  f i t  and vegetables, flowers, cut flowers, foliage live 
fish, poultry products to most parts ofthe world including India in 2006/07. The special feature in this 
sector is the fact that 80 percent ofthe revenue earned will reach the d masses in the least developed 
provinces o f  the country. 

The private sector i s  expected to quintuple the volume and earnings from the export o f  fruits and 
vegetables by 2005. The current export volume is  25,000 MT for h i t s  and vegetables, eaming about 
Rs 1,500 million annually. 

Sri Lanka at present accounts for  around 55 percent of the in Maldives fruits and vegetables 
market and opportunities exists to increase the market share by penetrating into the Indian slice o f  the 
pie. The total h i t s  and vegetable exports to Maldives i s  expected to reach US$40 mi l l ion and US$50 
mill ion in the year 2006 and 2007 respectively. The related increase in employment will penetrate all 
support industries and will parallel the expansion projected increased land usage. The requirement for 
labour will go up and the majority ofthis employment will be from the ruraYoutlying areas. 

Sri Lanka i s  sitting on atreasure chest, enabling it to assuming a lead role in tropical floriculture. 
There i s  a high demand for tropical floricultural products from European, Japanese, and Middle-East 
markets. The unique geographical position o f  our country in relation to  the main sea and air roots 
enables us to service each o f  these markets to competitively. 

1.3.2 Sectoral Policy 

1.3.2.1 Non Plantation Agriculture 
Achieving food security is  one o f  the prime objectives o f  the investment plan. Promotion o f  
competitive import substitution through the provision o f  adequate incentives to the food crops sec- 
tor without resorting to excessively heavy protection or an unduly liberal import policy would be the 
main strategy to achieve this objective. Therefore, the policy regime will be proactive to provide 
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market incentives to have a commercially viable food crops sector. However, some selected food 
crops are identified as special products, which will have access to special safeguard mechanisms if 
import surges are harmll to sectoral growth and poverty reduction. 

0 Productivity Enhancement i s  essential in the agriculture sector to improve i t s  competitiveness. 
L o w  productivity, inadequate value addition and poor quality o f  products are mainly observed 
among the rural poor farmers. The main policies proposed include promoting high-tech agriculture 
through investment assistances, regulatory measures for quality inputs (seeds and fertilizer) and eco- 
regionally focused technology generation; providing legal instruments to control adoption ofunhy- 
gienic production and processing methods in primary and value added products; and recognizing 
the need for a quality assurance mechanism that could meet international food safety standards and 
other quality parameters for crops with export potential. 
Facilitating marketing and related infrastructure i s  needed for transforming subsistence agri- 
culture to commercially viable ventures. Both local marketing and international trading has to be 
promoted. The government emphasizes the rural infrastructure development through i ts  regional 
development projects. It also recognizes the explicit need for international trade promotion and 
trade facilitation such as branding for primary and value added commodities with export potential; 
promoting and strengthening farmer relief programmes that strengthen trader-fanner contracts which 
in turn improves the bargaining power o f  farmers, particularly poor farmers; recognizing need- 
based government intervention and establishing polices to maintain market competition. 

0 Adopting stable trade policies i s  essential for the growth ofboth domestic and export agriculture 
sectors as Sri Lanka i s  highly liberalized and closely linked with the international markets. There are 
a number o f  impediments in the rural sector which prevent securing expected benefits from liberali- 
zation especially for the poor. The required resource mobility including labour from agriculture to 
industry and service sectors i s  limited due to many structural and human capital factors. It i s  unlikely 
that liberalized trade policies alone will facilitate mobilization and allocation o f  the poor farmers’ 
resources in economically advantageous sectors. Therefore, a liberal trade regime i s  to be sup- 
ported by adequate safeguard measures to provide a stable trade policy regime. Trade policies 
conducive to local conditions will be adopted to avoid any uncertainty in the market and to promote 
investor confidence. 
Providing rural financing i s  a key to the rural agriculture transformation process, but generally it 
hardly reaches the poor. It i s  thus recognized that farmer-fiiendly credit policies and government 
sponsored refinancing schemes are essential rural financing services. Promoting and strengthening 
agricultural insurance facilities and promoting out-reach programmes ofbanks for agricultural lend- 
ing i s  recognized as the policy. In this effort, initiatives have been taken to extend the NCRCS 
scheme to cover poultry, aquaculture, and sugar and the upper limit o f  the scheme has been in- 
creased. 

0 High post harvest losses reduce contribution o f  agriculture to economic growth. They also pose 
a threat to income o f  farmers in rice, and h i t  and vegetables amounting to 10-1 5 percent, and 30- 
40 percent respectively. Colossal losses in fi-uits and vegetables occur mainly due to the use o f  
improper post harvest techniques such as harvesting at incorrect stages o f  maturity, inadequate 
cleaning and sorting and improper packaging during handling and transportation. The loss in these 
commodities during transportation alone has been estimated at approximately 3 0 percent o f  the 
total production. Minimizing post harvest losses by introducing improved technologies would not 
only lead to a substantial increase in the incomes o f  the farmers but also contribute to GDP while 
assuring safety and quality o f  foods available for domestic consumption and export. Introduction o f  
improved post harvest technologies and management practices for agricultural commodities will 
help minimize production cost and improve product quality. 
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Enhancing agricultural research: Agricultural research i s  performed by many state institutions 
with appreciable results. The paddy sector and certain vegetables are key beneficiaries. Other 
sectors including export agricultural crops (other than Tea, Rubber and Coconut) have not so ben- 
efited. The involvement o f  the private sector in research and dissemination i s  grossly inadequate. 
Outdated property rights systems hinder private sector investment in research. Enhancing allocation 
ofbudgetary and human resources on dynamic agricultural research systems; strengthening agricul- 
tural research and adequately focusing on livelihood improvement, rural development, food secu- 
rity, improving agro-based industries, initiating commercial agriculture and preparing the sector to 
face global challenges; and recognizing the importance ofthe private sector investment in agriculture 
research and development are the policies in this area. 

Agriculture Food and Nutrition Security Strategy 
Ensuring food and nutrition security has emerged as one of the priori ty requirements in 
improving the living standards of the population. A majority of the Sri Lankan population 
lives in rural areas and a signijicant number of them do not have access to nutritionally 
adequate and safe food. Even ifsuflcient food is available at the national level, household 
level food security w i l l  not be guaranteed if some households are unable to obtain their 
basic food requirements. I t  has also been revealed that food access, affordability and utiliza- 
tion in the rural sector are generally poor. Inadequate knowledge of nutritional values, low- 
income levels, post harvest losses, issues in preservation and storage have probably aggra- 
vated this situation. 

Rice is the staple food in Sri Lanka, with most of its requirement being met f rom domestic 
production. Wheat flour is an important ingredient particularly in the estate sector and the 
al l  wheat flour needs are imported. The production of certain food crops, fruits and vegeta- 
bles, sugal; f ish and milk do not adequately contribute to the nutritional/consumption re- 
quirements leading to food insecurity. I n  this context, efforts to encourage rice based prod- 
ucts to substitute for wheat flour also needs improvement. 

The Twin Track approach of the Food and Nutrition Security Strategy are to strengthen the 
productivity and production in agriculture, as well as improve access to food for the poor 
households. 

The approach entails broadly three strategies of sustained agricultural growth, socio-eco- 
nomic development and environmental sustainability. Enhancing crop, livestock, Jisheries, 
production and productivity are the major components of sustained agricultural growth which 
wi l l  lead to an increase in incomes of farmers and rural households. This wi l l  be achieved by 
diversifying the economic base, expanding local and export markets, strengthening produc- 
tion services and enhancing capacity building of the public and private sector. Addressing 
the immediate problems of food insecurity amongst the most vulnerable households, improv- 
ing community development, expanding employment opportunities for both on and off farm 
sectors, increased involvement of local population in resource mobilization, maintenance 
and management are the elements of socio-economic development which wi l l  be addressed.. 
The environmentally sustainable strategies w i l l  concentrate on conserving natural resources 
through improved land use and increased involvement of the local population in natural 
resources management. 

An action plan including a variety of programmes in household and commercial food pro- 
duction, support services and rural infrastructure, natural resources management and inte- 
grated participatory activities wi l l  be formulated and implemented to achieve the objectives 
of food availability, access and utilization. 
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Technology dissemination through extension services i s  a follow-up o f  technology generation. 
With adequate budgetary and human resources investment in extension, recognizing the need for 
redesigning and strengthenjng existing extension approaches to serve all farmers including the poor, 
active farmer participation in extension and involvement o f  community based organizations as part- 
ners in agricultural extension are the policy tools that are recommended for the future. 

Participation of Community Based Organizations (CBOs), farmer organizations and the pri- 
vate sector as partners in agriculture development i s  recognized as essential for equity-based devel- 
opment. Technical depmen ts  will be partners in facilitating and directing CBOs. Pradeshiya Sabhas 
will be linked with CBOs for rural agriculture development. 

Minimizing environmental degradation for sustainable agricultural development needs govem- 
ment intervention to address market failures that lead to environmental degradation. T h i s  will be 
achieved through developing adequate institutional and infrastructure capacity for effective imple- 
mentation o f  laws and regulations to ensure proper environmental management; recognizing the 
need to manage pesticides conforming to the “FA0 International Code o f  Conduct on the Distribu- 
tion and Use” to minimize potential health and environmental risks while assuring the effectiveness o f  
pesticides; preventing the entry and spread o f  foreign pests and diseases; and promoting ecological 
principles such as Integrated Pest Management, Integrated Plant Nutrient Management, and Good 
Agricultural Practices (GAP) in agricultural production. 

Utilizing and sharing plant genetic resources i s  required to develop and maintain diverse farm- 
ing systems with diversity in the genetic base. Promoting plant breeding efforts with farmer partici- 
pation, protecting and promoting Farmers’ Rights relating to traditional knowledge, equitably shar- 
ing benefits with farmers, and accessinglexchanging benefit sharing systems o f  plant genetic re- 
sources with other counties are the policies adopted for the purpose. 

Enhanced youth involvement in agriculture i s  necessary to modem agriculture practices, man- 
agement, and technology. With a view to attracting youth, agricultural entrepreneurship will be pro- 
moted through youth vocational training programmes. Encouraging scientific f d g  with modem 
technology makes agriculture both intellectually stimulating and economically rewardhg.Agrebased 
small and medium scale industries will be promoted for rural employment generation. 

Ensuring seed and planting material production i s  given ahighpriority. This i s  achievedthrough 
the provision o f  foundation and basic seeds and planting materials by the public sector; promoting 
farmers and the private sector in producing seeds and planting material in a competitive environment 
with public sector certification; ensuring seed security by having a buffer stock o f  certified seeds; 
and applying quarantine regulations when importing seeds. 

Encouraging culturally, nutritionally and traditionally important heritage food crops i s  
necessary to maintain bio-diversity. Technical crop recommendations will stress on such crops 
and also their consumption will be encouraged. 

Enhancing the agricultural export base i s  essential for transforming agriculture. Ensuring 
government support in expanding all forms o f  agriculture based exports and value added prod- 
ucts, and coordination between agriculture and trade strategies to create synergy are adopted for 
the purpose. 

Transforming the current net importer status o f  foods such as vegetable, dairy, sugar, fish, and 
poultry to net exporter status. 
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1.3.2.2 Plantation Sector 

Sri Lanka’s plantation sector contributes 22 percent to agricultural production. Although there 
have been a decline in the areas under tea, rubber and coconut cultivation during the last decade, the 
production and export o f  these crops have increased. 

The major focus in the development o f  large plantations i s  t o  move away fi-om the commodity 
market to the consumer market. Appropriate strategies will be formulated with donor assistance and 
collective efforts made to build competencies within the management o f  these companies to successllly 
exploit the untapped potential ofthe available resources while consolidating the strengths already built in 
the global market. Development o f  ski l ls and knowledge within the companies through innovative 
approaches in management will be the key elements in the proposed strategy. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Greater private sector participation will be encouraged in the various research and development 
institutions in the tree crops sector, namely the Tea Research Institute (TRI), Sri Lanka Tea Board 
(SLTB), Tea Small Holdings Development Authority (TSHDA) and the National Institute o f  Planta- 
tion Management (NIPM). 
The export strategy for the tea industry would be promoting value addition to maintain its leadership 
in global tea exports. 
The use o f  branding and marketing and becoming a preferred buyer destination are some o f  the 
strategies that are being adopted to re-position Sri Lankan teas as the “best in class” source for 
export markets. Building brand recognition and operating joint marketing companies are some o f  
the initiatives proposed for re-positioning Sri Lanka’s tea exports. 
Promotional assistance will be continued to develop Sri Lankan owned tea brands in export mar- 
kets. Labeling regulations for pack design requirements, especially for brands claiming “Pure Ceylon 
Tea” will be promulgated. 
The Regional Plantation Companies will be encouraged in the commercial production ofhigh value 
fruits, vegetables, spices, organic herbs, medicinal plants, and other agribusiness ventures in 
underutilized estate lands. 
Value added rubber products such as solid tyres, bicycle tyres and tubes, shoes and gloves etc, 
would be expanded further in order to sustain their profitability in the sector. 
In order to create a more conducive environment to increase value addition, the natural rubber 
production has to be increased through productivity improvements in the short-term and through 
increased rubber extent in the long-term. I t  i s  expected to add 40,000 ha o f  new rubber extent 
during the period 2007 to 201 6 under the Regional Plantation Companies, and in Moneragala, 
Hambantota, and traditional areas. The natural rubber production in 2005 was 104,000 mt and the 
projection o f  2007 would be 112,500 mt. It i s  expected to increase the production up to 180,000 
mt in 2016. 
It i s  envisaged to increase the present national coconut production o f  about 2500 mi l l ion nuts per 
year to 3000 mill ion nuts per year by 2006 and thereafter increase the production and productivity 
at an incremental rate o f  5 percent per year. 
In order to increase production, the programmes identified have been integrated extension and 
participatory technology transfer. Increasing coconut production and productivity scientifically, for 
processing/export and encouraging new coconut planting in non-traditional areas, such as the 
Mahaweli region and major irrigation area. 
Promoting coconut based small/medium industries for value addition to fibre, timber and milk; to 
D C  and fiber products for export; and to coconut o i l  and copra for import substitution and animal 
feed. 
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Human Resource Development will be undertaken to train all levels o f  estate staffie. estate manag- 
ers, middle level officers and estate workers. 
A Plantation Development Fund will be set up to provide better opportunities for long-term invest- 
ment in the sector. 
Allowing private tea estates to utilize cess fhds to accelerate the pace oftechnological change, and 
research o n  tea product development and process improvement: 
Incentive structure for replanting and new planting o f  coconut will be further intensified. 

Integrating health and education services provided to the estates in to the national systems and 
developing the physical and social infrastructure serving them to uplift their social status. 

0 

1.3.2.3 Livestock Sector 
The main policy goal o f  the sector i s  for livestock farmers to  achieve sustained and equitable 

economic and social benefits and to increase the domestic livestock products at competitive prices. 
These would be achieved through specific policies for the dairy, poultry and the meat sub-sectors. 

T h e  dairy sector takes priority in livestock development. Promoting liquid milk production in 
regions in non-traditional areas i s  emphasized. Quality improvement o f  dairy herd will be achieved 
through upgrading the native herd with private sector investments. Import and fiscal policy on dairy 
products will focus on improving the competitiveness ofthe sector. The Market forces will govern the 
pricing mechanism with minimum state intervention. The value addition o f  every aspect o f  the dairy 
industry will be encouraged. In 2005,20 percent o f  the total milk requirement o f  the country was 
supplied locally. I t  i s  expected to reach 30 percent and 50 percent o f  the local requirement by 20 10 and 
20 15 respectively. 

Poultry sector development will be encouraged through private investment. The role o f  the public 
sector will be limited to regulatory functions for animal disease management and quality assurance o f  
inputs and outputs. 

In the meat subsector, public investment will be limited to the provision o f  appropriate germplasm 
for meat breeds for livestock species. However, private sector activities on meat production will be 
encouraged. 

According to the WHO standards per capita consumption o f  eggs and chicken should be 100 and 
10 kg whereas in Sri Lanka the corresponding figures stand at 54 and 4.5 kg. The Government will 
provide fiscal incentives to the poultry sector to be on par with per capita consumption levels prescribed 
by WHO standards. Steps have also been initiated to include the poultry sector into the NCRCS loan 
scheme to facilitate poultry industry activities. 

The Government will provide the necessary resources for biological research, technological research 
and product development in the livestock sector. 

1.4 Development Targets 
During the plan period, the agriculture sector as a whole will grow at an annual rate o f  over 5 

percent. Th is  growth will result f rom a combination o f  an increase in the extent o f  production and 
improvement ofthe productivity o f  all three subsectors. Growth rates ofthe extent and ofthe productivity 
that are required to achieve the overall rate o f  5 percent growth by the individual sub-sectors are 
summarized in Table 1. 
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Table 1: Growth Rates of  the Extents and Productivity 

Agriculture Sub-sector 

Rate o f  increase for the 1 0-year period Agriculture Sub-sector Extent (%) I Productivity (w) 

Targeted extent to be newly cultivated (ha) 
Medium- term Long-term 

2007-2009 2010-201 6 

I Non plantation crop sector I 

- Paddy (old command area o f  tanks) 4,000 
- Field crops, vegetable, h i t s  & other 1 1,340 
- Export agricultural crops 12,550 

On the basis of  these growth rates, the medium (3 years) and long term (10 years) expansion 
targets for the sub-sectors, which are new areas, are presented in Table 2 and productivity improvement 
targets, which are the existing areas, are presented in Table 3. 

10,000 
32,080 
3 8,400 

Table 2: Estimated expansion of agriculture sub-sectors 

- Tea 
- Rubber 

800 2,300 
9,500 2800 

Agriculture Sub-sector 

I -Coconut I 6.000 I 14000 I 

Targeted extent o f  productivity improvement (ha) 
Medium-term Long-term 

2007-2009 2010-201 6 

Table 3: Estimated extent for productivity improvement o f  agriculture sub-sectors 

- Paddy 277,000 
- Field crops, vegetable, fruits & other 269,000 
- Export agricultural crops 98,300 

649,000 
653,271 
266,487 

- Tea 
- Rubber 
- Coconut 

12 

126,700 297,237 
18,300 47,327 
12000 28000 



1.5 Strategies for Achieving Development Targets 

The policy framework will steer the development process o f  the agriculture sector to achieve the 
stated objectives. The main strategies to implement the policies are five fold. These are common for all 
three sub-sectors. 

Transforming low productive subsistence f m i n g  to high productive advanced agriculture includ- 
ing agro-based industries; 
Increasing productivity, production and competitiveness o f  the export based agriculture sectors 

Increasing return to labour, land and other factors o f  production in the agriculture sector which 
would directly contribute to rural poverty reduction; 
Enhancing agricultural productive efficiency through mechanization and technological transforma- 
tion whereby agriculture labour could be released for o f f - f m  employment as an improved liveli- 
hood strategy; and 
Developing market mechanisms and introducing favorable trade rules 

including plantations; 

1.6 Investment Plan and Financing Needs - Non-Plantation Sector 
The investment plan estimates the short term and long term finding requirement for the interventions 

according to the crops. The interventions are grouped in smaller units for simplicity and listed in Table 4 
with the investment estimates. 

Table 4: Fund Allocation for Interventions (Rs mn) 

I K e y  Activities I 2007-2009 I 2010-2016 I Total 1 % o f  Share I 

The total funding for the ten-year period i s  Rs 152 billion. Investment allocations for different 
sectors according to the investment period are summarized in Table 5. A larger share o f  investment i s  
allocated for activities which benefit all sectors. Investment funds are already available for the sector 
through government and donor funding. The available amount has been estimated for the period 2007 to 
2012. This  i s  inadequate to meet the required funds as shown in Table 6. 
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Table 5: Medium and Long Term Investment Plan by Crop Sectors (Rs mn) 

All 
Export Agriculture Crops 

I Sector I 2007-09 I 2010-16 I Total 1 %Share I 
30,522 99,321 129,843 85.5% 
2,379 5,771 8,150 5.4% 

Livestock 
Other Food Crops 
Paddy 
Grand Total  

1,437 4,499 5,936 3.8% 
719 3,683 4,402 2.9% 
564 3,086 3,650 2.4% 

35,121 1 16,360 151,981 100.0% 

1.7 Poverty and the Investment Plan 

1.7.1 Allocation of funds for agricultural Investment 

The objective o f  poverty reduction should ideally be addressed by allocating funds on a regionally 
equitable basis. Investment distribution in provinces and provincial poverty rates are shown in Figure 1 
to show the regional equity. 

Figure 1: Poverty Rates and Provincial Distribution of  Funds in the 

Investment Plan -Domestic Agriculture and Livestock Sectors (YO) 

Western Cenrral Southern Nourthen Easrern North Western No& Central Uva Sabaragamuwa 

The provincial f k d  allocation was based on the extent ofprevailing agricultural enterprises across 
the provinces. Therefore larger allocations are usually secured for provinces with larger agricultural 
activities. This means that the relative size o f  allocations o f  b d s  to Provinces do not necessarily 
correspond to their prevalent rates o f  poverty. Provinces such as U v a  and Sabaragamuwa have high 
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poverty rates but receive a lower proportion o f  funding. Uva  and Sabaragamuwa have smaller extents 
o f  OFC, livestock and export agriculture crops, but nevertheless receive higher amount o f  funds. This  
indicates that at the implementation stage o f  the investment plan, due priority should be given to the 
poorer provinces when allocating h d s  for new agricultural activities. Accordingly higher allocations are 
to be channeled to Uva and Sabaragamuwa by having more new activities -new cultivations o f  EAC, 
OFC and livestock farming. The poverty criterion i s  also valid in channeling investment funds to the 
plantations sector. 

2007 11,628 18,287 6,659 ,om- 

1.7.2 Financing the Investment Plan 
The total h c i n g  requirement o f  the agriculture sector including domestic, livestock and plantations 

for the 1 0-year investment period i s  Rs 245.3 billion. The availability i s  Rs 120.3 bil l ion assuming that 
the h d s  available in 201 2 will continue to 20 16. The financing requirement exceeds the availability by 
Rs 125.1 billion. Several financing sources are proposed to bridge this gap. The following table (Table 
6) shows the financing positions and the gaps. 

Table 6: Financing the Investment Programme: Availability and the Financing Gap 

I+Avdlbxlin +Ropurrmmt] 

A 

2013 10,183 26,636 16,453 
2014 10,183 25,420 15,237 Imo-  

The success o f  the investment plan will depend on the realization o f  receiving funds, proper imple- 
mentation o f  activities with necessary timing and an effective monitoring process. 

1.7.3 Method o f  Financing by Source - Non-Plantations 

Six types o f  funding sources are proposed to finance the investment plan as shown in Table 7. The 
sources are identified on the basis ofthe type o f  activities that a specific funding source would be willing 
to invest. 
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Table 7: Proposed Funding Source and Investment (Rs mn) 

Government 
Community 
Donors 
NGOs 
Private, Public Partnership (PPP) 

I Funding Source I 2007-09 I 2010-16 I Total 1 %Share I 
2 1,722 53,366 75,087 49.4 

10,887 41,816 52,703 34.7 
300 700 1,000 0.7 

0 2,600 2,600 1.7 
1,085 5,130 6,215 4.1 

Private sector 
Total Investment 

1,627 12,749 14,376 9.5 
35,621 116,360 15 1,981 100 

1.7.4 Interventions in implementing strategies -Plantation Sector 
The total funding requirement for the plantation sector i s  Rs 93 billion. The total gap in funding in the 
plantation sector i s  Rs 56.6 billion. The investment i s  planned for the medium and long-term periods. 
Table 8 shows the investment funds requirement for the medium and long-term periods for the three 
plantation crops. 

Crop 
Tea 
Rubber 
Coconut 
Total Investment 

2007-09 2010-16 Total YO Share 
13,467 36,811 50,278 55.5 
7,015 23,707 30,722 33.9 
2161 7409 9570 10.5 

23,643 67927 90570 100 

Funds are already available for the sector through Cess, government funding, and donor projects. 
The available amount has been estimated for the period 2007 to 201 2. T h i s  i s  inadequate to meet the 
required funds in the proposed investment proposal. The availability i s  then assumed to be constant 
f iom 20 12 to 20 16. The fund requirement for the total 1 0-year period exceeds the availability (Table 6). 
The total funding gap in the plantation sector i s  Rs 56.6 billion. 

The proposed investments could be financed by the Cess, government, donors, the private sector 
and the commdty .  The sources are identified on the basis ofthe type activities in the plantation sector 
in which a specilic fimding source would be willing to invest. Table 9 summarizes such activities with the 
proposed funding source. 

Table 9: Sources o f  Proposed Investment by Key Activities in the Plantation Sector (Rs mn) 

Planting material production I 1 6,201 I I 6,201 
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A substantial amount i.e. Rs. 2000 mn i s  also generated and ploughed back to the economy for 
research and development activities through export and import Cesses in the tea, rubber, coconut, and 
sugar sectors. 

1.7.5 Poverty Focus in the Plantation Sector 

+-to1 

1.8 Land for Sustainable Use 

Land i s  the most important natural resource which provides the basis for all human, biological and 
environmental needs. The total land area o f  Sri Lanka i s  approximately 6.56 mill ion hectares. Present 
per capita land availability in the country i s  0.3 ha. There will be a decrease in availability as the population 
continues to increase. Further, the extent o f  arable land in Sri Lanka i s  nearly 2.9 mill ion hectares which 
i s  about 45 percent o f  the total land area o f  the country. The main agricultural land uses include paddy 
(27 percent) and plantation crops (tea, rubber and coconut, 24 percent). It has to be noted that about 
44 percent o f  the agricultural lands are sparsely used which means that there remains a great potential 
for these lands to be properly developed /used. Th is  i s  about 20 percent o f  the land area o f  the country. 

Even though a large extent o f  land has been utilized for agriculture, the productivity level o f  land i s  
unsatisfactory. For example, over 50 per cent o f  lands under tea, rubber and coconut cultivation are far 
below the average yield expected. Consequently, around 728,800 hectares are highly underutilized. 

Vision 

Development and management of  the land resources of the country, based on scientific, 
environmental, social and aesthetic principles and standards to enable present and fu- 
ture generations achieve and enjoy continuous and optimum benefits from them. 
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Ow vision is  o f  a land policy that contributes to reconciliation, stability, growth and development in 
an equitable and sustainable way. It presumes an active land market supported by an effective and 
accessible institutional fiamework. 

1.8.1 Development objectives 

ment and management ensuring food security, high quality o f  life, equity and ecological sustainability. 
In realizing the vision, the development objectives are formulated for the effective land develop- 

Protect/ conserve the land resource o f  the country based on scientific principles and methods. 
Protect the human settlements, agriculture, infbstructure, industrial and commercial ventures, natu- 
ral eco-systems and irrigation systems. Design and implement a systematic long-term plan. Adopt 
an effective process to evaluate the suitability o f  land use. 
Establish and strengthen a system ofregistration oftit le o f  land parcels. 
Promote the role o f  the state in matters related to lands i.e. in addition to allocation o f  land, the state 
should provide guidance for productive utilization o f  land resources. 
Allocate land for different purposes rationally and promote land suitability evaluation. 
Bring about a rational distribution o f  population and settlements in order to achieve a balanced 
regional development and systematic economic development. 
Introduce an effective tenurial reform for a greater degree o f  efficiency in the use o f  the land re- 
source. 
Promote gender equality in ownership, conservation and utilization o f  lands. 
Minimize vulnerability o f  land to natural and man-made activities and promote land use minimizing 
environmental hazards. 
Uti l ize undeveloped and under-developed lands in urban and rural areas for development purposes. 
Ensure social equity in allocation o f  lands to the landless. 
Minimize m e n t a t i o n  o f  agricultural lands. 

1.8.2 M a j o r  obstacleshssues in achieving the objectives 
Improper land use causes various human, biological and environmental problems. I t  was quite 
evident that during the last few decades, the tendency o f  adverse effects due to natural disasters has 
been on the increase consequent to improper land use in S r i  Lanka. In addition, fertile lands with 
high productivity have been reduced to very low productivity due to improper land use. According 
to the statistics available that nearly 44 percent o f  agricultural lands have been subject to improper 
land use can be observed in land degradation. 
A significant imbalance in ownership and tenure pattern o f  land resources. 
A large number o f  fragmented, unproductive and underutilized agricultural lands o f  small extents. 
Land i s  a scare resource and i s  diminishing due to degradation. 
The existence o f  a large number o f  institutions taking decisions on land use, the complicated legal 
system, inconsistency in policy matters and the lack o f  an integrated approach to land use. 
Encroachment on lands. 

1.8.3 Policy framework 

Land i s  a f ini te resource which binds al l  together in a common destiny. As a cornerstone for 
reconstruction and development, a land policy for the country deals effectively with: 
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the need for a more equitable distribution o f  land ownership; 

the need for clear title to guarantee ownership, aiming at reducing poverty and contributing to 
economic growth, 
the security o f  Tenure for all; and 
a system o f  land management which will support sustainable land use patterns and rapid land 
release for development. 

The national land policy will provide an appropriate policy fiamework to ensure land use, food 
security, economic development, and to maintain the productivity o f  land at a high level. Such a policy 
will not only lead to protection, conservation, and sustainable use ofthe land resource o f  the country but 
also offer an appropriate and ideal fiamework that will best meet the needs o f  the present generation 
while safeguarding the land resource for future generations as well. T h e  policy on land rests under the 
three pillars: 

(a) Agriculture and food security 
(b) Land and people 
(c) Land and nature 

(a) Agriculture and food security 
The agriculture and food security policy will focus on rational allocation o f  land, improvement o f  
productivity and non-conversion o f  non-marginal land to other uses. Th is  envisages the expansion 
ofthe agriculture sector to ensure self-sufficiency in food. 

It i s  necessary to ensure food security and income generation at a commendable level through a 
sustainable utilization o f  agricultural lands. In order to accomplish the policy objectives, diversifica- 
tion o f  agricultural land use will be encouraged only when land productivity can be increased. In 
addition, agricultural lands, more suitable for paddy, coconut, rubber, tea, and minor export crops 
will be identified and developed. Conversion o f  these lands for other uses will be discouraged. 
Consequently, a l l  marginal and uncultivated lands will be developed with appropriate land use. 
However, effective and suitable conservation measures will be a pre-requisite to realize the targets. 

@) Land and people 
Land use plans will be prepared at National, Provincial, District, Divisional, and Local levels and 
land utilization will be based on these plans. In addition, a Zonal plan will be prepared to demarcate 
suitable locations. A land suitability evaluation will be carried out to allocate lands to the people. 
Institutions providing service I facilities for land use will be strengthened so as to provide the people 
a better service with their active participation. At the same time, the diverse land laws prevalent at 
present will be reviewed. Anew legal framework that can be used for land use planning will be 
introduced and landvested in state authorities, which areas are not utilized, will be made available 
for proper development purpose. In contrast, conversion o f  agricultural lands in urban fiinge areas 
for non-agricultural uses will be discouraged. Further, urban settlements programmes as well as 
similar rural settlements programmes will be formulated and implemented to promote regional 
development. ALand Information System (LIS) will be estab1ished.Action will be taken to minimize 
fragmentation o f  agricultural lands and avoid encroachment on state lands. Meantime degraded 
land will be rehabilitated and awareness and education programmes o n  proper and scientific land 
use will be implemented. 
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Land and nature 
Protection, conservation, and improving the quality o f  natural resources associated with land, will 
ensure long term well being without damaging land resources. 
In order to accomplish the above, environmentally sensitive areas will be identified and measures 
will be taken to protect and conserve such areas. All the lands 160Om above the mean sea level will 
be protected and conserved. In respect o f  state and private lands o n  the same level with slopes 
exceeding 60 percent, action will be taken to stabilize slopes through soil conservation measures or 
convert such lands. In addition, natural forests, which have high biological and hydrological value, 
will be strictly conserved as conservation forests. Other forests will be allocated for regulated mul- 
tiple use production forestry. Action will be taken to identify high, medium, low, landslide prone 
areas and introduce appropriate conservation measures, and the reservations o f  all natural and man 
made watercourses and sources whether private or state will be demarcated and protected with 
appropriate Conservation measures. In such a situation, action will be taken to acquire private lands 
ifnecessary. Development and management o f  wetlands will be undertaken in accordance with land 
use plans and land use zoning will be carried out for vulnerable areas within the coastal zone in view 
ofnatural disasters. Training, awareness and education programmes relevant to protection, conser- 
vation and promotion ofthe natural environment associated with land will be implemented. 

1.8.4 Strategies for achieving the targets: 

sector. The foremost strategies in achieving the stated objectives are as follows: 
The proposed land policy will help to boost economic activities, particularly in the agriculture 

0 Instituting aNational Policy Framework for conservation, management and development o f  land. 

0 Strengthening an institutional system for efficient land administratiodmanagement. 

Bim Saviya (strengthened land rights) will enhance value and productivity o f  lands and human 
satisfaction by strengthening rights to lands through making land available and providing clear and 
secure title to lands. 

0 Giving free hold rights to  grants issued for state land in order to remove conditions attached to  
LDO grants in the approved category o f  settlements lying outside agriculturalhigation settlement 
schemes. 

0 Establishing settlement patterning for regional development. 

0 Surveying national sea l imits and marking and mapping national rights according to international 
conventions. 

0 Developing a Land Information System (LIS) and a Land Data Bank (LDB) on land for develop- 
ment purposes. 

1.9 Fisheries Sector Development 

1.9.1 Introduction 

Fisheries Sector in the Economy 
The sector contributes around 70% ofthe animal protein consumed in the country (FoodBaZance 

Sheet: Department of Census and Statistics). Th is  i s  largely contributed by the local fishing industry 
which in 2004 produced 286,370 tons o f  fish thus accounting for 84% o f  the an important livelihood o f  
the people living around the irrigation tanks and reservoirs mainly in the dry zone. The sector currently 
provides direct employment to about 150,000 people while total quantity o f  fish consumed. The Annual 
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per Capita Availability o f  Fish and Fishery Products in the recent past has vaned between 17.5 kg & 
18.5 kg. 

Fishing has been the major economic activity in the coastal areas It has also been around 100,000 
are employed in numerous fishery associated activities. There are around 400,000 self employed. The 
sector provides sustenance to at least 2.4 million persons in the fishing households throughout the country. 
In the recent past, the sector has also emerged as a dynamic export oriented sector providing consider- 
able foreign exchange earnings to the country. During 2000-2004 foreign exchange earned through 
export o f  fish and marine products has varied between a l o w  o f  U S  $83 m and a high o f U S  $100.8 
mill ion the percentage contribution to total exports ofthe country varying between 1.56% and 2.47%. 
The contribution ofthe fisheries sector to the Gross Domestic Product (GDP) has been rather marginal 
and has varied between 2.50 % and 1.88 % over the four year period 2001-2004. This declined to 
1.03 % in 2005 due to the tsunami effects. 

Total extent o f  the Continental shelf, 
Territorial sea and EEZ 

Marine fish Production (2003) 

Productivity per km2 

People employed in Fishing 

Productivity per person 

Sri Lanka  

538,500 km2 

254,680 mt 

472 kg per Km2 

146,877 

1.73 mt 

Thailand 

437,767 km2 

2,620,000 mt 

5,600 kg per km2 

354,495 

7.39 mt 

Source: BO1 

1.9.2 Fisheries Sub-Sectors 

Deep Sea Fisheries, and Inland Fisheries and Aquaculture. 
There are three main sub-sectors within the fisheries sector viz. Coastal Fisheries; Offshore/ 

Coastal fsheries (those fisheries taking place within the continental shelf and undertaken by the 
fishing craft in single day operations) continue to be the dominant sub-sector in terms o f  its contribution 
to production and employment. In 2004, t h i s  sub-sector accounted for 54 % o f  the total production 
while 28,545 fishing craft representing 90.3 % ofthe entire fishing fleet ofthe country was deployed in 
this sub-sector. An estimated 80,000 fishers were directly involved in fishing activities in this sub-sector. 

OffshoreDeep Sea fisheriesmigh Seas (those which take place outside the continental shelf 
and beyond extending up to the edge o f  the Exclusive Economic Zone and even in the high seas by 
multi-day boats) has been the fastest growing sub-sector. In 2004, this sub-sector contributed 34% to 
the total production o f  the country. The rapid expansion o f  the multi-day fleet which stood at 1,5 8 1 in 
2004 has been primarily responsible for the growth o f  this sector. 

Freshwater capture fBhing in irrigation tanks and reservoirs i s  an expanding economic activity 
which provides cheap protein, incomes and employment for the rural people. Aquaculture is s t i l l  in its 
infant stages and i s  limited to coastal shrimp culture and the production o f  fish seed for stocking; farming 
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o f  food fish in seasonal tanks and ornamental fish for export are the other activities. I t s  current contribution 
to production i s  quite modest (1 2 % in 2004), yet it has potential for a fairly large increase in production. 

1.9.3 The Resource Base 
Sri Lanka’s fisheries and aquatic resource base includes a territorial sea o f  2 1,500 sq. km. and an 

Exclusive Economic Zone (EEZ) o f  5 17,000 sq. lan. The country has a narrow continental shelf with an 
average width o f  22 km. Its extent i s  30,000 sq. km which i s  5.8% o f  the country’s ocean area. Though 
Sri Lankan waters are r ich in species diversity the narrowness o f  the continental shelf, and the non- 
occurrence o f  upwellings impose limitations on the fisheries productivity around the island. Under the 
UN L a w  o f  the Sea, Sri Lanka i s  entitled to lodge a claim for an extended area o f  seabed where the 
thickness of the sediment layer i s  over 1 km. Once this claim i s  submitted and if accepted, Sri Lanka 
could gain an additional seabed area which would be 23 times the island’s land area. The last comprehensive 
survey o f  the coastal waters done in 1979-80 (by RV Fridjoft Nansen) indicated a possible annual 
harvestable yield o f  250,000 mt. o f  fish from the costal inshore area. Estimates o f  possible annual yield 
from the rest ofthe EEZ vary from 90-1 50,000 tons. 

Sri Lanka also has extensive freshwater and brackish water resources to sustain viable fishing 
activities. According to  NAQDAthese comprise o f  around 260,000 ha o f  large irrigation reservoirs 
(70,850), Medium irrigation reservoirs (17,004), Minor Lrrigation reservoirs (39,27 l), seasonal village 
tanks (100,000) Flood lakes (41,049), upland reservoirdestate tanks (8,097) and Mahaweli river 
basins (22,670). On the basis oftheir size and fishery management norms the reservoirs in the country 
can be grouped under three broad categories: 

1. Large (800 ha) and medium (200-800 ha) which are used for capture fisheries); 
2. Small (1-200 ha) irrigation reservoirs for culture-based fisheries 
3. Seasonal tanks which hold water for 6 - 8 months a year for culture fisheries 

Opportunities also exist for brackish water aquaculture in a total extent o f  around 6,000 ha in 
Puttalam (1,200 ha), Hambantota (400 ha), Galle (200 ha), Batticaloa (1,600 ha), Mannar (800 ha), 
Jaf3ka (400 ha), Trincomalee (600 ha) and Mullaitivu (800 ha). Currently coastal aquaculture i s  practiced 
on any noteworthy scale only in the district o f  Puttalam and a few small scale f m s  in Batticaloa. : 

Sector Vision 
Sri Lanka to become a leader in the South Asian Region in sustainable utilization offisheries 

and aquatic resources directing the utilization offisheries and aquatic resources for the benefit 
of the current and future generations. 

Policy Objectives o f  the Fisheries Sector as articulated by the Ministry are as follows: . To improve the nutritional status and food security ofthe people by increasing the national fish 
production 

To minimize post-harvest losses and improve quality and safety o f  fish products to acceptable 
standards 

To increase employment opportunities in fisheries and related industries and improve the socio- 
economic status ofthe fisher community. 

To increase foreign exchange earnings from fish products 

To conserve the aquatic environment. 

. 

. 

. . 
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1.9.4 The M a j o r  issues constraining the development of the Fisheries Sector 
There are several major issues constraining the development o f  the sector which needs to be 

addressed in a long-term development plan such as this; the more important among them are as follows: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

Non-availability ofreliable and up to date marine fish resource data has greatly handicapped the 
planned development ofmarine fisheries. The last comprehensive fish resource surveys were 
carried out over 25 years ago and the resource data needs to  be updated through resource 
surveys and stock assessment. 

Fisheries management has been weak and despite there being comprehensive fisheries laws 
(Fisheries &Aquatic Resources Act  1996) and associated regulations management o f  coastal 
fisheries i s  yet weak. Thus there i s  aurgent need promote co-management; this i s  a long process 
and requires awareness building and community empowerment and strengthening o f  community 
based organizations particularly the fisheries co-operative Organizations. 

The quality o f  fish landings i s  generally poor and fish spoilage i s  high particularly in the landings 
ofmulti-day boats. This  is due to lack ofproper fish landing and quality maintenance facilities on 
board the vessels and the lack o f  knowledge o f  fish handling and post harvest practices. Most 
multi-day boats s t i l l  aim at higher volumes and only a small portion o f  the landings meet the 
international quality standards. Th is  has serious implications on the export trade, local supplies 
o f  fresh fish and producer prices. Post-harvest value losses are estimated to be around 30% 
and the prevention o f  these losses i s  amajor problem that needs to be addressed without delay. 

Despite Sri Lanka’s strategic position in the Indian ocean with the easy access it has got to Tuna 
resources as well as to the consumer markets in Europe and Japan Sri Lanka has not been able 
to utilize the resources in the high seas. Particularly in view o f  the limits to production increases 
in the coastal fishery it i s  imperative that Sri Lanka develops her capabilities in high seas fishing. 

The conflict in the north and the east (which accounts for around 60 % o f  the total coastline o f  
the island) has had very adverse impacts on the production performance o f  the sector during the 
past two decades. The damaged infrastructure and facilities as well as the curtailment o f  fishing 
activities arising both from the dislocation o f  fishermen and the restrictions imposed on fishing on 
security grounds has resulted in a considerable fall in production. Moreover many field interven- 
tions in the recent past did not materialize due to the non-conducive ground situation in the areas 
concerned. 

Inadequate application o f  fishing technologies - particularly in offshore and deep sea tuna fish- 
ing, and in aquaculture - has prevented the optimum harvesting o f  these fish resources. Moreo- 
ver the non-application o f  post-harvest technologies has constrained the possibilities for fish 
processing and value addition in order to obtain higher incomes. 

Despite a conducive natural environment in the form o f  water bodies and suitable land re- 
sources being inland fisheries and aquaculture has been slow in developing largely due to con- 
straints such as the inadequate stocking levels and their l ow  social acceptance. In addition this, 
the sub-sector has been handicapped by sudden policy changes (e.g. 1989 withdrawal o f  state 
patronage) as well as certain religious and cultural prejudices as well environmental concerns. 

Poor fisheries infrastructure particularly the under-equipped and badly maintained fishery har- 
bours has considerably slowed down the development o f  offshore and high seas tuna fishing 
while inadequate ice production and storage and transport facilities have constrained the efforts 
at value addition, quality improvement and the improved distribution o f  fish. 
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9. The non-availability o f  capabilities and facilities for Monitoring, Surveillance and Control (MCS) 
including the lack o f  an effective Coast Guard Service and Vessel Monitoring System (VMS) 
has resulted in Illegal, Unregulated and Unreported (IUU) fishing taking place within the Exclu- 
sive Economic Zone. This l imits the potential o f  the Sri Lankan fleet to reap the maximum 
benefits f iom the fish resources within the EEZ. 

10. Inadequate investments in the sector has prevented the introduction o f  large sized and wel l  
equipped boats capable o f  exploiting the resources in the offshore and high seas. Further as a 
result o f  low investment the establishment o f  much needed initastructure facilities such as better 
storage, net and line hauling gear and safety and communication equipment in the existing fleet 
has not materialized. Investments in the small scale sector too have suffered owing to the lack o f  
development oriented credit schemes and this has led to low incomes and persistence o f  indebt- 
edness. 

11. Inadequate research, training and extension has resulted in the underutilization o f  resources 
particularly in coastal fishing where diversification o f  fishing methods is a dire need to harvest the 
currently unexploited and underexploited species. In addition it i s  necessary to utilize the land- 
ings in a manner that will prevent post harvest losses. In inland capture fishing and fish farming 
too extension efforts are yet ineffective particularly in stepping up fish seed production which i s  
a critical factor in the stocking o f  water bodies to increase inland water fish production. 

12. Degradation o f  the coastal and marine environment which includes coastal pollution and the 
threats to the sustainability o f  coastal habitats has emerged as a major problem adversely affect- 
ing the fishing industry. This  needs to addressed as a matter o f  high priority. 

13. Tsunami waves which struck the coastline Sri Lanka in 2004 badly devastated the fishing indus- 
try reversing much ofwhat was achieved in the fisheries in the past two decades. It destroyed 
54% and damaged 23% o f  the fishing craft with most o f  the engines and gear. I t  destroyed 10 
o f  12 harbours and damaged most o f  the infkastructure. It also destroyed 16,500 and damaged 
13,500 fisherrnens’houses. As aresult fish production fell by 40% in 2005. Whi le much has 
been done to rehabilitate the industry further efforts are needed within the Ten Year Plan period. 

1.9.5 Baseline performance indicators 
Some o f  the key measurable indicators o f  progress in the fisheries sector which have been identi- 

fied in relation to the policy objectives stated above and which need to be achieved during the Ten Year 
Plan period are the following: 

1. Level o f  Fish Production (by sub-sectors) 
2. Per capita availability o f  fish and fish products based on local production 
3. Contribution of the fisheries sector to the Gross Domestic Product 
4. Export earnings f iom the sector and contribution to the national export earnings. 
5. Employment generated through fishing and associated activities 
6. The composition ofthe fishing fleet with a productivity improvement orientation. 
7. The state o f  infrastructure development 
8. Protection o f  the coastline and the improvement o f  the coastal environment 

1.9.6 Expected Targets relating to the key measurable indicators 

1.9.6.1 Projections of Fish Production (by sub-sectors) 
The magnitude o f  the national fish production that can be achieved depends o n  the harvesting 

levels in the three sub-sectors viz. coastal, offshore/deep sea and inland fisheries and aquaculture. Such 
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levels in turn would depend on the resource availability, the level o f  effort based on the craft and fishing 
nets and gear in capture fisheries and fish seed and feed in culture fisheries. In both these major areas o f  
fish production the availability o f  supporting infi-astructure and facilities will be a key determining factor 
as i s  also a conflict free atmosphere conducive to the implementation ofplanned development work. 

The level o f  fish production in the base year (2004) was as indicated in Table: 1. below: 

Sub sector 

Coastal 

Offshore & deep sea 

Inland Fisheries & Aquaculture 

TOTAL 

Production (tons) 

154,470 54% 

98,720 34% 

33,180 12% 

286,370 100 

YO share of production 

Coastal fish production 
Coastal fisheries sub-sector has always made the largest contribution to national fish production. 

This  will continue to be so in the Plan Period as well though there i s  bound to be a decline in its relative 
share compared with the offshore sub-sector. I t  i s  expected that the coastal sub-sector’s contribution to 
marine fish production will come down f i om 69% in 2007 to 57% in 2016. According to Fri joj i  
Nomen Surveys (1 979-80) the total maximum annual sustainable harvestable yield f rom the coastal 
area i s  250,000 tons comprised o f  170,000 t pelagic fish and 80,000 t o f  demersal fish. T h e  highest 
production ever achieved in the coastal sub-sector was 184,049 (1 983); production in th is  sub-sector 
in 2004 was much less i.e. 154,470 mt. Thus though there appears to be scope for increasing production 
in the coastal sub-sector in view o f  the uncertain resource picture i t  i s  necessary to adopt a 
‘)precautionary approach ” in aiming at production increases. Hence n o  net addition to the coastal 
fleet will be encouraged other than in the case o f  One Day Boats. Thus the strategy that will be used to 
increase coastal fish production would be to ( 1 ).promote the harvesting ofunderexploited and unexploited 
species by diversifying gears and methods and by (2).improving the productivity ofthe existing vessels. 
On th is  basis, the production in the coastal fisheries sub-sector will increase from approximately from 
18 1,000 to 240,000 over the plan period which i s  wel l  within the estimated maximum sustainable 
yield. The variations in the size o f  the marine fishing fleet over the ten year period 2007-20 16 and the 
projections o f  production are given in Table 2 

Offshore and deep sea fish production 
Multi day fishing: Multi-day fishing has been the fastest growing fishing activity in the marine 

sector in the recent past. Whi le  there were 1,58 1 multi-day fishing boats in 2004 the Tsunami destroyed 
187 ofthese boats and damaged a further 676. Alarge number ofthe damaged boats have already been 
repaired and it is assumed that the repairs o f  the balance would be completed by end 2006. However 
it may not be possible to complete the replacement o f  all the destroyed boats by end o f  2006 and the 
replacement programme will continue in to 2007. The Multi-Day fleet will need to be expanded with the 
introduction o f  slightly bigger sized boats with better storage facilities, safety/communication equipment 
and n e t h e  haulers. The projectednet increase in the multi-day fleet over the plan period i s  1,200 boats 
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and the landings by expanding the multi-day fleet i s  expected to increase f i om 80,000 t to 194,000 t in 
the plan period. 

Year  

2007 

2012 

2016 

Fishing in the High Seas 
There i s  scope for increasing fish production by harnessing resources in the deep sea area as well 

as in the high seas (beyond the EEZ). Sri Lanka has not been able to make effective use o f  the high 
value tuna and other resources in the international waters due to the non-availability o f  fishing vessels 
with the requisite capabilities. Hence it i s  planned to introduce 100 units o f  anew class o f  boats o f  over 
24 meter length complete with line haulers, refrigeration equipmentktorages, safetyhavigatiod 
communication equipment, accommodation and facilities for crews in line with international regulations. 
These will be introduced either under public-private partnerships or under private ownership under a 
phasedprogramme. The f irst batch ofthree boats will be made operational during 2008. Each ofthese 
vessels are expected to produce 250 tons per year ofhigh value fish mostly tuna. AFleet Development 
Plan (FDP) as required by the Indian Ocean Tuna Commission (IOTC) seeking inclusion ofthese boats 
in the IOTC’s Vessel Registry needs to be submitted to the IOTC without delay lest Sri Lanka gets left 
behind in the race for tuna quotas. 

Summary o f  Marine Fish Production Projections i s  given in Table 2 below. 

Fleet Composition Production 

HighSeas % Coastal % Total H i g h  Seas % Coastal % 
Offshore Offshore 

1113 1.7 29,246 98.3 260,902 80,136 31.8 180,766 69.2 

2140 6.6 30734 93.4 395,383 161,200 40.8 234,183 59.2 

2450 7.3 31234 92.7 435,183 194,200 44.6 240,983 55.4 

As the above table shows, the composition ofthe marine fleet will undergo a slight variation with 
the absolute number o f  offshore/deep sea & high seas vessels increasing by almost 1,300 i.e. by 120% 
over the ten year period while the coastal vessels will increase by 2,000 i.e. by 7%. 
In regard to the sub-sectoral contribution to production, the relative share o f  Offshore /High Seas sector 
will go up f iom 3 1.8% to 44.6%. The contribution ofthis sub-sector in terms o f  volume will increase by 
114,000 t or by 140% over the ten year period while the production in the coastal sector will only 
increase by 60,000 t or by 33%. T h i s  i s  line with the resource limitations in the coastal sub-sector. The 
details o f  the fishing boats under the different categories, the estimated catch rates and the relative 
contributions from the two marine fisheries viz. coastal and offshorehigh seas are shown in Table 2 
above. 

Inland Fisheries and Aquaculture Production 

As shown under resources Sri  Lanka possesses suitable and abundant water and land resources 
for the development o f  a viable inland fishing and aquaculture industry. After a setback in the early 
1990s, this sub-sector has been rejuvenated with the re-establishment o f  the Inland Fisheries Division 
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(1 994) and the setting up ofthe National Aquaculture DevelopmentAuthority (1999). The Asian Devel- 
opment Bank h d e d  Aquatic Resources Development and Quality Improvement Project (ARDQIP) is  
supporting NAQDAin developing fieshwater capture fisheries and aquaculture up to 2009. This  Project’s 
main interventions directly impacting on production increases are in culture based fisheries in minor 
reservoirs and seasonal tanks and fish seed production. Through the implementation o f  these activities, 
total carp and tilapia production o f  all enterprises will increase up to 45,223 t at 111 development ofthe 
ARDQIP by the year 2009. Thereafter, a rather conservative annual growth rate o f  7 % has been 
appliedup to 20 16 to forecast production up to 201 6. On th is basis, the volume o f  inland and aquaculture 
fish productionwillbemorethandoubleoverthat ofthe baseyear(33,180mt in2005)up to 72,614mt 
by 2016). 

2016 

Total Fish Production 2007-2016: Projected fish production fi-om all three sub-sectors over the ten 
year period 2007-201 6 computed on the basis o f  the assumptions made above i s  summarized in table 
3 below: 

240,983 194,200 72,614 507,797 

lull 

I 2012 I 234,183 I 161,200 I 55,399 I 450,782 

Fish production trends over the plan period will thus be as follows: . . . . 
Coastal 180,766 mt. to 240,983 mt. - 33 % increase 

OffshoreMigh seas - 80,136 mt. to 194,200 mt. - 140% increase 

Inland & aquaculture-39,500 mt. to 72.614 mt. - 84% increase 

Total production - 300,900 mt. in 2007 to 461,033 mt. - 69% increase overall 
Fish production given above i s  the most critical indicator since all other indicators such as the per capita 
availability, contribution to GDP, export value and contribution to national export value are all depend- 
ent on the performance in fish production. 

Per capita availability o f  fish and fish products based on local production 
The Annual per capita supply o f  fish and fishery products in the recent past inclusive o f  imported 

dried fish and canned fish has varied between 17.5 kg and 18.5 kg. However in measuring the 
performance ofthe fisheries sector the more useful index i s  the supply o f  fish from local production. In 
2004 this was 14.3 1 kg and an improvement o f  this index i s  aimed to be achieved during the plan 
period. Table 4 below shows that i f t h e  expected fish production and export targets are met, the per 
capita supply o f  fish fi-om local production will go up by 63% from 14.8 1 kg to 24.22 kg which i s  the 
above the minimum recommended by the Medical Research Institute. 
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Table 4: Per Capita Fish Supplies based on local production 

2004 

2012 

2016 

Local ~ Export Local Production 
from local 

production (KG) 
I less Export Production I Volume Volume (tons) 

286,370 13,680 272,690 19,050,33 1 14.31 

450,782 20,959 429823 19,746,982 21.76 

507,797 26,885 480,912 19,985,012 24.22 

This would mean that considerable volumes o f  imported fish products (canned fish and dry/cured 
fish) could be reduced thereby saving valuable foreign exchange. At the same it would enable export 
volumes o f  fish to be increased without much adverse impacts on the local supplies and local fish prices. 
The combination o f  these two would result in atrade balance in fish and fish products which will be 
favourable to Sri Lanka. 

1.9.6.2 Contribution of the fisheries sector to the Gross Domestic Product 
The sector’s contribution to GDP has varied between 1.9 -2.5 per cent during the past four years; 

the value o f  fish production in 2004 was Rs. 33,812 mi l l ion which was 1.90 % o f  the GDP. I t  i s  
necessary that this contribution be raised to a minimum o f  4% over the ten year plan period and thus 
contribute towards the achievement o f  the country’s overall economic growth targets for  the same 
period. 

The value o f  fish production as computed by the Central Bank for the last 4 years has been based 
on an average price o f  Rs. 175 per kg. Though th is  may be realistic at present, the average unit price o f  
fish i s  expected to increase sharply o n  account o f  the change in the product-mix between the l ow  and 
high valued fish. Th is  i s  due to (l).increased landings o f  high value fish f i om the offshorehigh seas 
resulting in a relatively higher percentage o f  high vale fish (skipjack, yellow fin and big eye tunas and 
billfishes; (2). expected overall improvement in the quality o f  landings ofmarine fish; &, (3). aquaculture 
development that will result in more high value items such as shrimp, red tilapia, crab etc. Thus regardless 
o f  any inflationary impacts a more realistic average unit price for fish would Rs.225 per kg. Based on 
this the value ofthe total projected production 504,000 tons expected to be achieved by 201 6 will be 
around Rs. 1 14,000 m i.e. an 100% increase on the 2004 level. Based on o f  available GDP projections 
the fisheries sector’s contribution to GDP will be over 3% o f  the GDP by 20 16 (projected GDP in 201 6 
being Rs. 3,600,746 m). 

1.9.6.3 Fisheries Exports - volumes and foreign exchange earnings 
Fisheries sector has emerged as an important source o f  foreign exchange through the export o f  

several items ofhigh value fish and fishery products such as chilled and fiozen tuna, and products such 
as shrimp, lobsters, shark fins and sea cucumber. The total value o f  fishery-based exports has consistently 
been rising and there are bright prospects for increasing the volumes as wel l  as the values over the ten 
year period. The projected increases are as follows: 

Export volume will more than double f i om a base level 13,639 tin (2001-4) to 28,269 mt in 
20 16; 

Export value will also almost double from the base level o f  Rs.9,176 mill ion. (200 1-4) to Rs. 
18,17 1 in 20 16. (It may be noted that value o f  exports computed i s  quite a conservative esti- 

. 
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mate in that the average unit prices prevailing over the four year period 200 1-2004 have been 
used in this computation). 

The assumptions used in projecting exports volumes were: 
0 Frozen & Chilled fin fish - 5 % increase per annum through increased production fi-om offshore 

& high seas and better quality fish fi-om coastal landings; 
Shrimp - a modest rate o f  increase o f  only 3% per annum in view o f  diseases (prawn fming), 
limited scope for increasing captured shrimp volumes; 
Increase o f  10% per annum in the case o f  crab (with fattening getting more popular), sharkfins 
(a by-product o f  the expanding o&hore/high seas fishery), cuttlefish and squid (which are planned 
to be specifically targeted). 
No increase expected in the case o f  beche-de-mer, lobsters and chank (now under manage- 
ment or under consideration for management); and 
Ornamental fish aminimum o f  10% increase per annum 

0 

0 

0 

1.9.6.4 Employment generated through in fishing and associated activities 

Fishing has been the most important economic activity in the coastal areas o f  the country, while in 
the hinterland large numbers have engaged in capture fishing in the reservoirs in the dry zone and in 
prawn f m i n g  (in coast areas) and other forms o f  aquaculture for producing Ornamental fish and food 
fish. According to NARAin addition to 150,000 engaged directly in fishing activities a further 500,000 
persons were reported to be employed in fish trade and other fishery related economic activities. The 

Category Base year (2004) 

Direct Livelihoods 150,000 

Indirect (Fishery related activities) 100,000 

State services 5,000 

Self-employment (fish trade, services etc 400,000 

Total 655,000 

employment scenario over the next decade i s  expected to be as follows: 

2016 

165,000 

125,000 

5,500 

500,000 

795,000 

Table 5: Employment in the sector 

Base year (2004) 

150,000 

100,000 

5,000 

400,000 

655,000 

Category 2016 

165,000 

125,000 

5,500 

500,000 

795,000 

Direct Livelihoods 

Indirect (Fishery related activities) 

State services 

Self-employment (fish trade, services etc 

Total 

Thus the expected increase in employment i s  140,000 which i s  2 1 % over the base year. 

The direct employee category is  expected to expand by a minimum o f  10% as a result o f  the 
additional large vessels (for high seas/offshore fishing) and inboard motorized day boats and due to new 
inland and aquaculture activities including fish seed production. 

In the indirect category which includes fisheries associated activities (such as boat building, fish 
net manufacture, ice production, fish processinglcuring, and in providing other services required by the 
industry such as transport, supply/distribution o f  engines hulls etc) a 25% expansion is projected. 
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It i s  in the self-employment category that the highest increase is  envisioned. This category 
relates to the services by the informal sector and includes activities such as fish trade & marketing, icing, 
packing and transport and whole gamut o f  other services. 

1.9.6.5 Infrastructure development 
There are 12 fishery operational harbours i.e. in Mutuwal, Panadura, Beruwala, Hikkaduwa, 

Galle, Mirissa, Puranawella, Kudawella, Tangalle, Kirnda, Trincomalee (Cod-bay) and Kaplitiya while 
three more viz. Hambantota, Ambalangoda and Chilaw are under construction. In addition there are 35 
anchorages and about 600 minor fishing centers in Sri Lanka. The harbours which got badly damaged 
by the tsunami are now being built and will be completed towards the end o f  2007-2008. Since most o f  
the harbours are designed to service small vessels some o f  them will be re-developed to service the 
planned high seas vessels. Further a new harbour to support a high seas fleet i s  to be built at Dickowita. 
Among the other infrastructure facilities planned are expansion o f  ice production and the cold storage 
capacities to meet the island’s requirements. In marketing, the key investment in the first two years o f  the 
plan period will be the construction o f  a modem fish market complex at Peliyagoda. The supply o f  
fishing inputs will be increased by expanding the fish net production capacities, improving boat building 
capacities and assembly/manufacture o f  marine engines. 

1.9.6.6 Protection o f  the coastline and the improvement of the coastal environment 
Sri Lanka has a coastline o f  around 1600 km and there are several coastal environmental issues 

impacting on fisheries. Coastal erosion i s  the most critical since it adversely affects the beaches on which 
most ofthe fishing related activities ofthe small scale sector are based; thus erosion imposes negative 
impacts on fish production and on fishermen’s living conditions. Beaches are essential for landing o f  fish 
and parking oftraditional crafi and small outboard motorized boats, beach seine fishing, ri@g/repairing/ 
drymg/ cleaning and storage ofnets and the construction ofbasic facilities required for cleaning/sorting/ 
auctioning o f  fish. In addition, the coastal habitats such as mangroves, sea grass beds, coral reefs and 
estuaries are among the most productive eco-systems and play a major role in supporting fisheries and 
these need to be conserved and protected. Further the dynamics o f  fishery resources in the near shore 
marine waters and coastal water bodies such as lagoons and estuaries are closely interlinked with the 
dynamics o f  the rest o f  the Coastal Zone, i ts  resources and resource use. The multiplicity o f  uses o f  the 
Coastal Zone often leads to conflicts among resource users causing social tension. 

In this context a multi-sectoral approach best achieved through Integrated Coastal Zone 
Management i s  required. The Coast Conservation Department (CCD) attempts to achieve this through 
the policies and action programmes envisaged under the Coastal Zone Management Plan (CZMP). The 
major programmes in support o f  a better Coastal Environment are the protectiodstabilization o f  erosion 
prone beaches, establishment o f  beach parks, preventiodminimization o f  coastal pollution (including 
water pollution), preparation o f  shoreline development plans, implementation o f  Special Areas 
Management Plans in ecologically sensitive coastal sites and the conservation o f  coastal habitats. These 
will form an integral component ofthe Fisheries Sector Plan. 

1.9.6.7 Projections of  the key measurable Indicators 

ofperformance in the sector i s  given in Table 6 below: 
A summary showing the baseline status as well as the targets related to the identified key indicators 
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Table 6: Summary of Measurable Indicator Targets 2007-2016 

* Yea1 Fish 
Production 
(details in 
Table 8) 

Mt 

Export 
earnings 

h . M n  

9,176 
10,535 
14,545 
18,176 

98% 

Per capita 
availability 
of fish and 
fBh produc 
based on 
local 
production 

KG 

Export Contributior Employment 
volume of the 

fisheries 
sector to 
the GDP 

Mt Rs Mn Employees 

13,639 33,812 655,000 
15,103 67,540 685,500 
22,423 106,821 692,512 
28,269 114,000 795,000 
107% 235% 2128% 

14.31 
14.80 

466,63 1 22.00 
% >  55% 54% 

Expansion 
of  the HSI 
Offshore 
fishing fleet 

No: of OSMS 
boats 

1581 
1113 
2140 
2450 

120% 

1.9.7 Implementation of the Plan 

1.9.7.1 Fisheries Sector Projects and Programmes 2007-2016 

The Fisheries Sector investment programme has been spread over three distinct phases viz. Short- 
term over three years (2007-2009), Medium Term over four years (201 0- 13), and Long-Term over 
three years (20 14-1 6). Ofparticular relevance to the future development o f  the Fisheries sector i s  the 
strategy o n  Partnership in Development articulated by the “Mahinda Chintana ” which envisages 
“private and public participation in economic and social development within a market fiiendly, export 
oriented and competitive economic policy framework to complement each other’s contribution, maximize 
value addition, employment creation and environmental protection”. In the f irst year ofthe short-tem 
investment programme o f  the sector a total expenditure plan o f  Rs. 5,343 mill ion spread over 13 projects 
i s  envisaged. 

In the case o f  most o f  the projects proposed for implementation under the Plan the source o f  
h d i n g  i s  yet not certain though in the case o f  several o f  these there i s  some inkling ofthe possibilities 
since the line Ministry or the agency concerned appear to have already had some (mostly informal) 
consultations with certain donor agencies. 
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Problem and Policy Measures 

Identif ied 
IssuelProblem 

1. Non-availability of 
reliable resource data 

2. Weak Fisheries 
management 

3. Considerable post- 
. w e s t  value losses and 

poor marketing & 
transport 

1. Non-exploitation o f  
High seas Resources 

5. The conflict in the 
north and the east 

6. Inadequate 
application o f  fishing 

technologies 

Policy Measures 

1.1 Give Priority for surveys on fisheries and aquatic resources, stock 
assessments and exploratory fishing 

1.2 Disseminate findings on resource among the fishing operators and other 
stakeholders 

1.3 Undertake preparation and updating marine charts /maps and educate the 
fishers on their use. 

2.1 Promote the principles o f  responsible fisheries 

2.2 Promote comanagement o f  fisheries 

2.3 Improve the fisheries management eamework by amending and updating 
the fisheries laws and regulations 

2.4 Enforce fisheries laws and regulations and prevent the use o f  undesirable 
& destructive gears & methods 

2.5. Create awareness on the need for, and fisheries management practices 

2.6 Reduce fishing pressure on coastal fisheries by diverting excess pressure 
to under-exploited species 

2.7 Strengthen Community Based Organizations particularly, fisheries co- 
operative organizations to play an active role in management 

3.1. Encourage offshore boats to incorporate better fish holds and equipment 
for fish preservation 

3.2. Introduce and promote onboard fish handling 

3.3. Promote use o f  hygienic and stackable boxes for fish storage & transport 

3.4 Provide improved facilities for sorting / handling /packing o f  f ish at 
landing centers 

3.5 Upgrade quality o f  ice and provide cleaner water at landing centers 

4.1 Encourage local multi-day fishing vessels to fish in high seas 

4.2 Arrange for the harvesting/productiodsupply o f  bait for tuna long line 
fishing 

4.3 Develop co-operation with regional fisheries management organizations 

4.4 Introduce better designs o f  boats equipped for high seas fishing with 
better storages, safety and communication facilities and specify guidelines for 
their production 

5.1 Give priority to the conflict affected fisheries in the N & the East. 

5.2 Make arrangements for re-location o f  the displaced fishers in their own 
villages 

5.3 Rehabilitate the damaged infrastructure and facilities for production and 
marketing 

6.1 Promote long-lining for deep swimming tuna 

6.2 Introduce new methods and gears to harvest exploitation o f  unexploited 
and under-exploited species 

6.3 Introduce and promote fish seed production technologies among 
communities 
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Identif ied 
IssuelProblern 

7.Slow pace o f  inland 
fisheries and 
aquaculture 

8. Inadequate and 
poorly managed & 

maintained fisheries 
infrastructure 

9. Lack o f  a 
Monitoring, Control & 
Surveillance (MCS) 
System 

10. Inadequate 
investments in the 

sector 

11.h 
resea 
exten 

Policy Measures 

7.1 Protect the rights o f  inland fishers to fish in irrigation reservoirs 

7.2 Develop aquaculture as an environment friendly, socially acceptable and 
market driven industry 

7.3 Encourage investors to commence aquaculture with community 
participation 

7.4 Promote development o f  shrimp culture in accordance with zonal plans 

7.5 Encourage private sector to undertake ornamental fish aquaculture 
projects using out-grower systems coupled with buy-back arrangements 

8.1 Involve stakeholders in the establishment & operation o f  infrastructure 
facilities such as harbours, anchorages, minor fish landing sites, coastal 
protection structures etc. 

8.2 Strengthen facilities o f  the CFHC for proper maintenance o f  harbours 

8.3 Develop public-private partnerships to obtain the participation o f  the 
private sector for provision o f  services such as cold storage, ice supply, watei 
supply, slipway facilities etc. 

8.4 Provide common infrastructure facilities for shrimp farming 

9.1 Install a vessel monitoring system to track the movement o f  vessels within 
EEZ 

9.2 Set up an effective Coast Guard Service 

9.3 Obtain the participation o f  the fishers for obtaining information and for 
preventing unauthorized fishing activities 

10.1 Obtain foreign assistance to build and expand capital intensive 
infrastructure 

10.2 Encourage the private sector to undertake infrastructure facilities 
(fishery harbours) on “build, operate and transfer terms, 

10.3 Arrange for channeling o f  development oriented credit facilities through 
the bankindfinancial institutions 

10.4 Provide investment rebateshbsidies on selected activities such as high 
seadoffshore fishing, aquaculture and production o f  industry inputs (boats, 
nets, engines, ice) 

1 1.1 Give priority for applied fisheries research 

11.2 Strengthen the network o f  extension services in order to disseminate 
research findingshnformation and technology among the fisher community & 
other stakeholders 

11.3 Obtain assistance from national & international organizations in 
manpower development 

1 1.4 Strengthen the Information, Education and Communication service 

1 1.5 Consolidate the “Sagara University” and upgrade the quality of, and the 
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Identified 
IssueProblem 

12. Degradation o f  
coastal and marine 

environment 

I 

13. Damage caused by 
the Tsunami 

Policy Measures 

12.1 Implement the provisions o f  the revised Coastal Zone Management Pla 

12.2 Give priority to  rehabilitate the environment affected by shrimp farmin, 
activities 

12.3 Encourage culture o f  marine and brackish water fish including 
ornamental fish to reduce pressure on natural stocks 

12.4 Protect erosion prone coastal stretches through sand nourishment, 
structure or vegetation 

12.5 Implement programmes for conservation and protection o f  
coastal/marine habitats 

13.1. Rehabilitate tsunami -affected fisheries on the "build back better" 
principle 

13.2 Complete the replacement and rehabilitation o f  assets 
destroyeddamaged by tsunami. 
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2.8 Strategies and Activities to operationalize sector policies and achieve targets 

strategies and actions needed to achieve targets and thereby the policy objectives: 
Matrix given below indicates the main targets relating to the sector policy objectives as well as the 

Policy Objective 

1 .To improve the 
nutritional status and 
food security o f  the 
people by increasing 
the national fish 
production 

Targets 

1.1 Increase o f  Coastal fish 
production from 180,000 Mt. 

to  226,000 Mt. 

1.2 Increase o f  Offshore Fish 
Production from 79,000 Mt. 

to 167,000 Mt. 

Strategiedactions 

1.1.1 Conduct o f  a comprehensive marine fish 
resource survey 

1.1.2 Replace One Day  (inboard engine 
powered) boats affected by the tsunami on an 
urgent basis. 

1.1.3 Ensure speedy and quality production o f  
vessels and the availability o f  engines (for 1.1.2 
above) 

1.1.4 Ensure availability o f  netdlines 

1.1.5 Promote harvesting o f  demersal f infish 

1.1.6 Introduce methods and provide facilities to 
harvest currently underutilizeduntargeted 
species. 

1.1.7 Introduce credit schemes to  enable 
introduction o f  new One Day boats and for 
replacement o f  other boats and to  provide 
working capital 

1.1.8 Implement a co-management programme 
under the principles o f  “responsible fishing” 

1.1.9 Development o f  anchorages and minor 
landing sites 

1.1.10 Management o f  fish landing centres 
preferably by fisheries co-ops/CBOs to  provide 
the requisite services 

1.2.1 Replace balance multi-day boats destroyed 
by tsunami on  urgent basis 

1.2.2 Introduce 1,050 additional multi-day boats 

1.2.3 Introduce credit schemes to  enable 
additions and replacements o f  multi-day boats. 

1.2.4 Increase capacity o f  and quality o f  local 
boatyards 

1.2.5 Ensure availability o f  nets/lines 

1.2.6 Promote the use o f  net & line haulers 

1.2.7 Promote expansion o f  long lining 
technology 

1.2.8 Set up a Coast Guard Unit as an operational 
unit under the Navy  

1.2.9 Introduce and operate mother vessels 
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Policy Objective 

2.To minimize post- 
harvest losses and 
improve quality and 
safety o f  fish 

acceptable standards 
products to 

Targets 

1.3 High seas production 
increased to  20,000 Mt. 

1.4 Inland Fisheries and 
\quaculture production 
ncreased fi-om 33,000 Mt. to 
57,000 MT. 

!.l Reduce the post harvest 
ralue losses in offshore 
andings 

Strategiedactions 

1.3.1 Formulate Fleet Development Plan for high 
seas fishing 

1.3.2 Facilitate obtaining I O T C  tuna quotas 

1.3.3 Introduce 100 large boats above 24  meters 

1.3.4 Conclude umbrella agreements fo r  fishing 
in outside waters 

1.3.5 Promote Public-Private partnerships/ 
private investment to  introduce new High seas 
boats 

1.3.6 Train crews capable o f  operating the H S  
vessels and enable acquisition o f  certificates 

1.3.7 Support high seas fishing through the 
provision o f  infrastructure. 

1.4.1 Increase supply o f  fish seed through culture 
based fisheries in minor reservoirs & seasonal 
tanks, by rehabilitating government centers and 
mini-hatcheries operated by CBOs. 

1.4.2 Implement Community base fisheries 
management 

1.4.3 Promote private aquaculture enterprises 
through NAQDA’s  model/ 

Demonstration projects 

1.4.4 Promote Carp culture in estate tanks 

Prawn farming 

1.4.5 Rehabilitate the Dutch canal 

1.4.6 Establish a diagnostic laboratory 

1.4.7 Enforce code o f  “best practices” 
recommended by N A W Q D A  

1.4.8 Introduction o f  a crop calendar shrimp 
farming 

2.1.1 Introduce refrigeratiodfish holds on coastal 
inboard engines and multi-day vessels 

2.1.2 Encourage 6-8 m F W  boats to carry ice 
and insulated boxes on fishing trips 

2.1.3 Promote on-board handling o f  f ish 

2.1.4 Disseminate better fish handlingktacking 
techniques 
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Policy Objective 

3. To increase 
:mployment 
3pportunities in 
[isheries and related 
ndustries and 
mprove the socio- 
xonomic status of 
h e  fisher 
:ommunity. 

Targets 

2.2 Improve basic facilities 
for fish handling at landing 
:enters 

2.3 Improve fish marketing 
and distribution system 

3.1 Promote fish based 
economic activities 

3.2 Promote fishery related 
activities such as production 
o f  fishing inputs 

3.3 Establish income 
generatinghpplementing 
activities among 
coastalhishing communities 

3.4 Improve the living 
conditions and quality o f  l i fe 
o f  fishing families 

Strategiedactions 

L2.1 Provide clean water at landing centers 

1.2.2 Paved areas for sorting/washing o f  f ish and 
racilities for effluent disposal 

1.2.3 Provide ice and fish storage facilities and 
anding centers 

1.3.1. Establishment o f  a modern state o f  the art 
hsh market 

2.3.2 Expand the net work modemhygienic fish 
retail outlets 

2.3.3 Promote the use o f  stackable and washable 
fish boxes in fish transport 

3.1.1 Setup fish canneries 

3.1.2 Introduce improved techniques for 
curinglduring o f  f ish 

3.1.3 Promote economic uses o f  fish waste 

3.1.4 Resurrect traditional Fishlcuring & 
preservation primarily for elite urban markets 

3.1.5 Promote recreational fishing in 
collaboration with the tourism sector 

3.2.1 Set up new fish net making plants and 
expand existing ones 

3.2.2 Set up new ice plants and cold stores 

3.2.3 Encourage manufacture or assembly o f  
marine engines 

3.2.4 Expand the capacity for boat production 

3.3.1 Strengthen CBOs to organize and support 
income generating activities 

3.3.2 Strengthen women groups in fisher 
communities and encourage them to promote 
savings and invest in micro level projects 

3.4.1 Provide requisite amenities and facilities 
conducive to livelihood development and better 
quality o f  l i f e  o f  the fishers 

3.4.2 Set up 10 model fishing villages replete 
with amenities and facilities 
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Policy Objective 

4. To increase 
foreign exchange 
earnings from fish 
products 

5. To conserve the 
coastal and aquatic 
environment. 

Targets 

4.1 Volume o f  fiswfish 
product exports raised from 
13,000 Mt. to 28,000 Mt. & 
value increased from Rs. 9 
bil l ion raised to Rs. 18 bi l l ion 

5.1 Stabilization & protection 
o f  Erosion prone coastal 
stretches. 

5. Maintenance o f  c.Lan 
beach environment 

5.3 Conservation o f  coastal 
habitats 

5.4 Prevention o f  beach 
pollution 

Strategiedactions 
~~~ 

4.1.1 Effective enforcementlmonitoring o f  Fish 
Quality Control system 

4.1.2 Development o f  facilities at harbours, 
anchorages & landing centers 

4.1.3 Provide incentives to  exporters tied to  
performance 

4.1.4 Export Market Promotion to  diversify 
export destinations by EDB/BOI/Ministry 

4.1.5 Promote culture o f  marine ornamental fish 

4.1.6 Promote harvesting, collection and value 
addition o f  new items o f  exports such as je l l y  
fish, puffer fish, bivalves, gastropods and sea 
weed 

5.1.1 Artif icial Beach nourishment 

5.1.2 Construction o f  coastal protection 
structures 

5.1.3 Expand the green belt on the coastline with 
the participation o f  communities/coastal 
inhabitants 

5.1.4 Formulate and implement shoreline 
development plans 

5.1.5 Prevent sand and coral mininddamaging 
reefs 

5.2.1 Establishment o f  beach Parks 

5.2.2 Prevent unauthorized coastal constructions 

5.3.1 Implementation o f  S A M  Plans at identified 
sites 

5.3.2 Rehabilitation o f  damageuendangered 
habitats with community participation 

5.4.1 Preventing coastal pollution (water 
pollution and solid waste disposal) 
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2. Development Strategy for Irrigation 

2.1 Introduction 
The irrigation sector faces numerous challenges that need to  be addressed. The sector i s  faced 

with stagnant or low growth in productivity, inadequate water availability, inequitable distribution and 
inefficient use o f  water, poor profitability o f  crops grown, inadequate operation and maintenance as well 
as lack ofparticipation in the management o f  irrigation systems. In addition the need for allocating water 
for multiple uses and sustainable use o f  water through river basin management have now become important 
issues with the rising demand o f  water for non agricultural purposes. 

The policies and strategies for the irrigation sector outlined in the Mahinda Chintanaya such as 
multipurpose irrigation systems, small tank development, and trans-basin diversion o f  water to link 
existing rivers and irrigation systems to use water more productively, have been taken into account in the 
policy and strategy. 

2.2 Overview of  the Irrigation Sector 
Irrigation is widespread in the drier areas o f  Sri Lanka, where the rainfall pattern requires water 

storage for successful irrigated cropping. When the policy o f  restoring abandoned irrigation systems 
was implemented, the priority was given to schemes in the Dry zone, withthe dual purpose ofresettling 
people from the land scarce south to the drier north and eastern regions. The irrigated area in the Dry 
Zone expanded to the current level between 1850 and the year 2000. Several large schemes were 
restored with financial contribution by the then government and to some extent the farmers. The Gal 
Oya scheme constructed in 1957 was the first multipurpose scheme launched, to be completed entirely 
with local manpower and financial resources. Th is  was followed in the 1970s by Mahaweli, the largest 
multipurpose scheme. These multipurpose projects were aimed not only at irrigation development and 
settlement but also at hydropower generation. The Mahaweli project, which i s  by far the largest government 
project in the country, envisaged the development ofmore than 300 000 ha o f  new irrigated land and 
the generation of 800 MW ofhydropower at the completion o f  the project. 

The area under irrigation i s  presently estimated at about 600,000 ha, with over 80% ofthe irrigated 
area falling within the dry zone. A district-wise distribution o f  irrigated areas i s  provided in Annex 1. The 
largest areas (above 30,000 ha) under irrigation are in the districts o f  Kurunegala, Anuradhapura, 
Polonnamwa, Batticaloa a n d h p a r a .  Over 80% o f  the irrigated farming area i s  cultivated with paddy 
and the balance in other food and field crops. In major irrigation areas, the cropping intensity i s  about 
150%, whereas in minor irrigation areas it i s  about 100% or generally one crop a year. Irrigated crop 
yields range between 3-5 metric tons per hectare ofpaddy and much more in the case o f  other crops. 

Contribution to the economy 
Irrigation contributes substantially to the economy, by way ofrice and other food crop production 

and has been largely instrumental in reaching selfsufficiency in rice and in meeting a substantial proportion 
ofthe demand o f  other food crops. The contribution to GDP ofpaddy production i s  estimated at 3%, 
and with over 80% ofrice production and about 25% o f  other food production obtained from irrigated 
areas, the contribution o f  irrigation per se to GDP may be only slightly less than this figure. Irrigation i s  
also vertically and horizontally linked to the input and output servicing sectors such as fertilizer, chemicals, 
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credit and water supply, marketing, export, retail and wholesale trade, storage and processing. Hence 
irrigation’s overall contribution i s  probably much higher. Average net income fiom irrigated paddy and 
other crop production i s  estimated at about Rs 5000 per month per family (current prices) in the Mahaweli 
area and less than th is  amount in other areas. Thus in terms o f  providing livelihoods and income to a 
large mass o f  the population, it i s  a vital sector and a substantial contributor to the overall economy as 
well as food security o f  the country. 

Kev instiixtions involved in the inination sector 
O f  the total irrigated area, about 400,000 ha are under major schemes, o f  which about 100,000 

ha i s  under the administration o f  the Mahaweli Authority (Table 1). The balance 300,000 ha i s  managed 
by the Irrigation Department, while a further 200,000 hectares o f  irrigated land under minor schemes 
(below 80 ha) i s  administered by the Department ofAgrarian Services. The Irrigation Department i s  
responsible for the management o f  Schemes irrigating over 80 hectares, which i s  estimated to number 
over 300 (Table 2). Although reliable statistics are not available as to the number o f  minor schemes 
operating in the country, it i s  estimated that minor schemes may number over 15,000, o f  which only half 
are operational. There are several minor schemes that have been abandoned, while new ones are 
always being constructed or abandoned ones rebuilt. 

Size of systems 
@a) 

80 to 600 
600 to 1,000 

1,000 to 1,200 
1,200 to 4,000 

Over 4000 

Number of Total area (ha) 

223 41,480 
n 19,160 
29 40320 
23 61,680 
13 132,W 

systems 
Mahaweli System 

System “B” 
System “C” 
System “G” 
System “H” 

System “L” 
Uda Walawe 

Total I Total I 315 I 294,640 

Net Irrigable Area 

24,7 13 
24,995 

5,900 
33,600 
17,400 
3,664 

112,272 

Source .- Mahaweli Statistical Handbook 2004, Mahaweli 
Authority (Deputy Director Agriculture) 1992 

Source .- Land and Water Sector Development by Henry Gamage 

Irrigation Department (ID) 

Irrigation Management Division (IMD) 

Implementation o f  Irrigation Ordinance. Design o f  irrigation and 
drainage schemes, hydrological investigations, O&M and water 
allocation within schemes 

Promotion and management o f  Farmer Organizations, rehabilitation 
and O&M, agricultural management, including crop diversification 
and promotion o f  income improvement activities in designated 
schemes 
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Institution 

Mahaweli Authority (MA) 

Department ofAgrarian Services (DAS) 

Water Resources Board (WRB) 

Main responsibilities 

Al l  aspects o f  the development of Mahaweli and other designated 
areas, including water supply, sanitation, human settlement, and 
irrigation construction and management. 

Provision o f  wide ranging services to farmers in minor schemes 
including support for good water and soil husbandry, registration 
o f  farmer organizations and rehabilitation, the level o f  support 
varying with the needs of farmers. 

Investigations and commercial exploitation of groundwater resources 
and extensive advisory responsibilities, which are largely not utilized. 

2.3. Current Policies and Policy Gaps 
Currently policies in the irrigation sector can be categorized into the following areas. 

Institutional policy - Currently several government agencies are involved in the construction, 
operation and management o f  irrigation systems. Th is  includes the ID, the IMD, the MA and 
the DAS. At the provincial level too there are provincial irrigation agencies for  irrigation 
development and management and agrarian services. The Department ofAgriculture @A) also 
has central provincial agencies for agricultural development. There are many agencies responsible 
for irrigation that i s  causing duplication and inefficient use ofmanpower and institutional resources, 
this i s  a policy gap that needs to be addressed. 

Irrigation system management policies-Irrigation systems are jointly managed in major schemes 
with the management responsibility given to the farmer below the distributary level. In the minor 
schemes the management responsibility i s  entirely with the farmers. The current systems o f  
management have been partly successll and therefore a good assessment should be made and 
the shortcomings or gaps addressed. 

Operation and Maintenance policies - O&M in minor schemes is the responsibility o f  the farmers 
while in major schemes the agency responsible for management i s  responsible for O&M above 
the distributary canal, while the farmers are responsible for O&M below this canal. O&M i s  
st i l l  being largely financed by the government, although farmer contribution in the form o f  labour 
i s  forthcoming. Allocation for O&M by the government i s  declining and therefore level and 
quality o f  O&M i s  on the decline. Unless this situation i s  reversed, and the policy gap addressed, 
many systems will require extensive rehabilitation within a short period. 

Water allocation policy - currently there i s  n o  policy on water allocation f rom major water 
courses or water bodies for various purposes. The government decides on water allocation for 
various purposes on a case by case basis or when an issue arises with respect to water allocation. 
The lack o f  a suitable mechanism or institution to address the problem o f  bulk water allocation 
i s  a gap that needs to be addressed before the situation becomes critical. 

Irrigation financing policies -Currently, the government i s  responsible for fmancing o f  all new 
major irrigation development schemes. In minor schemes, the farmer makes a meaningful 
contribution in the form o f  labour, with the major proportion o f  the finances being provided by 
the government or other agencies such as NGOs, community organizations, wel l  wishers or 
beneficiaries. 
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2.4 K e y  Issues in the Irrigation Sector 
The performance of the irrigation sector has been mixed, with improved yields and cropping 

intensity being achieved under major schemes, while performance in minor schemes have not improved 
with the yields and cropping intensity remaining stagnant. Farmers in minor schemes s t i l l  remain at 
subsistence levels but the potential for achieving high increases in yield by providing water at critical 
times for an othcnvise ramfed crop i s  very high in minor schemes. 

Overall the performance o f  irrigation systems both in minor as wel l  as major schemes have not 
reached the potential and the economic returns f iom investments in irrigation have been far below the 
returns in other sectors including water use for other purposes such as power generation, industrial or 
other uses. The key issues to be addressed in improving the performance ofthis sector and in achieving 
i ts  fidl potential are identified as follows; 

0 

0 

0 

0 

0 

0 

0 

0 

0 Inadequate water allocation system. 

L o w  productivity in terms o f  yields, cropping intensity and water use efficiency. 
Poor or inefficient management o f  water for apcultural production 
Inadequate or inefficient maintenance systems 
Lack o f  modernization o f  irrigation technology 
Inadequate investment policies in the sector 
Uncoordinated development ofregional surface and groundwater resources 
Institutional multiplicity and lack o f  coordination between related agencies 
L o w  profitability and inadequate market systems reducing income o f  irrigated agriculture 
Inadequate protection o f  irrigation watersheds 

2.5. Development Thrust 
“By the year 2016, irrigated agriculture will be transformed into a commercially viable and 

technologically advanced sector producing for local consumption and processing as well as for export, 
using modem irrigation techniques that optimize water use and maximize production by increasing the 
productivity o f  irrigation systems. A more productive minor irrigation sector developed through 
participatory approaches will contribute to poverty reduction as well as llfill the socio economic needs 
o f  the poorer f m e r .  N e w  water resources developed, through trans-basin diversions and other means 
will lead to increased supply for irrigation and other uses.” 

2.5.1 Vision 

The vision ofthe irrigation sector i s  invariably linked to many other sector visions and contributes 
tothe fulfillment o f  the national vision and policy through the intermediary vision o f  food security and 
poverty reduction as illustrated in the chart below. Obviously the vision ofthe irrigation sector must be 
inline with the vision o f  other related sectors to be a realistic and achievable one. 
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Figure 1. Irrigation Sector Vision and its Linkages 

National development vision and policy 

T 
I 

~ ~~ 

Food security and poverty reduction vision and policy I 
Trade vision and Agricultural vision Industrial vision and 

policy and policy policy 

I Irrigation vision and policy I 

Water vision and policy 

I t 
I I 

I Environmental vision and policy 

2.52 Objectives of the sector 

i. Increase productivity of unit of water through improved cropping and irrigation techniques in 
existing as well as new schemes. 

ii. Diversify and link output of irrigation systems with stable and established markets to stabilise 
income and productivity of irrigation systems. 

iii. Improve the management of existing major schemes, through successfully implementing 
participatory management systems in these schemes. 

iv. Improve the existing systems of operation and maintenance, through Participatory approaches 
and establishment of viable funding mechanisms 

v. Improve management of minor or small schemes, through awareness, education and a farmer 
funding mechanism to support operation and maintenancdand increase productivity. Assist in 
farmer financing of p u ~ p s  or wells to enhance productivity fi-om minor schemes. 

vi. Encourage and help to spread new technology for reducingyater use and improve productivity 
of small and medium schemes, through such systems as micro or drip irrigation or other 
systems. 

vi. Improve the watersheds of small, medium and large systems through participatory approaches. 

viii. Rehabilitate, abandoned or poorly maintained but operational schemes, with farmer ownership 
including funding or labour inputs, with technical assistance from government irrigation agencies, 
including a study of sutface and groundwater availability for such rehabilitation. 

Establish a system of trans-basin linkages between major rivers or r iver basins to divert 
water to water short schemes and for multiple uses of water and develop other new systems 
if feaible. 
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x Establish river basin management authorities for all major river basins, to share water for 
various purposes and improve the distribution and productivity of o f  both surface and 
groundwater. 

xi Improve the capacity o f  institutions to better manage irrigation systems including groundwater 
resources. 

2.5.3 Targets for the sector 
i Water productivity to be increased by 20% in major schemes and by 10% in minor schemes 

ii Policies for improved or more effective O&M be put in place and implemented within the 

iii Modem methods o f  irrigation to be practiced by 25% of farmers in irrigated areas 
iv. Cropping patterns o f  30% farmers to be diversified within five years 
v. Management turn-over o f  50% o f  the major schemes completed within five years. 
vi. Establish systems to strengthen Farmer Organisations, particularly in minor schemes. 
vii Establish Snancially viable farmer companies for water management and inpdoutput marketing 

in 25% ofthe major irrigation systems within five years. 
viii Encourage public private partnerships resulting in at least 20% o f  new investments by the 

private sector over the next 10 years. 
ix 1000 minor tanks to be restored every year under Dahasak Maha Wev Programme. 
x. Water shed improvement plans to be formulated for 25% of the most critically affected minor 

and major irrigation systems 
x i  Complete regional study on ground and surface water availability by third year 
x i  River basin management capacities to be developed within the next five years. 
xiii. Work on feasibility study o f  trans-basin diversion o f  Kaluganga, Nilwala or other wet zone 

xiv. Continuation o f  implementation ofprojects in the master plan ofthe Mahaweli development 

xv. Develop new irrigation systems for which feasibility studies have been completed and have 

xvi. Examine the feasibility o f  linking water short schemes with other schemes or river basins. 

by the end of five years 

next five year period. 

rivers to the south east and northern areas. 

program, starting with Moragahakanda and the North Central canal. 

been found viable. 

2.6. Strategies and Interventions 

Improving productivity and irrigation efficiency 
Productivity and efficiency o f  water use go hand in hand. Productivity can be increased through 

optimal input use including water, more balanced distribution o f  water, high yielding varieties, improved 
systems o f  water management, better operation and maintenance through farmer participation, and use 
o f  modem irrigation technology. However, all this comes to naught if the product cannot be sold for a 
reasonable price. Thus essential to improving productivity i s  to stabilize and improve the marketability o f  
the produce. Th is  may involve upward linkages to the input market and downward lmkage to the seller. 
Storage and processing are also down ward links that help to stabilise prices and markets. New options 
such as highly productive irrigated orchards may be a solution, with an increasing demand for fhits fiom 
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higher income receiving urban-population where a large part o f  this demand i s  being met f iom imports at 
present. The strategies/policies that emerge are; 

9 Improve management ofwater through fmer participation 
9 Better O&M through funding by government and fmer 
9 Wider use o f  new irrigation technology to improve output o f  irrigation water. 
9 Foster upward and downward llnkages to agricultural output, including contracted prices. 
9 Processing and storage as a price stabilizing instrument 

0 Investments in rehabilitation of existing irrigation systems 
One o f  the strategies for improving productivity i s  to opt for rehabilitation o f  existing schemes. The 
return f iom rehabilitation i s  only through increased productivity f iom current levels to higher levels. 
This margin cannot be very high as average yields are reasonably good even in dilapidated schemes. 
In the case o f  new schemes the entire production i s  a benefit. 

Furthermore, there i s  evidence to suggest that even in rehabilitated schemes with concrete lined 
canals, if the water supply i s  inadequate or not reliable, productivity cannot be increased. Arecent 
study showed that in a scheme which had not been rehabilitated for a long period, yields were 
higher than an adjacent l l l y  rehabilitated scheme, the main reason being there was adequate water 
available f i om drainage flows, giving yields about 20% higher than the rehabilitated scheme. A 
study o f  five rehabilitated schemes showed that there was no change in area irrigated, crop yields, 
profitability, crop diversification, employment, in all five schemes except for two schemes where 
cropping intensity improved after rehabilitation. This  suggests that rehabilitation should be low key, 
without heavy investments, but with more emphasis on fmer participation and management and 
investment on essentials repairs. 

What may be required i s  to improve water management through farmer participation and 
improvements considered essential for  water distribution, rather than going for  a full-scale 
rehabilitation. The system for O&M should be revamped to improve and maintain the system. The 
additional productivity obtained will justify the small investments made. Thus it i s  suggested that the 
strategy to adopt i s  to provide adequate funding for essential rehabilitation but accompanied by 
management improvement. A funding system should be established to contribute O&M funds 
equal to the contributions made by the users. This system prevailed earlier and was being successfully 
implemented, before it was abandoned due to political reasons. The strategiedpolicies that emerge 
are; 

9 Improved management o f  water in existing schemes through participatory approaches 
9 A fmer-government joint fund for O&M, based on a public private partnership arrangement. 

0 Investments in development of  new irrigation systems 
The cost o f  new schemes is high but in the long run may provide better returns than f iom rehabilitation. 
Moreover, a recent study shows that investments in irrigation infrastructure had direct impact o n  
poverty alleviation and other beneficial multiplier effects. Larger multipurpose schemes may be 
even better, as benefits may accrue f i om the various uses for which the water i s  used. Irrigation 
combined with power generation and perhaps use in industry and domestic water supply may 
provide a stable f low o f  benefits over time, when compared to irrigated agriculture. A further 
benefit i s  the possibility o f  transferring water through diversions to schemes outside the basin to 
irrigate crops in chronically water short systems. In this case, the marginal benefit o f  applying an 
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additional unit o f  water would be very high. I t  may even save a crop that would have otherwise 
been lost. Despite high costs, new multipurpose systems may be cost effective, provide a more 
assured supply o f  water and thus induce the normally risk-averse farmer to invest in inputs and 
technology to increase productivity. 

9 Develop new but feasible schemes 
9 Opt for larger multipurpose schemes among feasible alternatives. 

0 Policy measures to make irrigation investments, including private investments by farmers. 
Currently the irrigation sector investments are overwhelmingly public. Farmer investment in pumps 
and tube wells i s  emerging as an area o f  substantial private sector input. Investment in irrigation 
and agriculture i s  an area o f  investment with high potential. Th is  potential has not been exploited 
l l l y  due to lack o f  adequate incentives or ca re l l l y  targeted consistent policies. Areas suitable for 
private investment include development and marketing o f  modern irrigation technologies such as 
micro irrigation, drip irrigation and sprinkler systems. However, it i s  cautioned that large scale 
development ofwells and tube wells for drawing groundwater should be encouraged only after a 
good scientific study o f  water resource availability i s  completed. 

Private sector participation in irrigated orchard and sugar cane cultivation would be an attractive 
option when developing new systems o f  irrigation or converting existing ones for crop diversification. 
Incentives for crop diversification should be accompanied by assured marketing o f  outputs, by the 
private sector for M e r  processing, export or local sale. Super market chains have linked with the 
producer to obtain their outputs for sale in their outlets. This i s  another area that should be encouraged 
through incentives to the private sector. The policies/strateges that emerge are; 

9 A study to determine water availability for such purposes 
9 Private-public partnership with small farmers in minor tank rehabilitation, O&M and 

warehousing and storage. 
9 Crop diversification incentives with private sector investment in processing, orchard 

development, sugar cane production and products for the supermarket chains. 
Investments in watershed development, especially in the context of minor and medium 

9 The viability o f  small and medium schemes i s  threatened due to the destruction oftheir water 
sheds. Farmer involvement in watershed improvement would be ideal i f the state i s  to invest 
in such development. Farmer input in the form o f  labour for planting, upkeep and protection 
o f  the watersheds will induce the state to invest in this area. 

irrigation schemes 

Improved water allocation system 
Basin level management o f  water resources i s  becoming increasingly important in the context o f  
sharing and multiple use o f  water resources. This  should be facilitated with necessary institutional 
arrangements. Public leadership and stakeholder participation is needed to implement this. Already 
plans have been drawn up for establishing such authorities, but implementation needs to be 
accelerated. The strategies/policies emerging are; 

9 Establishment o f  institutions for basin level management 
9 Participation o f  stakeholders and the state in establishing water sharing policies 

Small tank/ minor scheme rehabilitation 
Small tank rehabilitation i s  less costly than major rehabilitation on a per hectare basis. Although 
benefits may be less than that obtained in major schemes, there are tangible and intangible socio- 

46 



economic benefits that accrue in small tank rehabilitation. Water i s  used for multiple purposes, the 
water body provides a better aesthetic environment for the village, people need not travel long 
distances to get t o  a water source, and the added benefit i s  the production o f  crops to provide a 
nominal income. Under the circumstances, minor tank rehabilitation should be encouraged, 
particularly since one can garner the support and participation as wel l  the physical input for the 
rehabilitation. Thus, small tank or minor scheme rehabilitation i s  advocated, with the proviso that 
rehabilitation follows a scientific study o f  available water resources and that no other scheme dries 
up if a particular one i s  rehabilitated. The policies/ strategies emerging are; 

9 Rehabilitate suitable small tanks or schemes that bring in highest socio-economic benefits 
based on scientific approaches without adversely affecting other nearby schemes. 

0 Institutional reforms and capacity building 
The existing irrigation institutions have to transform to meet the new challenges and policies that 
have to be implemented under this strategic development. 
9 The Mahaweli Authority to transform into a specialised construction and deelopment agency 
9 The Irrigation Department i s  to specialize in management o f  irrigation schemes with the 

Mahaweli schemes also transferred to th i s  institution 
9 The Agrarian Services Department should gear up to undertake a large rehabilitation program 

ofminor schemes. 
P The Water Resources Board should be made the responsible agency for the control and 

management o f  ground water resources with the necessary legal backing. 

2.7 Investment Plan 
Investments o f  ongoing projects have been incorporated in the plan for investments in irrigation 

sector. Several, new proposals included in the Public Investment Program fall in line with the strategies 
outlined in this report and have been included in the Investment Plan for irrigation sector shown in Table 
5. The emphasis has been given to new schemes and annual investments. For example, new investments 
for multipurpose projects and trans-basin diversions have been given the highest allocation. 

Year 

New Investments 
Rehabilitation 
Other /Annual 
O&M 

Table 4. Planned Investments in the Irrigation Sector (Rs Million) 

2006 2007 2008 2009 2010 2011 

2635 13159 24739 26984 17140 12500 
3620 481 1 5835 2810 4012 4250 
881 1420 1735 1845 1964 2094 
740 1915 3180 3106 2245 1810 

Total 7875 I 21305 I 35489 34745 25361 20654 

Year 

Total 

2012 2013 2014 2015 2016 Tot. 2006-16 

I 17787 I 16714 I 20278 I 23683 I 20328 I 208731 

New Investments 
Rehabilitation 
Other /Annual 
O&M 

Sources : Based on PIP estimates 
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Minor tank rehabilitation, surface and ground water management, and other rehabilitation projects 
have been included under rchabilitation. Allocation for rehabilitation i s  roughly half that of  new schemes. 
Annual expenditure includes administrative expenses for planning, designs, research, consultancy, inter- 
provincial transfers, and expenditure on small capital works as well transfers for investment by other 
agencies. 

Figure 1. Investment Plan for Irrigation 

Investment Plan for Irrigation 

30000 

25000 

Year 

+New Investment Rehabilitation *Annual Exp +O&M 

ioiirces : Based on PIP estimates 

The investment plan i s  shown graphically in Figure 1. Gearing up to meet the rapid peaking based 
on PIP is  considered feasible only on the presumption that some ground work for the relevant projects 
have already been carried out. The high level o f  new investments during the period 2007 to 201 1 
reflects the investments proposed for several new schemes such as the Uda Walawe LB extension, 
Moragahakanda, Mahaweli System B (LB) and Maduru Oya balance development. In the Irrigation 
Department, the Heda Oya, Uma Oya and Yan Oya de<elopment i s  to take place during this period. 
The new investment p?ak in 2015 reflects investment for the development o f  the Kelani ganga, Kalu, 
Nilwala and Gin ganga diversions and other new schem5s identified. 

Funding requirement for the entire peiiod of  10 yean i s  estimated at Rs. 210 billion or an average 
of about Rs 20 billion per annum over the next 10 years. As oinow, it i s  understood that foreign funding 
i s  available to cover 25% or Rs 50 billion of  the total investment. This proportion may rise once feasible 
projects are identified and foreign aid agencies show interest in financing such projects. I t  i s  also 
envisaged that part of  the investment wil l financed by the private sector, both farmers and the corporate 
sector. Table 5 provides details of  possible funding sources for the investments proposed in the iirigation 
sector. 
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Table 5. Funding Sources for Investment 

Funding Sources 

Foreign Aid 
Government Funds 
Farmers 
Private Sector 
NGOs 
Other agencies 

Total 

Investment (Rs Billion) Percentage o f  total (%) 

62 30 
84 40 
11 5 
31 15 
11 5 
11 5 

210 100 

Funding Sources 

Foreign Aid 
Government Funds 
Farmers 
Private Sector 
NGOs 
Other agencies 

Total 

2.8. Enabling Environment 
0 Risks 

The major r isks are delays in implementation and the lack oftechnical manpower, and human 
resources needed to implement the plan. Inability to raise adequate fhds i s  clearly another major 
risk. Cost overruns may reduce the viability o f  the project and the envisaged benefits may not be 
realized due to poor preparation o f  the project or inaccurate data used in evaluating the project. 
Implementation ofthe project will have multiplier effects with benefits accruing to other sectors as 
well. The plan will facilitate the spread ofnew technology that could be adopted in other sectors as 
well. 

0 Possible safeguard measures 

More preparatory work and collection o f  reliable data would help in preparing good projects and 
plans. Closer monitoring during implementation would also help to reduce delays and cost overruns. 

0 The bureaucrats, policy makers, and politicians should maintain the consistency o f  policies and 
procedures once agreed. Policies should be well thought out and evaluated prior to implementation 
and once policies are operational enough time should be given to such policies to determine their 
impact before making changes. The manpower most suited for implementing such plans and projects 
should be used in implementation. 

0 Cooperation and support needed in terms o f  policies and strategies f iom other sectors/institutions 
having an impact on this sector. 

Other related institutions such as the Departments ofAgriculture, Water Supply and Drainage 
Board, the Water Resources Board and Agrarian Services can play a v i ta l  role in helping to 
implement such plans and projects. Their cooperation particularly in the technical aspects o f  
cultivation and contribution to increased productivity would facilitate the implementation o f  the 
plan and strategies. 

It must be ensured that all related sectoral policies are consistent with the o v d  national development 
policies and strategies, and the inter-linkages are also consistent. 

Investment (Rs Billion) Percentage o f  total (%) 

62 30 
84 40 
11 5 
31 15 
11 5 
11 5 

210 100 
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3. Industrial Development : Towards Diversified 
High Value Added Industry Base 

The industrial sector in Sri Lanka comprises a range o f  large corporate finns, sinal1 and medium 
scale enterprises (SMEs) as well as micro or household businesses that are based on self-employment 
activities. Sri Lanka’s industrial policy has been designed with a v iew to address key challenges and 
issues facing al l  these sectors and places them on a new higher growth path. The industrial sector 
accounts for 27% o f  the GDP, and employs 1.8 mn people or 24% o f  the labour force. During the last 
decade, the average annual growth rate o f  the industrial sector has been 6.2%. The sector comprises 
78% o f  the value o f  Sri Lankan exports. 

While sigtllficant diversification o f  industrial activities have taken place during the last three decade, 
textile and garments sector accounts for the largest share ofmanufacturing activities and exports. The 
textile and garment sector has more than 950 factories in Sri Lanka, providing direct employment to 
almost 300,000 workers. I t  generates more than $ 3  bil l ion in export earnings per year, amounting to 
on-half o f  the country’s export earnings. Sustaining the contribution o f  the apparel industry in a quota 
free environment as well as accelerating the process o f  industrialization in other products with high value 
addition including new knowledge based products will be the focus o f  new industrial development 
strategy. 

Small and Medium Scale Industries are considered as the backbone o f  our national economy. 
S M E s  account for about 70% o f  all industrial establishments, 30% ofthe total industrial output and 3 1% 
o f  employment. It i s  thus critical to assist and develop S M E s  to bring them up to a national level and to 
be enabled to compete in international markets. 

During the period o f  2001-2005, the relative share ofthe manufacturing sector in GDP remained 
staticislightly declined. Hence, there i s  a need to introduce an aggressive industrial policy to increase the 
contribution made by the manufacturing sector through an accelerated industrialization process. 

3.1 Constraints 
Poor quality infrastructure i s  the main constraint. I t  has been revealed that 40% o f  urban 

manufacturing firms and 25% ofrural industrial entities have cited electricity as amajor problem. Access 
to electricity i s  heavily concentrated in urban areas and rural areas are grossly underserved causing 
regional economic disparities. Where electricity i s  available, supply i s  unreliable and manufacturing 
industries make use o f  generators to ensure continuous supply o f  electricity. Using generators has 
further increased the cost o f  production as industries already pay high price for electricity. Sri Lankan 
manufacturing industries pay more for electricity than their competitors in South and South East Asia 
region. As a consequence, competitiveness o f  local industries has deteriorated. 

Unsatisfactory transport infrastructure has been cited as a major obstacle for  doing business 
particularly by the rural entrepreneurs. Road quality appears to be main problem, followed by access to 
roads and lack o f  available transport. Only 20% o f  the urban manufacturing enterprises have identified 
transport as a severe constraint. However these entrepreneurs have complained about traffic congestions 
and hgh rate o f  absenteeism due to the unavailability o f  transport. 

The provision o f  credit assistance through a series o f  concessionary financing schemes supported 
by the World Bank, ADB, Sri Lanka Government etc. have reduce the constraint on the absence o f  
capital resources in industrial development. However, many urban manufacturing fmns have identified 
the cost o f  finance as one o f  the constraints to expand or operate their current business. Also some rural 
entrepreneurs have cited finance as a constraint and most o f  them have identified high interest rates and 
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tedious loan procedures as severe constraints. Thus high cost and the access to financial resources are 
severe problems for the rural entrepreneurs. 

Urban entrepreneurs often cited rigid labour market as a constraint for  development o f  their 
enterprises. They have to retrench some employees when restructuring their enterprises by introducing 
new technologies. But the labor regulations restrict retrenchment and forced the entrepreneurs to use 
outdated technologies and thereby reduce the competitiveness ofthe local industry. 
Further, lack o f  entrepreneurship, l ow  level o f  technology, marketing knowledge and management skil ls 
are also identified as constraints for industrial development. 

AVision for the Industrial Sector 
A large base ofvibrant and competitive wor ld class manufacturing industrial f i r m s  to generate 

higher economic added, higher profitability and sustainable employment to offer widened opportunities 
for improved job quality and higher family income to alleviate poverty 

Targets 
Indicator 

Contribution to GDP % 
Industrial Growth % 
Industrial Estates 
Export Processing Zones 

Employment (000) 
Value o f  Exports (US $ Mn) 

FDI Inflows (US $ Mn) 

2005 

n 
7.9 
16 
12 

1800 
4354 
272 

2006 

28 
7.5 
17 
12 

1850 
4694 
760 

3300 
20990 
4391 

201 0 

32 
8.6 
30 
19 

2100 
8143 
242 1 

3.2 New Industrial Policy Framework 
The Mahinda Chintana Industrial Policy (MCIP) advocates an approach where domestic enterprises 

can be supported while encouraging foreign investments. It integrates the positive attributes o f  liberal 
market economy with domestic aspirations. The M C I P  envisages more effective industrial hannony, 
higher value added and productivity driven industrialization. I t  stands on “knowledge-based” and 
“technology-intensiveyy development. The proposed paradigm i s  a shift ftom the “impo~-based” industries 
to higher value added industries with backward linkages. 

With a view to addressing the development constraints and achieving sustainable industrial 
development, an industrial policy fi-amework consistent with Mahinda Chintana and consisting o f  ten 
policy initiatives has been designed. They are as follows: 

3.2.1 Development of National Capacity to Manage Industrial Solutions 
The risks taken by entrepreneurs in starting and operating industrial ventures can be minimized if a 

favorable business environment prevails. Creating and mahtaining such environment depends on public 
policies and regulations and reaching a negotiated settlement respecting human rights, child protection 
and democracy for the conflict in the North and East Provinces would contribute immensely to restoring 
business confidence. 

Apart f rom stable socio-political conditions, a conducive climate for investments needs to be 
developed through stable macro economic conditions; the availability o f  short term and long term capital; 
promotional policies for inflow o f  foreign technology; capital and managerial expertise; development o f  
manufacturing, services and export capability and more importantly modern inhstructure. 
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0 Entrepreneurship Development 
The critical factor for economic growth i s  the sustenance o f  entrepreneurship, not the very sustenance 
o f  enterprises. Accordingly, entreprenemhip development i s  a strategy to develop national capacity 
to manage industrial solutions. 

Entrepreneurs need the service o f  skilled employees to manage industrial solutions. In view o f  the 
upgrading o f  industrial solutions through introduction ofnew technologies, ski l ls  ofthe employees 
have to be developed regularly. With the application o f  new technologies some sk i l l s  will be 
redundant. The employability ofthose employees that possess such irrelevant skills will drastically 
reduce unless they acquire new skills. Hence, through acquiring new skil ls and equipping with mdti 
skills, employees can expect regular employment opportunities. As a result, industrial peace will 
prevail and a favorable business environment will be created. 

0 Multi-skilled Labour Market 
Entrepreneurs restructure industries to improve competitiveness by introducing new technologies. 
They need the service o f  employees acquired new skil ls to make use o f  those technologies. Hence, 
multi-skilled workforce i s  a critical factor to enhance national capacity to manage new industrial 
solutions, as it will accelerate the process o f  introducing new technologies. 

Training and retraining should be an essential part o f  improving adaptability o f  labour with adoption 
o f  modem technology. I t  would not be advisable to retrench workers when necessary without 
finding them alternate employment with appropiate compensation. Unemployment insurance will 
be a win -win situation for employee and the employer. This  approach will be the basis to promote 
labour market flexibility given the educational advancement o f  Sri Lanka’s labour force. 

0 Promoting Introduction of Multiple Financial Tools 
High cost o f  funds and the emphasis on collateral by lending institutions are cited as constraints by 
both the urban and rural entrepreneurs. An effective system o f  credit guarantees would help in this 
regard. Credit to existing and potential new investors will have to be provided at reasonable rates. 
In addition to normal bank credit, several government sponsored credit lines are already in operation. 
The focus should be to ensure sustainability ofthe lending institutions as well as commercial viability 
o f  enterprises. Exclusive dependence on loans as the only financial tool will not strengthen financial 
security o f  entrepreneurs. Promoting competition in the financial market and introducing new financial 
tools will provide opportunities for entrepreneurs to select more competitive financial products. 
The newly created as well as existing financial institutions are encouraged to take amore proactive 
role in helping local enterprises. 

N o  venture capital funding i s  made available to S M E s  in Sri Lanka and capital market i s  hardly 
used by SMEs and large scale manufacturing f i r m s  to raise hnds for their businesses. Family 
owned enterprises are reluctant to raise funds through capital market. As stated in Mahinda Chintana, 
incentives and guidance to local entrepreneurs will be given to induce them to l is t  their companies 
in the Colombo Stock Exchange and action will be taken to  increase the new listings by 40% 
during the next 6 years. 

Promotional Measures on Enterprise Support Services (ESS)/Business Development 
Services (BDS) 
I t  i s  observed that there i s  a shift away from the government subsidized and operated enterprise 
support services (ESS)/business development services (BDS) delivery mechanisms to Business 
Associations operated ESSBDS delivery mechanisms. 
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ESSBDS companies and private sector f irms provide non-financial business development services 
at competitive prices to the entrepreneurs. Hence, those companies develop their ESSBDS products 
on a demand driven basis. In these circumstances, the promotion o f  those ESSBDS companies 
and assuring quality oftheir services has to be undertaken by the government. 

Industrial Development Board may function as the accreditation agency and register the ESSBDS 
companies and monitor the quality o f  their services. Through such promotional measures ESSI 
B D S  companies can make an outstanding contribution to strengthen the national capacity for  
managing industrial solutions. 

3.2.2 Strengthen National Innovation System (NIS) to Enhance the Competitiveness of  
Industries 

N I S  usually consists o f  R&D Departments o f  Universities (Public/ Private/Not-for -Profit), Public 
R&D Institutes, Private Enterprise-based R&D Departments, Industry- specific Private R&D 
Establishments and R&D Institutes operated by NGOs. Private sector agencies play the leading role in 
R&D work in field o f  manufacturing technology (MIT) in developed countries whilst in developing 
countries Public R&D institutes make the biggest contribution for development and diffusing o f  new 
technologies. 

Strengthen N I S  through Promotion of Public-Private Partnerships 
In Sr i  Lanka R&D work in MIT i s  done by 19 Public R&D institutions. Of  these 9 are Public 
universities. These R&D institutes conduct fimdamental and applied research work and undertake 
related development work. Due to resource constraints especially the financial resources these 
institutes conduct less ‘R’ work and more ‘D’ work. Hence N I S  has failed to address the innovation 
requirements o f  the local industries. 

Industrial Technology Institute (ITI), Engineering Faculties o f  the Universities are the only R&D 
institutes that undertake contract research work fkom the private sector firms. Th is  best practice 
has to be adopted by bother R&D institutions to enhance the competitiveness o f  local industries by 
introducing more innovations 

It i s  necessary to have a close dialogue with industrial clients and an interface with financial institutes 
by public R&D institutes in N I S  to make their R&D work more local industry oriented. Since 
there are no Private Sector R&D institutions catering to external needs, strengthening Public R&D 
institutions i s  very important. Public-Private Partnerships can be promoted to strengthen N I S .  

Establishment of a Technology Development Fund 
It i s  also observed that commercialization o f  innovations made by private individuals and R&D 
institutions have shown l i t t le progress. Unl ike in developed countries, our venture capital industry 
i s  not geared to commercialize R&D. The institutional support for commercialization o f  R&D 
results i s  provided by the government through Sri Lanka Inventors Commission. Technology 
Development Fund has to be established to commercialize the innovations made locally. 

3.2.3 Micro Enterprises 
The faster growth o f  manufacturing and services sectors usually compensates for the declining o f  

the growth in agriculture. In order to ensure that the rural labour thw released i s  productively absorbed 
into industry and services, there i s  an need to upgrade the primary processing industries into those with 
higher rates o f  value addition in advanced processing while building up related service activities. Value 
addition in the products made in the rural economy will increase the income ofthe rural population and 
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thereby reduce rural poverty. Rural industries have to be promoted to undertake the value addition. 
Most o f  these rural industries are micro enterprises conducted by rural entrepreneurs at the cottage 
level. Some o f  those micro enterprises are developed and managed by self employed people. 

0 Capacity Development 
In view of the isolation o f  the rural economy, limited marketing opportunities, inadequate physical 
infixtructure, dearth o f  skilled workforce, and limited access to financial resources special efforts 
have to be made for the development o f  viable micro enterprises. It has been revealed that large 
numbers o f  resource persons in the public sector and in the NGOs are engaged in the development 
ofmicro rural industries. Private sector business development companies also offered non financial 
services for the promotion ofmicro enterprises. Capacities ofthe staffof those business development 
agencies have to be developed to create more viable micro enterprises. 

0 Establishment of Incubators, Cocoons and Mini Industrial Estates 
Rural entrepreneurs have to look for workshops to conduct their micro enterprises as sufficient 
space i s  not found in their cottages. By establishing incubators, cocoons and mini industrial estates 
irhastructure facilities required for rural micro industries can be provided. 

0 Out Reach by Formal Institutions for the Delivery of Micro Finance 
Micro finance offered mostly through informal channels i s  the most reliable source o f  capital funds 
for rural enterprises. Recently, formal institutions ranging fkom ministries to commercial banks, 
finance companies and NGOs began to offer micro finance. Out reach by formal institutions for the 
delivery o f  micro finance has to  be promoted by the government for the promotion o f  micro 
enterprises. 

0 Savings Based Micro Finance Schemes 
Jnformal lenders hardly improve the financial security o f  micro entrepreneurs. Savings based micro 
finance schemes whilst improving access to financial resources for micro entrepreneurs strengthen 
their capacity to raise funds for the development ofthe enterprise. Since those savings based micro 
finance schemes are sustainable, public policies have to be designed to promote them. 

3.2.4 Competitiveness of Small and Medium Enterprises (SMEs) 
In spite ofvarious policy reforrnshncentives and the assistance o f  donor agencies, SMEs are less 

dynamic and underdeveloped than the large-scale enterprises. It has been revealed that the growth and 
expansion o f  SMEs are constrained by problems relating to both product and factor markets. Hence 
appropriate policy measures have to be taken to address those problems in order to improve the 
business conditions o f  SMEs and develop their competitiveness. 

0 Promoting Cooperation among SMEs Joint R & D Work and Skill Development Program 
L o w  level o f  technology and absence o f  technical and managerial ski l ls  and lack ofmarketing ski l ls  
have also been identified as constraints for the development o f  SMEs. By promoting cooperation 
among S M E s  jo int  R & D work and s k i l l  development program can be undertaken for mutual 
benefit. 

Establishing Incubators and Industrial Estates and Promoting Business Linkages 
Lack o f  adequate hfi-astructure facilities have been cited as other constraints for the development 
o f  SMEs.  The required physical irhastructure can be provided by establishing the incubators and 
industrial estates. Assistance for marketing can be provided to SMEs by promoting business hkages 
and developing sub-contracting arrangements. 
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With the devolution o f  powers to provincial councils extension activities o f  S M E s  have been thrust 
upon the Provincial councils. Hence capacities at provincial level have to be developed to promote 
SMEs. 

0 Establishment of an Apex Authority for SMEs 
Since S M E s  development activities are undertaken at the provincial and the central government 
levels better coordination i s  required. With the expansion o f  business development service (BDS) 
market, quality assurance o f  BDS products has become an important issue for the promotion o f  
SMEs. Institutional support for coordination and quality assurance o f  enterprise support services 
can be provided by establishing an Apex Authority for SMEs.  

3.2.5 Infrastructure Facilities to Create Competitive Advantages for Industries 
Industrial entrepreneurs depend on the availability o f  key infrastructure facilities such as electricity, 

transport, water and telecommunications for the success o f  their initiatives. They prefer to minimize their 
upfiont investment cost and their operational cost by locating factories in areas where those facilities are 
readily available. Countries develop their competitive advantages by building these inhstructure facilities. 

Industrial Zones and Techno Parks 
Export Zones, Techno parks, Industrial Estates are accordingly built to facilitate industrial 

development. It has been the practice in the past to build these facilities by using public fimds. Under 
MCIP, private investment i s  encouraged in this area and Industrial Estates and Techno Park will be built 
on B O T B O O  basis with private sector participation. With a v iew to accelerate regional industrial 
development public fimds will be utilized to build such infrastructure facilities in the regions. 

As a policy initiative dedicated industrial estates will be built for specific industrial sectors to address 
industrial pollution problems and facilitate using common services. 
Industrial Incubators, Mini industrial estates will be established under M C I P  to cater to the specific 
needs o f  start-ups and SMEs. These irhastructure facilities will be built by Public Private Partnerships. 

3.2.6 Develop Industrial Sub-sectors through Cluster Initiatives 
The sectoral approach in designating specific industries for promotion and granting o f  various 

incentives to those sub-sectors o f  industries i s  amethod to promote industries. The selection o f  industries 
was considered necessary to effectively utilize the available domestic funds, foreign exchange, natural 
resources and the manpower. Tariff incentives, Tax incentives, financial incentives and the Support to 
R&D activities are offered and easing ofregulatory controls was undertaken to promote those target 
industries. 

Under the MCIP, the thrust industries will be developed as industrial sub-sector clusters. An 
industry cluster consists o f  members f?om every part o f  the business process - ffom raw material producers 
to manufactures to traders to retailers dealing directly with consumers. I t  includes representatives f iom 
government, preferably regulators o f  a particular industry, and representatives ffom supporting industries 
that make business possible - such as packagmg, shipping, financial services, and mformation technology. 
So constituted, the cluster serves as a proxy for an entire industry. Working together, members o f  the 
cluster learn to appreciate each other’s perspectives and needs and arrive at a consensus on strategy - 
what must be done to drive an industry forward 

The thrust industry sub clusters are classified into two groups as indicated below. 
k Resource based Industries: Examples: Ceramics, Rubber, Coir, Gems & Jewellary, 

Leather, and Spice based Industries and Processed Food Industries 
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> Technology Intensive Industries: Examples: Apparel, ElectricElectronic, Plastic, 
Machinery, Chemicals and Pharmaceutical Products 

i) Ceramic Industry 
The Ceramics industry in Sri Lanka i s  composed ofthree major segments: Tableware, (Porcelain, 

Stoneware or Earthenware); Ornamental art-ware (such as figurines, statuary, and decorations); and 
Ceramic tile (including wall tile and floor tile). There are at present approximately 30 ceramic companies 
in operation locally, seven o f  which are large with the remaining being small or medium scale enterprises. 
It has been reported that the Ceramic industry overall in Sri Lanka has reached a stage o f  stagnation. 
Ceramic exports have not grown for the last 10 years and the number o f  people employed in the 
industry directly and indirectly has remained static. Lack o f  brand and quality recognition, inadequate 
understanding o f  consumers’ needs, lack o f  cost-effective energy sourcing, no consistency in quality o f  
raw materials, l imited value-adding capabilities at firm level and lack o f  readiness to  use advanced 
technology for expanding product range and capturing new markets are identified as contributory factors 
for the poor performance o f  the ceramic industry. 

It has been proposed to adopt the following strategies to improve competitiveness o f  the ceramic 
industry:- 

0 Establish a Centre of Technical Excellence in partnership with Industrial Technology 
Institute to improve the quality of Sri Lankan ceramic products, encourage new products 
development through jointresearch and development and promote implementation o f  indusw wide 
standards. 

0 Use Industry Web Portal to create awareness o f  Sri Lankan ceramics in the global market place, 
to serve as aplatform for information to both local and foreign buyers, suppliers, manufacturers, 
raw material suppliers and potential investors and promote industry growth. 
Workforce Development / Industry Placement program (IPP) conducted as a public-private 
partnership program with University o f  Moratuwa to enhance employability ofparticipating trainees 
and increase the number o f  graduates pursuing studies in the field o f  ceramics. 

ii) Rubber Industry 
The Sri Lanka Rubber industry consists o f  the plantations sector, the rubber products manufacturing 

sector and the rubber wood based industry. I t  has been proposed by manufacturing higher value added 
products, the rubber industry in Sri Lanka should lead the process o f  industrialization o f  the country. 

The following strategies have been proposed to improve the competitiveness ofthe rubber based industry. 
Consolidation o f  Supply SideExpansion o f  Rubber Plantations 

0 Empowerment o f  Small Rubber Holders 
0 Promote the establishment o f  custom rubber compound manufacturers 
0 Develop o f  Small Tyre Enterprises 

Promotion o f  FDIs in Rubber Industry 
Reinforcement o f  Rubber Research Institute (RRJ) 

iii) Coir Industry 
Sri Lanka i s  the single largest supplier o f  coir fiber to the world market and together with India 

accounts for almost 90% o f  global coir exports. Although Sri Lanka has traditionally been the lead 
exporter o f  coir fiber and pith, India holds the dominant position in terms ofrevenue generated by the 
industry, gwen the higher value-added component ofits coir exports. 
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The following strategies have been proposed to improve the competitiveness o f  the coir fiber based 
industries. 

Manage Product Quality and Improving Productivity 
Set up a demonstration mill to develop, test, demonstrate and, if found suitable, 
implement the advancements in the primary production o f  coir. 
Expand existing markets and exploring new applications 

iv) Gem & Jewellery Industry 
An age-old industry in Sri Lanka, the gem and jewellery industry remains one o f  the country’s 

largest foreign exchange earners and was the country’s third highest export in value terms in 2003. The 
industry’s potential for value addition, profitability and employment generation i s  high but remains untapped 
to a large extent. 

The following strategies have been proposed to improve the competitiveness ofthe gem and Jewellary 

* Establish a world-class, internationally affiliated the Gemstone Testing Laboratory (GTL) for 

Establish aregionally recognized fiee-standing Gem & Jewelry Training Institute (GJTI) f i l i a t e d  

Launch an international sapphire promotion campaign to brand and differentiate the industry in Sri 

Complete the National Gem Deposit Survey 
Improve the regulatory fiamework- better import export and taxation procedures, better mining 
and land use guidelines and policy, rationalization ofgovemment provided services such as training. 

indw: -  

certification and research 

to a leading international training institute 

Lanka through a branding program for Ceylon Sapphires. 

v) Spice-based Products 
All spices exported from Sri Lanka are tropical aromatics and they come in three forms namely, 

Whole, Ground (powdered or fiagmented form o f  the whole spice) and, Derivative, (including essential 
oils, oleoresins). 

The main spice crops include cinnamon, pepper, cloves, cardamoms, nutmeg and mace, and 
cinnamon accounts for over 50% oftotal spice exports. . 

The Sri Lanka spice industry’s overall strategy i s  to position i ts  products increasingly in niche 
markets and be recognized for its distinctive offerings. The following strategies have been proposed for 
this purpose:- 

* Marketing distinctive, natural spices: Th is  initiative aims to help Sri Lankan marketers ofwhole 
spices compete in attractive markets, serving buyers that cater to consumers who appreciate the 
distinctive taste, aroma, or color o f  whole spices. 
Marketing spice derivatives: 
Improving the quality, quantity, and consistency ofthe spice supply. 

vi) Leather Industry 
The leather industry in Sri Lanka i s  atraditional labor intensive industry. I t  i s  dominated by the 

small sector with 70% ofthe enterprises having less than 50 employees. Ofthe 20 public companies in 
the industry 6 have foreign share holding. The Industry consists o f  3 types ofmanufacturing activities 
classified according to product groups i.e. leather, footwear and other leather goods. 
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The capacity o f  the industry is limited by supply constraints o f  raw hide. The capacity has been 
further reduced by environmental restrictions imposed by Central Environment Authority (CEA). There 
i s  a felt need to relocate tanning industries to a single complex wherein specialized waste water treatment 
facilities can be provided. 

The following strategies have been proposed to improve the competitiveness on the leather industry. 
0 Improve the quality ofraw hides. 
0 Upgrade and improve the ski l ls o f  employees. 
0 Establish a leather industry development centre as public-private partnership. 
0 Enhance the value addition through the production ofhigh quality leather production. 

Support for export base local industries 

vi) Apparel Industry 
The Sri Lankan Apparel Industry i s  the dominant manufacturing industry in the country and will 

remain so in the long-term. Its contribution to the GDP and to the earning o f  convertible currency is, and 
will be a big asset for the further development ofthe country. 

After the phasing-out o f  the Multi fiber agreement (MFA) the industry has to increase i t s  
competitiveness in a fierce market environment. Hence an aggressive strategy will be required not only 
to consolidate the existing markets in the USA and in EU, but also has to gain market shares in the larger 
markets (Japan, China and India) where Sri Lanka has relatively a weak position. For this purpose Sri 
Lankan Apparel Industry must strive to expand i ts  business with a product and market diversification. 

The following are the major development objectives o f  the Apparel Industry. 
0 Consolidate the position in the U S A  market for  leisure wear and enter into the upper market 

segment o f  the U S A  with higher added value offering more sophisticated products and diversified 
marketing 

0 Consolidate the market position in the UK and expand into the major other markets o f  the EU 
Italy. 

0 Develop a strategy to enter the Japanese market in cooperation with large distributors. 
0 Develop an expansion strategy for the SAARC and ASEAN markets 
0 Regain the domestic garment market currently supplied nearly exclusively by imports f iom Asian 

0 Promote the foreign direct investments (FDI) i s  Sri Lanka, particularly the jo int  ventures o f  local 
countries. 

entrepreneurs with American and European strategic investors. . 
A series o f  strategies has been formulated to achieve these development objectives: 

0 Seek collaborative alliances as joint ventures in USA, EU and Canada 
0 Promote Colombo as a regional centre for the apparel trade activities 

Develop and promote the image o f  Sri Lanka made apparel and brand names as a trade mark for 
quality and design 

0 Upgrade the level o f  technology of  the S M E s  in the apparel Industry 
0 Provide the access to l o w  cost finance 
0 Restructure enterprises with a particular focus on shifting to product specialization. 
0 Develop a formal public-private partnership for the management oftraining institutes 
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Universities industry llnkages for research to be strengthened. 
0 Promote backward linkages by establishing domestic factories to produce textile and other 

accessories 
viii) Electric / Electronic Industry 

The electriclelectronic industry i s  a relatively new industry developed in Sri Lanka. About 80% of 
enterprises are SMEs, but 10 enterprises are joint ventures or operated exclusively by foreign investors. 

The following strategies have been proposed to improve the competitiveness o f  the local electric/ 

0 Leveling-up the manufacturingprocess -Upgrade fromthe present level o f  S K D  (semi-knock- 
down) and C K D  (complete-knock-down) to the level o f  “domestic design and buy parts” and 
“own design” 

electronic industry. 

Introduction ofReverse Engineering 
Promotion o f  Product Design 
Efficient Procurement through International Procurement Operation 

0 Establishment o f  Elector Technology Center 
0 Establishment o f  (printed circuit board) PCB Center 
0 Promotion o f  clustering with IT Industry 

ix) Plastic Industry 
The plastic industry i s  s t i l l  in the infant stage o f  development in Sri Lanka. Nearly 60% o f  plastic 

manufacturers are SMIs. Plastic products currently manufactured are mainly for end-use consumer 
goods. However production o f  engineering plastics has increased recently. 

The following strategies have been proposed to improve the competitiveness o f  the industry. 
0 Promotion ofplastic packaging products 
0 Promotion o f  plastic manufacturing for ElectricElectronic use 

Promotion o f  F D I s  in plastic Industry 
0 Market expansion through product development 
0 Promotion o f  R&D 
0 Environmental protection and recycling 

x) Machinery Industry 
The machinery industry in Sri Lanka had a good history, even exporting some specific products 

(e.g. tea processing machinery). The machinery industry now i s  in a critical situation defeated by import 
at margined prices. Notwithstanding the aggravated situation that the machinery industry now faces, 
new industrial policy advocate promotion o f  the machinery industry as one o f  the target industry because 
the reactivated machinery industry will consolidate the foundation o f  industrial development. 

The following strategies have been proposed to reactivate the machinery industry and make it a 
globally competitive industry. 

0 Promotion o f  agricultural machinery 
0 Introduction ofNew Design and Licensing o f  Foreign Advanced Technology 

Promotion o f  Subcontract System 
0 Promotion o f  Clustering 
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3.2.7 Promote Geographical Industrial Clusters 
As hands-off approach relied on market forces and the interventionist approach based on top- 

down model failed to correct the spatial imbalances; there was a felt need for an alternative development 
approach to address the issue o f  spatial imbalances. Geographical Clusters based approach geared to 
harness localized inter-and intra-industry linkages i s  accordingly advocated now as an alternative 
development approach. 

Geographical Clusters defined as geographical concentrations of  enterprises that produce and sell 
a range o f  similar/related/complementary products and services have been identified as an effective 
non-hierarchical institutional mechanism that enable f i rms  to operate in a more competitive and complex 
environment. Clusters through networks arrangements elevate the level o f  small f i r m s  to that o f  the 
cluster o f  f i rms to face the competition from ‘outside’ effectively and promote co-operation versus 
competition among small f m s  within the clusters. Clusters have accordingly, succeeded as an alternative 
to markets and hierarchies in production and innovation. Development and promotion o f  clusters is 
advocated as a regional development strategy to address the issue o f  spatial imbalances in Sri Lanka. 
The following types o f  geographical clusters have been identified for industrial development:- . Industrialviages . N e w  regional Growth Centers 

Industrial Estates and Techno Parks 
Highest priority will be given to Industrial Estates and Techno Parks by ensuring unrestricted and 
duty fiee access to imported inputs and required technical services. With aview to reduce transaction 
cost procedures and documentation in regard to export related activities will be simplified and 
streamlined. Institutional support will be provided to the exporters to have access to  accurate 
information on markets/product specifications/technologies . 
Provision of Financial Resources 
M C P  whilst ensuring provision o f  financial resources at internationally competitive rates and 
expanded access to financial resources from the most competitive sources provides a complete 
package o f  financial and technical services to diversifL and expand exports and new exporters to 
sel l  their products abroad on competitive terms o f  payments. 

3.2.8 Develop Industrial Exports 
Mahinda Chintana Industrial Policy advocates the maintenance o f  an enabling policy environment 

through fiscal, monetary, trade policy strategies and to enhance the competitiveness o f  export oriented 
industries that generate resources required for a rapid industrialization. 

0 Remove the Barriers to Development of  Export Oriented Industries 
Unrestricted and duty free access to imported inputs and required technical services will be 

promoted. Procedures and documentation in regard to export related activities will be simplified and 
streamlined with a view to reduce transaction cost. 

0 Provide Efficient and Accurate Information on Markets/Products/ Technologies etc. 
Institutional support will be provided to exporters to have access to market information. 

0 Provide Financial Resources at Internationally Competitive Rates 
The access to financial resources from the most competitive sources and technical services will be 

expanded to diversify and expand exports to sell their products abroad on competitive terms o f  payment. 
Export credit insurance and guarantees will be provided to minimize their risks. 
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3.2.9 Promote Foreign Direct Investments 
Foreign Direct Investments (FDI) has been recognized as one o f  the important drivers o f  the 

economic growth o f  the country. The major goal o f  Sri Lanka’s FDI  policy i s  to attract capital; technology 
transfer; development o f  technical & management skills; employment creation; promote private-public 
partnership especially in development o f  infrastructure; expansion and diversification o f  exports and 
knowledge based industry; enhance value addition & export earnings; development o f  rural areas and 
thereby improve the living standard ofpeople specifically the rural community and realizing the cause o f  
industrialization. FDI is fieely permitted in all sectors including the services sector other than few sectors 
reserved only for Sri Lankans. 

Board of  Investment (BOI) Strategies to attract FDI 
Primarily target towards inhistructural development and accelerate the development ofhigh quality 
infrastructure such as Special Economic Zones (SEZs)/Export Processing Zones (EPZs) and 
Technology Parks 
Utilization ofpreferential market access as an effective marketing tool 

0 Develop and utilize Sri Lanka’s supply capacity to growing Indian market on selected sectors (e.g. 
automotive parts) 
Liberal entry and operational conditions and develop firm specific policies, customized to the 
requirements and expectations o f  such companies 

0 Undertake more targeted efforts to promote export-oriented FDI by providing flexible incentives 
in a focused way to encourage target companies to invest in strategic activities and these incentives 
to be based on taking development to the rural areas 
Cluster Development including backward and forward integration 
Development o f  knowledge based industries 
Skills development in the areas o f IT  andEnghhthroughuniversities andvocational training institutes 
Make use o f  services o f  the Sri Lankan missions abroad to identify potential foreign investors and 
to promote Sri Lanka as an investment destination 
Identification and structuring o f  projects for public-private partnerships 

0 Promote competitiveness 
Simplifying procedures in allocation o f  land 
Identification o f  thrust areas for investment promotion 

3.2.10 Promote Harnessing Industrial Complementarities 
There i s  growing demand for strengthen industrial complementations within regions to enhance 

competitiveness o f  industries. Hence continuous efforts are needed to formulate policies to harness the 
industrial complementarities in the region. 

0 Facilitate offshore investment by local industrialist to avoid duplication of  industrial 
capacities 
Sri Lankan private sector f i rms have already made of f  shore investments in the SAARC region to 

increase their global competitiveness. 

Re-engineer public enterprises to make use of regional industrial complementarities 
Formjoint ventures with their counterparts in the SAARC region following the ASEAN model o f  

A I P s  to harness regional industrial complementarities to make public enterprises export oriented viable 
business entities. 
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3.3 Roles of  Stakeholders 
Government 
The Government plays a dual role namely facilitating and regulating for industrial development. It 

facilitates industrial development thro~@ creating an enabling environment and provision o f  irhastIucture 
facilities. The Government also plays the regulatory function to promote competition and to ensure 
conformity to the international quality standards and environmental stipulations. 

e Private Sector 
The Private sector plays the prominent role in industrial development by undertaking investments. 

With a view to stimulate private sector investment, the Government promotes Public Private Partnerships 
to accelerate industrial development in areas where private sector needs help. 

Cooperative Sector 
Cooperative industries played an important role in the past in adding value to local resources. 

Cooperative entrepreneurs are expected to revive cooperative industries and provide financial assistance 
to SMEs through Cooperative banks. 

NGOsSector 
The NGO involvement in supporting the industrial development especially the S M E s  sector needs 

focus on advocacy and business development services. 

Tradeunions 
Trade unions play an important role in the development o f  industries. Maintaining industrial peace 

and increasing productivity, they enhance the competitiveness o f  manufacturing industries. 

3.4 Investment Plan 2007 - 2016 Rs. Mn. 

Major  Intervention I 2007-2009 

2. Productivity, Quality & Skills Development 
1. Entrepreneurship Development 

3. Innovation Programmes 
4. Exports and Trade Promotion 
5. Foreign Investment Promotion 
6. Industrial Infrastructure Development 
7. Rural Industries Development 
8. Financial Assistance Programs for SMEs 
9. Sub-sector Development Programmes 

i. Food Processing & Other 

ii. Coir Industry 
iii. Wood-based Industry 
iv. Rubber Industry 
v. Footwear Industry 

vi. Electrical &Electronic Industry 
vii. Ceramics Industry 
viii. Gems & Jewellary Industry 

Agro- processing Industry 

iX D ie  & Mould Industry 
x Metal based Industries 
xi. Textile Sub sector 
xii. Handloom Sub sector 
xiii. Apparel Sub sector 
xiv. Floriculture Industry 
xv. Other sub sectors 
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4. Economic Infrastructure : Mahinda Randora 
4.1 Power and Energy 

Sustainable development o f  energy resources, conversion facilities and delivery systems to enable 
access to and use o f  energy services by the entire population, and the safe, reliable delivery o f  such 
energy services at aregionally competitive price, through commercially viable institutions subjected to 
independent regulation i s  the vision for the energy sector. 

4.1.1 Current Status 

Biomass (47%), hydropower (8%) and petroleum (45%) are the main primary energy resources 
used in Sri Lanka, with a per-capita consumption o f  about 0.4 toe'. Thus, indigenous, renewable sources 
o f  energy provide 55% o f  the national primary energy needs. All petroleum products are imported, and 
used for transport, electricity generation, household, commercial and industrial requirements. Electricity 
and petroleum products are the main forms o f  commercial energy, and an increasing amount o f  biomass 
i s  also commercially grown and traded. The two Government Ministr ies with direct responsibilities o f  
the energy sector are (a) Ministry o f  Power and Energy (Energy Policy, Electricity Subsector, Energy 
Efficiency and Renewable Energy Development), and the Ministry ofPetroleum and Petroleum Resource 
Development. Other Ministries and Provincial Ministries too have specific responsibilities and roles in 
the development and management o f  the energy sector. 

Biomass: An estimated 70% ofthe national biomass consumption i s  in the informal sector, for 
household cooking, small commercial and industrial applications. Industrial use has been in traditional 
agricultural processing (rice, tea, rubber, coconut, other crops) and in the building material industry 
(brick and tiles). Biomass use in industry i s  growing, as aresult ofprice increases in petroleum fuels. A 
significant number o f  agricultural processing systems (particularly in tea processing) are switching-over 
f iom oi l  to biomass for thermal energy requirements. In addition to the power plants using waste sugar 
cane in the sugar industry, which have been operating for some time, one power plant rated at 1 MW i s  
already using grown biomass for power generation. The Government has announced a new initiative to 
grow biomass as a commercial fuel, and an incentive scheme is already operational to grow biomass as 
an under-crop in coconut plantations. 

Petroleum and Gas: Ceylon Petroleum Corporation (CEYPETCO) imports crude oi l  and finished 
products, operates the 50,000 bpd2 refinery, and markets the products in bulk and through retail outlets. 
Lanka Indian Oil Company (LIOC) imports products and markets them in bulk and through i ts  own 
retail outlets. Ceylon Petroleum Terminals Ltd (CPSTL), jointly owned by CEYPETCO and LIOC, 
operate the two main petroleum storage facilities. In 2005, the combined sales o f  CEYPETCO and 
LIOC were 3.64 million metric tonne ofpetroleum products. The total value o f  crude oi l  imports and net 
imports ofrefined products was LKR 153,392 million. The Liquefied Petroleum Gas (LPG) industry 
has two suppliers: Shall Gas Lanka Ltd and Laugfs Gas Ltd, and the sales in year 2005 was 165,000 
metric tonne, o f  which only 8% was produced in the CEYPETCO refinery. The value o f  LPG imports 
in 2005 was LKR 7573 million. 

Electricity: Ceylon Electricity Board (CEB) and eight Independent Power Producers (IPPs) 
generate electricity in Sri Lanka, using hydropower and petroleum fuels. Over fifty privately-owned 
renewable energy-based Small Power Producers (SPPs), mostly small hydropower, also sell their 
electricity to the national grid. CEB operates the high voltage (HV3) transmission system and the gnd 
I toe = tonne o f  oi l  equivalent, defined to be equal to 10 gigacalorie. 

barrels per day 
132 kilovolt and 220 kilovolt 
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substations. Both CEB and Lanka Electricity Company (LECO) distribute electricity. In 2005, the total 
electricity sales were 7201 gigawatthours (GWh4), at an average price o f  7.7 1 LKR/kWh (CEB average) 
excluding VAT. In 2005, electricity generation grew by 9.3%, and i s  expected to continue to grow at 
rates between 7-8% per year over the next fifteen years. T h e  national grid serves electricity to an 
estimated 73.2% o f  the households, while about 3% ofthe households are served by off-grid systems 
based on solar power or community small hydro/wind/biomass power plants. 

Imminent Crisis in Electricity Generation: The electricity genemting system is presently operating 
with a constraint on capacity. For a reliable supply, the generating system should have had the planned 
Kerwalapitiya (300 MW) power plant operational by January 2007. With delays in bidding, financing 
and contracting o f  this power plant, the generating system would have to operate with a definite shortage 
o f  200 MW in 2007, and a probable shortage o f  405 MW in 20085. The system reserve margin will 
drop to 9.5% in 2007 and to amere 2% by 2008. Sri Lanka generating system has never had such low 
levels o f  reserve margin. 

4.1.2 Energy Policy, Strategies and Targets 

Sri Lanka recently revised National Energy Policy and Strategies6 consists o f  (a) Energy Policy 
Elements (b) Implementing Slrategies and (c) Specific Targets, Milestones and Institutional Responsibilities. 
The major guiding policy elements are the following: 

Providing Basic Energy Needs 

Promoting Energy Efficiency and Conservation 

Adopting an Appropriate Pricing Policy 
Enhancing Energy Sector Management Capacity 
Consumer Protection and Ensuring a Level Playing Field 
Enhancing the Quality ofEnergy Services 
Protection f iom Adverse Environmental Impacts o f  Energy Facilities 

( 1) 
(2) Ensuring Energy Security 

(3) 
(4) Promoting Indigenous Resources 

(5) 
(6) 
(7) 
(8) 
(9) 

The implementing strategies are spelled-out for each policy element. The policy document further 
identifies a series o f  specific strategies, targets, actions, andmilestones to achieve suchtargets. Institutional 
responsibilities are also defined for each strategy. 
The investment plan presented here for the energy sector closely follows the National Energy Policy and 
Implementing Strategies, and the current policy guidelines ofthe Government o f  Sri Lanka. 

4.1.3 Key  Problems Areas 

urgently are the following: 
Non-availability of electricity: About 25% o f  the population have no electricity at home. 
Inadequacy and high cost of electricity generation: The generating system i s  presently facing a 
severe crisis in capacity, and the generation costs are high. 

The problems facing the energy sector are many. The priority issues that require to be resolved 

1 gigawatthour i s  equal to one million kilowatthours (kWh). 
Long-term Generation Expansion Plan, CEB, December 2005. 
National Energy Policy and Strategies o f  Sri Lanka, Ministry o f  Power and Energy, April 2006. Public comments 

closed on 3 lst  August 2006, and minor revisions are expected to be made shortly. 
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Inadequacy of Transmission and Distribution: Under-investment and delayed investments are 
causing severe constraints to the operation, reliability and the quality o f  electricity supply. 

High cost and price of  electricity: The cost ofproducing and delivering electricity exceeds 14 
LKFUkWh (13.6 USctskWh). The average price o f  electricity i s  presently 10.75 LKFUkWh (10.5 
USctskWh), while being high, i s  grossly inadequate even to cover the recurrent costs o f  supply. 

High debt burden of the electricity sector: The electricity supply industry i s  burdened with a 
total debt in excess o f  LKR 90,000 mill ion (USD 874.3 million), most o f  which is not being serviced. 

High price of petroleum products: The rapid increase in petroleum prices i s  affecting all sections 
o f  the society and the economy. 

4.1.4 K e y  Issues in the Sector 
This  ten-year investment plan for the energy sector addresses the following key issues: 

(i) Access to electricity 
(ii) Electricity tariff rationalisation, debt restructuring and targeted subsidies 
(iii) Fuel diversity and energy security in bulk power generation 
(iv) Renewable energy for electricity generation 
(v) Transmission and distribution network development 
(vi) Supply-side energy efficiency 
(vii) Demand-side energy Efficiency 
(vi) Energy sector knowledge management, planning and fimding 
(ix) Reforms and Regulatory Developments 

4.1.5 Current Status, Baseline Indicators and Strategic Targets for 2016 

Access to Electricity 
Byend2005,therewere 3,340,147 householdelectricity customer accounts inthe counby, ofwhich 

96.8% were estimated to be active, indicatingthat 70.8% ofthe 4.56 million’housing units had an active 
grid electricity connection(73.2% including inactive accounts). The2003/2004 consumer finance survey 
reportedtheavailabilityofelectricitytobe (bothgridandoffgrid) 74.9%8. Itisestimatedthatbyend2006, 
75%ofhouseholdswouldbeusingelectricityfiomthenationalgrid, while3%are servedby off-gird facilities. 
Provideelectricityto95%okouseholds(87%gridand8%off-~d)by2015. Theenergypolicyhasalso 
establishedaninterimtargettoreach86% by year2010 (80%gridand6%off-grid). 

Strategy: Investments will be made o n  grid extensions as wel l  as to establish off-grid energy 
services, to ensure access i s  available to 95% o f  households by 20 16. 

Background to the strategy: From its inception, CEB has been implementingrural electrification 
projects with Government equity investments and with internal funds. Since 1983, rural electrification 
investments were accelerated by implementing projects consisting o f  several hundred schemes, using 
concessionary financing f iom lending agencies. A total o f  eight such structured projects were initiated at 
a cost o f  USD 280 million, directly covering 636,000 new connections to households and small businesses. 
Four o f  these projects have been completed, while others are in various stages o f  implementation. In 
addition, the Government commits funds through the national budget for more schemes. The Government’s 
policy i s  to provide electricity to every village. 

Population 19,668,000 by end 2005,4.3 1 persons per household. 
Excluding Kilinochchi, Mannar and Mul la i t ivu districts in the Northern Province 
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Grid extension versus off-grid services: Extension of the national grid to distant villages i s  a 
technological and economic challenge. Economically feasible projects selected for implementation under 
the financing schemes typically cost over LKR 6 million to provide connections to a village of 200 
houses. While there are some areas to be electrified by closing the gaps in the existing network, most 
villages yet to be electrified require longer Medium Voltage (MV) line extensions and long Low Voltage 
(LV) distribution lines. I t  i s  the Government’s policy to identify such areas and invest on off-grid electricity 
services. Options available for such seivices are small hydroelectric, biomass and wind-based generating 
systems, and associated distribution lines to serve the local community, as well as stand-alone solar 
home systems. About 200 such community-based village electiification systems piesently provide electrici ty 
to an estimated 10,000 houses In addition, about 90,000 solar home systems have been purchased by 
household customers. Investment support for such off-giid services have come from the Government 
through the Provincial Councils and through the Renewable Energy for Rural Economic Development 
(RERED) project. 

Figure 2- Household Electrification Achievements and Targets 
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4.1.6 Electricity Tariff Rationalization, Debt Resthcturing and Targeted Energy Subsidies 

Tariff Rationalisation and Debt Restructuring 
Electricity prices of CEB and LECO as a whole have not been reflective of the sector’s costs from 

time to time in the past, and continuously since 1999. While the tariffs do not bring-in adequate revenue 
to meet the expenses, there are weaknesses in the tariff structure that causes cross-subsidies among 
customer groups. Furthermore, improvements are required to encourage customers to manage their 
demand, by reflecting the cost of supply during different times of the day, in the tariff structure. 

In spite of CEB making timely proposals to the Govetnment to approve tariff increases, there are 
two principal reasons for the tariffs to remain below cost, particularly in the recent past: 
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(a) The rapid increase o f  oil-burning power plants in the generation mix, much against the 
recommendations in the long-term plan, thereby raising the costs to levels s ip f icant ly  above the 
perceived levels o f  affordability o f  all customers 

(b) The absence o f  an independent mechanism to evaluate CEB's cost structure and tariff proposals, 
and affordability o f  customers 

Electricity tari f fs will be competitive when compared with other countries in the region, and will 
provide adequate revenue for electricity utilities to be operated as viable business entities. Tariffs will 
convey the costs o f  supply at each level o f  the network and at different times o f  the day, and will 
continue to encourage energy efficiency. CEB's debt burden will be reduced to a minimum level. 

Strategy: Existing debts o f  CEB, both long-term and short-term, require to be restructured over 
2006-7 for settlement from 20 1 1 onwards, using a part o f  the savings from the new coal-fired power 
generation presently under construction (Puttalam) and in the planning stage (Trincomalee and 
Hambantota). Tariffs from 2008 onwards will meet all recurrent expenses o f  CEB, will be indexed to 
fue l  prices, and adjusted on an annual basis on lStApril each year. 

Targeted Subsidies 
All household electricity customers receive 3 x 30 kWh blocks at LKR 3.00,4.70 and 5.10 per 

kilowatthour (kWh)9, al l  o f  which are below the national average tariff o f  10.75 LKRkWh, clearly 
indicating a cross-subsidy. Furthermore, these customers are peak-time customers, when electricity 
supply costs are much higher than the average costs. Pricing ofkerosene, used for lighting by an estimated 
20% ofhouseholds, has been persistently below cost. The present (September 2006) selling price i s  
45.50 LKR per litre, whereas the calculated cost exceeds 60 L W l i t r e .  

Strategy: Rationalise the subsidy scheme and provide a subsidy to low-income households to pay for 
energy used for lighting, be it for grid electricity, kerosene or off-grid electricity services. The existing 
subsidy will be replaced with a grant provided to Samurdhi beneficiaries o f  a value equal to 50% ofthe 
cost o f  15 kWh o f  electricity. 

4.1.7 Fue l  Diversity and Security I: Conventional Sources for  Electricity Generation 

Sri Lanka's electricity generation share from renewable hydroelectricity was 94% in 1995, which 
declined to 39% by 2005, as aresult ofthe entire growth in demand being served by oil-fired thermal 
generation. Repeated attempts to build coal-fired generating plants have not been successful yetlo. The 
1996 policy ofbuilding thermal power plants only with private financing has resulted in a proliferation o f  
relatively small oil-fired power plants, which now produce electricity at prices ranging from about 11 to 
17 LKRper kWh. The share ofhydro energy from major power plants i s  expected to decline to 26.2% 
by 201 6". CEB plans since 198 1 have clearly and repeatedly shown that coal would be the most 
economical source o f  energy for bulk electricity generation to ensure a competitive price o f  electricity to 
customers. 

The energy policy has placed amoratorium o f  oil-fired power generatiod2, until non-oil sources 
reach 90% o f  electricity generation. Sri Lanka's per capita electricity consumption i s  about 365 kWh, 
and the demand grows by 7-8% per year. Lower cost electricity generating facilities such as coal and 
hydroelectric power plants could not be built in the past decade, in spite o f  several attempts. As such, 
the country-average cost ofelectricity generation has exceeded 8.50 UScts/kWh13. The cost o f  adelivered 

O9 After the t a r i f f  increase on 1" September 2006 
Io One 300 M W  coal-fired power plant i s  now under construction, commissioning due 2010. 
I' Long-term Generation Expansion Plan, CEB, 2005. 
Iz Including fuels ofwhich the price i s  indexed to oil, referring to fuels such as natural gas, liquefied or otherwise. 
l3 Reflects the benefit from major hydroelectric power plants. Average cost ofthermal generation i s  about 13 LKR 

per kWh at 3 1* August 2006 fuel price levels. Excludes debt repayments, return on equity and depreciation. 
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unit o f  electricity has reached an estimated 12.65 USctskWhg, which i s  significantly higher than the 
prices o f  electricity in other countries in the region. 

Overall Strategy: Build coal-fired power plants, and the remaining large/medium hydroelectric 
power plants. Supplement with non-conventional renewable energy. Impose a moratorium on oil-burning 
power plants until non-oil sources are developed to provide 90% o f  grid electrical energy. 

Targets for 2016: Three coal-fired power plants with a total capacity o f  2000 MW and the 
development o f  Upper Kotmale (1 50 MW, presently under construction), Broadlands (35 MW), U m a  
Oya (1 50 MW, capacity under review), Ging Ganga (49 MW) and Moragolla (27 MW) hydroelectric 
power plants. Atarget o f  10% o f  grid energy to be supplied from non-conventional renewable energy 
sources by 20 15. 

The investment plan for bulk power generation: The large impact and savings expected through 
the implementation o f  the generation expansion plan, requires large investments, too. The investment 
strategy i s  mixed: neither fully GOSL/CEB investments nor l l l y  private investments. GOSL and CEB 
will invest on major hydroelectric projects and in thermal power plants that are o f  a pioneering nature, 
such as the first coal-fired power plant. The private sector will be invited to develop selected medium- 
scale hydroelectric power plants and subsequent coal-fired power plants. 

The on-going Phase 1 ofputtalam coal-fired power plant and its subsequent phases will be developed 
by GOSL/CEB. The Trincomalee coal-fired power plant will be developed as a private/pubic partnership, 
while the Hambantota coal-fired power plant will be open for a fully private investment. U m a  Oya 
hydroelectric power plant (which i s  apart o f  amulti-purpose project) will be developed with concessionary 
financing, while Ging Ganga and Moragolla hydroelectric project will be open for private investment. 
Broadlands hydroelectric project will be developed by GOSL/CEB using concessionary financing. 

4.1.8 Fuel Diversity and Security 11: Non-conventional Renewable Energy (NCRE) 

The national energy policy has identified fuel diversity as a strategic objective and renewable 
energy development to be a part o f  th is  strategy. NCRE generating facilities have been commercially 
developed by private investors since 1996, based on a standard power purchase agreement with CEB. 
T h i s  concession i s  offered to all power plants using a renewable source o f  energy or waste heat. The 
capacity should be less than 10 MW, and the power plants are embedded in the MV distribution 
network (ie they are not connected to the HV network, as in the case o f  large power plants). These 
facilities, mostly small hydroelectric power plants, now provide 3.2% o f  grid energy (2005). By April 
2006, there were 52 such facilities producing 94 MW. A further 40 projects o f  capacity 105 MW have 
signed agreements, and some o f  these are in various stages o f  the construction process. Many more 
project applications are awaiting clearances f iom CEB and other regulatory agencies. Recent increases 
in prices o f  oil, on which CEB’s electricity generation i s  largely based, would make the three leading 
sources ofNCRE ie small hydro, biomass and wind energy, to be economically attractive to CEB in the 
immediate future. Cautious development and management o f  the NCRE portfolio can assist CEB to 
cushion the customer prices in the face ofhigh oi l  prices, particularly over 2007-2009, while contributing 
to fulfil the policy o f  fuel diversity. 

Strategy: Relieve constraints on the grid, introduce technology-specific purchase tariffs, arrange 
financial resources and develop NCRE for electricity generation to achieve long-term benefits o f  lower- 
cost electricity. 
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Target: Ten per cent ( 10%) o f  grid energy shall be supplied from NCRE by 20 15. A technology- 
specific purchase tariff for NCRE will be introduced from 2007, and Sri Lanka Energy Fund (SLEF) 
will bridge the difference between the value o fNCRE energy to CEB and the NCRE tariff. 

There are three immediate barriers to the development o f  NCRE, (a) purchase prices at which 
NCRE projects are viable to  investors, the “value” o f  N C R E  to CEB and i t s  impact o n  customer 
electricity tari f fs (b) constraints in the local MV network to  interconnect such power plants, and (c) 
limitations in the HV grid by way o f  transmission constraints, control issues and ancillary costs. 

(a) Price: Arecent study14 recommends a multi-tier, cost-based, technology-specific tar i f f  t o  
purchase electricity from NCRE projects. T h i s  purchase tariff will be multi-tiered (to cushion the high 
expenses o f  aNCRE project during the period o f  debt repayment) and it will reflect a 20% return o n  
equity to the investor throughout a 15-year period. Thus, there would be certain requirements to invest 
in the group o f  NCRE projects by way o f  financing a portion o f  the f i rs t  tier tariff, to harness the benefits 
o f  long-term, lower-cost energy. SLEF already established, i s  expected to be formalised shortly, and 
SLEF will act as the buffer between the proposed cost-based tariff to be paid to NCRE, and the price 
at which CEB will buy NCRE into the grid. The CEB price for NCRE will be driven by the avoided cost 
(ofthermal energy), which in turn i s  determined by o i l  (and later coal) prices. The objectives o f  this 
pricing strategy are to provide aviable, predictable purchase tariffto NCRE developers (in place ofthe 
present annually revised tariffs), for CEB to purchase NCRE at a portion o f  the avoided costs (in place 
o f  the present policy o f  100% avoided costs being paid to NCRE), and for SLEF to act as the buffer 
between CEB and NCRE developers to cushion the fluctuations. 

(b) Constraints to Connect: The small hydroelectric potential i s  concentrated in the Central, 
Sabaragamuwa and Uva provinces. The potential developments exceed the capacity o f  the MV lines 
and grid substations in these areas. Grid substations are primarily designed to serve customer loads, 
meeting the required reliability constraints. N C R E  projects feed power to the HV network through 
these customer grid substations, which should continue to uphold the reliability. This requires the grid 
substations to be expanded with more transformer capacity. Similarly, the MV l ines between the grid 
substations and the NCRE developments have to be strengthened. In certain cases, entirely new MY 
lines have to be built over long distances, adding a significant cost to the NCRE development, which i s  
not covered in the proposed purchase tariffs. SLEF would be used to channel funds to these developments 
as well, thus reducing the burden on both the NCRE developers and CEB to invest on MV network and 
grid substation strengthening. 

(c) Constraints on Hv: Once NCRE power i s  on the HV network, it has been identifiedIS that 
certain constraints such as HV transmission line overloading would occur, particularly in the Central and 
Sabaragamuwa provinces. Furthermore, as NCRE developments are embedded in the MV network 
and not dispatched (in the case o f  wind, it i s  non-dispatchable), adequate spinning capacity and enhanced 
controllability should be established in the CEB’s generating system, as NCRE developments progress. 
SLEF would be used to channel h d s  to these developments as well, thus reducing the burden on both 
the NCRE developers and CEB to invest on HV network strengthening, and to meet any additional 
ancillary costs. 

l4 Review o f  Tariff Setting Methodologies for Grid Connected Small Power Producers, RERED Project, DFCC 

Is Technical Assessment o f  Sr i  Lanka’s Renewable Resource Based Electricity Generation, RERED Project, DFCC 
Bank. 2006. 

Bank. 2005. 
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The investment plan: All the investments on NCRE have so far been by the private sector, and the 
private sector will continue to play the leading role in the future as well. Funds would be required to 
invest on relieving o f  grid constraints, and to cushion the adverse impacts on customer tari f fs in some 
years, as a result ofthe change-over to a cost-based purchase tariff. Please see Annex 3 for more 
details. 

Figure 3- Targeted Fuel Diversification in Electricity Generation 
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Figure 4- Indicative Impacts of Diversification on CEB Finances and Customer Prices 
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Basis: Market fuel prices in Aug 2006, Coal USD 85 per MT, excludes repayments for existing 
loans until 201 0, excludes depreciation and return on equity for CEB. 

4.1.9 Transmission and Distribution Network Development 
Rapid rural electrification and the demand growth o f  existing household customers require sigtuficant 

and continuous improvements to the distribution network. These improvements are required to serve 
the additional customer demand as well as to improve the reliability and quality o f  supply. Industrial and 
commercial developments, scattered as well as centred on the industrial zones, too cause constraints in 
the network. In the MV distribution network, investments have been significantly delayed owing to 
financial limitations, causing overloading, poor reliability and poor voltage at many locations in the country. 
Areas with particularly weak and widespread MV network problems include the North-central, Eastern 
and Uva provinces. 

The LV distribution network too requires continuous improvements to meet the expansion in housing 
and commercial developments, and to provide additional distribution substations to ensure a reliable 
electricity supply at specified quality. 

The demand growth on the MV network requires matching investments on the transmission network 
and grid substations. In addition to expansion, the ageing sections o f  the network have to be replaced, 
and outdated control and protection systems have to be upgraded. 

Strategy: Invest on transmission and distribution network expansion and improvements according 
to CEB plans, to ensure the stipulated quality and reliability o f  electricity supply i s  met. 

Target for 2016: Achieve a transmission and distribution network meeting the stipulated reliability 
and quality criteria. 

The investment plan: Routine LV upgrades o f  C E B  and L E C O  are met with internal cash 
generation. MV and HV network development by CEB requires larger investments, for which funds 
have to be secured either on concessionary or commercial terms. 

4.1.10 Energy Efficiency and Demand Management on the Supply-side 

4.1.10.1 Network Loss Reduction 

CEB’s transmission and distribution losses have been between 15- 17% o f  net generation over 
two decades, but increased to about 21% in year 2000, owing to excessive number ofunmetered 
connections, which have now been reduced to a minimum. While the losses have now reverted to the 
pre-2000 levels, they are wel l  above the optimal levels o f  around 12%. In 2005, the transmission and 
distribution loss was estimated to be 16.7% ofnet generation. These additional losses are partly technical 
(overheating cables and transformers, owing to excessive current caused by unplanned connection o f  
new customers, non-implementation o f  planned improvements to the network owing to financial 
constraints), and a smaller share i s  commercial ( m e t e r e d  connections, metering errors and theft). 

Technical losses can be optimised, but they cannot be totally eliminated. Commercial losses can 
theoretically be eliminated in total. Commercial losses can be minimised with improved management o f  
metering systems and surveillance. Technical losses can be reduced by identifjrlng sections o f  the network 
where losses are high, and then replacing such cables and transformers, reorganising supply arrangements, 
to ensure losses are reduced to an economically optimal level. The high cost o f  generation o f  electricity 
presently prevailing in Sri Lanka, and the consequent value o f  energy lost, make loss reduction a prime 
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area for immediate investment. The low customer density in suburban and i-ural areas in S i i  Lanka cause 
inherently higher network losses when compared with losses in urban areas, both in Sr i  Lanka and 
abroad. In this context, LECO which operates in urban areas, has reported a loss level of 5.3% of 
purchases from CEB, which i s  perceived to be highly satisfactoiy. 

Strategy: Accelerate the implementation of improvements to the identified sections of the transmission 
and distribution network where losses are high, and replacehpgrade the network to reduce losses, 
which would also improve service quality in terms of voltage. Implement a parallel effort to upgrade and 
improve the meters and the metering system, and to conduct surveillance on theft. 

e 

Target for 2016: Reduction of total technical and commercial losses (of the CEB network) to 
12% of net generation. Interim target: 13.5% by 2009. 

Figure 5- Transmission and Distribution Loss Reduction Targets 

4.1.10.2 Energy Efficiency Improvement on the Demand-side 

End-use efficiencyLmprovements have so far been largely price-driven. There are no regulatory 
controls on energy efficiency. The increasing prices of petroleum products and eiectricity have been the 
principal signal to customers to improve end-use effciencybnd implement fuel switching. Concessionary 
financing to identify and implement energy efficiency projects have been available for over a decade, 
and the enthusiasm to access these funds have been limited. 

In the household customer group, the major intervention has been in the popularisation of Compact 
Fluorescent Lamps (CFLs), through an easy-payment scheme. There was no parallel intervention in the 
industrial and commercial sectors to promote a specific energy efficient device. 

In 1994-5, a pilot program was launched by the Energy Conservation Fund (ECF), implemented 
by CEB, to install CFLs in 600 households, and monitored for one year. Subsequently, CEB purchased 
100,000 CFXs in the 1995-6 period, and directly sold the lamps at a subsidised rate. I t  i s  estimated that 
such lamps caused a 5 M W  reduction of peak demand. Thereafter, a large-scale program involving 
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C F L  suppliers and manufacturers was launched. To purchase up to  three CFLs, CEB and L E C O  
provided interest-fiee loans to customers, repayable in 12 instalments, recovered through the monthly 
electricity bill. An independent testing facility was established to authorise the different brands o f  CFLs. 
It i s  estimated that a peak demand saving o f  45 MW would have been achieved through this program 
over 1997-99, with an annual energy saving o f  66 GWyear. 

T h i s  intervention in CFL popularisation presently remains weak since 2003. I t  i s  estimated that 
there are about two mi l l ion CFLs in operation in the country, whereas the potential application for  
economic savings (from customer point ofv iew) i s  estimated to be over 5 million. I t  i s  necessary to 
revisit the program, address the shortcomings, and re-launch the program for C E B L E C O  supported 
distribution. 

There have been no significant regulatory interventions to compel the customers to establish good 
energy management practices, use standardisedenergy efficient devices and appliances. 
In year 2001 , a new initiative was taken by the government in a collaborative effort between Sri Lanka 
Standards Institute (SLSI) and CEB to launch a scheme to label appliances based o n  their energy 
efficiency. The following devices are presently included in the labelling scheme: (a) Magnetic ballasts 
used for fluorescent lamps (b) CFLs. A star rating based on SLS 1225 was granted to CFLs. These star 
ratings presently remain voluntary. 

Strategies: (1) Introduce mandatory labelling o f  appliances for energy efficiency, energy 
management practices, conduct consumer education and develop the capacity in both state and private 
sector to provide energy efficiency services. (2) Re-launch the CFL popularisation program. (3) Facilitate 
investments on energy efficiency. 

Targets: (1)All appliances which substantially contribute towards electricity demand will be identified 
and labelled based on their energy efficiency by end 20 10. Appliance labelling programme will be made 
mandatory to identified appliances by mid 2007. Benchmarks on energy intensity o f  specific industries 
will be established by end 2007. Specific benchmarks for energy consumption o f  commercial, transport 
and domestic sectors will be established by end 2008. The Energy Efficiency Building Code will be 
updated and made mandatory to state sector entities by end 2007, and to others by 2009. (2) Further 
introduce 4 mi l l ion CFLs by end 2007 (3) Support state institutions to implement energy efficiency 
projects, establish energy efficiency improvement fund by 2007. 

Investment Plan: Demand-side efficiency improvements in commercial and industrial sectors are 
entirely with private-sector financing and direct contributions by users. The government will invest on 
customer education, establish the regulatory regime, provide technical support and facilitate concessionary 
financing. Limited direct investments will be made in state sector institutions. The C F L  popularisation 
program in the domestic sector will be partly-funded by the government. The program targets households 
using less than 90 kWh/month, by providing one fiee CFL  to each household, and another CFL  at ha l f  
the cost. 

4.1.10.3 Energy Sector Knowledge Management, Planning and Funding 

Mass communication through various media i s  essential to promote rational development and use 
o f  energy. In particular, energy efficiency, demand management and conservation require significant 
efforts for customer outreach, to carry the message effectively to energy customers. The present work 
done by ECF, and to a limited extent by CEB, L E C O  and petroleum companies, requires to be 
strengthened. 
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A further area o f  focus i s  the development o f  the capability o f  Provincial Councils to provide 
development and advisory services, particularly to off-grid electricity customers, and on energy efficiency 
ingeneral. 

Sri Lanka’s statistics o n  electricity and petroleum fuels o n  the supply-side are maintained and 
published by CEB and CEYPETCO, while information o n  sales f rom the privatised entities are 
summarised and published. Biomass supply and consumption estimates are based o n  periodic surveys. 
The demand-side information on petroleum and electricity are available to a limited extend. ECF publishes 
the Sri Lanka Energy BalanceI6 every year, by collecting this information, checking the missing areas, 
including estimates for biomass, conducting surveys to establish additional information (particularly on 
the demand-side), and presenting the data in both aggregate and disaggregate forms. The national 
energy balance uses an internationally accepted format. Sri Lanka energy database i s  complete and 
available yearly since 1970. 

Integrated National Energy Planning (JNEP) i s  practiced in several countries to  integrate the 
subsectoral plans, examine policy implications, and to prepare anational-level plan. Sri Lanka has not 
developed an INEP yet, but subsector plans are available in the electricity industry, and to a limited 
extent, in the petroleum industry. There are no detailed, official plans developed for the biomass supply. 
Strategies: (a) Strengthen communication on energy throughmedia and direct contacts (b) Strengthen 
research and analysis on the sector (c) Establish Provincial Energy Bureaux (d) Further develop the 
national energy database, to ensure it serves as a useful tool to conduct policy analysis (e) Establish 
Integrated National Energy Planning (INEP) (Q Formalise Sri Lanka Energy Fund (SLEF). 

Targets: (a) Establish and maintain Provincial Energy Bureaux by 2007 (b) Establish a sigtzlficantly 
disaggregated energy demand database by 2008 (c) Establish a 20-year Integrated National Energy 
Plan by 2008, and revise once in two years. (d) Make the Sri Lanka Energy Fund operational by end 
2006. 

4.1.10.4 Reforms and Regulatory Development 
The Government has identified the following to be the key interventions required to address the issues in 
the electricity subsectorI7: 

(i) Immediate adjustments o f  the tariff to at least reflect the direct costs. 
(ii) Urgent implementation o f  the lower cost large scale thermal base-load generating plants 
(iii) Restructuring the power sector by unbundling the CEB and establishing independent, selfcontained 

and commercially oriented entities fully owned by the CEB 

Strategies, targets and investments to implement (i) and (ii) are listed in previous sections ofthis 
investment plan. Th is  section gives the essential investments required to facilitate and improve the 
performance o f  the existing operations o f  CEB as well as a future reformed industry. 

Strategy: Establish a state-of-the art operations management, energy accounting and management 
information system for CEB. 

Targets: (a) Establish a continuous metering system for energy transfers between CEB divisions 
and regions by 2008 (b) Upgrade the management information system (c) Establish atransparent power 
plant dispatch program by 2008. 

l6 Sri Lanka Energy Balance i s  available in a document form, summarising the sector performance and data. The CD 

” Concept for Power Sector Reforms, Ministry o f  Power and Energy, June 2005. 
version has user-friendly menus with access to data on all the subsectors for the period 1970-2003. 

74 



Background to the Strategy: In anticipation o f  the proposed regulatory reforms and unbundling, 
CEB i s  already restructured into the three businesslines (divisions): generation, transmission and 
distribution. The distribution division i s  further structured into four regions: Regions 1 , 2,3 and 4. 
Assets, operations, accounting and staff are already aligned to these six businesslines. Aprincipal 
requirement to enhance operations o f  existing business units and a hture unbundled industry would be a 
comprehensive metering system to account for the energy flows f iom generation to transmission, onwards 
to the distribution regions. Owing to network topology, there are energy transfers between the distribution 
regions as well. An associated requirement i s  a comprehensive management information system. To 
improve the transparency o f  generation dispatch, a state-of-the art system should be established. 

Table 6- Summary of K e y  Issues, Strategies and Targets 

Issue 

Access to electricity 

Electricity tariff 
rationalisation, debt 
restructuring and targeted 
subsidies 

Fuel diversity and energy 
security in bulk power 
generation 

Renewable energy for 
electricity generation 

Transmission and distribution 
network development 

Supply-side energy efficiency 

Demand-side energy 
Efficiency 

Energy sector knowledge 
management, planning and 
funding 

Reforms and regulatory 
development 

Strategy 

Invest on grid 
extensions and off-grid 
energy systems 
Introduce cost-reflective 
tariffs, re-structure 
sector debts to minimise 
burden, a common 
subsidy for energy used 
for lighting 

Moratorium on oilloil- 
related fuel burning 
power plants, 
diversification to coal 
and NCRE 
Relieve grid constraints, 
arrange finances to 
accelerate NCRE 
development 
Invest on T&D to 
ensure safety, quality 
and reliability of supply 

Accelerate investments 
and management efforts 
to reduce technical and 
non-technical losses 
Mandatory labelling of 
appliances, consumer 
education, energy 
efficiency services, CFL 
popularisation, 
investments on energy 
efficiency 

Development of 
integrated national 
energy plan, enhanced 
energy sector database 
and analyses, establish 
SLEF to channel funds 
to energy efficiency, 
rural energy and NCRE, 
facilitate mral energy 
development 

Establish a state-of-the 
art operations 
management, energy 
accounting and 
management 
information system for 
CEB 

Indicator 

Households electrified 

CEB profitability, level of 
debt reflected in tariffs, 
elimination of cross- 
subsidies 

Resource diversity, average 
production cost of 
electricity, share of 
indigenous energy for 
electricity production 
Share ofNCRE on the grid, 
impact on average 
generation cost 

Compliance with reliability 
indices, optimum nehvork 
losses, statutory limits on 
quality of supply 

Technical loss in 
transmission, technical loss 
in distribution, non-technical 
losses 
Energy Efficiency (EE) 
codes and appliance 
labelling, efficiency 
appliance popularisation, 
customer investments on 
energy efficiency 

Publication and regular 
updates of the integrated 
national energy plan, 
publication of Sri Lanka 
energy balance, 
establishment of SLEF, 
establishment of provincial 
energy bureaux. 

Accurate energy accounting 
across CEB divisions, 
transparent dispatch of 
power plants 

Present (end 
2006) Status 

Grid: 75% 
Off-grid: 4% 

Large cross- 
subsidies to 
household 
electricity 
customers, 
kerosene 

Hydro: 37.7% 
Oil: 58.2% 
NCRE: 4.1% 

NCRE share: 
4.1% 

Widespread 
violations of 
reliability 
criteria 

Total T&D loss 
16.7% ofnet 
generation 

Two devices 
carry EE labels, 
one EE 

project 
financing 

Sub-sectoral 
plans only, 
Energy balance 
published, 
SLEF 
operational 

Transfer 
metering 
inadequate, 
dispatch 
procedures 
based on off- 
line, manual 
systems 

Interim Target 

Grid: 80% 
Off-grid 6% 
by 2010 
Remove both 
electricity and 
kerosene 
subsidies and 
replace with a 
targeted 
subsidy for 
energy use for 
lighting, by 
2008 
Hydro: 2 1.4% 
Oil: 3.3% 
Coal: 65.2% 
NCRE: 10.0% 
by2015 
NCRE share: 
7.5% by 2010 
10.0% by 2015 

Essential 
reliability levels 
wil l be 
established by 
2010 
Total T&D loss 
13.5% ofnet 
generation 
by 2009 
All appliances 
labelled by 
2010, selected 
appliance- 
labelling 
mandatoly by 
2008, EE 
building code 
mandatory by 
2009. 
Provincial 
energy bureaux 
by 2007, 
Integrated 
national energy 
plan by 2008, 
Disaggregated 
energy demand 
database by 
2008, formally 
constitute SLEF 
Boundary 
metering 
installed by 
2008, 
transparent 
dispatch system 
operational by 
2008 

Target for 2016 

Grid: 85% 
Off-grid: 10% 

Hydro: 19.9% 
Oil: 2.2% 
Coal: 67.3% 
NCRE: 10.7% 

NCRE share: 
10.7% 

Endeavour to 
reach international 
norms of 
reliability and 
supply quality 
Total T&D loss 
12.0% ofnet 
generation 
by 2016 
All codes and 
labels will be 
mandatoly 

Continuation of 
work to ensure 
development and 
dissemination of 
knowledge on the 
energy sector. 
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4.1.11 Interventions to Implement the Strategies 
This section summarises the specific interventions required to Mfil the strategies and targets spelled- 

out in the previous section. Only the specific interventions are listed in this summary. Interventions that 
are feasible within institutional policies and budgets, and those that do not require significant financial 
commitments are not listed. 

(i) Access to electricity 
(a) Grid: Urgently arrange finances for the two projects already formulated (RE8 and RE9), and 

one additional project (RElO),  to continue with the current pace o f  activity in grid-connected 
rural electrification. Corresponding strengthening of3Ntransmission and MV distribution network 
would be an essential part o f  th i s  strategy. 

(b) Off-grid: Allocate funds for investment o n  off-grid energy systems. I t  would be essential to 
examine the current commitments o f  the RERED project, ear-mark GOSL commitments, and 
to formulate a plan o f  action and funding to meet this goal. 

(ii) Electricity tariff rationalisation, debt restructuring and targeted subsidies 

(a) Tariffs: Announce the withdrawal o f  subsidies and cross-subsidies to electricity customers, 
with specific target years for CEB to breakeven (eg: 2008) and be profitable (eg: 20 12). 

(b) Debt Restructuring: Financial resources are urgently required to initially conduct a study and 
to prepare a plan, and then to restructure both the short-term (cashflow bridging) debts and 
long-term (project-related) debts, to ensure that tariffs in (a) above are affordable and regionally 
competitive. Savings f iom coal-fired, hydro and NCRE generation projects to be used to repay 
the restructured debts, starting in year 20 1 1. 

(c) Targeted Subsidies: Dedicate financial resources and implement the stated policy on targeted 
subsidies (for energy use in lighting) by 2007. 

(iii) Fuel diversity and energy security in bulk power generation 

(a) Puttalam Coal-fired Power Plant Phases 2 and 3: Immediate decision on the project structure 
and finances to ensure th i s  additional capacity i s  available by 201 2. 

(b) Trincomalee Coal-fired Power Plant: Already decided to be a private-public partnership 
project. Project structuring, confirmation ofpartner equity and debts are urgently required. 

(c) Hambantota Coal-fired Power Plant: Decision on project financing mode (presently designated 
as an IPP), site identification, project Request for Proposals (RFP) documents and financing 
required during 2007. 

(d) Medium-scale Hydroelectric Projects 

Broadlands (GOSLKEB): Financing for design and construction 

Uma Oya (GOSUCEB): Financing for a study to finalise the concept, design and implementation. 

Moragolla and Ging Ganga (Private): Preparation o f  RFP and the procurement process to 
be initiated immediately. 

(iv) Renewable energy for electricity generation 

(a) NCRE Development Plan: Investment o n  the development o f  a plan 
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(b) Relieve Grid Constraints: Immediately relieve all localised grid-constraints to absorb NCRE, 
with the respective small power developers meeting 50% o f  the costs o f  such upgrades. A 
detailed plan to be prepared by end 2006. 

(c) Technology Specific Incentives: Implement the technology-specific purchase tariff already 
recommended, fi-om January 2007. Assign funds to SLEF to bridge the gap between the "value" 
o f  NCRE to CEB and the tari f fs to be paid to NCRE. Carbon credits would not be adequate to 
bridge the gap. 

(d) Constraints and Costs at Hv. Commission a study to match the NCRE development plan (a) 
above to l l l y  i d e n m  the constraints and costs o f  overcoming the constraints to meet the national 
NCRE target and development plan. 

(v) Transmission and distribution network development 

(a) Financing for New Transmission Projects: Fourteen new transmission projects (Total cost 
7,915 mi l l ion LKR) require urgent implementation. These projects have been identified and 
required to be built and be operational several years ago, but they have been delayed owing to 
non-availability o f  funds. 

(b) Financing other transmission developments: Eight rehabilitation projects, including the 
proposed new System Control Centre, are awaiting finances and require urgent implementation. 
Required finances are estimated to  be 1,655 mill ion LKR. 

(vi) Supply-side energy efficiency 
(a) Financing of loss reduction: To achieve the 3% reduction in transmission and distribution 

losses over 2007-20 10, the estimated investment i s  6,200 mill ion LKR. 

(vii) Demand-side energy Efficiency 
(a) Urgent need for a consumer education campaign: In the face o f  the imminent crisis in the 

electricity supply over 2007-9, and the steep increase in oi l  prices, urgently finance and organise 
to upgrade the on-going publicity effort. 

(b) Urgent finance for the CnProgram: As an urgent measure to overcome the imminent crisis 
o f  2007-8, implement the CFL  program (LKR 1428 mi l l ion over 2006-7) 

(c) Mandatory energy auditing and implementation: Finance the mandatory energy auditing 
and implementation at state institutions. 

(viii) Energy sector knowledge management, planning and funding 
(a) Formalise the Sr i  Lanka Energy Fund: Much ofthe funds to fulfil SEA'S mandate on energy 

efficiency, off-gridrural energy and NCRE development are to be channelled through SLEF. 
The initial investment i s  estimated to be 340 mill ion LKR. 

(ix) Reforms and Regulatory Development 

(a) Implement the boundary metering initiative: The metering system will enable the energy 
input accounting in each Region to be accurate, thus making the Region accountable for its own 
profitability. 

(b) Management Information System and Transparent Dispatch Procedure 
4.1.12 Method of Financing by Source 

The investment plan identifies the overall investments required to ensure that the policies and the 
strategies are fulfilled, and the goals are achieved. In terms o f  investments, the energy policy specifies 
the following related to investments: 
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0 Necessary steps will be taken to protect the interests o f  the consumers, and to ensure fairness and 
predictability to all energy sector investors. 

0 Oil and natural gas resources will be explored and commercially exploited; both public and private 
sector investment will be promoted in this regard. 

0 The energy sector will be reformed and restructured to  enable both state and private sector 
investments in its development. While the sector’s policy-making and regulation will remain in the 
state sector, its operation and management will be open to both the state and the private sectors. 

PUCSL will be empowered to formulate project selection principles for energy sector supply-side 
inVeStInellts. 

The investment plan identifies the following to be the possible sources offinance for each ofthe 
investment proposals: 

Government (GOSL): The Government i s  already financing non-targeted subsidies, which will 
be converted into targeted subsidies over 2007-8. Other sector investments which relate to routine 
activities would also be financed by GOSL. 

Internal Cash Generation (ICG): Routine investments such as for LV improvements will be 
fbnded through internal cash generation o f  the electricity utilities. 

Private Sector Investments (PSI): The investment plan clearly identifies investments expected 
to be made entirely by the private sector. These include investments o n  N C R E  and specific larger 
conventional power plants. 

Public/private partnerships (PPP): Certain investments are earmarked to be open for the private 

Cleaner Development Mechanism (CDM): Some ofthe investment gaps are expected to be 
bridged by carbon funds, particularly those related to renewable energy and energy efficiency. 

Concessionary Long-term Finance (CLF): Investments expected to be funded with 
concessionary financing through bilateral and multilateral lending agencies are separately identified. These 
are typically rural electrification (both grid and off-grid), and the expansion of the transmission and 
distribution network. 

sector to be in partnership with the electricity utilities, particularly in electricity generation. 

Capital Market Finance (CMF): It i s  expected that certain projects will be implemented by 
CEB, with financing f iom commercial sources. 

Direct Investments by Users (DIU): Users too are expected to contribute to investments to 
fulfil the strateges, such as in meeting the costs o f  energy efficient equipment. 

Petroleum Exploration, Development and Production 

Since 2001, Sri Lanka has been actively engaged in petroleum exploration activities in the temtorial 
waters o f  the Mannar Basin. Assessment o f  the petroleum in the Mannar basin under the jurisdiction o f  
Sri Lanka shows potential signs for o i l  and gas accumulation. In fact significant amounts ofpetroleum 
have been already discovered in the Indian side o f  the Cauvery basin. 

Exploration, development, production and decommissioning are the main phases o f  o i l  and gas 
activity. Exploration consists o f  2,3 dimensional seismic surveys and exploratory drilling to determine 
the existence o f  commercial petroleum reserves. The development phase begins once a gas or o i l  field 
has been declared a commercial discovery. It includes design, consfmction and installation ofproduction 



Subsidies 

Security and Reliability in 
Bulk Power Generation 

3 Fuel Diverslry, Energy FC 343,951.6 23.380.4 32,761.4 55.097.7 78,535.3 48,195.3 31.546.3 27.239.3 24,342.6 17,615.0 5.238.3 

L c  89,376.6 3,912.3 5,737.5 6,144.1 8,594.7 8,256.4 10,598.0 14,972.5 16,072.2 11,630.3 3,458.6 
4 Fuel Diversity: Renewable 56.146.1 2,726.7 5,426.7 6.T14.8 6,124.8 6,124.8 6.125.8 6.125.8 6.125.8 6.128.8 4,462.1 

Energy for Power Generation 

5 Transmission and FC 57,755.3 12,198.2 13,228.4 6.284,l 4,412.3 3,312.7 8.809.0 6,364.0 1,436.6 850.0 860.0 
Mstrlbution Network 
Development 

Lc 19.980.7 4,151.2 4,579.6 2,131.8 1,487.8 1,327.8 1.998.0 1,675.2 919.4 850.0 880.0 
6 Supply-side Energy TOTAL 9380.0 948.0 1,204.0 1.248.0 904.0 836.0 872.0 812.0 860.0 916.0 980.0' 

7 Demand-side Energy TOTAL 5,060.0 1,540.0 1,098.0 642.0 665.0 180.0 145.0 140.0 255.0 255.0 140.0 

' 8 Energy Sector Knowledge TOTAL 28,851.1 273.5 495.8 957.8 642.2 2.930.0 3,684.3 3,318.2 6,442.0 5.253.7 4,853.5 

Etficiency 

Efficiency 

ManagemrnL Planning and 
Funding 

Development 
9 Reforms and Regulatory FC 1,550.0 775.0 775.0 

Grand Total for Energy 810,090.2 180,032.9 94,444.6 85,308.1 108.526.7 77,055.6 68,867.6 66,5764 62,156.2 49,175.7 25.946.4 
S U t U  

Table 8- Method of Financing Sector Investments 

4.2 Telecommunications 

Introduction 
The modem telecommunications infrastructure i s  an essential requirement for rapid economic and 

social development of the countiy. S i i  Lanka i s  moving towards a fully liberalized telecommunications 
market environment. At present there are 3 fixed line telephone service providers, 4 Cellular phone 
service providers and 32 internet service providers in Sri Lanka. The telecommunication sector consists 
of 1,130,920 fixed access telephones, 3,084,845 Cellular phones, and 11 1,259 Data communication 
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(Internet & Email) connections, 6,237 public pay phones and 233 trunk mobile radios spread across 
the country. 

Issues in the Telecommunications Sector 
Clearing the backlog for fixed telephone lines 
Total waiting list i s  about 235,000. A systematic programme for clearing the backlog i s  currently 
not available. 
Sharing of  infrastructure facilities 
An appropriate system i s  not available for sharing of  towers. 
Developing an apprp iate frequency allocation policy 
Telecommunication facilities especially in rural areas, i s  very much depend on the use of  radio 
frequency spectrum. Wireless and cellular mobile operators, broadcasters, Civil Aviation Authority 
and security forces use this scare resource. I t  i s  therefore essential that spectrum be utilized efficiently, 
economically, rationally and optimally. 
Improving access o f  rural population to telecommunications facilities 
There i s  a wide disparity between urban and rural areas in the country in terms o f  the availability of 
telecommunications facilities in spite o f  the fact that there are 3 operators providing 
telecommunications facilities in Sri Lanka for a considerable period of  time. 

The Vision for the telecommunications sector wil l be a modem advanced telecommunications 
Network freely available to all citizens at a reasonable cost. 

Targets for the next 10 years 
I t  i s  important to keep pace with the rapidly developing technology in the telecommunications 

industry. Therefore the medium term objective would be to develop a nation wide sophisticated 
telecommunications network using optic fiber cable, microwave and satellite systems to link rural and 
urban areas with the world. Accordingly, the following sector targets have been set 

Increase the teledensity -fixed (number of fixed access telephones for every 100 persons) from 
7.5 in 2006 to 18.2 in 2016. 

0 Increase the number o f  Cellular phones from4,284,256 in 2006 to 32518562 in 2016. 

Increase number o f  Data communications (Internet and Email) connections from the current level 
o f  125,800 to 252084 by the year 2016. 

e 
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Future Directions 
0 The wel l  developed telecommunications network provides a range o f  services to domestic and 

corporate subscribers including domestic and international voice, internet services, data services, 
ISDN and A D S L .  

At present, several commercial institutions in Sri Lanka have begun to operate their business 
through on line electronic commerce system and this will benefit to people in some o f  the urban 
areas only. By the year 20 16, with the well expanded telecommunication network, Activities relating 
to the electronic commerce can be expanded and people in everywhere will have adequate 
opportunities to take these services. 
With the establishment o f  common telecommunications system with internet facilities in every 
village , people can participate with the global market and community in order to know the latest 
news, share information and find the local market as well as international for their products such 
as agriculture, leather. 
There are a lot  o f  employment opportunities in the field o f  telecommunications sector in abroad 
and availability oftrained persons o f  this field i s  limited The necessary steps will be taken to open 
training centers for training youth in telecommunications in order to equip them for employment 
abroad. 
Telecommunications network infrastructure will be put throughout the country to  utilize the 
telecommunications facilities and people will be able to access the government, fmancial and 
other services such as issue ofpassport, birth certificate offered by the government without wasting 
time from their home.. 

Policy Highlights 

Investment 
The better relationship and cooperation between public sector and private sector lead a rapid 

development ofthe telecommunication sector and are important to the realization ofthe objectives. 
There i s  no public investment in the field oftelecommunications sector and private sector dominates 

this sector. Therefore in order to maintain the sector in competitive manner level playing field will be 
encouraged. 

Tan'ff 
The tariff policy i s  an essential element o f  the telecommunications sector, especially when the 

market competition i s  limited. The formulation of tar i f fwi l l  be done taking into account the interest o f  
consumers as well as investors. Consumers will be benefited from rational chargers and investors will 
be benefited from a reasonable rate o f  return to their investments. An annual tariff revision will be done 
through implementation o f  a transparent method. The Telecommunications Regulatory Commission o f  
Sri Lanka will be required to have public consultations on tari f fs and to develop an appropriate formula 
for periodical revisions. 

Human Resources Development 
Well trained human resources in telecommunications sector play an important role in achieving the 

sector objectives. T h e  Government o f  Sri Lanka will open the training centers for training purpose. 
Close interaction between these educational institutes and market players is necessary. Human resources 
development programme should be directed continuous updating ofthe syllabus in accordance with the 
development ofthe technologies and e-culture. 
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Spectrum Management 

Rural telecommunication sector i s  depend on the use ofradio frequency spectrum. These fi-equency 
spectrums are also used by Wire less and cellular mobile operators, security organizations, broadcasting 
services and civ i l  aviation authority. The spectrum i s  a scare resource and it has a growing demand. 
Therefore it i s  essential that spectrum be utilized efficiently, economically and optimally. 
There i s  a need to: 

0 Prepare proper spectrum allocation plan 
Review existing spectrum policy 

4.3 Water Supply and Sanitation 

4.3.1 Introduction 
Access to safe water, and proper sanitation facilities are indicators ofhuman development. The 

improvement o f  Water and Sanitation sector has a close connection with reaching the Mi l lennium 
Development Goals (MDG), since, out ofthe eight MDGs, following five goals are, directly and indirectly, 
linked with water and sanitation; 

Goal 1 
Goal 4 
Goal 5 
Goal 6 

Goal 7 
Current Status 

(a) Legal and Regulatory Framework: 
As per the 1Y’ Amendment to the Constitution in 1978 water i s  in the ‘concurrent’subject list, so 

that both the central government and provincial councils are responsible for provision o f  water supply 
and sanitation. At the same time, various ordinances and acts relating to Municipal councils, Urban 
Councils and Pradesiya Shaba (Local Authority) have mandated the various levels o f  government to 
arrange for provision o f  Water and Sanitation services to communities within their jurisdiction. 

(b) Institutional Framework 
Institutional Structure to deal with Drinking Water Supply and Sanitation i s  based o n  the three 

levels, i.e Central Government; Provincial Council; and Local Government, At the central level, the 
Min is t ry  ofurban Development and Water Supply (MUDWS) i s  principally responsible for the planning 
and oversight o f  water supply and sanitation sector throughout the country. Technical guidance and 
approval o f  household sanitation, particularly in urban areas i s  the responsibility o f  Min is t ry  o f  Health. 
As the lead agency in the sector, National Water Supply and Drainage Board (NWSDB) operates 
across the country for drinking water supply and sanitation 
(c) Service Levels and Coverage: 

The water supply coverage has increased satisfactorily during the last few decades. The census 
carried out in 2001 shows that 82% ofthe populations have access to the safe drinking water (95.9% 
urban; 8 1.2% Rural and 6 1 .O% Estate sector). However, there are areas for concern. In Greater 
Colombo, NWSDB serves just over 60% ofthe population (ofwhich around 20% represents standposts), 
with only hal f  that figure having access to a continuous supply. In the provincial urban areas, coverage i s  
only in the range 5-20%, with service for around 16 hourdday. The challenge o f  providing safe, piped 
water to all urban residents seems even more daunting when one considers the rate o f  urbanization 

: Eradicate extreme poverty and hunger 
: Reduce child mortality 
: Improve maternal health 
: Combat ( H I V / A I D S ,  malaria and other) diseases 

: Ensure Environmental Sustainability. 
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During the last three decades or so, Sri Lanka has taken remarkable strides in meeting the sanitation 
needs ofthe population. Over this period, it i s  estimated that the national f igure for access to sanitation 
has increased from 21% to around 67%. 2001 censu shows that 77.8% urban population have access 
to improved sanitation facilities while 67.5% rural and 43.2% Estate sector. 

Key Issues and challenges 
There is a cluster o f  issues, related to water and sanitation sector. The Key issues are listed below; 

a. Supply of  safe drinking Water and sanitation for natural and man made disaster 
areas: Mainly issuesrelated to provision o f  safe water and sanitation facilities to resettlement 
sites established for people affected by the tsunami and civil conflict. 

b. Regional variation in access to water and sanitation facilities: Especially Remote Rural 
Areas, Estate Sector in Central Province, especially in Nuwara El iya District, the under- 
served settlements in urban areas, and the tsunami affected areas 

c. Inadequate attention and insufficient investment in sanitation sub sector: Sanitation 
has always been a sub sector o f  a main sector, and therefore it continuously gets a little 
attention. Generally out o f  the total investment o f  the water and sanitation sector during last 
two decades Sanitation sub sector get less than 5%. 

d. Institutional Issues: Unfinished reforms, decentralization processand institutional 
capacity, and lack of  coordination: There i s  a set o f  inter-related issues comes under 
institutional paradigm, such as ; (i) delay in institutional reforms and decentralization process, 
(ii) private sector involvement (iii) lack o f  coordination between Ministries, Departments and 
agencies h c t i o n i n g  in the urban sector and no clear prioritization o f  activities. 

e. Approaches /strategies adopted & technology used : Another very vital set o f  issues 
within the sector are associated with approaches, strategies and technologies used, especially 
‘Supply driven - subsidy basedAppr0acl-d Strategy. Lack o f  awareness o f  services available 
among the l ow  income community on various kinds o f  l ow  cost technological options and 
solutions. 

f Deterioration in quality of water sources and the absence of  systems o f  regular 
water quality testing: The pollution o f  surface and ground water i s  becoming a serious 
problem. There i s  an increasing trend o f  bacteriological contamination. 

g. High rate of unaccounted for water/ non revenue water 
k Excessive per capita consumption of 180 - 200 liter per capita per day. mainly aresult 

o f  l o w  unit rates, as the tar i f f  system does not induce customers to  monitor their water 
demand 

1. 

Vision: 

Increase overall access to improved water 80% I 85% I 90% 
supply facilities with sufficient water supply 
and achieve service levels and the quality o f  
water national standards 

ISafe drinking water and sanitation for all people without restrictiod 

Expected targets to be achieved in ten years (by 2016 

Water - Overall Target 
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1.1 

1.2 

- - 
1.3 

Increase overall access to improved water supply 90% 95% 100% 
facilities with sufficient water supply to urban 
population 
Increase overall access to improved water supply 80% 85% 90% 
facilities with sufficient water supply to Rural 
population 

facilities wi th sufficient water supply to people l iv ing 
in Estate Sector 

Increase overall access to improved water supply 70% 75% 80% 

Sanitation - Overall Target 
2 Increase overall access to safe, adequate and 76% 80% 88% 

improved sanitation facilities and service levels and 
the quality o f  water achieve national standards. 

improved sanitation facilities to the people l iving in 
the Estate Sector 

Policy directions 

(a) Investment 

0 Having considered drinking water supply and sanitation as basic human needs, limited resource 
available will be equitably distributed among regions considering population, development activities 
taking place, urbanization etc. 

The three levels o f  institutions ie. Central Government, Provincial Councils, and Local Authority 
are involved in investment in safe drinking water and sanitation projects. 

0 Government provides part o f  investment in water supply projects as grant and remainder as a 
concessionary loan. 

Government contribution i s  confined to invest in drinking water and sanitation projects while 
operational and maintenance costs will be born by the implementing agencies. 

0 Public private partnership for investment in water supply projects i s  encouraged. 

For sewerage projects government provides initial investment as a grant and local authorities are 
responsible for operation and maintenance o f  these projects. 

(b) Tariff 
0 Cost recovery tariff for pipe born water will be introduced to ensure the sustainability o f  the sector 

(subject to a concession offered to the poorest groups as ‘lifeline tariff as shown below). 
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Tariff system for sewerage projects in urban areas will be implemented with new investment in the 
projects. 

(c) Life-line (social ) tariff 
Th is  i s  to cover basic humanneeds. L o w  income communities only will be entitled to subsidies. . 

(d) Regulation 

Establishment o f  a regulatory and institutional framework that sets out clear roles and responsibilities 
among Government agencies and services providers. 

Government will facilitate the formulation o f  legal h e w o r k ,  training and removing interprovincial 
sector disparities and establishment o f  disaster responsive water and sanitation service delivery 
mechanisms; 

(e) Environmental integrity 
Environmental impact will be given due consideration on extraction o f  water f iom natural sources. 

Strategies to achieve targets 
In order to reach expected development targets the following strategies will be adopted 

(a) Investment 
Growing industrialization and urbanization cause high demand for water and sanitation. Financial 
cost o f  fulfilling this demand i s  usually high. High initial capital investment and a long payback 
period discourages private investment. Therefore, Government has to intervene to correct the 
market failure. However, since the Government has i ts  own budget constraints, new investment 
strategies have to explored. Some ofthe proposed actions are: 

0 Capital subsidy component provided by the government will be reviewed and revised fi-om time to 
t ime considering the cost o f  capital, priorities and area o f  investment etc. 

0 Dependence on government investment will be reduced gradually by promoting alternative sources 
ofhance. 

@) Consumer Tariffs 

cannot pay in full for pipe borne water will be through a three tier tariff scheme. 
Implementation o f  the cost recovery principle and accommodation o f  the needs o f  those who 

i A life- line or social tariff. 
ii Normal tariff. Th is  i s  for domestic use. This tariff should reflect the cost o f  operation and 

maintenance and depreciation. The quantity o f  water for th is  category will be determined 
considering cost o f  water, requirements, 

iii Marginal tadX Water consumption above the quantity ofwater identified for normal tariffwill 
be charged for at marginal cost. 

Revision oftariff should be done annually in transparent manner Asuitable formula will be developed 
for this. 

(c) Demand management 
Discourage over use o f  water by implementing higher price for high consumption 
Investment and institutional arrangement will be made to reduction ofunaccounted-for-water to an 
acceptable level. 
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(d) Rural water supply 
User participation approach will encourage for identification ,formulation, implementation and 

Government provides part o f  investment cost as subsidy and remainder will be financed through 

Women participation for all level ofproject will be encouraged. 
Users will be responsible for operation and maintenance ofprojects. 
Private sector and NGOO will be encouraged to undertake investment in water supply. 

operation o f  water projects 

user contribution. 

(e) Water and Sanitation for children; 
Strategies to implement National Plan ofAct ion for the Children are (a) Access status o f  water 

supply & Sanitation in school and hospitals, (b) Provision o f  improved water supply and sanitation 
through school development societies in all districts, (c) Provision o f  improved water supply & sanitation 
facilities in hospitals through the Health Department, (d) Participatory hygiene education interventions 
and environment studies in schools, (e) Introducing hygiene practices and attitudes and (Q Maintenance 
service provision. 

( f )  Integrated urban water supply management strategy 
Emerging strategy encourages consumers to use multi-source water supply for different water 

needs reducing the consumption oftreated-water for non-drinlung purposes. Exploration o f  alternative 
water sources i s  a critical approach in this context and addressing the issues o f  protection, conservation 
and exploitation o f  water resources i s  mandatory. 

(g) Dedicated water supply lines for compact city development 

bundle the cost ofwaterworks into the project cost o f  such compact city developments. 

(h) User Driven Demand Management programme 
A user- driven demand management programme, which could lead to sustainable water consumption 

habits, innovative metering mechanism etc, will be used to reduce the excessive domestic consumption 
oftreated water in order to make room for new beneficiaries to connect to the networks. 

An approach involving promoting dedicated water supply lines for compact city development and 

(i) Mobilize and empower urban low-income communities in operating settlement specific 

The data revealed that the NWS&DB experiences o f  36 ofunaccountable water fi-om the total 
water supply In the urban sector every year. Converting un-metered common water posts to metered 
water connections i s  a part o f  the required innovative and multi-faceted approach. Provision o f  metered 
individual connections from the distribution network has been one ofthe strategies implemented by the 
NWS&DB and other projects to reduce unaccounted-for-water. A field-tested mechanism ofbringing 
Community Based Organization to operate the settlement-specific water supply network where the 
NWS&DB plays the role o f  a bulk supplier could be replicated as a strategy to reduce NRW level. 

(j) Fund raising mechanism for CBO’s 
Community i s  the tlwd sector for economic development and their commitment and capacity have 

not been explored substantially. Community sector has proven that they are capable o f  planning, 
constructing and operating viable rural water supply schemes. Rural based water supply projects such 
as Community Water Supply and Sanitation project has implemented community contracting up to 
Rupees five million. However concerns arise on sustainability o f  CBO operated water supply schemes 

water supply schemes 
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as there is no fbnd raising mechanism for rehabilitation and augmentation work other than routine billing 
collection. Formulating a strategy on creating avenue for CBOs to raise funds for this purpose needs to 
be explored. 

Interventions required to address strategies 

1. 

2. 

3. 

Community participation has been a key feature o f  project design so far in the rural water supply 
and sanitation sector. There i s  aneed to continue such approach during planning, implementation, 
and o m o n  and maintenance o f  rural water schemes. If the Government intervention is forthcoming 
to focus on partnership building between CBOs, business community, financial institutions and 
local authorities, the sustainability o f  the rural water supply projects i s  ensured. 

To execute an integrated urban water supply management strategy, interventions o f  regulatory 
authorities are essential. For instance, to promote rainwater harvesting for non-drinking domestic 
purposes in urban areas require strong application ofbuilding regulations. Similarly introduction o f  
sewer networks in cities require local authority regulations to ensure households connections. 
It i s  necessary to recognize the community sector as the third sector for capital investment in water 
supply and sanitation projects for  mobilized communities to  be the partners o f  the economic 
development in the country. Revisiting o f  existing regulatory fiamework on community contracting 
i s  necessary to empower the communities for this purpose, 

Public Investment Programme -Water Supply and Sanitation Sector (2006-2016) 
RF. Mn. 

Rural water supply and 

Small Scale Infrastructure 

4.4 Roads 
4.4.1 Introduction 

The road transport i s  by far the dominant mode o f  passenger and goods transport. About 95 
percent ofthe passengers and 98 percent o f  S-eight are carried over the roads. In terms ofthe responsibility 
o f  road development and maintenance roads are usually classified as national, provincial and local 
roads. I n  addition to the official road network of is 91,862 km there are approximately 24,000 
km of roads belonging to the estates, state agencies such as Forest, Irrigation and Wild L i f e  
Departments, Mahaweli Authority etc. 
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Table 1: Road Network in Sri  Lanka 

Development of the road infrastructure contributes to balance regional growth. Poor condition of 
rural roads has been identified as an important impediment to operation of businesses and undertaking 
new investment in a recent study by the ADB and the World Bank. Road improvements would also 
open up opportunities for national integration, political and economic stability. 

Vision 
To provide accessibility to all population in the country and to have high and quality 
mobility road network for the transportation of passengers and goods. 

4.4.1.1 Issues 
0 The quality and capacity of road network has become a constraint to meet rapidly increasing 

0 Increase in costs to road user (including vehicle operating cost) due to poor condition of roads. 
Lack of coordination among national, provincial, and local authorities and regional development 

0 Lack of ski l l ,  capacity and equipment in provincial level authorities to improve the road network 

demand for road transport. 

ministries in development and maintenance of roads. 

4.4.1.2 Policy Highlights 
The existing policies focus on the following 

Evolving cost effective and innovative techniques of dCsign for construction, maintenance and 
rehabilitation of roads. 
Connecting poor regions and productive centres to domestic and international markets. 
Building a national highway system and an integrated ioad network 
Improving the management of the existing road network 
Enhancing road safety 
Promoting piivate sector participation in investment in new roads. 

4.4.1.3 Strategies and Action 

High priority will be accorded to for maintenance and rehabilitation of existing road network paying 

Carefully selected and economically maintainable new major roads and expressways will be built. 
Development, construction, rehabilitation and maintenance of expressways, interregional national 

If sufficient funding i s  generated to cover all necessary maintenance and generated a surplus, then 

attention to pedestrian safety. 

highways, provincial and iura1 roads will continue. 

the Road Fund will be used for road rehabilitation or widening and improvements of roads. 
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Providing road facilities to six percent o f  villages o f  the country which reportedly suffer from 
inadequate access to the transportation networks will be given higher priority. 
An ambitious program for traffic management and increasing road safety will be launched. 
T&c management measures such as road pricing, conslmction o f  flyovers, establishment o f  signal 
lights and the construction o f  grade separated intersections will be introduced. 
Reforms o f  the road sector institutions will be undertaken. 
Investment opportunities for the Public-Private partnership for expressway development will be 
opened. 
Systems will be developed to minimize the damage caused to the road surface, due to the laying o f  
utilitylines. 
Special programme “ Maga Neguma” for developing rural road network will continue. 
The road sector development will continue to assist the nation’s poverty reduction effort. 

Indicator 
Condition o f  the Road 

Coverage o f  villages 

Unit 2005 2006 2010 2016 
% o f  kilometerage 
in good condition 

39 40 58 95 
% 94 95 97 100 

Projects and Programmes 

Construction of interregional express highways 
Today the Colombo metropolitan area has become the main transport hub in the country. Easing 

the traffic congestion in Colombo and providing uninterrupted and rapid movement o f  traffic between 
provincial / district capitals and economic zones has become important for  achieving growth and 
development objectives. In terms o f  this requirement, the government i s  willing to construct the following 
interregional express highways. 

Proposed Interregional Expressways 
Southern Expressway 
Colombo - Katunayake Expressway 
Outer Circular Road 
Colombo -Kandy expressway 
Colombo - J a f i a  expressway 
Extension o f  Southern Expressway 

Upgrading and improvement of  the existing national road network 
These national roads connect regional centres. And their improvement would also result in reduced 

transport costs for  the agricultural and other local produce and thus will have a positive effect o n  
development o f  interior areas. Proposed flagship road development projects for  upgrading and 
improvement ofthe existing national road network are as follows. 

Proposed Flagship Road Development Projects for Upgrading and Improvement of the 
Existing National Road Network. . . 

Rehabilitation ofhttalum-Trincomalee Road 

Core National Roads Development programme 
Base L ine Road Phase I11 
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. 
rn . . . . . . . . 

Upgrading Colombo -Moneragala - Pothuvil road 
Upgrading Katunayake - Padeniya - Anuradhapura - Vauniya Road 
Upgrading Matara - Hambantota 
Upgrading Weerawilla -Ampara 
Upgrading Batticaloa- Tricomallee 
Upgrading Ambepussa -Trincomalee Road 
Tsunami affected road improvement 
Upgadmg Trincomalee Mdlaitivu Road 
Upgrading Puttalam -Tallady road 
Up grading J a f i a  -Vavuniya road 

Rural & Provincial road network development: Over 72 percent o f  the population o f  the 
country live in rural areas and they need better roads to improve their economic and social conditions. 
The latter includes access to health and education facilities. Most agricultural activities and 20,000 small 
and medium scale enterprises spread over the country will benefit f rom development o f  rural roads 
which are usually in a very neglected state. Flagship Projects for Rural and Provincial road network 
development are as follows. 

Flagship Projects for Rural & Provincial road network development . Rehabilitation and Improvement o f  Provincial roads. . MagaNeguma Rural Road Development Programme . Estate Sector road development programme under National action plan for plantation communities . North - East Road Development . Tsunami affected road improvement 

Establishment ofAdvanced traffic Management measures 
Although the traffic load on roads has increased very rapidly during the past two decades, the 

increase in the capacity o f  the road network has been very marginal due to the very high cost o f  widening 
o f  existing roads and construction o f  new roads and difficulties associated with acquisition o f  land. 
Therefore effective traffic management measures are to be adopted to maximize the use o f  available 
road capacity and to implement appropriate traffic demand management measures. Investment activity 
in this area would include construction o f  subways , flyovers , signaling systems and widened road 
junctions in the main cities. The following flagship projects will be implemented for advance traffic 
management measures. 

Flagship Projects For Establishment ofAdvanced traMic Management measures 
0 Construction o f  16 flyovers and Grade Separated intersections in Colombo Metropolitan area 
0 Construction ofbicycle lanes within urban areas. 

Expected modes of Funding 
While the existing sources o f  fimding will continue to provide the bulk of the financing o f  the 

investment plan, these sources alone will not be sufficient to cover all the expenditures identified as 
necessary to prevent M e r  deterioration o f  roads and bring the road network into at least some minimum 
standard. 

The following are the hnding sources considered in the investment plan 
0 General Revenue 

Donor finance such as the ADB, World Bank, JBIC and Kuwait  fund 
Private sector finance, Channelled through such methods as BOT or PPP 
Road user charges, usually in the form o f  a fuel tax and an annual access charge. 
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Name of  the Project 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Improvement & Rehabilitation of Road Network 

Maintenance ofRoad and Bridges 

3rd Road lmpmvement Rojcet 

Network Impmvement Rojct -(Funded by 

3410 3730 4082 4469 5546 5591 5636 5682 5721 5112 

80.5 

91 

Ratnapura . Beragala. Badanwela Road I I W  I 20 I 



Name ofthePrgeet 

Provincial Rood Development , Rural Road Development 

10709 8274 6295 6207 6517 6843 7185 7545 7921 8317 

9588 10526 11344 9402 9684 9975 10274 10582 10899 11226 

! Total investment for Read Serlor i 651213 1 81032.5 I 85154 1 76607 82607 I 79019 1 82555 1 83269 I 79007 81175 I 

4.5 Transport Services Sustainable Mobility 

4.5.1 Introduction 
Local transportation needs are mainly met by the road and the rail and small portion o f  local 

transport i s  met by air and ship transport. The contribution o f  road and rail sectors to the National GDP 
averages fiom 4% to 6% during the last decade. Petroleum consumption ofthe Inlaid Transport Sector 
amounts to US$1,042 million in 2005 which was an increase by 12% born 3004. The total subsidy 
claimed for this consumption i s  US$260 million which i s  equivalent lo  1% ofthe GDP in 2005. For the 
domestic passenger transport i s  based on various modes o f  transport. The utilization and contribution o f  
each mode i s  \ aries as follows. 

Market Share of  Pubfic Transport in 2005 

5% 
45% 

Private Bus S r i  Lanka Railways 1 
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W h i l e  transport i s  contributing economic growth and welfare it creates negative impacts such as 
urban air pollution, road accidents and high fuel consumption. Policies and strategies will address the 
issues ofminimizing these aspects. 

Challenges 
Meet the increasing demand for transport due to increase in accessibility for  rural people with 

Provision o f  transport service at affordable price with increasing fue l  price. 
Management o f  increasing traffic congestion with rapid economic development and urbanization. 

Provision o f  continuous bus services for rural areas due to l ow  demand. 

implementing various economic activities in rural areas. 

. .  . .  
0 Mmmmng air pollution created by old vehicle fleet and traffic congestion. 

The Vision and Objectives: The vision that guides the present plan i s  an efficient and safe 
transport system at an affordable cost and responsive to the needs o f  social and economic development. 

Objective 

Providing Efficient Transport Services 
OF 

OF 

OF 

Public transport modal share % 
Passengers carried by state buses. (As % o f  total 

Passengers carried by ra i l  (As % o f  total passenger 
passenger transport) 

Targets 
2006 I2010 I2016 

69 75 80 
23 25 28 

6 10 15 

*F Ra i l  freight transport % 2 1  10 1 15 

Policy Highlights 

-F Private vehicle per thousand people 

(0 

(ii). 

(iii). 

140 1 210 I 300 

The following are some ofthe main principles that guide policymaking in the transport sector. 
The tar i f fs  for transportation services will be related to costs ofproviding such services. As far as 
possible the external costs will also be built into the user charge. 
Subsidies shall not be granted by the government to transport services and transport users except 
in special cases specified in (i) above, and justified on economic and social grounds on government 
directive. In such cases, the Government or Provincial Councils should be prepared to provide 
direct subsidies to intended beneficiaries rather than through transportation services. Th is  should 
be considered only in instances where they would be clearly impracticable in operation. 
Any subsidies under (ii) above shall be granted only after the objective analysis has shown that 
there i s  no preferable alternative to specific transportation subsidy with the quantified reasonable 
cost figure. Where direct payment to beneficiaries i s  not practicable, the choice i s  for advocating 
agency or respective Ministry to pay the full cost-based price for the services and provide access 
for beneficiaries through the issue o f  stamps or tickets purchased f iom the respective transportation 
agency. The cost o f  such subsidy shall be included in the budget o f  the respective Ministry or 
agency that advocates the subsidy. 

OF Mass Transit (BRTNRT) % 

93 

00 15 25 

*F 

.E 43.43 
OF Increase in non motorized transport % 2 

Reduction in fatal & grave road accidents per 1,000 

Operating cost o f  bus per h (constant 2006) (Rs.) 
vehicles 

10% 15% 

41.20 40.00 
10 15 



Subsidies may be granted for cases where the operation o f  services, such as an urban commuter 
service, rural commuter service and to school children who require subsidies. It can also provide 
third party benefits such as reduction o f  road congestion and its associated costs to  road mobility 
to rural community for markets and services. Subsidies may be granted to reduce social cost and 
to upl i f t  the l i fe  style o f  the poor, providing mobil ity to schools for  poor children. However, 
subsidy in such cases shall be limited to a reasonable approximation o f  the third party benefit, 
unless there i s  a specific Government directive as in (ii) above. 

(iv). Government should not encourage cross-subsidies through operation o f  transportation services 
and should avoid this kind of  application. 

(v). Government should charge the users o f  Government provided domestic transportation inhstructure 
such as roads and terminal facilities. These facilities can be provided as private or public sector 
projects. In the case o f  the facility owned by private sector under BOT or BOO shall share the 
capital investment with Government on arational basis o f  charges earning through commercial 
enterprises. 

(vi). Government regulation oftransport shall be in two forms; saf'ety regulation and economic regulation. 
Economic regulation shall be exercised only in cases where effective competition in free market 
does not prove to be acceptable and quality o f  service in producing correct tar i f fs  are reasonably 
related to the costs ofproviding the services, which gives an efficient operation. In these cases, the 
economic regulation shall be kept to the minimum which is necessary to protect the public interest 
and public order. A system should be developed in order to achieve the sel f  regulation which shall 
be applied as far as possible with the Regulatory Authority at National level, Provincial level and 
Local level and there will be one for all sub-sectors (rail, road and water) or for each sub sector. 
It will be usefbl, if th is  i s  cleared to operate on minimum regulation to keep public interest in place 
without interfering with free market operation for  al l  modes. The users and suppliers shall be 
accommodated in the process o f  formulating a self regulatory system. Regulatory mechanism 
should not protect the public sector operations which will increase the inefficiency and l o w  
productivity. 

Rail  Transport: Less travel time 
Railways contributes around 5% o f  passenger transport and 2% o f  goods transport in 2005. 

Though the accessibility to railway i s  not spread throughout the country, it carries about 64mn passengers, 
almost 1.6mn metric tones o f  freight per annum. Further, it operates 4.4bn passenger kilometers and 
13511x1 freight ton km anndy. Railway has been identiiied as economical mode o f  transport for passenger 
as well as goods transport. Increase in its contribution will reduce cost o f  transportation o f  passengers 
as well as freight. However in the interests o f  cost recovery, it i s  planned to increase share ofpassenger 
transport from 5% to 10% and share o f  freight transport from 2% to 10% by 20 10. In order to achieve 
this target government expects to invest on railway % % o f  GDP to develop rail transport. 

Transport Policy Focus 

and efficiency. 

developing business areas with private public partnership. 

to operate services contributes to economic development and social obligation. 

Encourage large capacity public transport vehicles in order to achieve energy and space savings 

Direct towards to operate railway as commercial entity by operating competitive basic and 

Lead to adopt the cost recovery principle in its operation while the government i s  providing assistance 
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Introduce annual revision o f  fieight and passenger tariff considering tariff revision in other substitute 

Control and mitigation o f  environmental damage and pollution created by transport development. 
Modernizing passenger and S-eight transport by rail, thereby increasing i ts  operational efficiency. 
Develop Inter-modal transport with seaport, airport and other road bound transport. 

mode instead o f  fixed tariff for long period. 

Strategies and Actions 
Strategies are developed to achieve three fold objectives: Improvement o f  the existing services 

provided to passengers, improvement o f  financial situation, and improvement o f  railway in medium and 
long term perspectives. 
Improvement of the existing services 

Revise time table considering passenger demand and increase number o f  trains operate in suburban 

Introduce express train services for identified destination. 
Avoid cancellations and long delays scheduled train services 
Remove all speed restrictions and operate trains at 80 km per hour 
Promote rail bus interchanges in identified places 

areas 

Reduction of financial losses 
Manage increasing operational and financial losses by introducing efficient management system. 
Reduce cost of  good transport and increase revenue o f  railway by diverting fieight transport f iom 

Develop railway station as a commercial centre. 
road to rai l  transport. 

Improvement of railway in medium terms and long term 
Increase in operational capacity by extending duel railway line to connect Anuradapura, Matara, 
with Colombo 
Modernize railway by introducing modem technology and better management system within the 
departmental frame work. 
Introduce electrified train services for suburban areas. 
Construction ofnew railway lines to connect growing centres with capital and commercial centres. 
Facilitate container transport by rail to the port through establishment o f  internal Container Deports 
at selected locations, 

Bus Transport: Comfortable and Safe Journey 
The bus service helps to reduce the traffic congestion and tuckle social exclusion. Bus services 

are as an alternative to rail services in some areas and it i s  complementary service for rail for some areas. 
The market share o f  the public bus passenger transport i s  around 68% in Sri Lanka. Ofwhich 23% i s  
provided by the State Bus Companies. The remainder i s  provided by the private buses. 

Policy Direction 
Strengthening cost reflective regulated tariff system for bus sector and providing subsidy for rural 

Provide commuter fiiendly public transport services while encouraging fair competition between 
and school bus services 

public and private bus services 
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Encouraging the private sector to formulate viable business entity instead o f  individual ownership. 
Promote use o f  public transport as against private vehicles. 
Promote non-motorized transport modes where appropriate (eg. Bicycles) 
Reduce the risk o f  accidents associated with transport 
Reduce dependency on government fund for operation o f  state bus service and limit government 
fund only for investment. 

Strategies and Actions 
Improve the existing capital assets through introducing proper rehabilitation programme. 
Reducing traffic congestion by introducing appropriating Mass Rapid Transit System for suburban 

s Strengthening state bus services by adding new buses. 
Encourage National Transport Commission and Provincial Councils to develop and implement 

Providing coordinated rail bus services specially in suburban areas. 
Encourage private investors to replace old buses with new buses 

areas with public private partnership. 

common regulatory process 

Freight transport: Easily access to destinations 
The benefits o f  the freight on rail are stressing in particular its contribution to congestion relief and 

environmental improvements. Specially, 8% economic growth over the period o f  10 year plan i s  
encouraging modal shift from road to rail. Achievement ofthis objective will increase market share o f  rail 
from i t s  current 2% to 10%. 

Policy Objectives 
Improve reliability o f  fieight movement 
Coordinate freight transportation investment, economic development, and trade initiatives. 
Improve freight regional network and comdors linking national and global trade areas. 
Ensure economic competitiveness. 

Strategies and Actions 
Investment in the infrastructure to provide additional capacity. 
Secure rail freight services which are more competitive, more reliable and meet its needs. 
Improve the productivity o f  ra i l  freight services by increasing capacity o f  the rai l  network and 
reducing travel time. 

Road Transport Sector 

Time target 

2009 

2007 

~ Strategic actions 
' recommended 

Implementing 
responsibility 
(IdentifL responsible 
Agencies) 
Urban Development 
Authority (UDA)/ Ministry 
o f  Railways and Transport 
National Transport 
Commission 

1. Implementation o f  Bus 
Rapid Transit System in 
Colombo core area 

2. Implementation o f  bus 
sector reforms for public 
transport 

3.F Implementation o f  
reform o f  Sri Lanka 
Transport Board 

Relevant strategic thrust area 
(refer the I O  strategic thrusts 
identified for National Sustainable 

peveloament Goals nVSDGl 
Energy security & management, 
sound ecosystem management and 
sustainable urbanization 
Social security, eradication o f  
poverty and Good governance 

Good governance, eradication o f  2007 Ministry o f  Railways and 
poverty Transport I S r i  Lanka 

Transport Board 
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Strategic actions 
recommended 

Relevant stratepic thrust area 
{refer the I O  stratepic thrusts 
identified for National Sustainable 

4. Implement Inspection and 

Time target 

maintenance program for 
vehicles, enforcing 
gazetted emission 
standards 

5. Reduce the age o f  imported 
used vehicles to 2 years 
and ban importation o f  
used spares 

6.F Implement road map 
o f  clean fuel proposed in 
Clean Air 2007 program 
providing market with Euro 
I1 fuel by June l', 2007 
and EURO I11 b y  January 
is', 2010 

7. Introduce special emission 
standards for three 
wheelers with special 
imports duties to 
discourage importation o f  2 
stork two and three 
wheelers 

DeveloDment Goals nVSDG) 
Sound ecosystem management 

Railway Transport Sector 

2007 

Strategic actions 
recommended 

Sound ecosystem management and 
eradication o f  poverty 

Sound ecosystem management and 
eradication o f  poverty 

1. Improve urban commuter 
railways with high 
frequency and service 
levels 

2007 

2010 

2. Development o f  dry port 
with ra i l  connection at 
Ragama 

construction o f  double 
track from Kalutara South 
to Matara 

4. Rehabilitation o f  upcountry 
railway network 

3. Rehabilitation and 

Clean and pleasant environment 
(Air/ Noise), energy security and 
management and eradication poverty 
Clean and pleasant environment (air 
and noise) and sustainable 
urbanization (Rural economic 
development and zoning) 
Clean and pleasant environment 
(Air/ Noise), energy security and 
management and eradication poverty 

5. Reformation o f  Dept. o f  
Railways with competitive 
commercial base 

lands for urban 
development 

6. Development o f  railway 

7. Improvement o f  rol l ing 
stocks to provide passenger 
and freight services in 
effective manner 

2009 S E M N  SLR 

201 0 SEMA/ SLR 

2009 S L W  MOR&T 

Sound ecosystem management w 
Relevant stratepic thrust area 
{refer the 10 stratepic thrusts 
identified for National Sustainable 
Develooment Goals (NSDG) 
Clean and pleasant environment (air 
and noise) and sustainable 
urbanization (Rural economic 
development and zoning) 

Clean and pleasant environment 
(Air/ Noise) and energy security and 
management 
Clean and pleasant environment 
(Air/ Noise), energy security and 
management and eradication poverty 

Clean and pleasant environment 
(Air/ Noise), energy security and 
management and eradication poverty 

Time target 

201 0 

201 1 

2012 

2010 

Implementing 
responsibility 
(Identifi responsible 
Agencies) 
Ministry o f  Railways and 
Transport (MOR&T)/ Dept. 
Motor  Traffic/ Central 
Environment Authority 
(CEA) 
Ministry o f  Finance & 
Planning / Dept. o f  Motor  
Traff icDept. o f  Import 
Control 
Ceylon Petroleum 
Corporation/ CEA/ Public 
Utilities Commission 

Ministry o f  Finance and 
Planning & Dept. o f  Motor  
Traffic 

Implementing 
responsibility 
(Identifi responsible 
Agencies) 
Sri Lanka Railways (SLR)/ 
Ministry o f  Finance & 
Planning (MOF)/ Strategic 
Enterprise Management 
Agency (SEMA) 
S E M N  S L W  MOR&T 

SLW MOF/  SEMA 

S L W  S E M A  
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Strategic actions 
recommended 

1. Development o f  canal from 
Dehiwela to Rajagiriya 1 

2. Development o f  Hamilton 
canal 

3. Rehabilitation o f  Beira Lake 

4. Rehabilitation o f  Canal 
system from Bolgoda to 
Colombo including St. 
Sebastian canal 

Flagship Projects 

Relevant stratepic thrust area T ime target Implement ing 
[refer the I O  stratepic thrusts responsibility 
identified for National Sustainable (Zdentifu responsible 
Develovment Goals (NSDG) Agencies) 
Clean and pleasant environment (Air/ 2010 Sri Lanka Land 
Noise) Reclamation & 

Development Corporation 
(SLLRDC) 

Clean and pleasant environment (Air/ 2012 SLLRDC 
Noise) 
Clean and pleasant environment (Air/ 2009 UDN Sri Lanka Ports 
Noise) sustainable urbanization Authority 
(Rural economic development and 
zoning) 
Clean and pleasant environment (Air/ 2014 SLRDC/ UDA 
Noise) sustainable urbanization 
(Rural economic development and 
zoning) 

WE Extension of the coastline up to Kataragama 

- The proposed railway line wil l  serve the Hambantota district and part of the 
Monaragala district, an additional length o f  1 1 O k m  along the Southern 
coastal belt o f  Sr i  Lanka. The estimated cost o f  the project i s  Rs. 30bn o f  
which Rs. 25.7bn i s  expected to come through foreign assistance. 

.E Upgrading and double tracking Colombo - Matara railway line 
- This railway l ine i s  having only 41km o f  double track from Colombo to 

Kalutara South and 119km o f  single track from Kalutara South to Matara. It 
i s  estimated Rs. 18,75011111. 

*E Development and extension of Kelani Valley railway line up to Hambanto; 
via Ratnapura and Embiripitiya 
- The proposed railway line wi l l  directly serve the Hambantota, Ratnapura and 

Colombo districts with comprising 15 lkm. The tentative total estimated cost 
o f  the project i s  Rs. 37,50Omn. 

-L: New railway line from Kurunagela to Habarana via Dambulla 
- This railway line i s  more reliable access from Kurunegala to Habarana via 

Dambulla. I t  comprises 80km and the tentative total estimated cost o f  the 
project i s  Rs. 24bn. 

.E Electrification of Suburban Railway line 
- The section o f  railway line proposed for electrification between 

Colombo Fort and Veyangoda with comprising 3 7 h .  

This i s  proposed from Ratmalana to Battaramulla via Fort railway station 
with comprising 22km. 

*E Bus Rapid Transit System 

.E Light Rapid Transit System 
- 

- The proposed BRT system between Battaramulla and Dematagoda 
has been identified a 7.5km trace. BRT vehicles (Buses) operate 
totally on exclusive or protected right o f  way. 

*E Rs. 30,OOOmn 

*E Rs. 18,7501~1 

*E Rs. 37,50011111 

*E Rs. 24,00011111 

*E Rs. 7,00011~1 

*E Rs. 8 1,60011~1 

*E Rs. 69Omn 
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.F Purchase of New Buses for Fleet Replacement 
- The public sector bus system i s  suggested to inject 10,000 new buses 

for fleet replacement by year 2016 in order to ensure supply o f  
reliable, efficient, clean and a safe number o f  buses for the traveling 
public. 

Colombo - Katunayake Express Railroad Project 
- This i s  for implementing a shuttle ra i l  bus between Colombo city and 

Katunayake Airport. The tentative total estimated cost o f  this project 
i s  Rs. 15,650mn. 

*F Rs. 26,0001~~1 

-F Rs. 15,650m 

Ongoing Projects 

Total 
(2007- 
2016) 

~ - .  

Replacement buses with new buses 1 22917 1 2000 I 3900 1 4017 I 1560 I 1690 I 1820 I 1950 I 2080 I 2080 I 1820 
Rehabilitation o f  bus fleet I 7385 I 200 I 280 I 350 I 440 I 550 I 680 I 850 I 1060 I 1325 I 1650 

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Renovation o f  Central Bus Stand I Bus 
Stands I Depots I Workshops 
PurchaseofSpars,Equipment andMaterials 
SccialServiceSubsidy, SpecialBusServices 

2282 81.5 165 180 200 220 240 260 285 310 340 

11570 920 965 1015 1065 1120 1175 1230 1295 1360 1425 
4460 380 390 395 400 445 450 455 510 515 520 

2200 Bus Rapid Transit System pematagoda - 
Battaramulla) 

99 

0 20 600 680 
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Partnership 

48614 3582 5700 5957 3665 4025 4365 4745 5230 5590 5755 
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4.6 Ports and Aviation 

4.6.1 Ports 

Introduction 
Sri Lanka i s  located at the tip o f  the Indian subcontinent and Colombo port i s  the premier seaport 

in the country and i s  regarded as one o f  the leading ports in South Asia too. Aunique feature o f  this port 
i s  i ts strategic geographic location. Therefore, the Colombo seaport could be considered as the South 
Asian Gateway to Europe, the Far East, the Middle East, Africa, Australia and Pacific Rim countries. 
Further, Colombo port i s  located close to world trade trunk routes between the East and West. These 
geographical advantages are one o f  the main reasons for Colombo to  develop into a major trans- 
shipment centre and a gateway for other countries in the region. 

In future, the port development activities will focus on expansion o f  capacity and improvement o f  
efficiency o f  the existing ports, construction o f  new ports in strategic locations. Instead o f  dependence 
on government funds, alternative sources o f  finance may have to found for investment in ports. 

Situation 
The capacity of the existing Colombo Port i s  estimated at 3.3mn TEUs per annum. Container 

demand at Colombo will exceed the total capacity o f  the existing port in around 20 10. International 
transshipment business which i s  a large share o f  Colombo port i s  highly sensitive to future capacity and 
actual services level provided by the port. Maintaining sufficient capacity i s  required if Colombo Port i s  
to sustain i t s  position as the container hub o f  South Asia in facing regional competition. Further, the 
industry will demand deeper and longer-length berths to accommodate the new generation vessels. 
Therefore, upgrading and expansion o f  existing infrastructure and improvement o f  productivity and 
operational efficiency in the Colombo Port to equal or to be a higher than the other ports in the region is 
essential. Further, ports in other locations in the island also need to be developed with proper linkages 
to Colombo Port. Such ports will be able to provide additional ports services to the nation and stimulate 
economic activities in these areas. 

Vision: Developing Sri Lanka as the leading navigational, trading and commercial center in the 
South Asia 

Policy Directions 
0 Develop the main ports o f  the country to facilitate increasing export and import trade associated 

with rapid economic development in the country as well as in the region by taking advantage o f  the 
liberalization and globalization process 

0 Decongest the Colombo international port, by constructing South Port, Galle and Hambantota 
Ports. 
Develop ports in identified provinces such as South, East, and North as medium scale to divert 

0 Cost o f  land acquisition relating to new port development will be born by the government. 
0 Encourage alternative source o f  funding for new investment in port related inhstmcture development. 
0 Encourage registration o f  ships under Sri Lankan flag and increase Sri Lankan naval professionals 

increasing volumes o f  domestic bulk fieight transport from road to sea transport. 

to establish Sri Lanka as a major maritime country. 
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0 Operate ports as commercial entity without Exchequer support. 
0 Encourage public private partnership investment for new investment in the port sector. 

Strategies 
While continuing the state ownership o f  the existing ports, encourage improvement o f  capacity, 
efficiency and productivity o f  ports. 
Enhance the capacity and deep draught capability in the Colombo Port to accommodate modern 
mega container vessels. 
Develop Hambantota port as an important calling point for provision o f  port facilities and other 
marine services 
Manage increasing operational cost o f  ports to operate as commercial entity 
Establish container terminals outside the harbour as public private partnership projects 

Flagship Projects in the Ports Sector 

- _ _  ___ - - - _ 
h Cmstruction of Oltrvil Harbour 

_ 

Construction o f h w  Brcakuaters, dredged harbour basin to 8m to 
cater 5000DNT 1 ewels. Rs.4,60#mn 

4.6.2 Aviation 

Introduction 
Air transport is  one o f  the fastest growing sectors o f  the world. Asia Pacific region i s  regarded as 

the fastest growing market for the aviation industry in the world. Rapid economic development taking 
place in India and China will cause a growth in demand for air transport in the region because increased 
income allows people to spend more on travel and tourism. The location o f  Sri Lanka has advantage to 

Movement o f  Passengers- BlA 

Year(2004-2016) 
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attract increasing numbers o f  air  passengers in the region. Economic growth in the neighboring countries, 
regions, and Sri Lankan economy will cause an increase international trade and tourism. Sri Lanka has 
high potential to capture these growing markets if the industry i s  properly developed. Air transport has 
increasingly become the mode o f  transport o f  people as well as essential cargo. It has clearly contributed 
to the rapid growth in international trade in recent decades by making it cheaper and quicker to move 
products and persons across long distances. Therefore, maintaining a world class aviation industry i s  
vital, to take full advantage o f  the benefits o f  the future growth in international trade. BIA i s  expected to 
reach the s i x  mill ion passenger target by year 2008. 

Sri Lanka’s Aviation sector consists o f  one International Airport and 12 domestic airports. 
Bandaranaike International Airport (BIA) i s  the only international airport in the country and Ratmalana 
and Palally are the main operating domestic airports. Further, the BIA will face challenge on providing 
landing facilities for the N e w  LargeAircraftAirbusA380 which is scheduled to come in 2008. It is 
necessary to widen the present runway shoulders and taxiway to meet the wingspan o f  these aircrafts. 
The new airports are planned to construct in several countries and major airport renovations are occurring 
in the South Asian region to face the air traffic and cargo growth. If Sri Lanka, need to become the hub 
for the region, it i s  required to provide the incentive for airl ines and passengers to travel through BIA. 
Therefore, it i s  required to expand the capacity by modernizing infrastructure and other airport facilities 
and providing competitive landing charges at BIA to face these challenges. The cost o f  charges levied by 
the government and other agencies for providing ground-handling services has direct impact o n  the 
commercial viability o f  airline operations to and f i om an airport. The cost o f  such charges at BIA needs 
to be maintained at competitive levels compared to similar charges levied at other international airports, 
if the BIA i s  to be promoted as an air transport hub in the region. 

Operation o f  our air transport service i s  mainly based o n  bilateral air services agreements. Sri 
Lanka has signed 59 bilateral agreements with 59 countries. At present, 26 such agreements are 
operational. Having followed worldwide trends, Sri Lanka has also moved towards Open Skies air 
services agreements. BIAoperates 84 aircraft (42 landing and 42 taking off approximately) per day. Sri 
Lanka has signed Open Skies agreements with s i x  countries. Sri Lanka will focus specially on obtaining 
Open Skies agreements with countries which are the key providers o f  tourism, trade and investment into 
the Island. 

Key Issues and Problems 
Required capital investment in air transport is  high and private sector participation i s  st i l l  minimal in 

the development ofthis sector. It i s  necessary to explore alternative source o f  finance for the development 
o f  aviation. Domestic air services have not expanded due to the unsatisfactory security situation in the 
country. Further, present runway capacity o f  Bandaranaike International Airport is  not sufficient to 
accommodate large air craft such as Air Bus 380. 

Vision: To maintain a competitive civil aviation environment which ensures safety and security in 
accordance with international standards, promote efficient, cost effective and orderly growth air transport 
Policy Directions and Strategies 

Government investment will focus on improvement o f  traffic control, safety and security in the 
Bandaranaike International m o r t .  
Private sector involvement will be confined to provision o f  landside services such as international 
and domestic aircraft services, food and beverage concessions, duty fiee shopping complex, taxi 
services, parking and hotels facilities near by airport. 
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Public and private partnership will be promoted to develop new airports, and improvement o f  
selected infi-astructure in the existing airports. 
Provision o f  adequate wor ld class airport infrastructure capacity in accordance with demand, 
ensuring maximum utikation o f  available capacities and efficiently managjng the airport inlkistrum 
will be ensured. 
To stimulate economic activities, integration of  air transport with other modes o f  transport will be 
expedited. 
International passenger and cargo air transport services at economic prices will be provided through 
development o f  new airports and existing airports. 
By entering into bilateral agreements on open sky agreements the connectivity between Sri Lanka 
and other countries will be improved. 
Operation o f  domestic air services in a competitive manner will be promoted. 
Multiple local carriers for international air services will be encouraged. 

0 Domestic air links between the capital city with the remote areas will be encouraged. 
An increased number o f  charter flights f iom tourist generating countries will be encouraged. 
Appropriate infhstructure such as hotels, organized taxi-services at the airports will be encouraged 

0 Private sector investment in establishment o f  training centers for pilots, flight engineers, air traffic 
to help growth in tourism in the county. 

controllers will be promoted. 

Flagship Projects in the Aviation sector 
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Port City Development 

4.7 Postal Sector 
Introduction 

165 145 10 10 

The postal service i s  the most basic and most common means by which massages can be 
communicated and goods delivered. Further, it serves as an important medium o f  communication for 
business and commerce. An efficient and viable postal service is required to communicate effectively in 
changing world. Role ofthe postal service in economic and social development i s  enormous. Postal 
service i s  imperative in a world where heading globalization. For the supply o f  postal services throughout 
the country Postal Department has established a network. I t  consists o f  626 post offices, 34 13 Sub 
Post Offices, 450 agency post offices, 156 Rural agency post offices and 60 estate agency post offices. 
Available facilities in each category o f  post officers are varied. All post offices have telephone facilities. 
As far as sub post offices are concerned, telephone facilities are available only for 2796. As an initial 
step o f  introducing new technology for post offices, Postal Department has introduced Email facilities 
for 125 Post Offices. In addition, 140 Communication Locales have been established at post offices. 

M a i n  objectives o f  the postal sector are as follows: 
0 Ensure better quality o f  service and greater responsiveness to customer needs. 

Ensure financial sustainability through a reduction and gradual elimination o f  cost and service 

Optimize the utilization ofpostal services and infrastructure to stimulate and support economic 
inefficiency in its operations. 

development and employment creation. 

Issues in the Postal Sector 

a. Continuous financial deficit 
Continuous financial deficit i s  the main problem faced by Department o f  Posts. In spite o f  the fact that 
postal tariff has been increased regularly they haven’t recorded any profit since 1986. It has been 
calculated that total financial deficit i s  about Rs 6500 mn by 2005. 

Re-surfacing of  runway at BIA 

Construction of second runway at 
BIA 

Total 
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b. Unsatisfactory quality of Service 

is the main reason for the unsatisfactory quality o f  service. 

c. Poor organizational structure 
Market structure and market share ofpostal service have changed with liberalization o f  the economy 

and introducing new alternative technology. However, structure o f  the Postal Department has not been 
changed during the last few decades. 

d. Low induction of  technology 

poor quality o f  service. 

e. Uneconomical postal network and services 

impact. That i s  why most ofthe post offices are running at a loss. 

f. Out dated tariffpolicy 

monopoly status to competitive market. Therefore, tariff policy should also be revised accordingly. 

Policy Direction and Strategies 

It has been estimated that on time delivery o f  letters are vary f tom 34% to 65%. Low productivity 

Department o f  Posts performs their operations manually. The results are l o w  productivity and 

There i s  a dense postal network in the country. Post offices were opened without studying financial 

Tariffpolicy should be developed based on the market situation. Postal market has changed from 

Efficient postal service will be providedthrough Post offices in every “Jana Sabaha” Secretariat. 
0 Postal Department will focus other services o f  income by providing electronic money transfer 

services, payment o f  insurance, utility bills, banking services and e-government services. 
0 Accessibility to efficient postal services will increase through introducing modern technology. 
0 In order to reduce disparities between urban areas and rural areas, Postal Department will be 

0 Reduce gow ing  financial deficit through streamlining key management support system. 

0 Preparation o f  a Business Plan for the Postal Department and implement it in 2007 onwards. 
0 Declining postal market will arrest by adopting different market strategies. 
0 Tariff system will be developed considering increasing cost, competition, volume o f  letters delivered. 
0 introduction o f  electronic management information system 

promoted as call centere for village. 
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Strategic priori t ies 
Expansion o f  the nation wide 
postal network 

Communications facilities 

Improved quality o f  service 

Post office as a commercial 
organization 

Human Resource Development 

Targets 
Improve and expand the postal 
network 

Provision o f  better communications 
facilities for the public 

Increase the efficiency and 
productivity 

Reduce the financial losses 

Enhancement o f  the knowledge and 
skills o f  staff 

Programmes 
-Establishment o f  Post office for “Jana 
Sabaha” Secretariat 
Construction o f  new post office buildings 
and rehabilitation o f  post offices 
-Provide telephone facilities for sub post 
Dffices 
-Provide fax facilities for post offices 
-Provide internet and email facilities 
introduce automated counter system for 
post offices 
- Provide bicycles for post men 

Establish a separate unit in every post 
ofiice with following facilities. 

* Internet and email 
Fax 
PhotoCopy 
Local and International Call 
Stationary 
Type settings 
Graphics Design 

Develop a electronic system in major post 
officers to provide 

OF Banking services 
OF Agency insurance services 
OF Agency b i l l  payment services 
eF Effective money transfer 

services 
Introduction o f  a proper management 
system 

*F Prepare a Human Resources 
Development plan in order to train 
employees in national and 
international level 

OF Introduce a system to annual 
evaluation o f  employees 
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5. Tourism 

Indicator 1997 1999 2004 2005 

Tourist Arrivals 366,165 436,440 566,202 549,308 

Excursionist Arrivals 18,265 28,335 11,509 119,618 

Official Receipts 
Rs. Mn 12,980.3 19,297.3 42,666.3 36,377.3 
US$ Mn 216.7 274.9 416.8 362.3 
Receipt per tourist per day (US$) 58.6 61.4 72.2 74.6 

Tourism has firmly established itself as the world’s fastest growing and largest industry. International 
arrivals in 2005 reached 808 Mn the world over and it i s  forecasted that during the period fkom 2006 - 
20 15, arrivals will maintain arising growth rate o f  4.6 percent and will reach 1.56 Bn by 2020. Global 
tourism contribution to world GDP i s  10.3 percent. In the year 2005 tourism created 22 1 Mn jobs with 
a US$ 162 Bn pay role. Employment from Tourism i s  forecasted to be around 269Mn by 201 5. 
Tourism stimulates globally enormous amount o f  financial resources in basic infkastructure development 
benefiting the living conditions ofrural people with better roads, access to electricity, water and other 
improved facilities in their own environments. 

In Sri Lanka, Tourism has been accorded the highest priority by the successive Governments as a 
fast emerging potential growth sector in the economy in terms offoreign exchange generation, employment 
creation, inlkistructure development, regional development and creating multiple spin 06 for rural poverty 
alleviation. Tourism generates annually Rs.40 Bn to the economy by way o f  foreign exchange while 
securing more than 200,000 direct and indirect jobs. The informal sector dependant on tourism i s  
substantial and i s  fast growing. 

The following table shows the main trends 

Sector 

Textile & Garments 
Private foreign remittances 
Tea 
Tourism 
Other Agriculture 
Precious Stones 

Table 1: Volume & Value o f  Tourism - 1997 -2005 

FE Earnings 

(Rs. Mn) 
291,090 29 
191,849 19.1 
81,481 8.1 
36,377 3.6 
18,439 1.8 
12,088 1.2 

Percentage of total FE 
2005 earnings 2005 

Petroleum products 
Coconut 

Table 2: Relative Importance of Tourism as a Foreign Exchange Earner 

19,170 1.9 
1 1,400 1.1 

Rubber 
Other 

4,724 0.5 
3 37,43 2 33.6 
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Tourism has been recognized as a high priority area in the “Mahinda Chintana” Policy Framework 
capable of effective driving the country’s socio economic development. 

Vision for the Tourism Sector 

Our human resources and natural and cultural endowments values and ethos wi l l  be fundamental in 
transforming Sri Lanka into a center of  excellence to lure the hearts of the world tourism community and 
that of local populace while offering them the highest values of authentic experiences in its unique setting. 

5.1 Objectives 
The long term primary objective i s  to realize 2.0 Mn tourist arrivals by 2016. In doing so emphasis 

wi l l  be laid on to gradually moving away from all inclusive package tourists to up scale Free Independent 
Travelers (FITS) who are comparatively high spenders. 

Transform tourism to be the third largest foreign exchange earner in the economy and attracting 
more o f  high spending tourists wi l l  to a greater extent help in realizing this objective. Currently average 
spending per day remains as low as US$64. I t  i s  hoped over the period o f  time to raise this to US$ 
150 creating comparatively more opportunities for amusement at new marketable products wi l l  be 
undertaken for this purpose. Average duration of stay has aconsiderable impact on Tourism revenue. A 
Western traveler spends usually 10-14 days to enjoy their vacation whereas maximum stays of a Japanese 
traveler do not extent 8 days. 

Make Sri Lanka the foremost (most sought after) leisure destination in the South Asian Region. 

TransfohTourism to be the fastest job creator i s  a key objective in terms of  resolving employment 
problem. According to statistics as of now more than 200,000 depend on direct and indirect tourism 
related jobs. Increasing investment in Tourism no doubt wi l l  create maximum number of  jobs in the 
tourism sector. Expanding hotel school training wi l l  also be undertaken in the process of enhancing job 
opportunities. I t  i s  expected to increase tourism relatedjobs to 350,000 in 2010 and 500,000 in 2016. 

Expected Targets for the Next 10 Years 

5.2 Policy Framework 
While promoting Tourism, GOSL wi l l  be mindful of  ihe potential adverse effects of  uncontrolled 

and haphazard development of  tourism on the society at large andeon the immediate physical environment. 
Therefore, high priority wi l l  be attached to sustainable tourism development which involves a drive 
towards cleaner, wholesome production, protection of indigenous flora and fauna as well as archeologicd 
and cultural treasures. 

5.2.1 Types of Tourism and Changing Market Characteristics 

Sri Lanka Tourism wi l l  be made to gradually move away from mass Tourism. The long-term 
objective would be to transform the tourism product to attract and satisfy the emerging up market 
segment. This trend will eventually galvanize the increasing mass tourism while focusing on high spenden 

108 



in lesser numbers. Tourism product wi l l  be further diversified into various segments such as nature 
touiism, adventure tourism, agri-tourism, culture tourism, community tourism, sports tourism, eco tourism, 
wellness tourism, and in line with emerging new trends. 

As a pait o f  promoting up scale tourism, market segmentation and diversification wil l be undertaken, 
vigorously moving away from traditional to non-traditional markets, while sharply focusing the South 
Asian region and the emerging markets in Asia Pacific region including Japan, China, Korea, and Austmlia. 

The policy wi l l  also support creating opportunities for responsible tourists to closely interact with 
community and to satisfy themselves by ensuring some benefits to the community and to the destination. 
Other types of  modein tourists may seek to experience excitement and adventure. New tourism products 
to meet such demands need to be created to in order to win the loyalty of  those specific groups to the 
destination. Those among them wanting to engage in charity wil l be made to feel welcome. 

5.2.2 The Roles of the Government and the Private Sector 
The Government’s role wil l be largely to provide a policy environment conducive to the private 

sector to operate all tourism services and to be a facilitator and a regulator at the national level. To this 
extent, a dynamic Government sector institutional network wi l l  be strengthened with enhanced legal 
authority. The priority accorded to gencral infrastructure development in all government investment 
programmes wi l l  also benefit the tourism sector. 

5.2.3 Tourism Product Quality 
To ensure that quality standards are observed in all products and services offered to touwts the Sri 

LankaTouri2t Board (SLTB) engages in regulatoiy functions assigned to i t  by therelevant legal enactments. 
Periodical inspections to enforce the rules are undertaken. 

An important issue i s  the existence of a large number o f  small time businesses servicing the tourists 
such as restaurants, guest houses, souvenir shops and other vendors who are an essential part o f  the 
industry who operate outside the regulation network. In the absence of adequate regulation, their activity 
may occasionally tarnish the good reputation of  the industry. Therefore concrete action wi l l  be taken to 
encourage these operators to improve their service standards without harming their business profitability 
and initiative. 

5.2.4 Incentives for Tourism Development 
The Government of  Sri Lanka (GOSL) will provide attractive range of incentives to attract investors 

both local and foreign, into the Tourism sector. Simplifying project approving procedures under one 
stop shop wi l l  be ensured. All stakeholder agencies assisting tourism investment primarily the BOI, 
Ministry o f  Environment and N w r a l  Resources, Ministry of  Cultural Affairs, Ministry of Urban 
Development, Ministry o f  Enterprise Development &Investment pyomotion, Wild L i fe  Department, 
Dept. o f  Forest, Dept. o f  Archeology, Coast Conservation Department wi l l  be brought under a strong 
network for purposes o f  speedy investor facili tation. 

5.2.5 Environment and Cultural Considerations 
When developing tourism, the industry actors wi l l  be strictly guided by laws and regulations set out 

by the Central Environment Authority, Wild Li fe Dept. CCD, UDA, Dept. of Iinmigration etc. Compliance 
with standards and specifications set by the Sri Lanka Tourist Board for those engaged in providing 
various tourist services wi l l  be compulsory. The rules relating to the location of  liquor sales outlets and 
their opening and closing hours introduced by the Government recently are to be enforced. Such laws 
and regulations wil l be considered as essential ingredients of  responsible tourism. 
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5.2.6 Training and Manpower Development 
While formal training in the sector wi l l  be undertaken by the Sri Lanka Institute of Tourism & Hotel 

Management in Colombo and its satellite school network, maximum Government support wil l be extended 
to the private sector training initiatives advising them to ensure compliance with the Goveinment standards 
which are world recognized. 

The Hotel School training wi l l  be speedily geared up to train lager numbers. With this object in 
view, filling of vacancies in the key positions of  the school, up dating the curricula, and facility developnient 
in the satellite hotel schools wi l l  be undertaken. Training needed to improve quality of  guiding services 
wil l be a major priority. 

5.2.7Aviation Sector 
The aviation sector i s  crucial to the development of the tourist industry. During the year 2005, 

about 99% of  the passengers arrived and departed by air. Therefore the policies and strategies of each 
sub sector need to be co-ordinated. Collaboration in carrying out promotion wi l l  bring benefits to both. 
This aspect wi l l  receive due consideration in the plan. 

5.2.8 Food and Beverages 

for tourism consumption. 

special circumstances. 

0 Authentic Sri Lankafood, sweets and fruits production will be given a high priority as commodities 

Relaxation o f  rules regarding business hours for liquor sales wil l be considered by the GOSL under 

5.2.9 Domestic Tourism 
The fast emerging domestic tourism sector wi l l  be accorded high priority. Policy and incentive 

regime will focus on low cost, but substantially high quality accommodation facilities for the benefit of  the 
domestic traveller. Local tour groups w i l l  be encouraged to develop short duration package tours for 
domestic traveller with transport. 

Provincial Council Tourism authorities wil l be advised to identify lesser known attractions found in 
large numbers in their Provinces and to develop visitor facilities such as viewing decks, car parks, 
comfort centres with a view to ease the congestion in most popular attractions. Travel information 
guidebooks wi l l  be published depicting those attractions and the respective accommodation details. 

5.2.10 Health and Security Concerns 
Safety standards and security aspects relating to tourism wi l l  be considered as top priorities for 

visitor confidence building. To minimize Tourism related crimes and to combat child-sex tourism, strict 
police vigilance wi l l  be conducted. Awareness creation at aH.@ssible levels wi l l  be enhanced as part of 
apositive approach in thisaegard. Improved health facilities wil l be put in place in every major resort 
with modem first aid and ambulance services. 

5.2.11 Regional Cooperation 
The Government has so far followeda very relaxed dipl6matic policy in promoting regional 

cooperation within a competitive environment. Relationships with the SAARC, BIMST-EC, SASEC 
and the bilateml cooperation with selected countries wil l be further strengthened. Dual country promotions 
wil l be undertaken where economic gains and complementarities are obvious. 

5.2.12 Hotel Room Pricing 
Pricing of hotel rooms wil l be managed cautiously to ensure hotel sector profitability and investor 

returns. Although a low demand caused by an unsatisfactory security situation, created a relative oversupply 
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ofrooins in the past and will probably continue for some time, price structures will be kept optimally 
Iligh synchronizing the up scale tourism product. 

5.3 Strategy 
5.3.1 

The strategic objective of promoting Sri Lanka as a regional hub in tourism industiy will shape the 
future development activity. The establishment of the second inteinational airport at Weeravila and the 
proposed Hambantota port are likely to make a substantial contribution to this effort. These will create 
new trading opportunities for S i i  Lanka. BIA as of now will be showcased as a fully fledged port in 
terms of efficient ground handling, competitive charges fuel costs. The open skies policy presently being 
adopted will further facilitate this process. Si i  Lanka will also be promoted as aregional hub for cruisers. 
With the setting up of the new Hambantota port there will be widened opportunities to aggressively 
promote cruise operations to and from S i i  Lanka. 

Large scale national promotions will be undertaken to showcase the renownedcultural and religious 
annual calendar events from time to time. These include cultural events, religious events, sports 
tournaments, entertainment events. and shopping and food festivals to show the visitor that Sri Lanka is  
a year round activity based destination. Acoordination mechanism will be set up to mobilize the endeavors 
of the respective stakeholder agencies such as Ministiy of Sports, Ministry of Religious Affairs, Ministry 
of Cultural Affairs, Ministry of Environment, Ministiy of Health etc to organize such events. 

A Regional Hub in Tourist Industry 

5.3.2 Resorts Development 
Flagship projects will be undertaken under different themes to develop Tourism in new resorts. As 

promised in “Mahinda Chintana”, Aiugambay, Hambantota and Kalpitiya will be developed asTourist 
zones in addition to Dedduwa, Galle, Panama and Negombo with increased activities and special 
concessions for the tourists both international and local. 

5.3.3 Marketing Promotion 
A consistent marketing and advertising policy will be adopted to aggressively promote Sri Lanka 

in the fast emerging key markets. Sri LankaTourist Board‘s overseas offices will be set up in those 
markets with marketing professionals to carry out country specific advertising campaigns. One priority 
in this campaign i s  to correct the adverse publicity given to the country by certain elements quoting the 
armed conflict taking place in the North and East of the country. 

5.3.4 Accommodation Facilities and Other Infrastructure 
To achieve the targeted room capacity of 30,000 by 2015 and to stimulate investment in hotel 

sector, the state of the art infrastructure will be developed. The Government support will be extended to 
existing hotel room quality improvement and refurbishing. There are several small and large scale private 
sector led recreational and hotel room construction projects in the pipeline. Accordingly, the total capital 
investment both foreign and local will be approximately Rs. 1300 &In during 2005/2006. 
Action will also be initiated to develop adequate infrastructure required to meet the increased numbers 
accommodated. Accordingly, the access roads, sewerage disposal facilities, drinking water supplies, 
electricity and transport will be planned to match the number of new rooms constructed. 

5.3.5 Roads and Railways 
Improvement of the existing road network will be a vital factor LO ensure comfort of the traveler. 

Efforts will be undertaken with the RDA and Provincial Councils to develop existing roads to hotel 
located in various paits of the country highway projects and new railway tracks construction will be 
aggressively pursued with the relevant agencies. 
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5.3.6 Shopping Destination 
Si-i Lanka has already made a name forgaiments, leather products and other consumer goods by 

maintaining comparatively low piices and high quality in the region. There is  considerable potential to 
move further- to showcase Sri Lanka as a shopping destination in the region. 

5.3.7 Wellness Tourism Destination 
Si i  Lanka will be gradually developed as a wellnessTourism destination with given upscale facilities. 

All new hospitals in Colombo and suburbs wi l l  be given GOSL facilitation to improve quality of services 
with most modem medical technology and specialist medical services. Hotel sector wi l l  be encouraged 
to provide suitable accommodation for tourists seeking western and ayurvedic medical treatment in Sii 
Lanka. 

5.3.8 Taxes and Tariff Structures 
The taxes and tariff structures relevant to tourism industry wil l be reviewed with a view to attract 

more touiists during difficult times. Special packages and concessionary rates where possible wi l l  be 
adopted to obtain competitive advantage. 

5.3.9 Crisis Management and General Safety Arrangements for Visitors 
Crisis management wil l be sharply focused. EarIy warning systems will be set in place to minimize 

damage to life and property during natural calamities such as tsunami, floods, land slides etc. Crime 
related tout activities wi l l  be closely monitored with enhanced tourist police vigilance. To promote S n  
Lanka as an up market destination, these ill factors w i l l  have to be strictly controlled and gradually 
eliminated. Tourists will be allowed to be handled only by trained qualified guides. 

5.3.10 Awareness Creation 
Awareness creation among the public at large on the value of  Tourism for economic growth and for 

overall development o f  the country wil l be undertaken. Negative mindsets have to be transformed into 
positives by continuous awareness creation emphasizing that today tourists are discerning and 
comparatively educated and genuinely to wanting to experience different natural environments, cultures 
and people behavior while enjoying their vacation and leisure time. 

5.3.11 Promotion of Traditional Foods 
Rural communities wi l l  be given maximum encouragement and required technical know-how to 

grow organic local fruits found in abundance and vaiiety for tourist consumption while in hotels and 
elsewhere. Quality standards o f  f ru i ts to be produced and the related technical details wi l l  be arranged 
for them. Hotels wi l l  be advised to display authentic “Sri Lankan fruit stalls” in hotels for the purposes of 
positioning country based fruit verities. 

Visitors wil l be given opportunity to taste the authentic traGitiona1 sweets identified with different 
communities in the country. Steps could be taken to make such itgms available in all hotels, guest houses 
in special food courts. 

5.3.12 Village Based Tourism 

Village basedTourism wi l l  be pursued with a view to create spin offs for the rural community. 
Identified villages wi l l  be showcased under different them such as “Pottery Tourism Village”, “ Handicraft 
Tourism Village”, “Coir Tourism Village” etc depending on their traditional old aged industries. The 
objective i s  two fold. Allow tourists to experience the authentic rural industry production processed and 
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forthe cotnmunity to gain economic benefit from tourists interaction by way of selling their production 
out puts direct to tourists. 

Major  Intervention 2007-2009 2010-2012 2013-2016 Total 

- 2. Tourism Marketing & Promotion 2400 2700 3000 8 100 

Investment 
1 .New resort Development 1000 1300 1600 3900 

- 3. Human Resources Development 200 300. 400 900 
4. Tourism Resources Improvement 1743 499 2242 

5.3.13 Institutional Reforms 
I t  i s  imperative to ensure setting up of a dynamic institutional network to undertake and handle 

Touiism effectively. The new tourism law may be finalized soon to secure the expected institutions to 
handle marketing and promotion, product development, resorts development, human resource 
development, investor facilitation, MICE touiism development etc. 

5.3.14 Investor Facilitation 
Investor facilitation must be considered a key area for retaining investor confidence and attracting 

new investment into Tourism. Speedy approval without i ig id bureaucratic bottlenecks must be ensured. 
Tourism authorities w i l l  collaborate with the BO1 and other official agencies to achieve this strategic 
objective. 

5.3.15 Acquisition of Land for Tourism 
Speedy completion o f  land acquisition ensuring the vesting of  ownership of  both Government and 

private lands with the Sri Lanka Tourist Board identified in Kalpitiya, Dedduwa, Arugambay, Hambantota 
resorts wil l be an urgent priority. 

5.3.16 Colombo City Development 
Sprucing up Colombo city as an attraction among business travelers who spend their stay in 

Colombo city hotels i s  overdue. I t  i s  proposed to work with the relevant municipal and other authoiities 
to speedily accomplish the following actions: 
(a) Preservation of  historical buildings, (b) Developing visitor facilities such as walkways, good quality 
tocilets and other facili ties, parking areas, sitting areas, craft shops (c) Developing evening recreational 
facilities including the upgrading o f  the Beira Lake, the Gall Face Green, the Dutch Hospital etc, and the 
(e) Elimination o f  untidiness cased by unnecessary bill boards and posters (f) Improving signage (g) 
Installation and maintenance of street illumination. 

5.4 Investment Plan - 2007 - 2016 
Rs.mn 
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6. Urban Development and Human Settlements 

6.1 Urban Development 

6.1.1 Introduction 

Challenging Urban Characteristics in Sri Lanka 
The country i s  experiencing a speedy growth in the urban population in par with global urbaniza- 

t ion trend. The estimated average urban growth rate i s  3 percent per year during 2005 -20 15 while 
annual population growth rate will be less than 1.2 percent. 
The present urban population should be around 30 percent 
and more than hal fof  the country’s population will be living in 
urban cities by the year 201 6. The pace and magnitude o f  
this urbanization means that the policies and strategies should 
be in place to ensure sustainable urban development and to 
minimize growing poverty in cities, improve the urban poor’s 
access to basic facilities. Western Province i s  experiencing 
heavy urban concentration creating imbalance in economic 
growth in the country. 

Systematic urbanization process which will ensure mak- 
ing the life o f  all citizens be comfortable, decent and healthy i s  
the long term vision o f  the urban development policy fiamework. 

6.1.2 Long Term Policy Framework 
The long term policy framework o f  urban development will be based on the elements given below: 

The approach o f  city/ town development as engine o f  the regional development. 
Arrest haphazard and ribbon type urban expansions through appropriate land use planning. 
Proper regulation and guidance through the relevant agencies and local authorities. 
Arrest  migration to urban areas through proper city and town development programmes. 
Improve local townships with modern amenities to make them more attractive. 
Introducing new laws and enforcement o f  the existing laws in effective manner in order to protect 
urban environment. 

6.1.3 Strategies 
Develop and modernize the capital city (Colombo) and i t s  environs to suit with the international 
standards. Priority will be given to developing infrastructure facilities and improving intensive land 
use in the city o f  Colombo. 
Develop regional cities on particular themes enabling to activate the regional growth process in 
sustained manner. These city centres are expected to act as regional economic and service centres 
which will stimulate growth in the region. 
Establish national level growth centres in order to ensure geographically balanced development in 
the country. These growth centres will activate the development process in the surrounding areas 
through attraction ofprivate sector investments. 
Develop small and medium townships throughout the country as second and third order cities. 
This will help to reduce the regional imbalances in development by way o f  performing growth 
poles. 
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0 Improve under-served settlements in the city o f  Colombo through private developers and liberate 
prime lands for commercial activities. Through this process, under utilized urban prime lands will 
be utilized for development and commercial purposes by private sector. 

0 Upgrade urban environment by amending the SLLRDC A c t  and UDAAc t .  T h i s  will help to 
prevent unauthorized filling in low-line areas and pollution o f  canal system and water bodies. 

0 Establish/ improve regulatory h e w o r k s  at national and regional level through Local Authorities 
to arrest haphazard developments and, unlawfbl development and commercial activities. 

0 Capacity development in Urban Local Authorities and localize MDGs in order to ensure good 
governance and reduce regional disparities with respect to MDGs achievement. 

Table 6.1: Objectives, Targets and Sub Programmes 

Priority Areas 

infrastructure 
development 

(a) Urban 

(b) Urban 
environment 
and resource 
management 

(c) Urban 
Governance 

Targets 
*FBy 2016, one-half o f  Sri 

Lanka’s population living in 
areas where urban 
characteristics are dominant. 

43educt ion in urban-rural gap in 
terms o f  physical environment 
housing and other amenities. 

*FSustainable urban development 
through management o f  natural 
resources and effective 
regulatory framework 

4Zf f i c ien t  urban local 
government system. 

mFEfficient resource allocation 
among urban local authorities 

+Reduced disparity in 
development 

Programmes 
*€Greater Dambulla Township Programme. 
+Greater Hambantota Development 

*€Colombo - Sri Jayewardenapura Kotte 

*FDevelopment o f  Colombo Core Area 
nFGreater Trincomalee Development 

dFRegional Growth Centres. 
eFHorana Town Development 
*FPro-poor initiatives in urban areas 
*FProtection o f  water bodies, canal systems 

and wetlands in urban areas. 
*€Strengthening o f  the regulatory 

framework to protect urban environment. 

Programme. 

Development Programme 

Programme 

*FLocalizing MDGs 
.€Enhancement o f  capacities o f  urban local 

authorities. 

In this scenario, the government will implement the following development programmes in a bid to 
arrest the problem o f  widening disparities in development and ensure systematic and sustainable urban 
development process throughout the country under the above mentioned priority areas. 

6.1.4 Urban Infrastructure Development 
There i s  an exciting future ahead in the country to create a vibrant urban environment in which to 

live, work and facilitate rural communities. Investment on urban infkhucture provides a new development 
dimension and rural communities will be increasingly affected by the urban actions. Rural population 
have the opportunity catering to urban needs, responding to urban priorities and capitalizing o n  the 
opportunities the cities present 

To create a well-planned path towards sustainable urban development in next ten years, priority 
will be placed on creating major growth centres, which could absorb amplifying urban population and 
are magnets for economic growth. The urban herarchy o f  integrated spatial development plan envisages 
identifying the growth centres ofthe country and accordingly the government has aimed to invest on four 
growth centres. 
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6.1.5 National Growth Centres 
The national level growth centres identified for ten- 

year investment programme are Greater Dambulla, Greater 
Hamabantota, Greater Trincomalee, Colombo-Sri  
Jayewardenepura, Jafha, Batticloa and Anuradhapura. 

6.1.5.1 Greater Dambulla 
Implementation ofthe Greater Dambulla development 

plan creating a self-sufficient metro urban centre based on 
agriculture, tourism and transport by year 20 16. Dambulla 
wi l l  serve as the commercial hub o f  the area and new 
industrial park contributes to lager employment generation. 
Greater Dambulla has as an immense potential to promote 
tourism industry mainly eco-tourism and leisure activities 
attracting up-market tourists. Protecting important 
archaeological sites will be a part o f  the development plan 
envisaged for next ten years. Connecting railroad network 
to Kurunagala and Habarana will create Dambulla as a 
transit centre for A@-cargo and other products. 

6.1.5.2 Greater Hamabantota 

The Government o f  Sri  Lanka i s  in the process o f  
implementing the shifting o f  public sector administrative 
institutions to Sri Jayawardhanepura Kotte (SJK). The aim 
o f  this project i s  to make the city o f  Colombo a vibrant 
commercial and service centre. T h e  Government has 
embarked on larger infrastructure development programmes 

li.mctions in sJK fhcilitatmg the establishment o f  administra 
through domestic capital market. Alight rail transit system 
to ease the growhgtrafEc resulted f iom the increased floating 

Natfonal timwih Centres 

Anchor projects in Colombo- Sr i  
Jayewardenepura Kotte 

*FPanchikawatte Triangle 

GColombo Centre point development 
*FSethsiripaya Stage I1 

.mus Rapid Transit system 
*miera Lake Development 

Development 

Administrative complex in SJP 

I t  i s  anticipated that Greater Hamabantota Development fu l f i l l s  the socio economic and spatial 
needs and the area acts as the 'catalyst' for amajor economic development in the Southern region. The 
proposed Hambantota seaport and international airport would be a driving force to attract lager industrial 
and commercial sector to the region. Therefore, development o f  urban infrastructure in Greater 
Hambantota will be given priority in the urban development plan focused on next ten years period. 
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6.1.5.4 GreaterTrincomalee 
Trincomalee i s  the driving force o f  the economic and 

social progress o f  the entire Eastern coastal belt. The 
proposed industrial and tourism zone, coal power plant, port 
related development and costal road network in Trinconialee 
contribute to a rapid urban expansion in the region. This will 
also lead to increase the contribution to GDP f iom the Eastern 
Province. 

6.1.6 Regional Growth Centres 
The prospective regional growth centres are GaIle, 

Kandy, Horana, Kurunagala, Puttlam, Kegalle, Vavuniya, 
Badulla, Mahiyangana, Awissawella and Monaragala. These 
regional growth centers will absorb urban population in more 
geographically balanced manner, cater to the rural population 
as a economic and service center and reduce settlement 
expansion in disaster prone areas. 

The projects designed in these regional growth centres 
are road networks and transport terminals (Rail and Bus), railroads, mega city centres, hospital and 
health facility development, schools and skills development institutions, water and sewerage networks 
and housing. 

The secondary town centres identified in the integrated 
spatial development plan play a major role creating new 
economic opportunities for local entrepreneurs in the relevant 
areas. Many ofthe small towns posses enormous underutilized 
resources due to lack o f  basic infrastructure, poor access to 
service networks and technology. Furthermore, small towns 
provide participatory space for communities to  involve in 
economic activities, innovative local actions, and city management 
giving the feeling o f  being the partners o f  the economic 

development. The ten-year development framework anticipates investing o n  small and medium 
infrastructure projects such as new roadways, commercial complexes with modern storage facilities in 
the s e c o n d q  towns. Prioritized secondary towns are listed in the box. 

Urban centres in the eastern and southern coastal belt have suffered serious economic blows 
because o f  Tsunami. The rapid response to the shelter needs in the Tsunami affected areas was relatively 
successful. However, the process o f  revitalizing Tsunami afkcted small towns i s  rather slow due to 
limited resources mainly financing. Revitalization ofTsunami affected small towns is a critical element to 
restore the livelihood o f  the people affected by the shoclung event. 

6.1.7 Pro-poor Initiatives in Urban Areas 
It i s  reported that significant sections o f  the urban population l ive in unhealthy neighbourhoods 

without access to basic services. Women and children suffer most from these conditions o f  deprivation. 
In Colombo city alone there are nearly 65,000 families living in underserved settlements. With the 
growing urban population, under-severed settlements are becoming a character in other cities. These 
underserved settlements need better shelter, access to adequate basic services, social acceptance and 
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to be partners o f  the economy. Improvement o f  the quality o f  l i fe  o f  the urban poor through the urban 
renewal programme will reduce the dilapidated conditions in underserved settlements in cities. The 
political manifesto ofthe government 'Mahinda Chintana' indicates that 65,000 housing units will be 
constructed for those living inunauthorized and temporary dwellings in the city o f  Colombo. Amulti- 
faceted approach to improve the urban underserved settlements has identified key strategies namely: 

Establishment o f  capital cost sharing mechanisms among users 
Promoting domestic capital for urban low-income housing 
Cross subsidy for low-income housing 
Grants for urban poor 
Developing bankable low-income housing projects will be a new initiative o f  the government and 

to attract domestic capital market as a sigmficant source o f  finding, a community led repayment scheme 
i s  to be introduced. To supplement this mechanism it i s  intended to setup a Low-income Housing 
Guarantee Fund with the objective o f  overcoming the collateral issues which i s  the major barrier for 
urban informal sector earners to raise fimds from commercial banks. 

6.1.8 Urban Environment and Resource Management 
Each urban area has i t s  own mix o f  environmental problems, partly l inked to i t s  own local 

environmental context and prevailing socio-economic conditions and partly linked to development 
activities. In general, over exploitation o f  resources, poorly maintained natural resources and lack o f  
effective regulatory framework and institutional mechanisms are some o f  the contributory factors for 
depleting conditions in urban environment in the country. Healthy environment i s  a n  essential element o f  
sustainable urban development. Amulti-dimensional approach recognizing all inter-linkages between 
environment protection and infrastructure development i s  a major concern in the development efforts. 
The government has recently instigated important policy initiatives to strengthen the regulatory h e w o r k  
mainly in the areas ofprotecting water bodies, canal systems and wetlands in urban areas. Furthermore, 
the Government i s  committed to invest in urban environment improvement projects and priority will be 
placed on the projects to address the issue o f  degradation o f  urban water bodies. Hence, the future 
projects and progmnmes will be focused on flood control and water quality improvements, environmentally 
sensitive catchment area development, environmentally sustainable land reclamation for development 
and, participatory environment and sanitation improvement in urban under-served settlements. 

6.1.8.1 Urban Governance 
Urban centres should be the place for the economy, politics, culture, and life for many people. But 

production activities are in the limelight o f  many cities and haphazard development has caused problems 
o f  traffic congestion, pollution o f  water bodies, poorly designed building structures, and an increased 
social unrest. Local authorities are unable to provide the services to the citizens satisfactorily. 

What the urban centres needed today i s  the use o f  limited space effectively ensuring residents can 
reside without discomfort and feel inner satisfaction, such as relaxation and comfort. 

The National Spatial Plan enables physical-planning agencies to mobilize their resources effectively 
and facilitate capacity building in local authorities as the local authorities themselves are to be finally in- 
charge o f  maintaining the urban services. In this context, expediting the preparation o f  city development 
plans through integrated participatory planning approach with wider stakeholder consultation i s  a major 
task. Of  19 1 urban areas declared in the country, at present only 10 urban plans have been in place and 
it i s  expected to complete urban plans for the declared urban areas by 201 0. The declaration o f  
development plans for these identified rapidly developing areas will curtail the disorganized urban 
infrastructure development, which leads to major environmental and socio-cultural problems. 
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In th i s  scenario, preparation o f  city development plans through integrated urbanization planning 
approach i s  an essential element to address the challengingurban characteristics in Sri Lanka. 

6.1.8.2 Strengthening Urban Governance Capacity 
With the ambition o f  up-scaling, number o f  urban governance, practices have been field tested in 

different cities with the assistance o f  international and local expertise to promote good urban governance. 
Some o f  these initiatives demonstrated positive results in urban good governance and need to up-scale 
to the national level as 'best practices'. Anational level programme on Institutionalization o f  Good Urban 
Governance Practices i s  an essential plan o f  action for implementation within next three years. 
Institutionalization ofbest practices will ensure effective service delivery to the urban population and 
contribute to eradicate urban poverty. 

6.1.9 Localizing MDGs 
The challenges and opportunities for Millennium Development Goals (MDGs) are varied. Although 

national performance o f  Sri Lanka i s  placed well on the path o f  achieving MDGs, 2002 Survey by the 
Department o f  Census and Statistics found that there were sharp variances at regional level. The survey 
showed wide discrepancies in poverty between districts and increases in head count ratio o f  poverty in 
certain backward districts. There are differences in the performance o f  several areas o f  MDG concerns 
between provinces, between districts, between cities and even between settlements in the same city as 
majority o f  the national MDG programmes are structured in amacro fiamework along sectoral priorities 
and have their own delivery systems. 

Action Plans on localizing MDGs for cities will be translated into development interventions aiming 
at reducing poverty and narrowing the gaps between national and local indicators o f  MDG performance. 
The Government intends to initiate anational level programme to formulate local MDG actions based on 
the citywlde MDG profiles with a timefiame o f  three years. Citywide MDG profiles will be used as a 
tool for strategic planning, resource allocation and enhancing capacities o f  local authorities. 

Table 6.2: Public and Private Investments in Urban Development (2007-2016) 
Rs. Mn. 

and Secondary Town 

1 .FUrban Environment and 
Resource Management 

3. Urban Governance 
Total 

Treasury/ Donors 10,95 1 3,186 14,137 

Treasury/ Donors 100 50 50 200 
70,712 49,069 30,059 149,840 
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6.2 Human Settlements 
6.2.1 Introduction 

On the basis that one family posses their own house, the present housing requirement o f  the 
country i s  estimated at 4.5 mn. However, the existing housing stock o f  the country i s  around 4.15 mn. 
Accordingly, the present housing backlog i s  nearly 350,000 units. The annual housing demand has been 
estimated around 100,000 units and annual addition to the housing stockhas been reckoned approximately 
50,000 units. Th is  means 50,000 units should be newly added to the stock o n  annual basis in order to 
clear the backlog. 

Where the quality o f  present housing stock i s  concerned, nearly 1.3 11111. housing units are o f  
substandard level requiring urgent improvement or rehabilitation. Of  this, 200,000 line rooms and 
temporary structures in the estate sector and 65,000 substandard houses in under-served settlements 
in the city o f  Colombo are in need o f  serious attention by the Government, since these inhabitants belong 
to socially disadvantaged community groups. It i s  sigtllficant to note that, approximately 98,000 houses 
were fully or partly damaged by tsunami and the Government i s  implementing a rapid programme to 
provide new houses or assist the victims to rehabilitate their houses with donor hding. Around, 326,000 
houses were destroyed or damaged due to conflict in the North East and a separate programme i s  being 
implemented to provide new houses or repair the houses depending on the damage took place. Therefore, 
altogether the total housing units which require new construction and improvements i s  around 0.7 mn. 

6.2.2 Key  Issues in Settlements Development 
Inadequacy o f  guidelines on settlement planning at national and regional levels. 
Shortage o f  suitable land for residential purpose in urban areas. 
Rapid escalation ofvalue o f  land in major cities and suburbs. 
Blocking out and selling o f  lands by private developers without proper utilities, mainly water supply, 

Difficulties in access to affordable housing for urban floating population and worker communities 

Poormaintenance ofurban housing schemes (condominium apartments) and burden to Government 

Regular price increases in building materials and lack o f  their standards. 

drainage system and internal roads. 

(underserved settlements, estate workers, fishing community etc.). 

on their maintenance. 

6.2.3 Long Term Policy Framework 
The long term human settlements policy fiamework consists ofthe following elements: 

Ensure planned human settlements through adoption ofnew parameters based on criteria such as 
population density, land suitability and environmental sustainability. Adoption o f  such parameters 
for  residential planning i s  needed in order to arrest the current trend o f  unplanned settlement 
expansion which causes environmental hazards and undue congestions. Design criteria for settlement 
planning must take in to account the changing lifestyle o f  people, demand for amenities, nature o f  
livelihoods and other determinants such as ethnic and social behaviours. 
Adoption ofvertical development approach in high and medium density areas and retaining dispersal 
developments in low density areas i s  needed. Pressure on urban housing will be minimized through 
providing adequate urban infrastructure in designated areas for cluster housing developmend 
townships. Linear or ribbon type expansion o f  urban areas will be discouraged and satellite 
townships with easy access to commercial centres will be established in clusters. 
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Participatory approach for housing development with close involvement o f  stakeholders such as 
Ministry o f  Housing, National Housing Development Authority, Provincial Councils, Local  
Authorities, Professional Bodies and other Regulatory Institutions will be adopted. T h i s  will help 
to ensure smooth implementation ofhousing programmes minimizing cross-cutting issues. 
A 111 fledged housing finance market operating through primary and secondary mortgage financing 
will be activated. Public owned home lending institutions such as the State Mortgage and Investment 
Bank and the Housing Development Finance Corporation Bank will be given fieehand to improve 
their capital structure through market based strategies, allowing them to operate in the housing 
market in competitive manner. As an interim measure, concessionary financing will be obtained to 
meet the resource constraint in mobilizing housing loans for low-income groups. 
Public assistance for needy groups by way o f  concessionary financing and technical support will 
be introduced. In future, grant assistance will be confined to the poorest o f  the poor and disaster 
stricken communities. The public assistance will include concessionary loans, out right grants, 
material assistance, extension services, cost effective technologies and buildable lands. 

6.2.4 Future Human Settlements Strategies : 
" Demarcation o f  suitable areas for residential purpose and provision ofpublic utilities in line with the 

physical plans developed for each district/ division. 

'I Promotion o f  house building by private developers and individual builders by creating a policy 
environment conducive to such activity. The Government will play a guiding and regulatory role. 

'I Promotion o f  condominium development in urban areas subject to adherence to the requirements 
stipulated by the condominium law. The Government considers promotion o f  condominium 
development as the best solution to the scarcity o f  lands with respect to housing development in 
urban areas. The Condominium Management Authority will facilitate condominium development 
in urban areas. 

'I Developing the rental housing for working people and migration workers within the close proximity 
to their workplaces. The Government will facilitate the rental housing market through introduction 
ofnew laws /amendments and provision o f  incentives. 

'I Issuing tit le deeds to the tenants o f  all government owned housing schemes. Af te r  transferring the 
ownership to the occupants, the maintenance responsibility will be given to the respective local 
authorities while the Government plays the role o f  regulator instead o f  role o f  the landlord. 

" Construction ofhousing schemes for public and private sector employees through public-private 
partnerships. The possibilities o f  construction o f  affordable housing units for public and private 
sector employees with foreign assistance will also be explored. 

'I Promotion o f  individual house builders through provision o f  concessionary loans and other required 
services through home lending agencies. Housing loans for individual house builders in the formal 
sector will be facilitated through easy access to collateral security based o n  EPF and ETF 
contribution. 

'I Promotion o f  self-help approach for low-income families and other vulnerable groups (grant - loan 

'I Relocation o f  s lum and shanty dwellers through REEL process with the twin objectives o f  re- 
housing o f  such dwellers in modern type apartments and liberation o f  illegally occupied lands for 
development purposes. 

mix). 
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Table 6.3: Human Settlements: Sub-Programmes and Investments 

Policy 
Priority 

Planned 
residential 
development 

Special 
housing 
schemes for 
vulnerable 
community 
groups 

Facilitation 
o f  
individuals 
and private 
developers 
in 
residential 
development 

Programme 

.F Village 
housing 
support 
Pro@- 
e under 
"Gama 
Neguma" 

.F Housing 
schemes 
for slums 
and shanty 
dwellers 

9F Housing 
scheme 
for public 
sector 
employees 

+PPP for 
condomini 
um 
property 
developm 
ent 

.€ Introducti 
on o f  
national 
guidelines 
on 
settlement 
planning 

Sub Total 
Fisheries 
Housing 

Sub Total 
mFMigrant 

worker 
housing 
programm 
e 

GReleasing 
land 
parcels at 
concessi0 
nary rates 

+Providing 
connectivi 
ty and 
other 
infrastruct 

Physical 
Target 

300,000 
Housing 
units 

75,000 
Housing 
units 

3,000 
Housing 
units 

37,000 
Housing 
units 

415,000 
20,000 
Housing 
units 

~0,000 
20,000 
Housing 
units 

100,000 
Housing 
mits 

15,000 
Housing 
inits 

Fins 
2007- 
2009 
7,500 

35,000 

2,420 

2,500 

5 

47,42! 
1,73! 

1,735 
5,00( 

100,OO~ 

cia1 Req! 
2010- 
1012 

8,000 

25,000 

2,500 

3,000 

6 

38,506 
1,900 

1,900 
7,000 

125,000 

rement (I; 

2016 
2013- 

8,400 

3,000 

3,64 

8 

15,05. 
2,000 

2,000 
8,000 

190,000 

Mn.) 

2016 
2007- 

23,900 

60,000 

7,920 

9,145 

19 

100,984 
5,635 

5,635 
20,000 

415,000 

Investment 
Strategy 

Treasury/ 
Community 
participation 

Treasury/ 
Private 
Developers 

NHDA/HDFC 
Private 
Sector 
Funding 

Private 
Developers 

Treasury1 
Foreign 
Assistance 

Treasury/ 
Foreign 
Assistance 

Private 
Funding 

Private 
Developers 
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Policy 
Priority 

:ental 
ousingt 
ccommodatio 
facilities 

2007- 
2009 

105,000 
1,500 

1,500 

2010- 
1012 

132,000 
2,000 

2,000 

Ensure 
property 
rights 

5 

Total 

Strengtheni 
ng the 
housing 
finance 
market 

Programme 

building 
sites 

Sub Total 
FStrengtheni 
ng housing 
finance 
market 
through 
improvemen 
t o f  capital 
structure o f  
housing 
loan 
institutions 

Wntroductio 
n o f  
suitable 
legal 
instrument 
S 

Sub Total 
+Developm 

ent o f  
primary 
and 
secondary 
mortgage 
financing 

W2oncessio 
nary 
housing 
loan 
scheme 
for Sri 
Lankans 
employed 
aboard 

DFHousing 
loan 
scheme 
for private 
sector 
employees 
through 
ETF 

Sub Total 
BFIssue o f  

title deeds 
to al l  
tenants o f  
govemme 
nt housing 
schemes 

Sub Total 

Physical 
Target 

65,000 
5,000 

5,000 

20,000 
Housing 
units 

20,000 
Housing 
units 

40,000 

645,000 

Financial Requ 

8,000 10,000 -r 
13,000 + 17,000 

'ement (F 
2013- 
2016 

198,000 
2,500 

2,500 

8,000 

12,000 

20,000 

237,553 

Mn.) 
2007- 
2016 

435,000 
6,000 

6,000 

20,000 

30,000 

50,000 

597,619 

Investment 
Strategy 

Financial 
Institutions 

Financial 
Institutions1 
Foreign 
Employment 
Bureau 

Financial 
Institutions/ 
Employees' 
Trust Fund 
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7. Livelihood Development and Social Protection 

7.1 Introduction 
Livelihood Development and Social Protection consists o f  a three-pronged strategy: ( 1) Livelihood 

Development, (2) Social Protection and (3) Disaster Mitigation and Risk Management. The overall 
vision for the plan i s  a counby in which people are empowered to develop and sustain their livelihoods 
and improve their standards o f  living, with special care being taken by the society to ensure that vulnerable 
people and geographical areas are adequately protected fi-om risks including risks to l i fe and sustenance 
arising from various sources and are not left behind in the process o f  development, so that poverty, 
hunger, deprivation have ceased to have any significance. 

7.2 Livelihood Development 

7.2.1 Situation 
Poverty in Sri Lanka i s  a multi-dimensional phenomenon. In addition to l ow  incomes that lead to 

an inability to satisfL the basic consumer needs, the poor have to contend with gaps in access to good 
education and health care, quality shelter, water and sanitation. These in turn stifle individual initiative 
and the drive for personal advancement - qualities essential to break out o f  the vicious circle,of poverty. 

The poverty ratio at national level i s  23 percent in terms ofpoverty headcount ratio. T h i s  means 
that 3 to 5 mn. people are affected. In addition it has been found that the non-poor are closely clustered 
just above the poverty l ine so that the number ofpoor i s  subject to sharp increases when s l ight  changes 
in economic conditions occur. In the rural and urban sectors the headcount ratios are 25 and 8 percent 
respectively, and therefore, poverty i s  by and large a rural phenomenon and mainly explained as inability 
ofrural economy to provide adequate livelihood opportunities to the local people in a sustainable manner. 
Geographically, poverty i s  mainly concentrated in the districts in the North and East and few districts 
such as Badulla, Moneragala and Ratnapura in the South. On the average, poverty level has increased 
f i om 32 percent to 36 percent in these poorest districts during last decade. 

7.2.2 Policy and Strategy 

Even though economic growth i s  essential to reduce poverty, the experience during the last few 
decades suggests that the fit i ts o f  growth do not trickle down to the poor automatically. Therefore there 
i s  a need to re-design the development programmes to give a larger share o f  the benefits to the poor. 

However, the Government believes that the provision o f  cash grants does not help to moving out 
the people fi-om poverty trap. Therefore, new strakgic initiatives wilI be introduced to create opportunities 
for the poor in the participation o f  economic growth process in productive manner. The strategy o f  
creating opportunities for the poor will be characterized by: 

0 Focus on livelihood developments to provide sustained income avenues for poor families. 

Creation by the Government o f  a conducive environment for the poor to develop livelihood op- 
portunities through the provision o f  concessionary hding, technical know-how, improved infra- 
structure and marketing facilities. 

0 Invest in special poverty reduction projects and programmes in the poor rural areas to address the 
issue o f  severe regional disparities in development and poverty incidence. 

0 Improved coordination o f  such projects and programmes that have been implemented for the 
promotion o f  pro-poor livelihood development at divisional level in a bid to synergize them and 
avoid possible duplication o f  works. 
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Use ofthe proposed Grama Sabha and Jana Sabha institutions to create an appropriate platform 
at village and divisional level to articulate pro-poor livelihood improvement projects and pro- 
grammes into comprehensive local plan, with effective participation by the community in 
conceptualization, preparation, appraisal, implementation and monitoring and evaluation stages. 
Use ofmicro financing as an effective instrument for livelihood development and poverty reduction 
through generation o f  income opportunities for the poor. This i s  because such credit enables poor 
people to engage themselves in their own small enterprises thereby raising the income and accu- 
mulating assets. 
Whi le  improving the means o f  livelihood development, the Government will continue the relief 
assistance aimed at economically and socially disadvantaged people through payment o f  direct 
cash grants. The Samurdhi cash grant, relief assistance to Internally Displaced People, re l ief  
programmes to differently abled persons and housing programmes focused o n  less affordable 
people are the most effective measures among them. Where the Samurdhi beneficiaries are 
concerned, measures will be taken to double their monthly income through livelihood improve- 
ments. 

7.2.3 Gama Neguma: Flourishing Countryside and Villages 
Gama Neguma i s  the major rural development programme o f  the National Development Plan. For 

a long time, our country has been a land ofvillage communities. Large majority ofpopulation live in the 
rural areas. Therefore, any development initiative should give due recognition to th i s  reality, if it i s  to be 
successll. The Government believes that our village, while retaining its strengths and impressive features, 
can be developed as a micro center o f  growth with the vision that village has to  be a decent and 
comfortable place for people to live, work and engage in their cultural and communal activities. 

The key policy objective o f  the Government with regard to rural development i s  to develop all 
villages in the country so that they emerge as micro-centres o f  growth on modem lines. Gama Neguma 
(Village Upliftment) will be the main rural development programme, bringing together anumber ofmore 
specific programmes focused o n  livelihood development and poverty reduction at village level. 

At present, there are two main channels for delivering Government programmes to the villages: 
one, the decentralized system comprising the District Secretariats, Divisional Secretariats and the Grama 
Niladari; and two, the devolved system, comprising the Provincial Councils and the Local Government 
Authorities particularly, Pradeshiya Sabhas. 
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As shown in the above chart, the programmes are delivered in an isolated manner both within 
each channel and also between the two channels. In the process, some duplication and inefficiency may 
occur. The Gama Neguma Programme aims to influence, and as necessary to change, the administrative 
and service delivery structures and processes, to ensure that maximum benefits accrue to the villages 
f iom the programmes that are being delivered. 

In order to bring together, rationalize and synergize all the development programmes and service 
delivery mechanisms (that is, Government, NGOs, Community Base Organisations - CBOs, private 
sector, etc), the institutions o f  Grama Sabha and Jana Sabha will be introduced. 

0 Grama Sabha: at the village level, Grama Sabhawill analyse, prioritize and prepare development 
plans for village development with the participation o f  Government officers, local leaders, NGOs, 
CBOs and the entrepreneurs. 

0 Jana Sabha: at the Division Secretariat level, Jana Sabhawill consolidate the village development 
plans, and prioritize the proposals into a Divisional Development Plan. Through th is  process the 
Divisional Secretariat will be further strengthened. 
In particular, Gama Neguma will ensure that the commitment o f  Mahinda Chinthana i s  realised 
whereby each village has the following basic services: 

0 Electricity 
0 Access to drinking water without restrictions. 
0 Developed access roads. 
0 Schools with adequate human and physical resources. 

Health centers. 
0 Pre - school. 
0 Play grounds and community centers. 
0 Market centres. 
0 A factory to generate employment. 

Table 7.1: Gama Neguma - Objectives and Sub-programmes 

Priority Areas 
(a) Mobilizing all rural  . ,  

development efforts to 
one development 
programme 

(b) Good governance at 
local level and 
widening the scope o f  
service delivery of the 
local authorities 

(c) Bringing ICT to the 
village 

Objectives 
*F Construction and rehabilitation o f  

vital infrastructure in backward 
villages. 

.F Increase effectiveness o f  the role 
played by local level community 
organizations, government 
institutions, local authorities and 
other actors in the development 
process. 

.F Maximization o f  people’s 
participation in all stages o f  the 
development process. 

+Local self-government based on 
people’s perceptions for up-liftman 
o f  the living conditions o f  people. 

*F Facilitating the implementation o f  
Gama Neguma 

*F Establishment o f  knowledge centres 
and e-libraries in every village. 

Programmes 
*F Implementation o f  Gama 

Neguma programme adopting 
people’s participation. 
methodology in a wider sense 

*F Decentralised Budget (DCB). 
*E Gemi Dir iya - village 

infrastructure and entreprise 
development. 

*F Maga Neguma - Rural road 
development. 

*F Establishment o f  Grame Sabhas 
and Jana Sabhas. 

*F Preparation o f  Village 
Development Plans and 
articulation o f  them at 
divisional level. 

OF Nena Sala - Technology 
Resource Centres. 

*F Technology to  village. 
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(d) Conservation and 
management of forest 
resources for the 
benefit o f  local people 

Project 
Gam Pubuduwa 
Jana Pubuduwa 
Gemidir iya 

Tota l  

(e) Facilitating 
construction & 

2007-2009 2010-2012 2013-2016 2007-2016 
2,160 2,280 3,180 7,620 

325 375 390 1,090 
3,350 3,350 
5,835 2,655 3,570 12,060 

improvement of houses 
in the village 

(0 Small and cottage 
industry development 

+Best use o f  forest resources while 
conserving it. 

*F Adopting participatory and 
collaborative approach in forest 
resource management 

*E A decent house for every family. 
*F Providing additional income 

generating activities in the 
construction industry at village level 

*F Increased productivity, quality and 
marketing arrangements for  the 
products o f  this sector. 

traditional crafts. 
*F Improved and expanded markets for 

OF Participatory forestry 

*F Osu Gammana - Herbal 
programmes 

Farming Villages Programme 

*F Jana Sevana - Vil lage Housing 
Construction Programme. 

*F Distribution o f  p lo t  o f  lands. 

*F Productivity improvement and 

*F 1,000 Industrial Villages 

*F Kiri Gammana - Dai ry  Villages 

*F Micro  credit Programme 

marketing programmes 

Programme 

Programme 

7.2.4 Samurdhi Programme 
The Samurdhi Programme i s  the major poverty alleviation programme o f  the country. T h i s  comprises 
two main components namely, Cash Grant Programme and Livelihood Development through support- 
ive measures. The entire Samurdhi Programme i s  now in the reform process giving particular attention to 
introduction o f  efficient entry and exit mechanisms. While confining the cash grants for needy families 
who are in abject poverty, the other marginal groups are expected to be graduated through income 
supported projects. The Jana Pubuduwa and Gam Pubuduwa programmes which focus on entrepre- 
neurial development o f  the poor families and infkastructure development at village level respectively, 
are mainly for taking out the poor from the existing poverty trap. 

Table 7.2: Samurdhi Programme: Objectives and Sub Programmes 

Priority Areas 
(a) Livelihood Development 
IF The purpose o f  livelihood 

development support 
programme is to enable 
Samurdhi recipients to 
commence income-earning 
activities. 

Objectives 
+Increase the monthly 

income o f  recipients. 
* M o v e  out the poor people 

from dependency 
syndrome. 

*FGradual decrease in 
Samurdhi relief 
assistance. 

Programmes 
*F Expansion o f  Samurdhi banks’ loans and 

insurance programmes through Jana 
Pubuduwa. 

*F Improving infrastructure at village level 
through Gam Pubuduwa. 

+Purchase o f  agricultural and dairy 
products o f  Samurdhi families. 

+Provision o f  Rs 100,000 loan for 
economic empowerment o f  Samurdhi 
families. 
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7.2.5 Micro Finance 

7.2.5.1 The Existing Situation 
Microfinance in Sri Lanka has a long tradition. It has been regarded as an effective instrument for 

reduction o f  poverty through the creation ofjobs for the poor and restoration o f  their livelihood. At 
present, microfinance i s  practiced by many actors that range from ministries to commercial banks, 
specialized banks, registerd finance company and informal lenders. Many donors andNGOs also support 
to improve the accessibility o f  poor people to financial services. The government o f  Sri Lanka i s  the 
major provider o f  financial services through various agencies. About 65 percent o f  the total micro credit 
in the country is provided by the government. 

According to a survey conducted by the Consultative Group to  Assist the Poorest (CGAP), 
microfinance in Sri Lanka has achieved impressive outreach; with more than 15 mill ion deposit accounts 
and 2 million outstanding micro loans f iom a population o f  20 million people. In addition to micro loans, 
working capital, trade finance, investment credit, crop loans and savings facilities are the most common 
services provided. Notwithstanding this achievement, several challenges hinder the development o f  an 
effective and sustainable microfinance sector in the country. 

7.2.5.2 Issues and Challenges: 
At present a microfinance policy i s  not found in the country. In consequence, there i s  n o  

institutionalized mechanism to coordinate the microfinance interventions with other policies, which have 
been formulated for rural development. In this environment the sector has been fiqpented. Responsibilities 
in the sector are scattered among different agencies, which in part have quit different views o f  the role o f  
the microfinance sector in the development process o f  Sri Lanka. 

The supervisory and regulatory fiamework are found for commercial banks, specialized banks, 
finance companies and regional development banks with the Central Bank o f  Sri Lanka being the 
supervisory body. There i s  avery rough framework for Co-operatwe Rural Banks. However, no regulations 
are found for M ic ro  Finance Institutions (MFIs)  and NGOs. The absence o f  a unique pol icy and 
supervisory hmework  has allowed the proliferation o f  fundamentally unsustainable M F I s  which weakens 
governance, diminishes the institutional autonomy, exacerbates the lack o f  enforcement o f  financial 
prudence and does not provide for transformation o f  M F I s  and NGOs into depository institutions or 
regularize their savings activities. 

The lack o f  institutions for specialized training and research in microfinance i s  a major issue. The 
training programme conducted by certain government agencies and NGOs do not meet the entire 
requirements o f  the sector. They do not offer a comprehensive curriculum that i s  consistent with 
microfinance best practices, which i s  a requirement o f  the majority o f  MFIs .  Some semiformal M F I s  are 
unaware o f  their need for such training. Further, the academic courses in micro finance are not found in 
universities. T h e  dearth in training and research activities has contributed to the fragile nature o f  the 
sector and weaknesses such as substandard portfolio management, low qualifications o f  the staff, shortage 
o f  clear business concepts, obsolete accounting standards and the rudimentary level o f  information 

The financial results o f  the majority o f  MFIs ,  have failed to conform to internationally accepted 
standard for sustainability. Their financial viability i s  deteriorating. Services offered do not sufficiently 
take into account the needs o f  the target group. Supply as a whole i s  not differentiated enough and the 
terms o f  credit have a rather prohibitive effect on clients. The long-term credits are lacking. Supply o f  
financial services also differs f iom region to region. The offers are deficient since they are mainly used by 
non-poor or people close to the poverty line. The microfinance financial services system needs to have 
a broader outreach to the poor and very poor members o f  the population. 

technology. 
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M F I s  lack a mechanism for information and knowledge sharing nationwide and internationally. 
Therefore, lessons and microfinance industry best practices (e.g. accounting, auditing, r isk management) 
are unknown or not in practice, reducing the opportunity for learning and adding value to current services. 
Weak regional linkages result in lack o f  quality, expansion and depth o f  outreach. Credit innovations 
remain limited and linkages to non- financial service providers do not exist. 

Sri lanka does not have an association o f  MFIs.  As a result there i s  no dialogue among microfinance 
practitioners. Th is  i s  an impediment to develop a stakeholders’ policy dialogue with the government. 

Currently, micro finance exposure o f  commercial banks i s  limited to a few programmes. The lack 
o f  skills o f  the staff in the delivery o f  microfinance services and the reluctance to allocate sufficient 
resources have attributed to this limitation. Improvements in stafforientation, as well as ski l ls  for credit 
appraisal, delivery and monitoring will serve to enlarge the scope o f  commercial banks participation in 
micro finance. 

The poorest group i s  reached only by way o f  group-guaranteed loans, which are mainly provided 
by NGOs. However, the majority ofNGOs which number around 200, are operationally and financially 
weak. Their transaction cost i s  significantly high and the recovery i s  low. These defects have compelled 
NGOs to charge high rates o f  interest and keep collaterals for loans. These practices have adversely 
impacted on the development ofmicrofinance in rural areas. 

7.2.5.3 Goals 
Sri Lanka will have a flourishing and strong microfinance sector in the next decade. It will involve 

in the provision o f  sustainable and poverty focused financial services, which include loans to micro and 
small enterprises as well as to poor households for the most various needs. The mobilization o f  savings, 
transfers and insurance services, will also be undertaken in an effective and efficient manner. 

About 500,000 new micro enterprises will be erectedthroughout the country and about 10 percent 
o f  the existing micro businesses will be promoted to the category o f  small industries. As a result o f  these 
developments, both unemployment and poverty in the country will drop by 2 percent. 

7.2.5.4 Strategies 
The development o f  the microfinance sector consists o f  a number o f  components. 

0 A policy and strategy for microfinance sector will be formulated in coordination with the relevant 
government agencies and in dialogue with stakeholders ofthe sector. 

0 A high level body will be set up with sufficient members who are in a position to develop and 
implement microfinance concepts. This process will assist the policy makers to mobilize the tech- 
nical and financial support services towards the productive areas o f  micro businesses and create 
an uniformity in the microfinance sector. 

0 A separate unit will be established in the Central Bank o f  Sri Lanka for effective supervision and 
regulation o f  microfinance agencies and create legal provision for enhancing the participation o f  
non governmental agencies and other private sector initiatives in microfinance. 

0 A scheme o f  reform will be undertaken to make the necessary changes in microfinance institu- 
tions run by the Government. (National Development Trust Fund, Cooperative Rural Banks, Re- 
gional Development Banks and Samurdhi Banking Societies). The proposed reforms will enable 
these institutions to generate more savings, expand the outreach and increase the efficiency o f  the 
service delivery. 

0 A system will be introduced to link the micro enterprise sector with the small and medium industry 
sector. In this process a cluster based development framework will be adopted. The proposed 

129 



strategy will ensure a permanent market for rural products and thereby the sustainability o f  micro 
enterprises. 

A network between microfinance stakeholders will be established for exchange o f  information and 
good practices as well as for policy dialogue with the government. 

The capacity of providers o f  microfinance training, knowledge and information service will be 
strengthened to promote the industry standard and increase the professionalism o f  microfinance 
sector. 

The apex microfinance agencies will be strengthened for channeling long term refinancing funds to 
microfinance agencies. 

Hatton National Bank 
Seylan Bank 

Sub Tota l  

Table 7.4: M icro  Finance for Livelihood Development - 2007-2016 

379 500 1,000 1,879 
99 125 150 374 

4,249 5,725 7,750 17,724 
NGOs 
SANASA 
SEEDS 
Janashakthi 

Others 
Sub Tota l  

Sub Tota l  
Tota l  

1,020 1,500 2,500 5,020 
2,603 3,000 4,000 9,603 

35 100 200 335 
3,658 4,600 6,700 14,958 

128 200 400 728 
128 200 400 728 

35,699 43,875 58,400 137,974 

7.2.6 Area Based Livelihood Development 

Development programmes targeted for specific regions have been identified as a dynamic way to 
promote development, particularly to alleviate poverty through livelihood development. T h i s  will also 
create maximum synergy between role players to achieve area specific development objectives through 
making full use of the resources available in the regions. This approach also makes it possible for 
regions to increase their own GDP while enhancing their capacity to contribute to the national economy. 

7.2.6.1 Senkadagala Revival 

Under the Senkadagala revival, Kotmale, Ukuwela and Digana will be developed as model periphery 
regions through establishment o f  economic zones. The strategy involves: Development o f  suitable and 
appropriate industries; Development o f  traditional Kandyan industries; Addressing the problem o f  
landlessness among the Kandyan peasantry; Development ofperipheral villages; Addressing environmental 
problems faced in the area. 
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Table 7.5: Senkadagala Revival: Objectives and Sub Programmes 

Priority Areas 
(a) Industrial development 

(b) Land ownership 

(c) Modernization of 
periphery villages 

Objectives Programmes 
.F Increased number, output and 

revenue o f  local industries 
*F Productive o f f  farm job 

opportunities. economic zones in Kotmale, 

*F Sekandagala land alienation 

.F Financial assistance through 
“Lanka Puthra” Bank. 

*F Establishment o f  three 

Digana and Ukuwela. 
*F Reduced landlessness in 

Kandyan peasantry programme. 
population. 

village. development programme. 
*F Modem facilities to each .F Periphery villages 

*F Provision o f  quality services 

7.2.6.2 Rajarata Reawakening 
Rajarata is an area with r ich cultural heritage. The region i s  s t i l l  lagging behind in using its full 

potential to contribute to the national economy and developing capacity to absorb benefits o f  mainstream 
development o f  the country. The programme i s  aimed at bridging this gap through infrastructure and 
institutional development programmes. The strategy for Rajaratareawakening i s  centred on self-sustained 
villages and the preservation o f  culture and heritage. 

Priority Areas 

Table 7.6: Rajarata Reawakening- Objectives and Sub- Programmes 

Objectives Programmes 

Objectives 
.F Increased cultural tourism 

.F Improved infrastructure for 
SME development 

development. 

Programmes 
*E Rehabilitation and conservation 

o f  cultural square consisting 
Panduwasnuwara, 
Dambadeniya, Yapahuwa and 
Ethugalpura 

*F Rural road development 
*F Rural electrification 

(b) Development of religious 
and cultural places. 

(a) Irrigation Improvement 

Anuradhapura and Polonaruwa 
Districts 

.F Rural market centres 
*F Irrigation improvement in the *F Improved irrigation facilities 

to farmers Deduru-oya Basin 

*F Conservation o f  religious places 
in Anuradhapura and 
Polonnaruwa 

*F Improved pilgrim facilities 

facilities. 
*F Rajarata Vil lage Development 

Programme - support by Gama 
Neguma and Maga Neguma 

*F Programme for conservation o f  
religious places (Sacred Cities) 

*F Pi lgr im amenities development 
-transport, lodging and other 

7.2.6.3 North-West Revival 
The North-West i s  emerging as a region with a dynamic industrial / processing network based on 

agricultural and other local raw material. Government facilitates these developments through improvement 
o f  infrastructure and other services. Rehabilitation and conservation o f  places o f  cultural and historical 
importance i s  also an objective o f  the programme. 

Table 7.7: North-West Revival - Objectives and Sub Programmes 

Priority Areas 
(a) Conservation and 

development of North-West 
Culture and Heritage square 

(b) Rural Infrastructure 
Development 
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7.2.6.4 Uva - Wellessa Awakening 
In the days when Sri Lanka used to be known around the wor ld as the Granary o f  the East, U v a  

- Wellassa- 'The Land o f  Hundred Thousand Paddy Fields -once occupied the foremost position in 
the country's thriving food industry. It i s  the intention ofthe Government to develop the Uva-Wellassa 
area to regain the past glory o f  irrigated agriculture and to make the area attractive to new investors in 
non-farm activities. The main strategy for doing this comprises specially targeted integrated area 
development programme that incorporates: specially targeted livelihoods development and poverty 
reduction; improvement o f  basic infrastructure and service facilities; reducing the isolation o f  Uva- 
Wellassa by improving infixstructure that connects the area with the country, the Asia region and global 
markets; targeting Uva-Wellassa with modem industries and services; paying attention and developing 
activities, especially niche markets, in which Uva-  Wellassa's comparative advantages excel such as 
biotechnology, organic farming, ago- and eco-tourism, and so forth. 

Table 7.8: Uva - Wellassa Awakening - Targets and Sub Programmes 

Objectives Priority Areas 
(a) Ending isolation of Uva 

Wellassa and reviving it a 
major socio- economic 
region o f  Sri  Lanka 

Programmes 
- 

the main service centres in U v a  - 
Wellassa (Badulla, Haputalle, 
Welawaya Moneragala, etc) f rom 
the current 8-10 hours to 4-6 hours 
by 2012. 

OF Increase the contribution o f  Uva  - 
Wellassa to GDP from around 4% 
in 2005 to 6% in 2012 and 8% in 
2015. 

OF Increase per capita income in Uva  
- Wellassa from around Rs. 3000 
per month in 2005 to around Rs. 
6,000 in 2012 and Rs. 9,000 in 

Project/ Programme 2007-2009 2010-2012 
Senkadagala Revival 765 800 

2013-2016 2007-2016 
850 2,415 

Table 7.9: Public Investment for Area based Livelihood Development 
(2007-201 6) 

Uva  Wellassa Awakening 
Regional Economic Advancement Projects 

780 800 800 2,380 
3,255 3,255 

Total 6,118 I 3,050 I 3,350 I 12,518 
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Education 
0 Improve early childhood care and education by construction o f  creche cum pre-school complexes, 

recruitment o f  new teachers and provision o f  better training to teachers. 
0 Provide universal compulsory education o f  good quality for children through development o f  infra- 

structure, training ofteachers and motivation ofparents to keep their children in schools. 
Improve access, quality and equity in secondary education through upgrading the existing schools, 
training ofteachers and development o f  extra curricular activities. 

0 Improve access and quality o f  non-formal education by strengthening activity learning centres and 
community learning centres. 

0 

Employment and Vocational Training 
0 Upgrade working conditions o f  the plantations workers by providing welfare facilities and develop- 

ing good relationships between workers and management. 
0 Expand employment opportunities for plantation youth by providing career guidance and vocational 

Provide opportunities to acquire ski l ls  development through promotion o f  entrepreneurship devel- 
opment and introduction ofmicro-credit schemes. 

training. 
0 

Housing, Water Supply and Sanitation 
0 Undertake a comprehensive housing development, based on self-help approach characterized by 

provision o f  land, housing loans and in-kind grants. 
0 Provide adequate drinking water and sanitation in par with the standards o f  rest o f  the country by 

strengthening the existing CBOs and Estate Worker’s Housing Cooperative Societies (EWHCs) to 
implement the water supply and sanitation programmes. 

Roads, Electricity and Communications 
0 Facilitate the convenient movement within estate and to outside locality by rehabilitating 8,000 km. 

estate roads and 200 km. link roads. 
0 Provide electricity to needy households through national grid or other alternative sources. 
0 Ensure access to communication through delivery o f  letters to the doorstep and provision o f  tel- 

ephone facilities through CDMA. 

Empowering the plantation community through development o f  sports recreation facilities and cul- 
ture. 
Ensuring the gender equity to recognize the women’s participation at all levels. 

Community Development and Gender Equity 
0 

0 

Table 7.10: Plantation Worker Community Development - 
Objectives and Sub Programmes 

I 

full range o f  preventive 
health services. 

Programmes 
+Establishment o f  MOH areas in estates 

according to national norms. 
*E Re-demarcation o f  Public Health Midwives 

and Public Health Inspector areas. 
*E Filling the existing vacancies in health sector 

in estate sector. 
*E Construction o f  required offices and quarters 

for MOHs, Midwives and PHIs. 
*F Provision o f  1 1 vehicles and 48 motorbikes for 

MOHs and PHIs. 
.F Provision o f  in-service training to  estate 

Medical Assistants and Midwives. 
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(b) Education 

[c) Employment and 
Vocational Training 

:d) Housing, Water Suppl: 
& Sanitation 

*F Improved curative 
health services by taking 
over estate hospitals and 
improvement o f  
maternity wards and 
dispensaries run by 
RPCS. 

OF Early childhood 
development o f  75% o f  
estate children. 

OF Near-universal 
participation in 
compulsory education 
and mastery o f  learning 
competencies. 

OF Increased access to 
senior secondary 
education and improved 
performance at GCE 
(O/L) and GCE (AIL). 

*F Increased literacy and 
skills o f  out o f  school 
youth and adults. 

*E Improved working 
condition and 
productivity. 

*F Competency 
enhancement o f  estate 
youth. 

OF A contented plantation 
community wi th 
satisfied shelter. 

OF Construction o f  OPD buildings, clinic rooms, 
wards and mortuaries. 

and minor staff. 

facilities. 

electricity and water. 

complexes in 

OF Construction o f  quarters for Doctors, Nurses 

OF Provision o f  ambulances and telephone 

GProv is ion  o f  other basic amenities such as 

OF Establishment o f  creche cum pre-school 

-E 1,544 RPC estates 
-F 200 private estates 

OF Recruitment and training o f  1,744 pre-school 

OF Introduction o f  nutrition programmes. 
OF Awareness programme for parents to  insist the 

need o f  the early childhood education. 
OF Reintegrating 10,000 drop out children into 

school system. 
~FUpgrad ing  the 270 Type 3 schools and extend 

the classes up to grade 9 in another 300 Type 3 
schools. 

teachers. 

OF Recruitment and training o f  1,500 teachers. 
OF Provision o f  infrastructure and physical 

OF Motivation parents to keep their children in 

OF Upgrading the infrastructure and physical 

resources. 

schools. 

facilities in Type 2 and Type 1C schools. 
-F Additional class rooms 
-F Science laboratories 
-F Computer rooms 
-F Act iv i ty rooms 
-F Quarters 

OF Developing/enhancing the professional 
competency o f  teachers, principals, ISAs and 
subject Directors. 

OF Provision o f  literacy training through activity 
learning centres. 

+Provision o f  skills training for out o f  school 
youth. 

OF Establishment o f  community learning centres. 
DF Construction o f  weighting sheds and rest 

rooms. 
DF Provision o f  uniforms. 
WF Provision o f  career orientation programme for 

WF Upgrading the Thondaman Vocational Centre. 
WF Establishment o f  03 new vocational training 

WF Improvement o f  access to information and 

60,000 youth. 

centres. 

communication facilities. 
-F Community radio, TV 
-F Networking with local chambers 

DF Construction o f  50,000 houses under the "Jana 

BF Construction o f  110,000 houses in the medium 
Sevana" programme. 
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(e) Roads, Electr ic i ty 
and Communicat ion 

*F Electricity supply for  a l l  
needy households. 

*F Improved 
communication facilities 
in the estate sector. 

*FPlantation community i s  
empowered enabling i t  
to become full involved 
in the National 
Development process. 

*F Wel l  equipped sports 
complex and cultural 
centres. 

*E Social security to o ld  
age and differently able 
people enhanced. 

*F Increased Women 
participation in al l  levels 
decision making. 

*€Awareness creation and 
provision o f  more 
services through 
appropriate 
appointments. 

(0 Communi ty  
Development 

*F Providing electricity to 56,250 households by 

*F Supply o f  electricity to  61,875 households by 

*F Provision o f  telephone through C D M A  

*F Upgrading the agency post offices as sub-post 

*F Establishment o f  316 new sub-post offices. 
*F Forming and strengthening o f  CBOs, EWHCs. 
*F Capacity building o f  CBOs and EWHCs. 
*F Establishment o f  community centres. 

20 10. 

2015. 

technology. 

offices. 

*F Upgrading the Norwood ground and pavil ion 

*F Removing shortcomings in the cultural centres 

*F Establishment o f  vocational training centre for 

*F Conducting regular health clinics. 
*F Exploring the self employment opportunities. 
*F Provision o f  trained counselors to handle 

*F Assessment o f  women participation. 
*F Recruiting 2,500 youths who have passed the 

G.C.E ( O L )  as Community Development 
Communication Assistants. 

*F Recruiting Tamil  police officers and other 
relevant Government officers. 

to international standard. 

and community development centres. 

handicapped. 

plantation women issues. 
(g) Gender Equity and 

H u m a n  Rights 

Gender Equity & Human Right 
Total 

*F Access to  improved *F Provision o f  safe and adequate water supply to 

*F Provision o f  sanitation facilities. 
basic amenities. needy families. 

and improved link *F Rehabilitation o f  200 km. link roads. 

200 95 109 404 
32,849 24,484 32,667 90,000 
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7.3.1 Situation 
In terms o f  the Human Development Index compiled by the United Nations, Sri Lanka’s level o f  

human development i s  satisfactory in relation to her per capita income and the country has been ranked 
higher than all other countries in the South Asian Region. Th is  i s  explained by the priority accorded to 
social welfare expenditure by successive government since independence. Even after introducing 
liberalization policy in the latter part o f  1970s, the government has been allocating substantial amount o f  
resources for implementation o f  safety net programmes, particularly cash grants under the Samurdhi 
programme. The other major subsidy programmes include fiee education, fiee health, subsidized public 
transport and assistance for vulnerable groups such as differently abled and conflict affected people. 

The concept o f  social protection often misinterpreted and misused. Sometimes it i s  confined to 
safety nets, social welfare assistance or cash and food grants. It i s  necessary to adopt a holistic approach 
social protection and integrate all approaches with aview to change the role ofthe vulnerable groups 
f iom passive recipients to active contributors to development. Accordingly, henceforth, social protection 
has to be conceived as mechanism to reach the people who happen to be outside the mainstream o f  
development and to provide protection which they are incapable o f  providing for themselves. 

7.3.2 Strategy 
The protection ofthe rights o f  the economically and socially disadvantaged groups and improvement 

o f  their living conditions will be given high priority with a view to ensuring their active participation in 
socio-economic activities. While providing public assistance for such groups to supplement their incomes, 
special education and ski l ls  training programmes will be introduced to make them active partners in the 
economic development. 

7.3.2.1 Social Protection Framework 
Social Protection Strategy Framework 

Coping 

Cash, Food for 
work 
Chronically poor, 
Women, Children 

Samurdhi Cash 
Grants, Nutrition 
Programmes 

Poverty levels 
expected to be 
come down 

Poverty 
Headcount Index 
2002 - 23% 

Decreasing 
2015 - 12% 

- Proper targeting 
and making exit 
and entry 
mechanisms 
effective 

Prevention 
Cash 

Elderly, 
Transitory poor 

Pensions, and 
other 
contributory 
pension schemes 
Aging 
population 

Over 60 
Population 
2001- 10% 
2020- 2 2 %  
Increasing 

- Improving 
coverage, 
administration 
and finacial 
sustainability, 
o f  exiting 
schemes 
- Providing 
security for 
informal sector. 

Increasing 
opportunities 
Services, 
counseling, 
Unemployed, 
new entrants to 
labour market 
information 
networks, Skill 
development 
training, 
Need more 
emphasis on the 
informal Sector 

Labour Force 
Rate of  
unemployment 

Increasing 

- Promoting 
Industry - 
Academic 
partnerships 
-making 
working 
conditions of  a l l  
jobs comfortable 
and attractive 

Mtigauon 

Food, Shelter, 
Health Services 
Communities 

disasters 
exposed to 

WFP, Disaster 
Relief 
Programmes 

Decreasing risk of 
Natural Disasters 
due to EWS & 
networks in place 
No. of IDP s 
Target i s  
eliminating long 
term displacement 
Assumed to be 
decreasing 

Establish an 
unified system for 
disaster relief with 
intra-agncy 
coordination 
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Target groups for welfare assistance: 
Differently abled: Differently abled persons will be considered as those who suffer f i o m  a mental 
or physical disability that places them in a disadvantaged position, socially and /or economically. 
The Government do not consider these people as a burden to society. On the contrary their latent 
abilities will be put into good use for the welfare ofthe society and themselves. Therefore, they will 
be provided with shelters and vocational skills. 
Children: As far as children are concerned, key policy objective o f  the Government i s  to provide 
care and protection for the children in vulnerable situations and to ensure that a l l  children have 
unfettered opportunities to advance to their l l l e s t  potential as human beings and as citizen o f  Sri 
Lanka. Destitute children will be given adequate protection through improvement o f  safe homes 
with required facilities in order to create a conducive environment which will require for  healthy 
growth both physically and mentally. Measures will also be taken to ensure their access to education, 
health and other services. 
Senior Citizens: With regard to senior citizens, the policy objective o f  the Government i s  to ensure 
better living environment and quality l i fe for these citizens. The rights o f  senior citizens to safety, 
access to services, and to lead digufied, active and fulfilled lives not being overly dependent on the 
other people or the state will be duly recognized and promoted. The historical and traditional roles 
that senior citizens have played in our society will provide dynamic examples for us in establishing a 
society that care about and gives due recognition to senior citizens. The priority strategies for  
protection and advancement ofthe rights and welfare o f  senior citizens emphasize independence, 
care, self-merit and dignity. 
Destitute Women: The primary policy objective ofthe Government with regard to  the issue o f  
women’s empowerment i s  to promote gender equality through a discrimination-free society. 
Considering the fact that women should have equal rights with men in the society, all avenues will be 
opened for them to engage in gainful economic activities and earn additional incomes. At the same 
time, steps will be taken to get their active participation in decision making, planning, plan 
implementation and other administrative as well as political h c t i o n s  at every level. Policies and 
strategies are driven by the recognition o f  the simple truth that unless women are empowered, 
society as a whole cannot be empowered. 

Table 7.12: Social Protection: Objectives and Sub-Programmes 
Priority Areas 

(a) Relief for all 
deserving families, 
and for persons 
living with 
Samurdhi families. 

(b) Differently Abled 

OF Educational facilities 
to differently abled 
children. 

Persons 

Targets 
*FFull coverage o f  a l l  eligible 

families. 
*FFull coverage o f  aged and 

disabled under Samurdhi 
families. 

+Reduction o f  child related 
problems - such as hunger, 
malnutrition among 
Samurdhi families. 

OF Improved education 
achievement among 
Samurdhi families. 

OF Assistance to poor families 
to have social events. 

OF Educational faci l i t ies to a l l  
differently abled children 
without any discrimination. 

Programmes 
OF Eligibility assessment and expansion o f  

*F Aged and disabled Samurdhi family 
programme to eligible families. 

members’allowance (Rs. 3,000). 

OF Increase the child birth payment up to Rs. 
5.000. 

OF Increasing the scholarship allowance o f  
the children o f  Samurdhi families by 50%. 

OF Increasing the payment in the event o f  a 
death from Rs. 5,000 to Rs. 10,000. 

OF Enrollment o f  differently abled children to 
popular schools. 

OF Deviating from the present practice o f  
maintaining separate schools for 
differently abled children. 
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Priority Areas 
Shelter and vocational 
training for physically 
disabled persons. 

DF Financial assistance to  
disabled persons who 
have no  income. 

BF Employment 
opportunities to 
differently abled 
persons. 

OF Convenient l i fe for 
differently abled 
persons . 

OF Social equity. 

a) Protection and 
Advancement of 
Children in 
Vulnerable Situations 

OF Improving health and 
nutrition status o f  
children. 

OF Safe homes for orphans. 

OF Quality pre-school 
education 

(b) Promotion of Rights 
and Welfare 01 
Senior citizens 

Targets 
BF Better living standards for 

physically disabled persons. 

*F Reduced financial burden o f  
the poor families who look 
after disabled persons. 

*F Good income avenues to  
differently abled persons. 

OF Public office buildings with 
convenient access facilities 
for differently abled persons. 

*€Secured equal rights o f  
differently abled persons. 

OF Reduced malnutrition and 
hunger among the children. 

OF Wel l  managed children’s 
homes. 

.!%ell equipped pre-school 
system on par with 
international standards. 

*F Improved living standard o f  
senior citizens. 

OF Benefits to farmers, 
fishermen, thee wheeler 
drivers, small businessmen, 
and those who do not 
receive pension or EPF 
benefits. 

Programmes 
IF Establishment o f  Rakawarana Niwasa 

homes to provide vocational skills for  
physically disabled persons. 

IF Providing houses for disabled soldiers. 

IF Providing monthly grant o f  Rs. 3,000 for a 
fami ly who has differently abled persons. 

IF Providing funds from President’s Fund for 
big operation o f  disabled persons. 

BF Reservation o f  at least 3% o f  employment 
opportunities in the establishments with 
over 100 employees. 

,€ Reservation o f  at least 3% o f  employment 
opportunities in the establishments with 
over 100 employees. 

DE Providing convenient access facilities in 
public buildings to differently abled 
persons. 

BF Enacting legislation to protect the rights of 
the differently abled persons. 

BF Provide monthly allowance o f  Rs. 200 to 
purchase milk for every chi ld f rom birth 
up to 5 years o f  age. 

0FImprovement o f  the management o f  a l l  
children’s homes and double the monthly 
amount paid to the account o f  each child. 

*F Providing training, technology and 
financial assistance for pre-schools and 
day-care centres. 

OF Introduce new educational methods to 
achieve international standards. 

~ F H o m e s  for aged with the assistance of 
NGO’s and private sector. 

+Increasing the pensions in line with the 
public servants salary increases. 

OF Rectification o f  the anomalies in present 
pension payments. 

OF Provision o f  spectacles for  senior citizens 
with free o f  charge. 

+Once a year a free railway warrant for 
senior citizens to go on pilgrimage. 

*F Improve social security and social 
integration. 

OF A deduction o f  50% o f  the fares as levied 
by public sector transport operators to 
senior citizens. 

OF Establishment o f  a National Pension 
Scheme for self employed. 
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Priority Areas 

Women 

Targets Programmes 

empowered women. employment scheme for women. 
*F Financial assistance for women through 

Lanka Puthra Bank to  start income- 
generating project. 

*FAssistance for women who are in 
torture/depression. 

+Legal reforms aimed at equal status for 
women and men. 

OF Achievement o f  25% women members’ 
participation in Provincial Councils and 
Local Government. 

Table 7.13: Government Intervention on Social Protection (2007-2016) Rs. Mn. 

7.4 Disaster Mitigation and Risk Management 
7.4.1 Vision 

The long-term vision o f  the Government i s  to ensure safer country with low risk o f  natural disasters 
through implementation o f  effective early wamhg systems, making the people aware o f  possible natural 
disasters and timely dissemination ofrelevant information to the public. 

7.4.2 Key  Objective 
The key policy objective o f  the Government i s  to mitigate and minimize the impact and damage o f  

drought, floods, landslides and other natural disasters. In th is  regard, it i s  the intention o f  the Government 
to develop and implement a comprehensive fi-amework which will identify and coordinate the multiple 
stakeholder efforts to meet this objective during the next ten years through a holistic strategy. 

7.4.3 Strategy 
For a long time, disasters seem to have been perceived as isolated events which needed to be 

responded with ‘emergency rel ief  as the standard norm. It i s  now recognized that disaster management 
i s  more effective if it i s  preceded by preparedness and the rel ief  i s  followed by rehabilitation and 
reconstruction. 

The overall strategy can be divided into two main interrelated prongs: 
a) Pre-disaster risk reduction - through mitigation and preparedness; and 
b) Post-disaster recovery - through relief, rehabilitation and reconstruction 

The Road Map  for implementing the strategy will be developed and implemented through the 
interactive identification ofpriority polices, programmes and projects across different axeas o f  action. 
Its key features will include: 
0 Complementing ongoing policy and legislative efforts with risk identification and reduction strategies; 
0 strengthening national, regional and local level institutions while paying due attention to Community- 

Based Disaster management; 
0 Considering the different nature o f  hazard risks and vulnerabilities across the country; 
0 Strengthening o f  national, regional and local governance structures; and emphasizing national and 

community-based environment and natural resource management for long-term risk reduction. 
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Table 7.14: Disaster Mitigation and Risk Management: 
Strategic Priorities, Key  Targets and Programmes 

Strategic Priorities 
(a) Development of Disaster 

Management Policy, 
Institutional Mandates and 
Capacities 
*F Preparation o f  national 

disaster management 
plan. 

*F National Disaster 
Management Policy. 

OF National emergency 
response plan 

(b) Hazard, Vulnerability and 
Risk Assessment 
*F Study o f  past hazards and 

responses. 

*F Simulation modeling o f  
hazards and incorporation 
o f  the results in planning. 

*F Landslide Hazard 
Zonation Mapping for 
Landslide prone areas. 

for  major river basins. 
*F Flood simulation model 

*F Study on droughts. 

OF Risk aversion on possible 
natural disasters. 

(c) Establishment of Tsunami 
and Multi-Hazards Warning 
System 
*F International 

collaboration network. 

*F Advance warning 
information system for 
floods, cyclones, 
abnormal rainfall, 
droughts, landslides, etc. 

Key Targets 

*F Comprehensive National 
Policy on Disaster 
Mitigation and Risk 
Management. 

*F Preparation o f  a National 
DMRM Plan. 

*F Clearly defined 
institutional mandates for 
l ine agencies, PCs and 
LAs. 

*F Effective enforcement o f  
Ordinances, Acts and 
Regulations. 

*F Updated landslide hazard 
zonation maps for major 
prone areas. 

*F GIS based risk information 
system established at 
DMC.  

OF Availability o f  maps for 
vulnerable areas. 

*F Flood hazard maps for 
major river basins. 

*F Micro-climatic maps and 
drought vulnerability 
maps. 

*F Preparation o f  
Vulnerability Atlas. 

*F Proper meteorological 
warning system. 

*F Real time forecasting 
system for f lood hazard 
mitigation. 

*F Functional cyclone tracking 
and EWS. 

Programmes 

*F Implementation o f  provisions o f  
Disaster Management (DM) Ac t  
various levels. 

*F Review o f  institutional mandates 
o f  l ine agencies in performing the 
disaster related activities. 

*F Review the existing institutional 
mandates o f  l ine agencies, PCs and 
L A s  and introduction o f  new 
mandates suited to  present day 
needs. 

*F Establishment o f  National Disaster 
Management Centre and National 
Emergency Operations Centres. 

*F Land hazard Zonation Mapping 

*F Establishment o f  Disaster Risk 
Management Information System at 
Disaster Management Centre. 

*F Expansion o f  landslide mapping 
programme. 

*F Flood risk assessment and 
implementation o f  f lood control 
programmes. 

*F Development o f  drought prone area 
maps o f  LAs. 

*F Use o f  Vulnerability Atlas in 
developing programmes. 

*F Establishment o f  National Early 
Warning Centre and improvement 
o f  meteorological observation and 
prediction capabilities. 

*F Improvement o f  Hydrometric 
Network for enhancing flood 
monitoring and forecast 
capabilities. 

Tracking, Storm Surge Warning 
System. 

*F Development o f  effective Cyclone 
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Strategic Priorities 
(a) Public Awareness, 

Education and Training 
*F National Disaster Awareness 

Campaigns. 

*F Promotion o f  disaster 
awareness among 
professionals and universities 
through training and other 
activities. 
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Key Targets Programmes 

*F Holding DRM training *F Declaration o f  National Safety 
programmes for general Day  and conducting awareness 
public and school programmes. 
children. *F Awareness through University 

development activities by Education. 
the D M C .  *F Training for Government 

*E DRM training and Curriculum and Continuing 

Employees. 



8. Education 
8.1 Enhancing Equity, Quality, Efficiency, and Effectiveness 

The Education sector has three sub-sectors: General Education, Technical and Vocational Education 
and Higher Education. These have been developed to meet needs ofthe people for knowledge, sk i l ls  
and the attitudinal and value base that determines their behaviour almost through their l i fe cycle. At the 
present juncture, the major key issues that need to be addressed in each sector are Equity, Quality, 
Efficiency and Effectiveness. 

8.1.1. General Education 
The largest- sub sector i s  primary and secondary Education. In the context o f  the farsighted policies 
introduced, particularly free education, Sri Lanka has extended educational opportunities to a large 
segment o f  the population. 

2. State Supported schools 
3. Total Number o f  Students 3.9 Mn; Girls 50%, Boys 50% 
4. Total Number o f  Teachers 187,339 ; Men 31%, Women 69% 
5. Schools providing science education 25% 
6. Schools with libraries 60% 
7. Schools Teaching I T  Only a few schools have basic facilities. 

9. Primary enrollment (5 to 10 Years) 96%; Boys 94.7%, Girls 96.5% 
10. Junior Secondary enrollment (1 1 to 14 Y) 95%; Boys 93.5%, Girls 96.4% 
1 1. Retention at the end o f  Primary (Gr 5) 98% 
12. Retention at the end of Junior Sec. (Gr 10) Boys:82%, Girls: 87% 

8. Teachers professionally qualified 95% 

13. Drop-outs at the end of Gr 11 
14. Passes at GCE (0- Level) 

50% 
47% 

N o n  schooling i s  not pervasive in Sri Lanka and i s  confined to severely economically disadvantaged 
locations and to vulnerable groups. A key issue i s  to bring the out-of -school children in the compulsory 
education group into schools or non-formal centres and to increase participation at senior secondary 
level which i s  the avenue to higher education. 

Despite the past efforts, the quality o f  education in terms o f  infiastructure, distribution o f  teaching 
resources and the learning-teaching process in the classroom i s  reflected in the low mastery levels in first 
language and mathematics in primary grades and in a low pass rate at the GC.W Or- level examination 
in Grade 1 1. Both activity based learning and teaching and personality development as well as technical 
subjects in the grades 10-1 1 curriculum have received l o w  priority in schools. Science education in 
grades 12-1 3 i s  confined to 6% o f  schools with these grades and Information Technology i s  s t i l l  in the 
initial stages o f  development in schools. The management o f  the education system - delivery o f  services, 
supervision, administration and monitoring- has been reported to be weak at local level underscoring 
the need for capacity building educational personnel at all levels and the adoption o f  effective monitoring 
mechanisms. 

Among the Key Issues to be addressed in general education are: 
0 Lack o f  a policy on a coordinated system o f  schools 
0 The need to improve achievement levels in the f irst language and mathematics. 
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17 % o f  students who enroll do not complete compulsory education (5- 14 years) who need to 
be either brought back into schools or enrolled in non-formal centres 
Need to increase participation at senior secondary school level 
The need to increase the success rate at the 0 Level Examination. 
Giving higher priority to activity-based learning and teaching, technical subjects and personality 
development in grades 10-1 1 
Science education being limited to 25.6 per cent o f  schools with grades 12-1 3 
Little progress made in introducing Information Technology to schools 
Difficulties faced by secondary school leavers to fit into the world o f  work 
Need for modernization and diversification o f  curricula at school levels 
Issues o f  governance - delegation and devolution to provinces and gradually to school level 
Lack o f  an efficient delivery o f  services, and an effective monitoring and supervision mechanism 
Capacity building o f  educational personnel 
Clarity with regard to b c t i o n s  among National Education Commission (NEC), National Institute 
o f  Education (NE), Ministry o f  Education WOE) and Provincial Ministries. 

Technical and Vocational Education 

Among the key issues to be addressed in technical and vocational education are: 
Lack o f  focus on knowledge, ski l ls  and attitudes to perform a particular occupation in a rapidly 

Absence o f  mechanisms to ensure the quality o f  trainee output against set standards 
Absence o f  atrustworthy qualification that reflects the level o f  competency o f  the trainee against 
a publicly known standard 
Internal and external inefficiencies including duplication o f  courses, outdated curricula and 
equipment, shortage o f  good trainers as well as in-optimal utilization o f  workshops, laboratories 
and training equipment, leading to ahigh drop out rate o f  around 30 per cent 
Lower social acceptance o f  technical and vocational education and training and hence the 
inability to attract students to training courses 
Gender imbalances in enrolment 
Need for the diversification o f  providers and creation o f  an enabling environment for the private 
sector investment 
Inadequate coordination and llnkages among public, private and non-governmental stakeholders 
Lack o f  sufficient awareness ofthe available opportunities, 
Need for sustainability through cost recovery and other means, and 
Inadequate linkages between technical and vocational education and general education, on the 
one hand, and university education, on the other. 

changing technical environment 

Higher Education 

Among the Key Issues to be addressed in higher education are: 
Absence o f  a consistent overall policy for higher education, o n  such issues as, admissions, 
medium ofinstruction and location ofuniversities 
Rational expansion o f  intake capacity, to accommodate the large numbers who qual@ for university 
admission 
Improving quality and relevance to meet local needs and international standards related to 
issues o f  curricula, university-industry llnkages and employability o f  graduates 
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0 Paucity ofresearch and opportunities for postgraduate education 
0 Issues o f  autonomy, resource mobilization and capability building o f  all categories o f  staff 
0 Opening higher education institutions to private sector participation 
0 Re-defining the role ofthe state regarding accreditation mechanisms, financing and institutional 

0 Frequent disruption to university activities due to confrontational behaviour o f  students and 
employees 

strengthening 

8.2 Education - Overall Goals 
Under the present plan, Sri Lanka’s education system will be transformed into one that will provide 

the technological skills required for rapid economic growth and national development. Educational 
content and methods will be designed to promote the development o f  inquiring and adaptable minds. In 
a broader sense, education will also aim at promoting knowledge, values and attitudes needed by 
individuals to live in peace and harmony with other members o f  the society while raising the general 
intellectual and cultural level ofthe people. 

8.3 General Education - Policy Framework and Strategies 
Educational policies in Sri Lanka will be shaped according to thinking embodied in the Muhindu 

Chintanu. Accordingly, the right to fiee education for all children will be protected while widest possible 
opportunities will be provided to every person to acquire a quality education at higher and vocational 
levels according to h is  /her ability and preference. Due priority will be accorded to teaching o f  languages 
so that students will become proficient in both national languages and English. Action will also be taken 
to make computer related ski l ls  accessible to all. 

Flowing &om the issues identified and policy guidelines set out above, the educational policy needs 
to focus on the themes o f  equity, quality, efficiency and effectiveness at every level. It should be innovative 
and responsive to the needs o f  social, economic, political and cultural development blending national 
and global demands and be transformative in nature. 

Educational policy should also focus in bridging gaps among the above four areas, facilitating 
transfer f i om general education to technical and vocational education and higher education, and &om 
technical and vocational education to higher education. In Sections 3.1 to 3.3 the policy &mework and 
strategies for each level are presented. 
8.3.1 Promoting equitable opportunities in access, participation, achievement and outcomes 

in basic and secondary education 

Policies have been introduced since the 1940s to extend educational opportunity to all segments o f  
the population - free primary, secondary and tertiary education in state supported schools, provision o f  
scholarships at Grade 5 and, to a limited extent , at Grade 12, free textbooks (Grades 1-1 l), materials 
for a school uniform, mid day meal for needy students and subsidized transport. These policies need to 
be continued to prevent reversal o f  the gains that have been achieved. Strategies related to the above 
policy are given below- 

(i) Initiatives to promote enrolment - Implement compulsory education regulations at primary level 
by 20 10 through activating School Attendance Committees, Awareness raising ofthe public on 
the same. 
0 Ensure 100 % participation by reducing the number o f  out-of-school children, by introducing 

special measures to provide education to children who come from disadvantaged 
backgrounds such as low-income urban neighbourhoods, remote rural villages, plantations, 
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areas affected by the ethnic conflict in North and East and by natural disasters and those in 
vulnerable groups- working children, street children, destitute and abandoned children. 

0 Extend compulsory education regulations to 5-1 6 fi-om 201 0. 
Continue fi-ee education scheme to all and provide welfare measures such as flee school 
textbooks, school uniforms, school meals, fi-ee transport facilities, bursaries etc. to the needy. 

0 Improve education for children with special educational needs. 

(ii) Establish a viable network o f  schools at each divisional level by creating or re-structuring or 
networking o f  existing schools, through : 
(a) Creating high quality child-fiiendly primary schools for children drawn fi-om a catchment 

area o f  3 km., to be organized as feeder schools to secondary schools within a 5 km. 
distance, during the first phase o f  the Plan 

(b) Developing each year a specified number o f  quality secondary schools in each division 
(c) Developing high quality secondary schools in the 100 poorest divisions by 20 16. 
(d) Developing schools with less than 100 students in economically and socially deprived and 

(e) Extending opportunities for science education, especially in rural areas 
remote communities 

(iii) Identifl out-of-school children and adolescents, including street children, through an island- 
wide survey and strengthen non-formal education, by extending the network o f  literacy centres 
and community learning centres in areas o f  concentration ofnon-schooling children 

(iv) Promote open learning and a variety o f  multi-media in the process o f  learning. 

8.3.2 Improving quality of basic and secondary education 
Policy strategies to improve education facilities and the learning environment and cuniculum revision 

appear to have been confined largely to primary schools which have benefited also fi-om the concept o f  
“child-friendly” schools. The lacunae are chiefly in the implementation o f  policies. According to the 
assessment o f  the Ministry o f  Education, in 2004,54 per cent o f  the country’s schools are classified as 
non-congenial, diflicult andvery difficult schools in terms ofresources with implications for the quality o f  
education in these schools. These include the “small schools” that meet the needs o f  small and remote 
communities. The curriculum continues to promote rote learning rather than an activity-based learning- 
teaching process that will nurture the personality attributes that are necessary for effective working and 
living. Textbook reform and re-orientation o f  teacher development to transform teaching methodologies 
have a long road ahead. The cuniculum has yet to incorporate elements that will promote human rights, 
national harmony and gender equality. Despite the provision o f  over a thousand computer learning 
centres in schools, the urban-rural and gender digital divide i s  wide. School based assessment has been 
introduced as a part o f  the examination system but needs to be evaluated. While the “mismatch” 
between the education and the labour market i s  chiefly a consequence o f  l o w  economic growth over 
decades, the school curriculum has not been used to develop the generic ski l ls  required. In productive 
employment while the technical subjects in the GCE (0.L) grades are under resourced. 

Strategies to implement the above policy are listed below- 

(i) Strengthen and modernize primary and secondary education curricula with systematic links 
between different levels 
0 Review and extend curricular reforms and develop appropriate teaching-learning materials 

(i) to promote a child friendly primary school, (ii) develop an activity-based curriculum in 
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secondary schools to be assessed under School Based Assessment, (iii) develop generic 
sk i l ls  such as initiative, problem-solving, team work, responsibility, (iv) promote human 
rights, national harmony and gender equality 
Enhance teaching-learning process and develop school-based and external supervision 
Publish criterion-referenced student learning competencies at primary and secondary levels 
and disseminate to schools and ensure that a planned learning process which promotes 
acquisition o f  higher order competencies takes place 
Incorporate Information Technology in the core curriculum in senior secondary grades and 
activity rooms in junior schools 
Expand opportunities for learning English at primary and secondary level in all schools, use 
o f  activity-based Oral English and English medium in schools, strengthen English support 
centres and Regional Educational Support Centres (RESCs) and facilities at Peradeniya 
English Teachers’ College 
Promote national harmony through education (i) by organizing selected schools in multi- 
ethnic communities to provide education in the Sinhala and Tamil media, (ii) introducing 
conversational Sinhala for Tamil students and conversational Tamil for Sinhala students 
Revamp the system o f  preparing textbooks to ensure high quality books in all three languages 
Develop support systems and models that facilitate curriculum 
implementation - professional development for In Service Advisers, 
subject directors 
Introduce examination reforms to promote higher order cognitive ski l ls  
Promote through the cuniculum a diversity o f  skills that will enable students to make informed 
choices in selecting options in higher education, in technical and higher education and in 
employment and 
Provide career guidance in secondary schools and work towards eliminating stereotypes of  
gender-appropriate occupations 

(iii) Establish a comprehensive teacher development framework, 
0 Plan and implement a teacher development programme to enable teachers to  meet the 

demand for curricular reforms, to transform the teaching-learning process, and to function 
as change agents in promoting attitudinal change 

8.3.3 Strengthening governance, efficiency and service delivery in education 
0 Develop and implement an educational sector plan through a bottom up and top down and 

sector-wide planning approach 
0 Implement a Public Expenditure and Quality Education Tracking System 
0 Strengthen governance in schools through the Programme for School Improvement I d e n w g  

Zones for implementation for each year 
Develop a capacity building programme for educational personnel 
Enforce a Performance Appraisal Scheme for all educational personnel 
Strengthen the Quality Assurance Unit to oversee all schools by 201 6 

0 

0 

0 
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8.3.4 Targets: General Education 

1. Access 

100 
100 
90 
65 

100 
95 
90 

11-14 Years 
15-16 Years 

100 
100 
95 
70 

100 
100 
95 

2. Retention % 
17-19 Years 
Grade 5 

2009 

3. Upgrading Quality of school in 
Division (%) 

4. Provision of Science Education 
in Grade 12 - 13 (%) 

98 
96 
85 
60 
99 
90 
85 

Grade 9 
Grade 10 
Grade 12 
Primary 
Secondary 
Isuru 

Secondary 

60 
30 
20 
35 

20 

2. Quality 

Curriculum reforms to be implemented by 2009 

2013 I 2016 

0 Activity based 
0 Personality development 

Values 
0 Human rights 

> .  National harmony 
> Gender equality 

Target object 2009 201 3 201 6 
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8.3.5 Investment Plan - General Education -2007 to 2016 
Theme 1. Promoting Equitable Access to Basic and Secondary Education 

Key Development Operation 

1 .I Ensure free education policy, provide 
equal educational opportunities and 
increase enrolment & retention rates of the 
basic compulsory education 
1.2 Expanding the Nerwork o f  Secondary 
schools to relax constraints on 
geographically equitable access ro good 
quality secondary education. 
1.3. Development o f  special programmes 
for children with special needs 

1.4 Development o f  Non Formal Education 

children and adolescents 

Sub Total 

(ATE) programmes for out o f  school 

Institutions 2007-2009 2010-2012 2013-2016 
Rs.mn Rs.mn Rsmn 

MOE/ 2268 1 28262 32460 
CPMCP/NEPMWP/ 
SPI SabPRIPIWP 1 

MOW 2 1706 2263 1 26760 
CPINCPINEPM w P/ 
SP/ SabPRIPIWP 

MOE/ 439 533 1 760 
CP/NCP/NEP/N WP/ 
SP/ SabPiUPIWP 

MOE/ 1689 2771 351 I 
CPINCPMEPMWP/ 
SP/ SabPRIPNP 

46515 54197 63431 

Key Development Operation Institutions 

2.l(a) Curricula reforms at primary (grades 1-5) 
and post primary (grades 6-9, 10-11, 12-13) 
levels. (b). Facilitate implementation o f  
curricula policies and maintain standards 
2.2 Establishment of a teacher development 
framework which would include school based 
on site teacher development systems. 

MOEI 
CP/NCP/NEP/NWP/ 
SPI SabPILTPIWP 

MOE/ NIE 
CPMCP/NEP/NWP/ 
SP/ SabPNPiWP 

2007-2009 2010-2012 2013-2016 
Rs.mn Rs.mn Rsmn 
32955 33457 34569 

5292 5679 5875 

Theme 3: Enhancing the Economic Efficiency and Equity of  Resource Allocation 

2.3. Examination reforms to promote 
acquisition of higher order transferable skills 

2.4 Production and timely delivery of text 
books 
2.5 Promoting social cohesion, values, ethics, 
and civic consciousness in schools 

Sub Total 

Do€/ 1992 2561 2740 
MCPMEPMWPI 
SPI SabPNPIWP 

EDP 1595 1600 1790 

MOEI ME 143 220 250 
CP/NCP/NEPMWP/S 
PI SabPNPiWP 

41977 43517 45224 

Rsmn Rs.mn I Rsmn 
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3.1 Development o f  an overarching education 1 MOEI NE 294 246 1 300 
sector development plan 

3.2 The medium term budgetary framework 
(MTBF) for Education 
3.3 Public expenditure and quality of education 
tracking system ( PEQETS) 

CPMCPMEPMWPI 
SPI SabPNPIWP 
MoE 1.5 0.86 1 .oo 

MoE 1.15 8.1 8.5 

Sub Total 296 255 309.5 



Key Development Operation 

4.1 School improvement programme 
(SIP) 

4.2 Production and implementation o f  
a human resource development 
strategy for the education system 
4.3 Organization analysis and capacity 
buildings 

Institutions 2007-2009 2010-2012 2013-2016 
Rs.mn Rs.mn Rs.mn 

MOE/ 126 36 48 
CP/NCP/NEPMWP/ 
SP/ SabPIupiWP 
MOE/ NIE/DoE 94 6 8 
CPINCPINEPMWPI 
SP/ SabPNPiWP 
MOE/ NIE/DoE 543 540 720 
CPINCPINEPMWPI 

Theme 5: Result Based Monitoring 

Sub Total 763 582 776 

8.4 Technical & Vocational Education - Policy Framework 
Technical and Vocational Education sub-sector proposes to achieve a theme o f  “Skills for L i f e  - 

Jobs for Skills” providing nationally and internationally recognized training in keeping with advancing 
technology meeting the demand o f  labour markets both domestic and abroad. For this, a new network 
ofvocational Training Institutes (1 00) and Community Schools are to be set up which will facilitate an 
increase f iom 90,000 to 200,000 by 201 6. The following initiatives are on-going. 

(i) Improving the quality and relevance of programmes 

To meet the criticism o f  the quality and the disparity o f  the standards o f  programmes, 
0 National Skills Standards based on competencies identified for specific occupations and a scheme 

o f  competency based assessment have been introduced 
A unified certification system has been developed through the seven levels o f  the new National 
V d o n a l  Qdiflcations, and programmes in the existing state institutions such as Technical Colleges 
,Vocational Training Authority, National Apprenticeship and Industrial Training Authority, National 
Youth Services Council, have been incorporated in Levels 1-4 
The registration o f  all vocational training institutions, accreditation o f  their courses and quality 
auditing by the Tertiary and Vocational Education Commission have commenced 
Labour market llnkages through job placement and support for entrepreneurship have been initiated 

The distribution ofphysical and human resources i s  s t i l l  not equitable and lack o f  qualified staf f  affects 
the implementation ofpolicies. 

(ii) 

0 

0 

0 

Increasing enrolment in technical and vocational institutions from secondary schools and 
the workforce 
As the total enrolment in state institutions i s  around 75,000 and 90,000 which i s  around one third 

o f  the number o f  secondary school leavers without access to university and other avenues o f  tertiary 
education, efforts are being made to improve the social image ofthe sub sector and to provide opportunities 
for the participation o f  the private and informal sectors, women and those with disabilities. There i s  a 

Key Development Operation 

5.1 Result -based monitoring and 
evaluation 
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Institutions 2007-2009 2010- 2013- 
Rs.mn 2012 2016 

Rs.mn Rs.mn 
MOE/ NIE/DoE 145 156 208 
CPINCPINEPMWPI 
SP/ SabPIupiWP 

Sub Total 145 156 208 



high failure rate and drop out rate as a consequence o f  poverty or the poor quality o f  programmes while 
lack o f  resources prevents rapid expansion. 

(iii) Improving the operational and managerial efficiency of technical and vocational education 
institutions 
Recruitment and retention o f  quality staff, opportunities for staffdevelopment, links with local and 

foreign institutions and the introduction o f  a quality management system have been proposed to improve 
efficiency in the operation and management o f  programmmes. 

The following strategies have been proposed for the future to achieve policy targets. 

(i) Improving quality and opportunities for upward career path 
0 Extend the scheme o f  National Skills Standards and competency based assessment to all 

occupations 
0 Establish nine Colleges ofTechnology, one in each Province, to prepare students for levels 

5 and 6 o f  the National Vocational Qualifications 
0 Establish aNational Institute ofAdvanced Applied Technology as a preliminary step towards 

establishing a University ofvocational Technology (Univotec) 
0 Establishment o f  a Qualification Framework - seven qualifications levels; National ski l ls  

standards; competency-based assessment; quality management systems 

(ii) Ensuring uniformity in national standards 
0 Complete the registration o f  all vocational training institutions and the accreditation o f  their 

course 
Implement a scheme o f  auditing quality in all institutions 0 

(iii) Promoting the relevance of courses 
Provide career guidance to students and young adults 

0 Establish lmkages with industry and employers to increase the employment opportunities o f  
the output o f  these institutions 
Extend the scheme o f j ob  placement and entrepreneurship training and support for s e l f  

Incorporate environmental education in the curriculum 

(iv) Increasing enrolment in technical and vocational institutions 

0 

employment. 
0 

Increase the number o f  centres for institutional and apprenticeship based training, particularly 
in rural areas 
Encourage the private sector to conduct technical and vocational training programmes and 
provide financial support where necessary 
Recognise the skil ls o f  craftsmen in the informal sector through the NVQc and national skil ls 
standards 
Introduce special programmes to enable those with disabilities to enroll in programmes 
Reduce gender imbalances in enrolment by motivating women to enroll in technical courses 
Increase the social acceptance o f  technical and vocational education through awareness 
programmes, dissemination o f  advocacy materials and exhibitons. 
Reduce the failure and high dropout rate by p r o v i h g  quality staffand adequate facilities to 
these institutions. 
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(v) Improving operational and managerial efficiency 
0 Continue the resource and course rationalization programmes 
0 Increase opportunities for s taf f  development locally, and overseas by linking with foreign 

institutiOnS 
0 Organize job fairs and support district level entrepreneurship associations 

Develop mechanisms for ensuring effective management and monitoring 

(vi) Targets -Technical and Vocational Education 
ITEM 

No. o f  Institutions 
TVEC 
VTA 
NAITA 
NIBM 
Colleges of Technology 
University 
Technical Colleges 

Enrolment 
VTA 
NAITA 
NIBM 
Colleges of Technology 
University 

TOTAL 

TOTAL 
Job Placement 
NAITA 
NIBM 
Colleges o f  Technology and 
Technical Colleges 
University 

No. o f  occupations with National Skills Standards 
No. of Vocational Centres Registered with TVEC 
No of courses accredited by TVEC 
No. of institutions in the Quality Audit scheme 
No. of institutions wiith career guidance programmes 

VTA 
NAITA 
DTET 

TOTAL 

40. of  Nipunatha Loans for se l f  employment 
VTA 
NAITA 
DT ET 

TOTAL 
No. o f  s taf f  trained locally or overseas 

VTA 
NAITA 
DTET 
NITESL 

TOTAL 
GRAND TOTAL 

2009 

01 
375 
54 
04 
07 
01 
41 

483 

32,000 
22,000 
3,700 

19,500 
160 

77,360 

43 % 
97% 

80% 
90% 

65 
1670 
200 
520 

1200 
406 

52 
1658 

300 
17 
78 

395 

75 
30 
45 
10 

160 
2023 

2013 

01 
575 

68 
04 
09 
01 
43 

70 1 

25,000 
29,000 
5,300 

21,500 
600 

1,11,400 

46% 
97% 

80% 
95% 

80 
2120 
400 

1000 

2000 
425 
60 

2485 

700 
21 
90 

81 1 

250 
30 
55 
20 

355 
2703 

2016 

01 
875 
71 
04 
09 
01 
45 

1006 

75,000 
32,000 
6,500 

25,000 
1,000 

1,39,500 

53% 
97% 

80% 
98% 

95 
2600 
600 

1500 

3000 
43 5 

70 
3505 

1000 
25 

100 
1125 

500 
30 
65 
30 

625 
3313 
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Vocational and Technical Education -Investment Plan 2007-2016 

1162 

Key Objectives 

.Establishment 
o f a  
qualification 
frame work in 
par with 
internationally 
recognized 
systems 

600 

!.Smprovement 
o f  relevance 
and quality o f  
courses 

;.Establishment 
o f  pathways 
for upgrading 
o f  qualification 

1. Improvement 
D f  operational 
and Management 
Zfficiency o f  
WET 

5. Increase 
:nrollment 
zapacity o f  
TVET 
institutions 

5.Equity o f  
access to 
TVET for 
women, 
disadvantaged 
groups and 
disabled 

Strategies 

Projects 

b National Vocational Qualifications 
frame work with 7 qualifications 
levels 

b Development and Implementing 
National Skill Standards 

b Conduct Competency Based 
assessment 
Quality Management Systems 

b Implementing Skills Standards 
b Enforcing Quality Assurance 
b Conduct Registration o f  training 

b Conduct Course Accreditation 
b Auditing o f  Quality management 

b Conducting Research 
b Address Environmental Aspects 
b Overall structure o f  

implementation 
b Conduct courses in NVQ level 

from 1 to 4 at Technical Education 
and Vocational institute 

b Conduct courses in NVQ level 5 
& 6 at Colleges o f  Technology 

b Conduct courses in NVQ level 7 at 
University o f  Vocational 
Technology 

b Introduce Rationalization 
Mechanisms 

b Conduct Staff Training 
b Keep linkages with local & 

Foreign Institutions 
b Keep Linkages with industry 

centers 

systems 

b Create better learning environment 
b Provision o f  TVET by Modes o f  

Institution Based Training (IBT) 
& Apprenticeship based training 
W T )  

b Conduct Career Guidance & 
Counseling for Students, Parents 
& Teachers 

b Conduct Awareness Programmes 
b Establish new Vocational Training 

*Reduce the gap ofunemployment 
rate between females & males 

* Empower to the quality o f  
employment o f  females 

* Provide gender sensitive Vocational 
training and diversified training 
opportunities for women 

Similar approach must be taken to 
cater the disabled groups 

Centers 

Rs.mn Rs.mn 

1241 I 1500 

2013-2016 

Rs.mn 

1900 

14 

2800 

2710 

1675 

2500 
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7.F Promotion of 
se l f  
employment 

- .  

N Facilitation for se l f  employment. 
Providing Entrepreneurship 
training 

9 Provisions o f  Loans for small 
business and enterprises 

b Providing Tool kits 

N Camer Guidance 
9 Display Exhibitions 
> Publications o f  LMIS Bulletin 

9 Conduct SeminarsPublications 

8.FImprovement 
of social 
image o f  
TVET 

9.FEncourage 
private sector 
to conduct 
Vocational 
Training 
programmes 

95 85 175 

24 49 109 

N Facilitate to Registration 
N Facilitate to Accreditation 

24 49 109 

b Provision o f  Equipment 
N Establish public-private 

partnerships 

8.5 Higher Education - Policy Framework 
The state university system will remain in the long run as the predominant institutional system 

providing for university education. Degree granting institutions and non-state universities will operate, 
side-by-side, in collaboration with the state universities under the surveillance o f  state laws. Cross- 
border education providers will be required to operate under state regulations and standards. 
While the state continues to be the main provider, multiple sources o f  funding for higher education will be 
encouraged. While all universities will be allocated resources and developed to reach the minimum 
standards required for accreditation, universities will be encouraged to specialize in priority areas o f  
national development and thus become centers o f  excellence in the region. 
In the context o f  socio-economic development, universities and higher educational institutions located 
outside metropolitan areas will be developed to expand access to higher education and mitigate the 
inequalities that exist between universities today. Continuing the state policy o f  having residential 
universities, hostel facilities will be expanded for all universities to be able to house at least 80 per cent 
o f  their main stream student populations. 

While the autonomy and dignity o f  universities and their governance system are respected and 
ensured, resource allocation and utilization regimes will recognize the need to produce usable knowledge 
and in the process to confirm to criteria ofperformance formulated by the state. 

Several broad policies are idenidied in order to formulate strategies: (1) Increase access by enabling 
more choices in courses, modes o f  learning and alternate institutions within a regulatory fiamework, for 
all prospective students, (2) Enhance quality and upgrade standards with emphasis on employability and 
social harmony and to cope with national developmental needs and global competitiveness, (3) Foster 
a culture o f  scholarship and research, and (4) Ensure accountability, sound performance and financial 

Strategies . 
slKdmbility. 

As a measure o f  improving the relevance o f  education, the state may establish s i x  or more 
specialized universities to give direct human resource support to the country’s economic 
development efforts and the maintenance ofpeace and security in the region. The areas o f  
specialization will be chosen after ca re l l  study and discussion and the areas under consideration 
include: management and entrepreneurship; bio-sciences and genetics; industrial technology; 
communication sciences; fisheries and marine sciences; defense and peace studies. 
Universities will be modemized by way o f  laboratory and experimental resource enhancement 
and attraction o f  experts in the disciplines to specialize education, research and consultancy 
capacity in chosen areas ofnational priority. 

. 
153 



. All Universities will be networked having the University Grants Commission at the center, for 
the purpose o f  efficient administration ofresources, providing instruction to students, services 
to clients/students and enhancing research collaboration. 
N e w  degree programs will be introduced to meet the unmet economic demand for  human 
resources and knowledge (such as banking and services, travel and hospitality, garment industry, 
gemming and jewelry, small business) while the universities are encouraged to reform their 
existing curricula to suit the changing employment opportunities and business needs. 

. 

buildings 
Technology Acquisition 

Organizational Capital Development 
Human Capital Development 

Investment plan 
The investment plan assumes an annual price inflation rate at moderate level over the ten year 

period Capacity building is  envisaged t h r o d  expansion o f  existing univmities and institutes, establishment 
o f  new specialized universities, and formation o f  community colleges. Along with physical expansion, 
there shall be expansion oftechnological capability, communication, experimental and research capacity, 
and more importantly, human resource development, particularly at higher/senior levels. With the support 
o f  the investment during this period, quality o f  education should improve dramatically and Sri Lankan 
universities, as envisioned in the ten-year plan, should become a preferred destination o f  choice for 
foreign students. 

500 3,800 4,900 5,000 5,500 

400 1,000 1,000 1,500 1,600 
420 1,800 1,800 2,000 2,000 

Measures 
# o f  Universities 
# o f  Undergraduate Institutes 
# o f  Postgraduate Institutes 
# o f  Community Colleges 

Rehabilitation works 
Recurrent expenditures 
Personal emoluments 
Research and publications 
Curriculum and learning quality 
improvement 
General overhead 
University earnings 

Academic staff 
(Professors) 
Other Staf f  
Admissions: 
Full - time local undergraduate 
E-learning, external & open 
modes 
Foreign students 
Postgraduate students 

600 1,000 1,200 1,600 2,000 

8,000 14,000 18,000 20,000 2 1,000 

100 1,600 2,400 3,800 4,500 
1,900 2,500 3,000 3,500 4,500 
900 3,800 6,500 8,500 12,000 

Graduate output: 
Undergraduate 
Postgraduate 
Undergraduate 
Employment rate 

2007 
17 
08 
08 
02 

6,950 
(360) 
12,220 
17,500 

8,000 

200 
2,900 

13,000 
2,200 
40% 

2009 
22 
08 
10 
05 

8,800 

13,700 
21,50 

(550) 

20,000 

2,500 
5,250 

2 1,000 
4,300 
60% 

07 07 

10,150 

15,200 
25,300 

(800) 

40,000 

5,000 
7,400 

10,500 
(1,050) 

50,000 

7,500 

32,000 44,000 

2016 
24 
09 
13 
07 

1 1,000 
(1,300) 
16,700 
30,000 

55,000 

7,800 
9,000 

75,000 
8,000 
85% 

Capital expenditure I 2007 I 2009 I 2 0 1 1  I 2013 I 2 0 1 6  
Expansion o f  universities: Land and I 5,500 1 10,000 I 15,000 I 12,000 I 12,000 
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9. Health 
During the last five decades, Sr i  Lanka 

has performed exceptionally well in improving 
the health status o f  the population. The 
achievements as reflected in the main health 
indicators are far ahead o f  the averages for 
countries at comparable levels o f  income. The 
Government o f  Sri Lankarecognizes the need 
to invest more in people to enhance economic 
and social progress providing each citizen an 
opportunities to realize h isher  111 potential. 

The Ministry ofHedthcare andNutrition 
has developed a 10 year master plan to address 
the priority issues in this sector. I t  describes 
the policy and strategic framework for an 
innovative health system over the next decade. 
The Master Plan has taken due recognitions 
o f  the programmes stated in the Mahinda 
Chinthana and the Millennium Development 
Goals as priorities for the 10 year period 2007 
to 20 16. Thw ensuring easy access to quality 
and modem healthcare services for all with emphasis on needs o f  the lower income groups and those 
most vulnerable in society, will be the main focus o f  the health sector in the Medium-term 2007-201 6. 
There has been a steady increase in the role o f  the private sector in the health sector specially in relation 
to tertiary care services while the government has been putting in place necessary safeguards to promote 
both equity and efficiency o f  these services. The government continues to be the key player in providing 
f iee health services to those who cannot pay. 

Equity in access to healthcare implies grater access for the low income household for whom 
medical need i s  typically grater than the middle and high income groups. Further more tackling inequalities 
helps to improve stagnating health indices. In this context, the Ministry ofHealth has made a commitment 
towards the policies ofthe Government that reflect the health concerns ofvulnerable populations such 
as those in estates, remote rural areas, and conflict as well as disaster-affected areas. The Ministry o f  
Health will be restructured to be more results oriented and responsive to people’s needs. This will 
require additional resources, in terms o f  financial, manpower and physical infiastructure. 

9.1 Overview of  the Current Health Status 
The country’s health indicators show a steady improvement over recent decades, particularly in 

maternal and infant mortality, as well as l i fe expectancy. The Maternal & Child Health (MCH) programme 
estimates that MMR i s  currently 45/100,000. The Infant Mortality Rate i s  12.2 per 1,000 live births 
(2000). These are exceptional achievements for a developing country such as S r i  Lanka, and can be 
attributed to the widely accessible prevention and primary health care services. However, whilst post- 
neonatal morlahty has declined sigtuficantly, efforts to effectively address prenatal and neonatal mortality 
have been less successhl. Aneonatal mortality rate o f  12.9/1,000 suggests continuing problems, and 
that further improvements need to be made. Life expectancy has risen steadily to around 77 for females 
and 68 for males (2001), and the fer t i l i t y  rate has declined to around 1.9. This  i s  below population 
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replacement level. With the rapid ageing o f  the population and continuing albeit slow success in combating 
the major communicable diseases, the disease burden has started to shift towards non-communicable 
diseases including mental diseases, accidents and injuries. The available data indicates that the 
epidemiological transition i s  rapidly in progress. 

9.2. Challenges and their Implications 

Health Services 

The services in the state sector 
are characterized by a very busy and 
overcrowded system o f  National, 
Provincial, General and Base (large 
town) hospitals and a widely- spread 
peripheral network o f  district hospitals 
and health care units. Utilization and 
occupancy at these institutions i s  low. 
S r i  Lanka provided around 0.2 
inpatient admissions per capita in 
2003. This heavy demand may be due 
to a number o f  factors. Lack o f  
confidence o f  people and insufficient 
diagnostic capabilities at these 
peripheral centres are chief among the 
many reasons for patients bypassing 
peripheral hospitals. As a result, 
patients are being admitted to Base 
Hospitals as well as those in the Provincial, and even at National level thereby causing overcrowding at 
these institutions as mentioned above. With better primary care, they could have been treated in their 
home areas on an ambulatory basis. This i s  aggravated by an absence o f  clear admission and referral 
policies. 

Referral and counter referrals need to be clearly formalized and monitored., Supplies and drugs 
have to be ordered and stocked, taking the counter referral possibility into account for the most %e-quent 
diseases so that the primary level which will provide the follow up would be conversant and ready for 
the situation. As the size ofthe population served varies with population density, the volume o f  services 
planned too would vary &om institution to institution. But the services offered should be uniform within 
each level o f  services and will be clearly known to everyone. In principle i t  i s  accepted that health 
facili-ties with a curative role should increasingly take on secondary and tertiary prevention, especially in 
chronic communicable and non-communicable diseases. Similarly, it i s  accepted that primary care units 
will have to take on more primary and secondary preventive tasks, especially in relation to  non- 
communicable diseases. Primary care and curative follow-up activities with screening o f  diseases and 
work towards patient and family-centred promotion and prevention should be in place. What i s  not yet 
clear i s  the scope o f  such preventive facilities and the number o f  workers required to fulfill these tasks. 
The prevailing paradigm i s  to use a campaign approach for prevention and restrict patient-centred 
services for sec-ondary and tertiary care. It i s  questionable as to how far this paradigm can serve the 
emerging, as well as the prevailing epidemiological challenges. 
There are various branches o f  medicine in Sri Lanka which contribute to  the nation’s health. They 
include Ayurveda, Siddha, Unani, and Homeopathy and other systems o f  Indigenous medicine. All o f  
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them collectively constitute an integral part o f  the health sector and must be included in the planning 
process. 

Human Resources for Health 
The current major problems are the absence o f  a realistic approved cadre, imbalance in the 

recruitment and production o f  meren t  categories o f  staff, geographic inequity, imbalances in deployment 
and a disparity between expected j ob  performance and training, including quality o f  training. 

Currently, there are some disparities in the requirements and supply o f  several categories ofhealth 
personnel, particularly nurses and paramedical personnel. Shortages o f  certain specialist categories 
cause inefficiency and ineffectiveness in the public and private delivery systems. On the other hand, the 
growing number o f  doctors will have serious cost and quality implications. These doctors may not be 
properly absorbed into the state health system, as the commitment to do so i s  only until 201 0. Even if 
increasing numbers o f  doctors move into the private sector, a surplus o f  doctors practicing privately will 
cause an increase in supply-driven consumption levels in urban areas. There i s  also a sigtllscant imbalance 
in the distribution ofhuman resource for health (HRH) among districts. Specifically, the number and the 
rate o f  health personnel in the Northern Province i s  extremely l o w  while districts such as Colombo, 
Kandy and Galle have a significantly higher con-centration. 

Health Financing and Resource Allocation 
Sri Lanka has achieved an extraordinarily good health outcomes given the level o f  spending on 

health. Total expenditure on health was Rs. 62,800M in 2003 ofwhich 11% was capital investment. 
Th is  amounts to about 3.6% o f  GDP or Rs. 3,263 per capita (U$34 per capita). There i s  heavy reliance 
on taxation and out-of-pocket expenditure (approximately 48%) as fmancing sources. Since 1990, 
total expenditure has been between 3-3.6% o f  GDP o f  which the Government’s share was around 
1.4% and 1.7%. In 2005, 1.9% o f  GDP was spent on health by MoH. With the existing resource 
allocation mechanisms certain improvements are possible in the present system in service efficiency, 
cost effectiveness, quality or ability to focus on the poor. Significant improvements will necessitate a 
review o f  allocations, and the allocation mechanisms to provinces, finance and management systems, 
and financing including allocations based on needs, together with more rational planning and increased 
funding o f  services. 

Health Sector Management and Stewardship 
Although Sri Lanka’s health sector has been very successful in reducing the major public health 

problems that s t i l l  affect other developing countries, at the turn ofthe 21st century, the health system 
faces several major problems in its organisation and managemen6 financing and service delivery mecha&q 
which require review and effective responses. The prevailing ethos i s  one o f  administration, rather than 
management. Standards and norms are set centrally with little flexibility and authority for managers at 
peripheral levels to make decisions on finance, staffing and utilisation o f  resources and to deal with 
emergency and disaster situations. The issues created by the unfinished agenda o f  decentralisation, lack 
o f  an efficient management information system, and lack o f  a result-based performance appraisal 
mechanism pose significant challenges in management. In addition, the health information system i s  also 
beset with many challenges. Lack o f  an updated policy for information, insdlicient coordination among 
managers o f  information, lack o f  easy access to existing information, uneven information management 
capacity, substandard quality ofthe existing data and sub-optimal use o f  information and other technology 
are important challenges that need to be overcome. 

The need to update the health legislation, enhance effectiveness, efficiency and accountability o f  
the MOH through improved human and financial management, strengthen managerial performance at 
the provincial and sub-provincial levels with improved capacity are apparent. Capacity-building to 
handle decentralised responsibility for managing health care services, strengthening monitoring and 
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evaluation ofhealth service quality & delivery and enhancing evidence-based decision-making by the 
MOH and other institutions i s  important challenge for the new century. 

Tsunami and Conflict-affected Areas 

The rebuilding o f  the health system in all o f  these Tsunami and conflict affected areas remains a 
considerable challenge for the country. This requires an institutionalized approach and a clear strategy to 
ensure a smooth transition f iom emergency to development support. The requirement i s  for the smooth 
transition ofthe emergency aid to sustainable health management. Similarly, it i s  essential that international 
assistance be utilized to the maximum, to support the rebuilding with a rational plan for services that can 
be staffed and resourced. 

Optimizing the Private Sector Contribution 

The fastest growing segment ofprivate sector health care i s  outpatient or ambulatory care. Over 
47 mill ion outpatient visits were estimated to have taken place in 2003, an increase o f  2 mill ion over the 
1996 estimate. Of  the total ambulatory care market 50% i s  serviced by the private sector, 34% by 
government doctors both specialist and non-specialists, 11% by private general practitioners and 5% 
by traditional practitioners. 

The Government has an overall responsibility to ensure that patients are protected and get value 
for money in both state and private sectors. A s  such, Government needs to consider how to regulate the 
private health sector and obtain data fiom the sector without stifling initiative and innovation. Strengfhning 
the capacity o f  the private health sector to provide quality care needs to be emphasized. Consideration 
also needs to be given to h o w  best to encourage partnerships between state and private sectors to 
deliver quality services and contribute to the national health goals. 

Focusing on Vulnerable Groups 

The challenge remains to ensure that Government funds in the health sector are targeted towards 
the poor and most vulnerable in society while that those who can afford to pay are encouraged to do so. 
Whilst Sri Lanka has been exceptionally successll by international standards in targeting state h d s  to 
poorer groups, significant gaps remain, notably for the people in remote and disaster and Tsunami 
affected areas, those affected by the ongoing conflict and workers in the estates sector, the elderly, the 
disabled, the mentally ill, working women, children o f  migrant workers and adolescents. 

A Sector-Wide Approach and Inter-sectoral Collaboration 

Whi le  the Min is t ry  of Health care and Nutrition will take the lead in planning for the sector, it needs 
to ensure full participation o f  all those involved in contributing to a healthy nation. The chal-lenge i s  to 
involve all partners, other governmental ministries, the private sector, the NGO sector, and development 
partners as wel l  as c iv i l  society. Th is  approach will ensure that contributions f i om donor agencies are 
well targeted and contribute to the Government’s policy and overall strategy. 

9.3 Health Sector in TransitionEpidemiological Transition 
The Sri Lanka health sector has been a successful model o f  “good outcome at l o w  costs” in the 

20th century. According to  the World Health Report 2002, the Sri Lankan l i f e  expectancy at birth for 
the entire population i s  68.8, which ranks at the 7*place among 73 countries with GDP per capita 
below US$l,OOO. The success so far achieved i s  commendable; however, a failure would loom unless 
ac-tions are taken to face the rapidly changing scenario f iom a health transition. 

Three Problems on Disease Burden 

The characteristics o f  such a Sri Lanka disease burden can be explained by three groups o f  problems. 
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Group 1: Continuing Problems - In the developing world, prominent diseases have been 
infectious and MCH-related diseases. This group o f  diseases and conditions poses a continuing problem 
and consists o f  diseases and conditions that had a high mortality and morbidity in the past but are under 
fair control now in most parts o f  the country as stated above. Yet, pockets where mortality and morbidity 
f iom these conditions remain high continue to exist. Vector-borne Diseases, such as Malaria, Dengue 
and Filariasis continue to affect the population, while a third o f  pre school children remain malnourished. 
Targeted interventions are planned to address these problems in the next 10 years 

Emerging Problems - emerging problems that have resulted f i om societal changes 
due to rapid urbanisation, industxialisa-tion andor the breakdown oftraditional society and value systems 
i s  apparent. These include traffic accidents, injuries, violence and the surge o f  homicides in the young 
age group in recent years. There i s  also emerging problem o f  HIV/AIDS which i s  a cause for concern 
and requires urgent attention. 

Evolving Problems -These are mostly a result o f  change o f  lifestyles, people’s 
behaviour and stress in daily l i fe that are increasingly been faced by people. This i s  reflected by an 
increasing propen-sity o f  non-communicable diseases such as Cancers, Heart Diseases and Mental 
disorders. In S n  Lanka, where communicable diseases and MCH-related diseases have been drastically 
curtailed, early degenerative diseases such as Ischaemic Heart Disease and Cancer have evolved as 
major health problems and are more visible due to the prolongation o f  i ts  society. 

Integrated Approach Needed to Challenge the Health Transition 

The challenges posed by this health transition have to be faced by a new service delivery system by 
making changes in its functions. The new health care delivery system should employ an integrated 
approach with three functional arms, namely: 1) preventive, 2) curative and 3) welfare arms. Cura-tive 
services cannot alone establish an efficient and cost-effective health system that i s  capable o f  challenging 
the epidemiological transition. 

Group 2: 

Group 3: 

Preventive Arm: 
Policy for integration within the preventive area has to be based on tackling the risk factors f i om 

foetal stage to old age. T h i s  i s  so-called “life-course approach”. The evolving and emerging diseases 
(Groups 2 and 3) are heavily based o n  people’s behavior and lifestyles. A whole set o f  integrated 
actions needs to be implemented vigorously. According to a WHO study on ageing, there i s  a critical 
window for the exposure o f  risk factors in the early stage o f  l i fe to cause degenerative diseases at later 
age, proven by recent epidemiological data. Hence, appropriate preventive interventions for different 
age groups have to be explored to mitigate these evolving dis-eases. 

Curative Arm: 
The policy on curative care should be to reorient the services by reviewing the fimctions at different 

health care facilities, namely, primary, secondary and tertiary care facilities. These functions have to be 
re-defined, according to the evolving disease pattern and integrated to an emergency healthcare network, 
a rehabilitative community support network and a primary care network. 

Welfare Arm: 
Policy focus on establishment o f  a comprehensive health care system should also highlight the 

impor-tance o f  welfare elements. Th is  i s  particularly vital to maintain a healthy society for the aged and 
disabled people. Rehabilitation and social care need to be associated with curative care services and 
community base programs. 
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Figure 9.1. Required Integrated Approach to a Comprehensive Health System 
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9.4 Policy Framework 
Ensuring equity in healthcare through easy access to quality and modem health care services, with 

emphasis on the lower income groups and the most vulnerable in the society will be the main focus o f  the 
health sector in the Medium-term 2007-201 6, the period leading to the MDG achievement. The public 
health sector has to commit itself to delivering optimum results to the country by becoming results 
oriented and more responsive to the peoples needs. 

The major thrust of the health policy for next 10 years will be on following areas- 
0 Health promotion, prevention and control o f  diseases, both communicable and non- 

communicable diseases 
Fostering healthy lifestyles 

0 Serving the needs ofunderprivileged, undeserved and vulnerable groups 
0 Human resources development with emphasis on building positive human attitudes and 

0 Strengthening quality and range o f  existing services with emphasis on bridging the gaps therein 
0 Minimising regional differences in healthcare delivery system 
0 Ensuring availability and affordability o f  efficacious and good quality drugs 
0 Encouraging private investment in healthcare provision 
0 Improving health information system 
0 Reforming the organizational structure and management to improve efficiency, effectiveness 

0 Assuring that health resources are optimally utilized and 
0 Recognition that health and other sector developments are mutually inter-dependent 

appropriate knowledge and ski l ls  in provision o f  services o f  defined quality 

and accountability 
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TARGETS AND INDICATORS 

Health Resources 
Doctor /population ratio(/lOOOOO) 
Number of nurses trained 

1 time 

5000 15000 20000 25000 
Per capita expenditure for patients 
% ofpublic expenditure on health 
% of Health institutions hovingfree access to the central data 100 I 75 N A  15 
base 
Number of Hospitals operating quality management units 
% Provincial /district /Institutional planning units injiil l 

10 All  B.Hs Al l  THs All  THs 
1 5  1 00 100 ~ 

Vision: To foster a healthier nation that contributes to its 
economic, social, mental and spiritual we#-being 

capacity 

management 
% of Hospital managers undergone training in middle level 

Mission: To ncl&we the higkcsf attainubfe keuifh status b-v responding to 
people's needs, working in partnership, to ensure access to cotnprehmsive 
high qrtnlity, eqiiitubie, cost t@ctive utid srrstainable healfh services. 

I 5  100 100 

The vision o f  improving the health status ofthe people will be achieved by addressing the fol-lowing 
strategic objectives: 

1) To improve comprehensive health services delivery and health actions 
2) To empower community for maintaining & promoting their health 
3) To improve management o f  human resources for health 
4) To strengthen stewardship and management h c t i o n s  
5) To improve health fmance mobilization, allocation and utilization 
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Figure 9.1 Inter-relationship among the Five Strategic Objectives 

To improve comprehensive health services 
delivery & health actions 

To ensure the attainment o f  five strategic objectives, the following immediate objectives are planned. 

1. To ensure the delivery of comprehensive health services, which reduce the disease 
burden andpromote health: 

1) rationalize and strengthen health network o f  facilities and services 
2) reduce priority diseases/conditions through strategic interventions 
3) enhance quality o f  service delivery 
4) improve health status o f  vulnerable populations 
5) increase public confidence and patientklient satisfaction in the health services 
6) access new technologies 
7) strengthen public-private partnerships in order to enhance efficient health service 

del ivery  
8) ensure adequate drugs, material and equipment for service delivery 

2. To empower communities (including households) towards more active participation 
in main-taining their health: 

1) improve public awareness o f  their rights, responsibilities and options for care 
2) improve participation o f  civi l  society and Non-Governmental Organizations in promot-ing 

behavioural and lifestyle changes 
3) monitor public perception o f  their needs and o f  the health system towards serving as an 

input for improvement 

3. To improve human resources for health development and management: 

1) expand functions and strengthen capacities ofNational and Provincial Ministries o f  Health 
in human resource development and management 

2) rationalize the development and management o f  human resources for health 
3) improve management, clinical and public health competencies o f  health staff 
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4. To improve health financing, resource allocation and utilization: 

1) increase government financial support at all levels to strengthen the financial sustain-ability 
o f  the health sector 

2) improve allocative efficiency o f  public funds 
3) make optimal use o f  existing financial resources 
4) strengthen financial management 
5) improve financial equity and related equity o f  access 
6) identify and test alternative financing mechanisms 
7) optimize private sector contribution 

5. To strengthen stewardship and management functions of the health system: 
strengthen the capacity o f  the M o H  to provide leadership and policy formulation and 
direction. 
strengthen the capacity o f  the M o H  and Provincial Health Ministries to provide advocacy 
and policy implementation 
strengthen managerial performance at national and decentralized levels 
enhance efficiency, effectiveness, accountability and transparency o f  the M o H  & 
decentralized units 
strengthen and introduce, if needed, performance management systems 
establish a system for regulating the services o f  public & private providers 
strengthen management information system 
strengthen coordination and partnerships with other sectors 
strengthen capacity in health research and technology assessment 

9.4.2. Healing the Nation through “Suva Sevana” 

Under the “Suva SevanaProgramme” announced 
in the Mahinda Chinthanaya, the government i s  
committed to  preserve the free health service and 
safeguard the rights o f  every citizen for the benefits 
there under. A cornerstone o f  the strategy o f  the 
Government with regard to health i s  that both curative 
and preventive aspects will be accorded equal priority. 
The main strategies o f  the government health policy 
can be described and summarked into following broad 
areas: 

Private Health Sector 

0 The private sector will be encouraged to set up facilities to maintain selected electro-medica1 
equipment, laundry services, security services, catering, cleaning, disposal o f  clinical waste etc 
for use by public and private medical care institutions on  contract basis. 
Incentives will be offered for setting up o f  private practices by doctors in designated m a l  areas 
and also for setting up private nursing homes in pre-selected areas. 

0 Private practice by government doctors, nurses and other paramedical personnel outside duty 
hours would be allowed to continue with better supervision and firm punitive action to control 
misuse ofthe privilege. 
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9.4.2.1. Preventive and curative services 

1.a The public investment in healthcare as apercentage o f  GDP will be increased significantly 
to enhance the healthcare services both quantitatively and qualitatively. It i s  expected to increase the 
public investment in healthcare as a percentage o f  GDP fi-om present level o f  2.3 to 3 .O by 20 16. The 
proposed investments are to fund priority interventions which are necessary to improve equity and 
quality o f  public healthcare services. Their impact can be measured in terms o f  reducing disease burden 
and improving health system performance. The share ofpublic investment for preventive care activities 
will be increased gradually over the years to ensure balance between curative and preventive services. 

1.b Preventive care services will be streamlined with grater emphasis on health promotion. 
Programmes to promote health in different settings such as schools, work places will be designed and 
implemented for this purpose. Policies with regard to school health services need to be reviewed with a 
view to redesigning its services in line with the health promoting school concept. 

1.c Ma jor  communicable diseases will be more effectively controlled and where ever possible 
eradicated (such as polio), so that these diseases will no longer be a threat t o  health. A wel l  designed 
epidemiological surveillance system will be established in the Provinces and smaller units in general 
hospitals. Government commitment to sustain the trust o f  control o f  communicable diseases through 
vaccination will be ensured. 

It i s  anticipated that by 20 15 Malaria, Dengue, Rabies and Japanese Encephalitis will be effectively 
controlled. Enhance community participation for elimination o f  mosquito breeding sites and increase use 
o f  alternative vector control methods are necessary for this purpose. High priority will be given for 
rabies control through increasing the coverage o f  dog vaccination. Necessary actions will be taken to 
ensure that H N  prevalence in the country i s  kept to a minimum level. 

1.d The incidence of non-communicable diseases will be kept very low. Th is  will be achieved 
through the development ofhealth education and primary preventive measures. Access to cost-effective 
programmes, such as screening for early detection to prevent and control selected non-communicable 
diseases will be wide spread. Government has already taken steps to develop cardiology units in teaching 
hospitals with modem investigation facilities. Strengthening Intensive Care Units in General Hospitals 
and emergency treatment units in Divisional Hospitals equipped with mobile resuscitation units i s  essential 
to provide the essential services to patients. Prevention and control o f  additions such as alcohol and 
tobacco cannot be the responsibility o f  the health sector alone. All government , private and non- 
government organizations will be encouraged to mobilize mass support for prevention and control o f  
these additions. 

L e  Curative care services will be expanded through the selective upgrading o f  facilities in 
order to make these services more accessible to the rural poor. There is a need for public investments in 
building rural sub-centres and primary health centers in the rural areas posted with adequately -trained 
dedicated staff and equipment in order to reduce the rural-urban gap in health indicators. Selected 
healthcare institutions in the periphery will be strengthened by providing necessary facilities to them. 
Healthcare services will be expanded to meet the needs o f  the plantation community and specific groups 
such as adolescent, elderly, disabled, families o f  migrant workers, victims o f  conflict. Development o f  a 
comprehensive mental health programme incorporating education for prevention o f  mental diseases, 
their early detection, referral, appropriate treatment and community-based rehabilitation i s  necessary in 
hture as mental illness i s  an emerging major problem. Also, establishing mechanisms to provide need- 
based care, setting priorities and allocating resources equitably are some o f  the important areas which 
need be addressed. 
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1.f. Effective and affordable new technologies and innovations will be introduced into the 
state healthcare services. New technologies and innovations to reduce morbidity while increasing the 
quality and efficiency o f  care and are essential for development o f  the health sector. Meantime it i s  
necessary to ensure that available equipment is in proper working condition and utilized in their optimum 
capacity. 

1.g. National cancer prevention and treatment programmes will be strengthened 
emphasizing early detection and the availabilty ofhigh quality treatment at the time when such treatment 
i s  most optimal and necessary. While strengthening the existing cancer treatment units at least 
two new fully fledged cancer hospitals need to be established in North Central and Uva  provinces. 
Management o f  terminal cancer in peripheral institutions will be encouraged. Also, adequate qualified 
manpower, materials and financial resources would be provided for cancer control programmes. 

1.h.Aquality assurance strategy will be developed and introduced to all healthcare institutions 
to facilitate the delivery o f  high quality services central to the ethos o f  the health sector. 

1.i. Awe11 defined referral system will be designed and implemented. Establishment o f  a 
database and issue o f  a health card to each individual are key milestones in this regard. Api lo t  project 
initiated in a selected movince and if 
found suitable, the r e f k  system will 
be extended in a phased manner to 
other areas and institutions. This 
would minimize the predominant 
issues in the health sector such as 
overcrowding o f  secondary and 
tertiary care hospitals, under utilized 
facilities at the periphery and long 
waiting list for surgeries. 

l.j. R e f o r m i n g  the 
organizational structure and 
management. Management capacity 
within the state health sector will be 
strengthened to introduce changes and 
make the sector more responsive to 
the emerging and re-emerging 
challenges. This requires amajor shift 
in the management and organizational 
structures o f  all parts o f  the system. 
With provinces assuming more 
responsibilities for operating health service, the role and functions o f  the Min is t ry  o f  Health should move 
towards providing guidance, setting standards, ensuring quality, exercising regulatory functions. 

9.4.2.2. Drugs and Pharmaceuticals 

2.aAvailability and affordability of  efficacious and good quality drugs to the people will be 
ensured. Local pharmaceutical industry will be strengthened. The National Medicinal Drug Policy 
(NMDP) has been already approved by the Cabinet. The National Standing Committee will oversee 
the implementation o f  the NMDP. A statutory body called National Medicinal Drug Regulatory 
Authority, which i s  responsible for regulation and control o f  manufacture, importation, registration, 
sale and distribution ofmedicinal drugs will be established. 
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2.b. A national drug l i s t  including safe, effective, low cost, essential drugs required to meet 
the needs at primary, secondary and tertiary levels o f  healthcare in the public sector will be drawn 
UP. 
2.c. State will provide sufficient funding for  procurement and supply ofnecessary medicines 
with priority for essential medicine, monitor appropriate use and prevent waste. 

2.d. The State Pharmaceutical Manufacturing Corporation will be strengthened to manufacture 
locally the drugs with a relatively high demand in the country. Government has already taken action 
to purchase pharmaceuticals required for the State health sector directly from State Pharmaceutical 
Manufacturing Corporation. 

9.4.2.3. Health Information 

3.a. Developing a health information policy, IT enabled health information system connected 
with all hospitals, and strengthening the capacity among managers and users o f  information will be 
given high priority.. Computerized data bases will be established at National, Provincial and Divisional 
levels. In order to ensure continuity o f  care a special record book would be used by each individual 
in the country. The inside cover o f  th is  record book will be designed to be the Health Card. Each 
person will be encouraged to carry the health record book. Practitioners o f  all systems o f  medicine 
will be encouraged to make brief notes o f  condition treated, diagnosis, medicines given etc. Th is  will 
be highly cost effective and easily accessible medical record. 

9.4.2.4. Health Insurance 

4.a. Agrahara insurance for the public sector employees will be continued. An appropriate 
health insurance scheme covering the people who has no access to any health insurance benefits will 
be developed by converting out o f  pocket expenditure into a pre-paid system o f  assurance. 

4.b. The insurance sector will be encouraged to launch a major campaign to promote the 
general public to take up health insurance and large private sector establishments to provide health 
insurance to their staff. 

9.4.2.5. Human Resources Development 

5.a. Scientific and systematic manpower planning exercise will be undertaken at both national 
and provincial levels with regular periodicity as mandatory for determination o f  carders in public 
service for all categories o f  staff. 

5.b. The deficiencies in accepted norms for staff: student ratio, equipment etc in the Medical 
Faculties will be corrected on priority basis. The admissions will be in keeping with the projected 
demands and the facilities available. 

5.c. The PGIM will be strengthened to produce adequate number o f  specialists to meet the 
needs o f  both public and private sectors. In complementary to other development programmes in 
the health sector, the number o f  specialists in government hospitals and facilities for them will be 
increased gradually. 

5.d. Adequate resources will be budgeted for the improvement o f  teaching facilities at nursing 
schools and paramedical training centres to meet the current admission capacities. ANat ional  
Training Centre for  paramedical personnel will be established to  produce adequate number o f  
paramedicals to meet the needs ofboth public and private sectors for next 10 years. The establishment 
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ofthis Centre yill provide opportunity to train 5 paramedical categories including Medical Laboratory 
Technologists, Physiotherapists, Occupational Therapists, Pharmacists, and Radiographers. 

5.e. Higher level Diploma/ Degree courses will be established in the Affi l iated University 
Collages to meet the needs for higher level paramedical personnel as wel l  as to encourage career 
development. 

5.f. Incentives to physicians, nurses and paramedical staff will be part o f  amotivating strategy 
so as to encourage them stay in rural and remote areas. 

9.4.2.6. Indigenous System of  Medicine ( ISM) 
6.a. Service facilities o f  I S M  will be made more client oriented and productive. Building o f  consumer 
fiiendly milieu in all I S M  establishments for increasing the social responsiveness and vitalizing the 
streamlining new vistas for I S M  in potential fields are vital for th is purpose. 

6.b. Support and encourage the development Ayurveda, the system o f  traditional medicine, to a level 
that proudly complements entire system o f  health services and health practices and that Sri Lanka 
can offer to the world at large. 

6.c. Provide necessary facilities to Ayurvedic doctors to obtain rare items o f  medicine/ drugs. Actions 
are proposed to introduce a new Bill on Ayurveda and the draft Bill Ayurvedic drugs, cosmetics, 
tools and equipment in the parliament. 

6.d. The private sector will be encourages to establish centres o f  special therapy o f  ISM, such as 
steam therapy, pancha karma etc 

6.e. The need o f  essential drugs will be ensured through local production. Local  production o f  
Homeopathic medicines will be encouraged. 

6.f. A fully fledged institute o f  Homeopathic Medicine within a university framework and with 
Homeopathic Teaching Hospital will be established to train adequate numbers o f  Homeopathic 
personnel. 

6.g. Local and foreign investments will be promoted in the development o f  industries based on I S M  
and quality o f  products and services will be assured by establishing regulatory mechanism required. 
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9.5. Strategies by Time Horizon 

Medium term (by 2013) 

1)F Selective upgrading o f  National and 
Provincial health facilities in order to 
make curative services more accessible 
to the rural poor. 

2)F To develop an ambulatory care unit at 
National Hospital o f  Sr i  Lanka 

3)F Construction of OPD, Accident services 

Gampola. 
4)F Construction of new medical ward 

complex in Teaching Hospital, Kandy. 
5)F Establishment o f  two modem cancer 

hospitals 
6)F Strengthening maternity care services by 

providing village level maternity clinics, 
medical advice and related service. 

(Ny) 7)F Provide necessary facilities for nursing 
training schools. 

8)F Establish a National Institute of Health 
Management with residential facilities 
for continuing education of  health 

and Ward complex at Base Hospital, 

Short term (by 2009) 
1)F Increased budgetary allocation for 

health breventive and curative) 
service. 

2)F Provide residential facilities for 
doctors. 

3)F Provide necessary facilities for 
doctors in the rural areas. 

4)F Total eradication of  polio. 
5)F Strengthening the existing cancer 

treatment units 
6)F Construction of  an accident service 

unit in Teaching Hospital Kandy 
7)F Improvement of  curative healthcare 

services at Anuradhapum Hospital 
8)F Development of  Nuwaraeliya 

Hospital 
9)F Development of  Monaragal Base 

Hospital 
1O)F Development of  Hambanthota 

Hospital 
11)F Development of  Godagama Hospital 

12)F Establishment of Beliatta specialized 
treatment facility 

13)F Strengthening provision of health 
services in Kegalle General Hospital. 

14)F Total Quality Control (TQC) 
management project. 

15)F Medical Equipment management 
project 

16)F Establishment o f  a new hospital with 
the ETF for the benefit for it’s 
members. 

17)F Strengthen the National HIV/AIDS 
prevention programme. 

18)F Development of Neuro Trauma unit at 
NHSL 

19)F Development of the National Blood 
Transfusion Services 

20)F Development of  Jaf ia  Teaching 
Hospital 

21)F Extend the nutritional intervention 
progmmmes to cover all 
undemounshed expectant mothers. 

22)F Strengthen the mid-day meal 
programme to cover all 
undernourished school children. 

23)F Rehabilitation/ improvement of  
selected MOH offices, MCHs, & 
other health clinics, provision of 
necessary equipment & vehicles 

24)F Recruit and train staff necessary for 
preventive services in estate sector. 

25)F Recruit and train necessary staff for 
the hospitals which are being 
developed in the estate sector as well 
as in other areas. 

26)F Establish a new medical insurance 
system for public servants and their 
family members. 

27)F Setup dedicated wards in government 
hospitals for public servants and 
pensioners to provide medical 
benefits under the Agrahara insurance 
scheme. 

28)F Implementation of revised drug policy 
29)F Disaster and accidents prevention and 

response programme established 
30)F Community based programmes for 

care of elders and disabled. 

(Ma?) 

(New), 

Long term (by 2016) 

1)F Continuation o f  TQC 
management project. 

2)F Comprehensive care 
programme for epilepsy 

3)F Continuation of  Equipment 
management project. 

4)F Epidemiological services (on- 

5)F Institutional restructuring- 
going) 

Bringing preventive care 
institutions under one roof and 
allocate necessary expenditure 
under the Ministry of 
Healthcare. (New) 

6)F School health programmes 
(On-going) 

7)F Oral Health Service 
Management Project (New) 

8)F Programmes for total 
eradication of  Malaria, 
Dengue & Rabies (On-going) 
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10. Sports and Culture 

10.1 sports 

10.1.1 Current Situation 
Sri Lanka has made considerable progress in developing sports during the last decade and it has 

gained a prominent position as fiont runners in swimming, athletics, and volleyball and have gone on to 
win number ofmedals in international sports competitions including Olympics and Commonwealth. The 
country did extremely well in SAARC 2006, with our sports men and women winning 37 gold, 63 silver 
and 77 bronze medals and third in rank o f  medal standing. However, sports facilities in the country are 
not developed up to the standard levels and most o f  the facilities are surrounded in Colombo and 
adjoining areas. Notably, motivation as well facilities are not developed or widespread developed in the 
school system. In addition there i s  a lack o f  sports facilities, especially in the rural areas o f  the country. 
Sports development programmes have so far tended to be confined to the distribution o f  sports items at 
the micro or local level. Lager scale macro development has been neglected. The aim i s  to change the 
culture o f  sport and physical activity in Sri  Lanka in order to increase participation across al l  social 
groups leading to improvements in health and other social and economic benefits and providing the basis 
for progression into higher levels ofperformance. 

10.1.2 Challenges and Issues 
The main challenge with regard to sports sector i s  to develop new ways o f  connecting sport with 

everyday life, alleviating t ime pressure by creating opportunities where people already spend their time 
-in the workplace, where people shop, alongside other community facilities. Facilities for  talented 
sportsman and women are inadequate for performance improvement. International class trainers, exercises 
equipment, and other scientific and high tech training methods for tracking performance are limited to 
urban areas. N o n  availability o f  bio-mechanic training and laboratory facilities for the sports medicine 
are also need to be addressed. M a i n  issues in relation to development o f  the sports sector includes 
followings- 

Inadequate facilities for sports education. 
0 Lack o f  co-ordination between National, Provincial District, Divisional levels and between parallel 

fields as education, health, tourism etc. 
0 Lack oftalent identification at all level. 
0 Lack o f  sponsorships. 
0 Lack ofhigh-tech trainjng facilities specially at provincial level. 
0 Inadequate facilities for sports medicine. (none availability of  Bio-mechanic training, laboratory 

facilities etc.) 
10.1.3 Vision 
To be the most active and the most successful sporting nation in the world. 

By 20 16 Sri Lanka will be one ofthe strongest sporting nations in the world. Sri Lankan athletes, 
swimmers, cricketers, and rugger players will perform in world renowned sports competitions, winning 
medals, for our country o n  a hitherto unprecedented scale. They will also challenge wor ld  leaders in 
football, hokey, volleyball, golf, water sports, and shooting. 

There are several areas in which h tu re  sports plan needs to take a fkesh approach to  achieve the 
above vision: Increasing participation in sports and active recreation, improving levels o f  performance, 
widening access for scientific sports, improving health and wellbeing, creating safer and stronger 
communities. 
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10.1.4 Proposed Ten Year Policy Framework 
Improve infrastructural Development activities ( I l l y  fledged sports ground for each District, High 
altitude training centers, Sports Academy etc.) 
Improve advanced, training facilities with modem sports equipment and high tech training methods 
for coaches and sportsmen. 
Create Institutional Development in the field o f  sports to meet national requirement. 
Promote “Sports Tourism”re1ated activities and Popular Adventure Sports. 
Organize meditation programmes in cuniculum o f  sports education and sportsmen & women for 
physical andmental fitness 
Increase awareness o f  sports ethics and law and regulation. 
To improve efficiency & effectiveness o f  sports administration. 

10.1.5 Strategies 
Construct and improve sports facilities such as sports complexes, play grounds, sports training 
facilities with international and national standards in order to bring the skills o f  rural sportsmen and 
sports women to a higher level. 
Implement physical education programme for every child in order to create a healthy nation. 
Identirjr and nurture talented sportsmedwomen at the district and local levels and encourage them 
to develop to international level through Kreeda Shakthi Programme. 
Strengthen and motivate the moral o f  the sportsmen/women through payment o f  monthly allow- 
ances. 
Improve the efficiency and effectiveness o f  coaches and trainers by developing their professional 
capabilities. 
Provide theoretical as well as practical and technical education and training for the development o f  
sports for sportsmedwomen. 
Implement an assessment mechanism for physical education starting in Grade 01 o f  school educa- 
tion 

Expected Targets 

At least 5 high performances at Olympics 20 12. 

Winning medals at all sports events to be held at Asian Games, Commonwealth Games, World 
Cup and Olympic. 

Strong Junior Pool for 2007. 

Fully fledged sport development complexes for each district. 

Establish a Sports Academy at Nuwara Eliya to train national and international sportsmen. 

Recognition o f  sport as a degree subject for 2008. 

Setting up o f  a Research Division on sports and subsequently commence a university faculty on 
Sports and Physical Education for 201 0. 

A university for sports shall be established by 20 16 
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10.1.6 Investment Plan 2007-2016 

. .  
under the National Institute o f  Sports Medicine. 

(1 l)F Attach physiotherapists and masseurs to each unit to treat sudden 

pools - Provide accommodation, suitable 

250 . .  

injuries- at sports grounds. 
(1 2)F Establish and provide residential treatment facilities for 250 

sportsmen and sportswomen. 
(13)F Establishment o f  course for Sport Media reporters and 

correspondents at the National Institute o f  Sports Science. 
500 

10.2 Culture 

Vision 

Being a country with a proud heritage and a distinct culture, Sri  Lanka should march forward with 
other countries as it possession, ample opportunities for development. Therefore Sri Lanka’s cultural 
treasures are preserved and protected, and the country’s cultural, religious and aesthetic values are 
integrated into social l i fe and shared with the world on a sustainable basis. 

Objectives 

To articulate an unambiguous cultural imperative in the nation’s fbture development. 

To recognize, promote and instill an awareness o f  the nation’s r ich cultural heritage and i t s  
continued value as a rich fund o f  social philosophy 

To bring to the forefront the role o f  our culture and heritage, religious faith and aesthetic 
values in meeting emotional and religious needs, in maintaining Sri Lanka’s distinct identity, 
and in cushioning us f iom many o f  the negative impacts o f  modernization. 
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10.2.1 Current Situation 
On the whole, the culture o f  the Sri Lankan nation has reached a stage where many features have 

developedup to a point that prevents maintenance o f  their lives successfdy and peacel l ly  and obstructs 
the proper realization o f  the benefits o f  development activities by the people. As a result ofthis the crime 
rate in the country has increased. The family culture has collapsed so as to disintegrate the social unity. 
In such a context traditional values considered to be an integral part o f  our society throughout the 
nation’s history have been destroyed. 

Th is  has reached such a proportion as to obstruct the general development o f  the country. The 
following special measures needed for the restoration o f  the culture so destroyed have to be put in 
place. 

10.2.2 Strategies 

Establishment of National Identity : Reshape our distinct cultural traits that are perishing fast in 
the urban areas and to a lesser degree in the rural sector so as to maintain the l i fe  o f  the community 
satkfixtody. 

Integration of Cultural  Heritages: Protect our national heritages to develop our pride and 
dignity and to build within the people self energy that could nullify the factors that destroy national 
heritages in order to prevent this situation and to reshape our socio-economic environment in a manner 
more beneficial to the people. 

Use of Language and Literature: Build a society in the country by directing those who have 
distanced themselves from reading to the habit o f  reading books and other literacy pieces providing the 
necessary materials for the artistic enjoyment ofthe community while protecting their inherent power o f  
expression. 

Resurrection of  various arts and crafts : Provide more opportunities to the people to make 
use o f  all the ancient arts and crafts o f  Sri Lanka by preventing their destruction and rehabilitating and 
resurrecting them. 

Protection and Restoration o f  values : make the people ofthis country a peacefbl and united 
lot by restoring the positive values that are declining fast. 

Cultural Development Plan 2007-2016 

Objective 

cultural treasures and 

Activity 

*F Renovation and development o f  important museums 
such as Galle Maritime Museum, Science and 
Technology Museum, Osteology Gallery and Sigiriya 
Museum. 

*F Completion o f  conservation work on Abhayagiriya, 
Jetavana monasteries Maha Vihara at Anuradhapura 
Wor ld  Heritage site’ 

*F Preparation o f  the tentative World Heritage list for 
UNESCO and inclusion o f  such sites as Sri Pada, 
Horton Plains and Jayaganga irrigation scheme etc. to 
World Heritage. 

*F Development o f  Wayamba Quadrangle containing 
ancient lungdoms o f  Kurunegala, Dambadeniya, 
Yapahuwa and Panduwasnuwara. 

Expected 
Investment 

(RS.Mn) 
2007-2016 

2000 

1000 

2 

5 00 

500 
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Objective Act iv i ty 

Teach, develop, share 
our deep rooted cultural 
values, rituals, arts, 
crafts, music, dance, 
cinema etc. t o  youth, 
schools leavers and 
interested persons 

*F Demarcation and preparation o f  plans o n  places where 
archaeological monuments stand. 

OF 2007 - 500 blocks o f  land 
OF 2008 - 200 blocks o f  land 
OF 2009 - 2000 blocks o f  land 
OF from 20 10 - 1000 blocks o f  land per year 

*F Commencement o f  excavations over megalithic burial 
sites which are found in Tissamahamna, hinterland o f  
Anuradhapura, Sigiriya and Kandy 

*F Exploration o f  05 archaeological places which have 
not yet been explored on Divisional Secretariat or 
Grama Niladari Division basis. 

*F Identification and conservation o f  al l  the temples 
where the scared tooth relic was enshrined during the 
past and publication o f  a book including such places. 

*F Collection and recording o f  indigenous cultural and 
artistic events which are being extinct in Sri Lanka at 
present such as fo lk songs/ fo lk  poems/ fo lk 
dancedvannaddrum beatings/rituals/devil 
dances/puppetry and production o f  Compact discs by 
including them. 

*F Continuation o f  conservation work at the ancient c i ty 
o f  Magama and expansion o f  the activities to the 
Southern Province and focus attention to the heritage 
sites o f  historic Ruhunu including Rathnapura and 
Monaragala Districts. Presentation o f  these sites after 
developing them as a new heritage region. 

OF Exploration, archaeological excavation and 
conservation o f  remaining heritage sites. (Ex. Western 
Monasteries, Toluvila, Asokarama etc.) at the world 
Heritage City o f  Anuradhapura. 

*F Collection and printing o f  the books related with the 
folk stories, folk lore and various cultural events which 
contains the high socio-cultural value, annually 

*F Records Management and Preservation o f  120 
Institutions in Government Sector 

*F Production o f  Mobi le Exhibition compartment for 
Galle Heritage 

*F  Establishment o f  SAARC Cultural Centre 
*F Establishment o f  700 Rural Societies. 
*F Construction o f  Cinema halls 
OF Launching o f  a Drama Network w i th  the Association 

o f  all Cultural Centers island wide 
*F Production of film depicting scenes o f  Galle Fort 
*F Intervention o f  the National Film Corporation for the 

Establishment o f  a local cinema which reflected the 
Sri Lanka identity under state patronage 

*F Renovation and refurbishment o f  a l l  the theatres under 
the Tower Ha l l  Theatre Foundation as specified in the 
Mahinda Chinthana. 

*F Conversion o f  first and second floor o f  Sarasavipaya 
into a Drama Academy. 

Expected 
Investment 

(RS.Mn) 
2007-2016 

1000 

500 

500 

50 

100 

250 

50 

250 

100 

3 00 
100 

10 
50 

10 

750 

250 
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Objective 
Investment 1 2007-2016 

Activity Expected 

Promotion of  cultural 
tourism 

174 

(RS.Mn) 
*F Establishment o f  Visitor facilities at Anuradhapura, 750 

Polonnaruwa, and kandy 

100 *F Introduce Special boat service around Galle Fort for 
attraction o f  tourists. 

*F Introduction o f  the Cultural Tourism concept to the 

southern heritage sites among the cultural tourists. 
*F Focus attention to the heritage sites in the Eastern 

Province and develop cultural tourism in the region. 
Ensure preservation o f  industrial heritage cultures - 
such as tanks and other irrigation works. 

*F Construction o f  Performing Art Centre. 

Southern Cultural Triangle and popularize the 10 

50 

100 

500 



11. Towards a Flexible and Globally Employable Workforce 

11.1 Introduction 

Having a skilled and easily trainable 
labourforce i s  one o f  the main advantages that 
Sri Lanka has in the global economy. Labour 
makes all entrepreneurial and productive activity 
possible, and underpins the proper and effective 
hc t i on jng  ofthe state. Therefore policies related 
to labour and employment should be developed 
with as much forethought as other aspects o f  
economic activity. 

Poverty s t i l l  afflicts nearly 23 percent o f  
the national population. Access to work i s  the 
surest way out o f  poverty, and the priority for 
Sri Lanka in the next ten years i s  j o b  creation. 
Moreover, getting people into productive 
activities i s  the way to create the wealth that 
enables social development. Sound and 
sustainable investment and growth, access to the 
benefits o f  the global economy, supportive public 
policies and an enabling environment for  
entrepreneurship and enterprise are what drive 
employment creation, and these initiatives are 
at the heart ofthe Mahinda Chinthana (2005). 
However, employment alone will not help f d e s  
to exit poverty, as over ha l f  o f  the households 
where the main income earner i s  a regular wage 
and salaried worker, are below the poverty line. 
I t  is  clear therefore that it i s  not ‘any job’  that 
will help the worker to overcome poverty, but a 
job with certain minimum acceptable standards, 
such as an adequate wage. 

11.2 Vision for the Sector 

Box 1 

What is Decent Work? 

their lives. It is about your personal abilities to 

compete in the market place, keep up with new 

technological skills and remain he 

developing your entrepreneurial 

receiving a fair share of the wealth that you have 

helped to create and not being discriminated against; 

i t  is about having a voice in your workplace and your 

community. I n  the most extreme situations i t  is about 

moving f iom subsistence to existence. Fo r  many, i t  is 

the primary route out of poverty. For many more, i t  is 

about realizing personal aspirations in their daily 

existence and about solidarity with others. And 

everywhere, and for everybo&, decent work is about 

securing human digniv ”. 
Source: International Labour Organisation (2001) Reducing 

the Decent Work Deficit, Report o f  the Director General to 

the International Labour Conference, 89‘h Session. 

In this context, there are several areas in which national policy needs to take a f iesh approach such 
as changing f i om a traditional, obsolete labour policy to a growth oriented and investment friendly 
labour market-led approach ensuring a decent work environment and set out a vision for all workers in 
Sri Lanka. 

A future ofpeace andprosperity in which all Sri Lankans enjoy a better quality of 
lqe free from poverty and deprivation, through the promotion of opportunities for women 

. and men to obtain productive work in conditions of freedom, equity, security and human 
digniiy 
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11.3 Key Issues in the Sector 

sound policies and strategies. 
The realization o f  the vision o f  the sector requires the following key issues to be addressed through 

Huge share o f  employment in informal sector 
Lack o f  entrepreneurial culture o f  the youth and queuing for public sector employment 
Lack o f  quality employment opportunities for women 
High unskilled labour migration 
Illegal Remittance 
L o w  Productivity 
Lack oftraining for employment ofyouth 
Absence o f  legislative coverage for informal sector 
High Level o f  employment rigidity 
Absence o f  social security for unemployed 
Adversarial system o f  industrial relations 
Absence o f  dispute mechanism system for public sector. 
Ageing population 
Child Labour 

Future Policy Directions 
National Labour Sector Development Plan in Sri Lanka will be shaped according to four strategic 

areas to address these issues. The focus areas are employment generation, ski l ls development and 
labour productiity, increase the flexibility oflabour laws and regulations and increase employer - employee 
relations. 

11.4.1 Employment Generation 
The state has a workforce o f  around 7.8 mill ion by beginning ofyear 2006 o f  which 2.4 mill ion are 

women workers. 9 1 percent o f  the labour force i s  categorized as employed which includes unpaid 
family workers. O f  this around 47 and 13 percents are in the private and public sector respectively. The 
vast majority (70 percent) work in the unorganized or informal sector; sometimes in conditions ofpartial 
employment, often without adequate access to decent wages or social security protection. Nearly 45 
per cent employed in the service sector and 25 per cent and 30 per cent in industries and agriculture 
respectively. Employment in agriculture has shown a steady decrease, whilst services have emerged 
over the last decade as the dominant sector. 

During 1990-2004, employment in Sri Lanka grew by 2.3 per cent per annum, while the labour 
force grew at the rate o f  1.5 per cent per annum. The growth advantage in favour o f  employment 
contributed to the decline in open unemployment during that period. 
By 2016, Sri Lanka will make every effort to be a provider o f  globally employable, competitive human 
capital. Unemployment rate for young youth category (1 5 - 24) will be reduced fi-om 22% o f  its current 
level to 9% by 20 16. The key target i s  t o  generate 2.4 mi l l ion gainful employments through private 
public and foreign job opportunities within the next six years. 

To accomplish this target National Employment policy which ensure the better fit between 
labour demand and supply and employment sourcing and delivery system, will be implemented. 
Completion and implementation ornational Policy on Youth will be prioritised. To increase the 
employment opportunities for youth ‘Yovun Ditiya’ programme and Community Development 
Assistance programme will be introduce. 
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A recent survey o f  enterprises in both the urban and rural sectors found that they were ham- 
pered by poor-quality infrastructure (especially energy and transport) and cost ofllimited-ac- 
cess to finance. These constraints also detract f iom the attractiveness o f  Sri Lanka as an invest- 
ment location to external investors, when compared with other counties such as Malaysia and 
China. Therefore a systematic policy fiamework to upgrade infi.astructure facilities, especially in 
rural areas, will be formulated for increasing employment through private investment. 
Employment opportunities will be created for disable persons by ensuring reserve o f  3 percent 
o f  employment in large enterprises for disables. 

Concentrating employment in informal sector: Whi le  the reduction in openunemployment i s  
to be welcomed, there has been a disconcertingly steady movement o f  economic activity f rom the 
formal to the informal sector, which now accounts for nearly 70% o f  employment in Sri Lanka. The 
impact o f  the expansion in the informal economy can be seen in the increase in non-formal employment 
in the same period, and more than a third o f  the labour force i s  in casual, less secure employment. Th is  
i s  because the informal economy does not comply with formal procedures such as registration, and 
workers are typically outside the scope o f  legislation and regulatory institutions. The informal sector 
generally does not comply with social protection regulations for workers, working conditions tend to be 
unsafe and unhealthy, with workers having low levels o f  skills, low or irregular incomes, and long working 
hours. Access to information, markets, finance, training and technology i s  limited. Due to the generally 
lower visibility ofthis sector, economic and social policy has not taken into consideration the nature and 
extent ofthe informal economy in formulating strategies and interventions. 

Access to fmance remains one ofthe most critical problems o f  operating in the informal sector. 
As many people in this sector are likely to be from lower-income groups, schemes o f  financial 
assistance, including income transfer programmes will be adjusted to accommodate entrepre- 
neurial activity. 
S M E  and Rural Banks will be encouraged to engage in concessional lending such as daily loans 
and bonded credit for the assistance o f  pavement vendors and traders who cannot otherwise 
access formal lending schemes ofhigh-street banks. 
Labour oriented methods o f  development will be encouraged where practicable, especially in 
infrastructure development in rural areas. 

Unducing Underemployment: Aperson i s  considered underemployed ifhe i s  in employment for 
less than the normal duration (at least one hour during the reference week) and i s  seeking, or would 
accept, additional work for a longer duration. Underemployment in Sri Lanka i s  currently estimated to 
affect 21.6 o f  the labour force, an increase from the previous CFS level in 1996/97 o f  17.5 per cent; 
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underemployment in the Agiiculture sector demonstrated an increase over time, and was significantly 
higher than overall figures, with 34.5 per cent of those employed in the sector considered as being 
underemployed. This explains to some extent the declining productivity of  the Sri Lankan labour force, 
especially those engaged in Agriculture. 
Underemployment was higher for women in every sector except services, highlighting the gap that 
existed in projiding employment opportunities for women. 

Implement policies to make temporary, flexible or extra work possible. 

The most effective means of reducing underemployment is the generation of new employment through 
economic expansion. Such opportunities wi l l  not only absorb excess labour of  the Underemployed, 
but wil l also enable the employed to progressively access jobs with a more decent quality of work. 

Private Sector as an employment source: The public sector i s  s t i l l  the prefened avenue of  
employment for youth, with the preference being conspicuous among college-graduates educated in the 
national languages. The perceived 'social status' attached to public sector employment, employment 
security and social security benefits upon retirement are among i t s  attractions. However, the public 
sector in Sr i  Lanka i s  proportionately the largest in Asia (an average of 3.9 public servants per 100 
populations, as compared to 2.6 in Asia), and this has reduced i t s  effectiveness while increasing the 
financial strain on the State. 

The focus o f  employment creation must therefore be shifted to the private sector, both formal and 
infoimal by providing necessary training and skills. 

In addition social attitude of  youth towards self employment and private sector employment will be 
changed by providing tools, equipment, training and finance. Communities are also be encouraged 
to support self employment venture o f  youth. 

To secure the self employment schemes long term social security and safeguards wil l be introduce. 

Promoting quality and productive employment for women: Sri Lankan women have a compara- 
tively better status than women in many otherdevelopingcountnes but have yet to achieve genderequality 
andempoweiment inconsonance with international norms. Agenderanalysisofthe labourforcepartici- 
pation rate indicates that the pai-ticipation of women in the labour force has been less than half that of men 
in the recent past. Especially in the 25-49 age group, the participation rate of  males i s  in excess of 95 per 
cent, while thecomparable rate forwomen i s  less than 50percent. This i s  alsoconfirmed by unemploy- 
ment data: while overall unemployment levels havedecreasedrapidly and arecuirently at single-digitlev- 
els, the unemploymentrate forwomen st i l l  remainsat more than double that ofmen. 

Unemployment (Male/Female) as a percentage of the labour force 
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Source: Annual Report of the Central Bank of  Sri Lanka, various years 
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The majority ofwomen work in the informal sector; 35 per cent ofwomen work in agriculture and 
the majority are unpaid family workers. These factors indicate that, even where employed, women tend 
to be engaged in work that is less secure, and less rewarding, as employment in agriculture has been 
shown to have the lowest level o f  earnings amongst all workers. 

Setting up o f  handicraft villages through financial and other grants will be encouraged. 

Strengthening o f  the regulatory and operational function o f  the Sri Lanka Foreign Employment 
Bureau will provide secure foreign employment for women. 
I t  i s  clear that in future the supply o f  labour can only be increased by the creation o f  more 
opportunities for employment for women, as the labour force participation o f  men i s  almost at 
saturation level; creation ofjob opportunities for women will be prioritised in development projects. 

Realizing potential in Micro, small and medium size enterprises (MSMEs):MSMEs are 
the backbone o f  the economy. Due to relatively l o w  investment requirements, they offer enormous 
potential to contribute to regionally balanced growth and to generate employment where it is most 
needed. Yet, th is  potential i s  insufliciently realized. Investment levels remain l ow  and opportunities are 
not made use of. The main reasons l i e  in the business environment, which does not adequately facilitate 
enterprise start-up and growth such as limited access to markets due to weak infkastructure, a relatively 
high regulatory burden and inefficient application ofregulations, weak business networks which limit 
links to large subcontractors and buyers, and inadequate financial services, including credit, as well as 
business development services, such as provision oftraining and information. Jnformality limits M S M E s  
potential for development as they cannot enter into formal contracts and cannot access certain services. 
Cultural factors also have a strong effect on the start-up and growth o f  MSMEs. M a n y  youth hold 
negative attitudes to business, considering it an option o f  last resort rather than avalued way to better 
their own and their communities’ lives. 

Steps to promote more positive attitudes towards entrepreneurship are already being taken 
through the introduction o f  entrepreneurship in secondary schools curricula and various voca- 
tional and technical training institutes. Th is  i s  fundamental to the development o f  an enterprise 
culture. 
A positive view o f  MSMEs will be projected through communication campaigns by the Gov- 
ernment, chambers o f  business in the private sector, and the media, in order to create a culture 
that values and encourages enterprise. 
MSMEs generating a significant number o f  direct or indirect employments will benefit f iom the 
waiver o f  duty on equipment and technology, and other concessions. 
Regulations that affect MSMEs will also be reviewed, with a view to simplifying procedures and 
encouraging MSMEs to enter formal sector. 
Enable returnee migrant workers to utilize their duty fiee allowance for purchase o f  equipment 
for selfemployment. 

Managing labour migration: The share o f  skilled migrant workers has continued to decline 
despite stated intentions to the contrary. In 2005 more than 70 per cent o f  migrant workers were in the 
unskilleddomestic worker category, with lower-earning. Nearly 60 per cent o f  migrants were female, 
although the adverse social effects o f  (mostly married) females migrating for employment are well- 
documented. There i s  also the need to ensure the development and welfare o f  migrant workers and 
their families, and to ensure that returnee migrant workers are able to enter into productive economic 
activity on their return to Sri Lanka. 

0 

0 

0 Therefore, the focus o f  policy in this sector will be aimed at ensuring skilled, safe migration. 
Ensure the development and welfare o f  migrant workers and their families and to ensure that 
returnee migrant workers are able to enter into productive economic activity on their return to 
Sri Lanka. 
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A special social protection scheme for returnee migrant workers has been launched by the 
Ministry o f  Labour and the SLBFE. As a part o f  this project, information on every family o f  
each migrant worker will be gathered and maintained in order to provide support services to 
these families. 

The SLBFE will focus obtaining foreign employment opportunities in areas such as nursing, 
shipping, computer science, teaching, and other higher skilled occupations, by entering into bi- 
lateral agreements with labour receiving nations. 

Institutions will be established to provide internationally recognized qualifications in these areas. 

A low interest housing loan scheme and a special housing scheme i s  also under consideration; 
where 30 per cent o f  the funds will be strengthen by the Government, t o  motivate migrant 
workers to generate savings. 

It i s  also planned to strengthen the National Foreign Employment Advisory Council (NFAC) as 
an advisory body with the participation o f  lead ministries and all stakeholders to ensure that the 
development ofthis sector i s  carried out in a systematic and comprehensive manner. 

11.4.2 Skills Development and Labour Productivity 
h e  primarily to a policy o f  fiee education since independence, the educational attainment o f  the 

labour force in Sri Lanka i s  higher than that o f  most other developing countries. Nearly 17 per cent o f  
those employed have secondary school leaving qualifications o f  GCE Ordinary Level, and a further 14 
per cent have qualifications o f  GCE Advanced level and above. In addition to a sound education 
system, a nationally accepted policy and framework developed by a Presidential Task force for delivery 
o f  Tertiary Education and Vocational Training (TEVT), together with a comprehensive action plan, i s  
already in place. The Tertiary and Vocational Education Commission (TVEC) i s  in the process o f  
improving the quality and relevance o f  training by the development o f  national s k i l l  standards; and 
corresponding curricula, which are linked to the National Vocational Qualification (NVQ) Framework. 
These systems are l inked to 'Jobsnet', the national job-placement mechanism, in order to obtain 
information on "skill consumers" o f  trainees in order to  continuously improve the demand-supply 
orientation o f  TEVT. 

The issues that need to be addressed in this area are highlighted below. 

Matching Labour Demand and Supply: Despite these positive developments, there i s  a mismatch 
between labour demand and supply in both domestic and foreign labour markets. Th is  is particularly so 
in relation to youth, as unemployment levels tend to be highest among those in the age group 19-25 
years, and are as hgh as 28 percent o f  that age group. Unemployment also rises with education, being 
highest among those with post-secondary level qualifications. Given that these youth are generally new 
entrants into the labour market, the need to facilitate f irst time job entry into the labour market. 

Unemployment by Age and Education 
I I I  I 

Source: Compiled fkom the Annual Report (2005), Central Bank o f  Sri Lanka 
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Especially among the more educated and relatively more affluent youth, the problem o f  ‘t.oluntary 
unemployment” exists, implying a conscious decision to wait for ajob that matches personal preferences 
and career expectations instead o f  taking up an existing and often well-paid employment offer: 7 1 
percent o f  GC.E.(A/L) & above qualified persons have searched for work for more than 12 months. 
Negative perceptions towards certain kinds o f  jobs involv ing manual labour, gender stereotypes 
concerning vocations, a general rejection o f  entrepreneurship and self-employment, high aspirations 
created by access to  higher employment, and the perceived prestige and security o f  public sector 
employment, all ‘artificially’ reduce available employment prospects. This is particularly acute for rural 
unemployed youth, nearly 14 per cent o f  whom believed that no suitable work was available, and 
therefore did not actively seek employment. 

0 Education i s  the f irst step towards decent work and productive and responsible lives for  young 
people. It i s  not just the level but the quality and relevance o f  education and training that i s  impor- 
tant. 

0 Improving the university education-to-work transition requires adjustments both in supply and in 
demand. ANational Action Plan for Youth and the Youth Employment Network (YEN) will be 

Of the government is to 
systematically improve the 

implemented to provide an inte- 
grated framework to overcome 
this deficit. 

Source: International Labour Organisation (2005) Labour Market 
Skills Mismatch (Jobsnet-ILO Project), ILO, Colombo. 

0 The National Act ion Plan for 
Youth recognizes the need for 
specific measures to create em- 
ployment for different groups o f  
youth, such as those in the plan- 
tation sector or rural areas. 

0 Competence in English has 
emerged as a critical issue af- 
fecting employability, and the 

Box 2 

The ‘Queuing hypothesis’, linked to public sector employment and 
pay policies, explains that in well functioning labor markets, public 
sector workers have lower pay than their private sector 
counterparts in order to compensate for the greater stability, 
attractive benefits, lower work effort and prestige of their jobs. I n  
Sri Lanka however, public servants are deemed to have, on 
average, all of the above benefits as well as higherpay. As a result, 
labor market entrants have an incentive to wait for such attractive 
j ob  openings in the public sector, with most of them choosing to 
remain inactive instead of taking available jobs outside the public 
sector. The Government h recurring tendency of providing 
employment opportunities to the unemployed is seen as the main 
reason forjob seekers to remain inactive. 

- ,  

knowledge o f  English at all lev- ’ 
els o f  education during the next 
ten years. 

0 Facilities in rural schools will also be improved under this program, by improving information 
technology and establishing language laboratories. 

0 The nationally integrated technical education and vocational training (TEVT) ii-amework and 
creation o f  nurturing environment conducive for the development o f  young entrepreneurs with 
access to education, ski l ls  training and capacity building will be supported to continuously 
increase opportunities for TEVT 

0 Other strategies that will be implemented include the improvement o f  training and access to infor- 
mation technology, developing comprehensive sk i l l  in national languages and in English at primary 
and secondary level and improvements to school management. 

0 Strengthen quality and relevance o f  TEVT programs by regularly updating curricula o f  the train- 
ing programs, enhancing performance monitoring o f  training programs, and strengthening public 
private partnerships. 
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These strategies will be carried out by the relevant Ministry with input fkom the MLRFE. 

Establishing Labour Market Information (LMI) system: Careful planning in te rms  of the 
manpower, and ski l ls  required by the labour market i s  central to the successfbl implementation o f  
many o f  these policies. A prerequisite i s  the development o f  a LMI system linked to the national j ob  
placement mechanism Jobsnet, which can produce data disaggregated by gender and region. 

0 The LMI system will be developed through a strong partnership between the private and the 
public sectors, with the participation o f  all stakeholders. 

0 The basis for this partnership has been created with the establishment o f  ‘Jobs Net’, the national 
employment sourcing and delivery system operated as a public-private partnership, and this will 
be strengthened to provide an efficient interface for j o b  seekers at a l l  levels and prospective 
employers. 

0 In addition, Employment Assistance Centres established at Divisional Secretariats will provide an 
interface between members o f  Job Clubs established at village level and employers, by dissemi- 
nating information and providing guidance. 

Increasing competitiveness and productivity of the labour force in a globalise context: All 
sectors o f  economic activity in Sri Lanka suffer f iom low levels ofproductivity growth, and have fluctuated 
markedly in all sectors. This  has affected Sri Lanka’s competitiveness globally, and it has slid f iom being 
ranked 68* in the world in 2003 on the Competitiveness Index to 73 in 2004, and to 98 in 2005. 

Percentage change in Labour Productivity 

Source: Annual Report (2005),Central Bank o f  Sri Lanka. 

L o w  productivity affects both the public and the private sector. In the public sector outdated 
procedures and lack ofuser fiiendliness has eroded the position ofthe public sector as the facilitator o f  
economic development. For example, a World Bank survey has found that an entrepreneur starting a 
business in Sri Lankamust complete eight procedures and face a high administration cost, and that the 
process will take o n  average 50 days to be completed (World Bank, 2005); this is far higher than 
countries enjoying rapid economic growth such as Ireland (4 procedures, l ow  administration cost and 
24 days). 

0 As an initial step towards addressing this issue, implementation o f h b l i c  and Private Components 
ornational Productivity Policy will be implemented. The Policy aims to achieve an average a n n d  
productivity growth o f  at least 5 per cent in the next ten years. 

0 Other initiatives include the development o f  benchmarking systems for various industries using 
schemes adapted for Sri Lanka, with tripartite participation. 
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Increasing the productivity ofthe public sector requires different initiatives such as a cadre review 
o f  all executive and non executive posts, a pperformance based incentive system for public serv- 
ants, creation o f  a senior management group in each Department consisting o f  senior officers with 
high managerial ability and professional sk i l l  to implement State policy, promote more efficient 
decision making, and to depoliticize public institutions, the allocation o f  resources t o  Ministries 
and Departments on the basis o f  implementing policies and meeting sector targets, and the formu- 
lation o f  a Training Policy for the Public Sector. 

Realizing the challenge ofyouth employment in conflict affected areas: There i s  an unfortunate 
generation ofyoung people who were born and grew up in times o f  conflict. Alarge number o f  youth are 
facing l i fe  as refugees, orphans, displaced and disabled; as young widows and single mothers. As 
vulnerable people living in conflict areas, providing TEVT to these youth, and ensuring employmen< i s  a 
difficult and sensitive issue. Most o f  these young people have missed the opportunity to obtain a sound 
education or learning a trade or sk i l l  due to reasons beyond their control. 

0 As an init ial step to address th is  problem in conflict affected areas, an advanced technical 
college affiliated to the national system ofTEVT, with Tamil medium courses will be established 
expeditiously. Improving the allocation o f  basic resources for educational institutions such as 
adequate staff and basic equipment, improving availability and quality o f  human resources, 
leadership development programmes and the promotion o f  entrepreneurship for these young 
people will be prioritised. 

Measures will also be taken to revitalize traditional industries o f  these areas, including agricul- 
ture and fisheries, with the intention o f  generating employment within these areas. The industrial 
sector in these areas will be re-established, by encouraging manufacturing units to locate there 
through a system o f  incentives and concessions. 

0 

11.4.3 Increase Flexibility of  Labour Laws and Regulations 
The legal provisions relating to labour and employment in Sri Lanka are complex and extensive. 

Some o f  these provisions were formulated more than hal f  a century ago, and employers and workers 
agree that reforms are timely and necessary. However, a consensus on the nature and extent o f  these 
reforms has been difficult to achieve, and some reforms that were initiated, despite protests by workers 
or employers, have by and large been difficult to implement in practice. The major issues that need to be 
dealt with in this area are highlighted below. 

Extending social protection to the informal sector: A l t h o u g h  S r i  L a n k a  has a w e l l  
developed body o f  legislation relating to employment. In respect o f  the informal sector, such laws 
cannot be effectively enforced to their benefit. For instance, agricultural workers, especially female 
agricultural workers, undergo much hardship due to the lack o f  enforcement o f  benefits such as EPF 
and ETF payments, maternity benefits, and paid leave. In particular, the l ow  level o f  access to any form 
o f  social security i s  a major cause for concern in this area. 

0 This  deficit would be reduced if the variety o f  initiatives to provide social security, which have been 
taken over the years by diverse Ministries, would be made more coherent and integrated; however, 
it should be treated as an urgent matter ofpolicy to provide access to some form o f  social security 
for all workers. 

Increasing employment flexibility: A recent global survey has indicated that Sri Lanka ranks 
as a country with a high level o f  employment “rigidity” (IBRDiWorld Bank, 2005). The survey also 
found that countries with a high level o f  employment rigidity or regulation had less employment 
opportunities for women and youth, and that a larger portion ofeconomic activity tended to shift to the 
informal sector where decent work is inherently more difficult to ensure. 
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0 

The focus o f  legal reform i s  to increase flexibility o f  operation while ensuring adequate safe- 
guards for workers. 
Worker protection will be ensured by the acquisition and continuous upgrading o f  employable 
skills, rather than through aprotectionist system o f  legislation, as the former operates due to 
market conditions, while the latter encourages evasion and deprives workers o f  protection. 

Providing social security for unemployed: The system o f  social security in Sri Lanka combines 
several income transfer schemes with statutorily imposed ‘severance pay’ schemes and superannuation 
systems. The missing element i s  a system ofunemployment benefits or unemployment insurance, to 
bridge the gap between these two components. The absence o f  a comprehensive system o f  unemploy- 
ment insurance i s  seen as reducing the efficiency o f  the labour market as it restricts labour mobility; it i s  
also a drawback in creating employment o f  quality within the formal economy, as employment tends to 
shift to the less secure informal sector to evade payment o f  statutory benefit. 

The National Labour Advisory Council (NLAC), which comprises the MLRFE, trade unions 
and representatives f iom employers, was expected to establish an Unemployment Benefit In- 
surance Scheme (UBIS), to provide income support and other benefits that promote employ- 
ability o f  displaced workers. However, the funding ofUBIS i s  need to be M e r  discussed. 

Concentrating the impact of ageing on labour force: The age structure o f  the population 
shows a shift towards the adult age intervals, with the proportion o f  children declining rapidly, due to a 
population growth rate of just  over one percent. The aged population defined as those 65 years and 
above i s  o n  the increase, and has been estimated as 7% o f  the household population in 200 1. T h i s  i s  
projected to rise to 15 percent o f  the population by the year 201 6. Ten percent o f  the elderly are also 
categorized as dependent. 

While the need for employment based social security i s  increasing, burden to the labour force 
and apossible labour scarcity in time to come will be considered; th is  i s  likely to be marked in 
sectors such as agriculture, because job  seekers have demonstrated a disinclination to take up 
available employment in this sector. 

Other initiatives are to Increase compliance with EPF, ETF regulations and the recognition o f  
occupational safety and health as aright o f  all workers. 

0 

0 

Combating Child Labour 
To address child labour holistically a number o f  broader policies will be adopted including 
achieving at least the minimum wages for parents will make it easier for parents to keep the i r  
children in school instead o f  sending them to work; 
Social protection for all which contributes towards preventing children from ending up in ex- 
ploitative labour; and improving the standard o f  living for plantation workers would have an 
immediate effect on their children (who are generally more vulnerable to being employed as 
child domestics) by ensuring that they go to school instead o f  work. 
The initiative o f  the MLRFE to provide support programmes and safety nets for migrant work- 
ers will also ensure that children le f t  behind are less vulnerable to be sexually exploited or forced 
to work, and this project will be progressively strengthened. 
Underpinning these efforts minimum age for employment legislation will be strictly enforced, 
especially in the informal sector, through the partnership o f  the law enforcement authorities, the 
social and welfare Ministries, and the MLFRE. 

Obtaining international assistance to pressurise terrorist groups to end child conscription and to 
provide suitable rehabilitation programs for child combatants will also be actively pursued 
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11.3.4 Increase Employer-employee Relations 
The manifestation of industrial disputes in Si i  Lanka, as indicated by the number o f  strikes and 

days lost due to strikes, has been steadily decreasing, which i s  a healthy sign for the economy. The 
number of strikes overall has decreased from 224 to 57 in the last decade. More importantly, the 
duration of such strikes has decreased as indicated by the number of person days lost. However, 
strikes in essential industries such as transport, port and health continue to be aconcern. 

Workers involved and person days lost due to strikes (1996-2005) 

I 1 

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

+Workers inmlwd +Person days lost 

Source: Annual Report (various years), Central Bank of  Si-i Lanka 

There are several issues that need to be addressed in ensuring a sound and productive industrial 
relation system. 

Promoting industrial relations: When the relationship between employers and workers breaks 
down, recourse to the judicial system i s  inevitable. Although the system was intended to operate efficiently 
and expeditiously, that i s  no longer a reality. Due to the inordinate delays built-up within these systems, 
the resolution of  disputes i s  a burden to both employers and workers, and may ultimately disrupt, rather 
than restore, industrial harmony. 

A comprehensive policy to amend the administration o f  these systems rather than to provide 
legal interventions wi l l  be considered. 

There i s  also a need to promote a less adversarial system of industrial relations for the mutual 
benefit o f  workers and employers. This approach i s  successfully practiced in many organisa- 
tions, with both parties benefiting from the more cooperative approach. 

Other strategies are to introduce alternative dispute resdution mechanisms, such as mediation, 
to ensure that litigation serves as an avenue of last resort. -. 

0 

Prioritizing tri-partite consultation at national level: The Government remains committed to 
a tri-partite environment comprising the State, employers andworkers and trade unions on labour 
policy. However, the absence of  a foirnal tripartite mechanism to coordinate and determine policy at the 
national level, especially where labour and employment i s  affected by other policy initiatives, i s  a drawback 
in implementing crucial refoims. there has been little or no effort to coordinate the activities of  the social 
partners and to provide them with a role in determining policy in this area at a national level. 

0 The NLAC wi l l  be reconstituted as an advisory body for policy making. 
0 In order to facilitate informed and productive discussion between the social partners on policy 

reform and implementation an efficient support structure w i l l  be created, and provision w i l l  be 
made for the representation o f  regional employer and workers organizations. 

0 Gender representation wil l also be ensured. 
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11.5 Targets to achieve by 2016 

The strategies and actions outlined in this National Plan w i l l  be designed to achieve specific objectives in 
growth and development targets based on current and future indicatorshargets. 

2005 

7.7% 

11.9% 

22% 

71% 

Focus Area 

Ehployment 
generation 

2016 

3.8% 

5.9% 

9% 

50% 

Objective 

I 
I 

Unemployment wil l  be halfthe level as at 2005 

Female Unemployment will be halfthe level as at 2005 

Unemployment o f  those between the ages o f  15-24 
to be halved 

Employment in the informal sector wi l l  be no more than 
50 per cent of all employment 

5% average annual growth in productivity during the next ten 
years in agriculture, industry and services (Rs.’000 per person 

Under-employment will be half the 2005 level 

Skil ls 
development 
and labour 
productivity 

I Literacy in I T  to be increased to 60% o f  the population 

Labour laws 
and 
regulations 

Employer- 
employee 
relations 

Have established a comprehensive structure o f  unemployment 
insurance for all 

Litigation outstanding in the Labour Tribunals to be no more 
than 25% of2005 levels 

Time taken to resolve Arbitrations and inquiries at the 
Termination Unit ofthe Labour Department to be halved from 
2005 levels 

Person Days lost due to strikes wil l  be reduced to one 
fourth of as at 2005 

Number o f  collective agreements being signed wil l  be 
double the 2005 rate 

Agri- 77.4 
Indust - 152.2 

116 
228 
258 

23% I 11.5% 

10% I 60% 

158,000 
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11.6 Planning for Progress 
I t  i s  no longer realistic to expect these gaps in development to be bridged automatically with 

economic progress; just as governments and international financial institutions have actively worked on 
policies to reduce budget deficits, it i s  now necessary to focus with equal deliberation on strategies to 
bridge these policy deficits. 

Investment Plan to increase employability, productivity, and human dignity of labour 

Strategies 

Implement National Employment Policy 
(Man Power Planning) 

Increase employability of Youth 
(Youth COT, YEN) 

Create more opportunities for income generation for 
women (Kantha Diriya) 

Promote foreign employment opportunities 

Increase skilled migration 

Ensure development and welfare of migrant workers and 
their families 

Regularise employment opportunities within the 

informal sector 

Improve National Productivity 

Revise available graduate programs to meet modem needs 

[mplement Labour reforms consultatively 

[mprove enforcement hnctiodcapacity of 
Department of Labour 

Ensure social security (Unemployment insurance) 

Lmprove Occupational Safety and Health 

[mprove dispute resolution mechanisms in the 
sublic sector 

[ncrease compliance with EPF, ETF regulations 

rota1 

2007 - 2009 
Rs. ml 

150 

3500 

15 

40 

550 

41 5 

100 

600 

500 

13 

30 

450 

250 

10 

100 

6843 

2010 - 2012 
Rs. ml 

200 

3200 

60 

200 

525 

105 

100 

1000 

13 

30 

400 

300 

6123 

2013 - 2016 
Rs. ml 

100 

3000 

60 

240 

525 

120 

100 

1500 

13 

40 

350 

350 

6498 

2007 - 2016 
Rs. ml 

450 

900 

15 

160 

990 

1525 

325 

800 

3000 

39 

100 

1200 

900 

10 

100 

19374 
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12. Science and Technology 
Science and Technology has played a crucial role in the economic development and social welfare 

ofhuman society since the industrial revolution. The common factor o f  their growth in highly developed 
countries has been a massive investment in education, research and development. 

The South Asian countries have identified Science and Technology as an important component o f  
national development. Sri Lanka’s gross domestic expenditure on research and development (GERD), 
at around 0.2% ofGDP, compares with that ofPakistan andNepal (0.2% and 0.3%, respectively), but 
lags behind India’s impressive 1.1%; East Asian countries invest 1.5 - 2.5% o f  GDP in GERD. Sri 
Lanka also compares well with most South Asian countries in such statistics as the number o f  scientists 
and technologists per mi l l ion o f  population and the number o f  women in higher education and R&D. 
However, because o f  the small size o f  the sector, inadequate facilities and resources, cumbersome 
procedures, lack o f  focus and direction, and the fact that the very best personnel have sought employment 
elsewhere, a critical mass ofh igh quality scientists and technologists has not been achieved. Output 
therefore remains low, and available resources, are not always used optimally. Furthermore, growth in 
the S&T sector has been very slow, with many indicators remaining largely static over the past 10 years. 

Sri Lanka’s scientific research continues to be concentrated in agriculture and related fields. Even 
in this area, there i s  a shortage o f  scientists with post-graduate qualifications, particularly in emerging 
fields such as biotechnology. In fact, an important area in which Sri Lanka compares poorly with other 
major countries in the region i s  post-graduate education, particularly research-based higher education. 
This has serious implications for hture human resource development in the field o f  science and technology. 

Some ofthe key issues facing science and technology sector in Sri Lanka at present and for the 
immediate hture are listed below. 

12.1 Key Issues 
0 A weak scientific infrastructure insuflicient for endogenous research and development; Lack o f  

proper facilities for R&D institutes and universities; understaffed, poor remuneration packages, no 
social recognition etc. 

0 Limited investment in scientific research; the private sector input i s  limited and the government 
contributions are below requirement. Therefore, an inadequate allocation o f  GDP for S&T activi- 
ties 

0 Inadequate personnel in S&T activities; the number o f  S&T personnel i s  far less than the 
critical mass required to generate productive application. As a result scientific and technological 
endeavour i s  handicapped. 

0 Isolation from mainstream science and communication at international level; lack o f  initiative to 
move to emerging areas such as ICT, pharmaceuticals and biotechnology, microelectronics, new 
materials etc. 

0 Lack of  a science culture and l o w  media support due to the l o w  interaction between pubic 
institutions, universities and industry. 

0 Lack  o f  a system to generate and retain the type of innovative scientists and technolo- 
gists to bring about a strong science & technology capability; often the best migrate to other 
countries for the lack o f  better opportunities and better prospects o f  personal and professional 
development, hence resulting in a brain drain. 
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0 Lack of  an education system, which promotes basic thinking and originality; necessity for  
secondary and tertiary educators to establish knowledge coherence. The currentALeve1 system 
encourages rote memorization within highly compartmentalized disciplines. 

0 Inadequate development in indigenous technology; our traditional systems o f  building, use o f  
indigenous material, healthcare system our indigenous foods and food habits and methods o f  agri- 
culture have considerable value. 

0 Lack of political will to promote science and technology; the government must have a clear, 
long-term vision o f  the role o f  S&T and its different players such as the government institutes, 
universities, private companies and the supportive mechanisms for science, technology and innova- 
tion. 

0 Lack  of  interest in students to pursue science; due to other professional categories such as 
computing, management, marketing, accountancy, etc., being more compelling and remunerative, a 
smaller number i s  now interested in pursuing a career in Science. 

“Sri Lanka to be a knowledge and science based, newly developed country by the year 20 17, 
advancing towards rural poverty alleviation, with full computer literacy and penetration, excellent science 
education, and leading edge science and technology effectively transferred.” 

12.2 Policy Framework 

consists o f  two broad sections: 

The Vision 

The policy framework consists o f  a set o f  policy goals; each one qualified by a set o f  strategies and 

Section A: Policy goals to develop the Science and Technology sector. 
Section B: Policy goals to use Science and Technology inputs in national development. 

Key interventions have been described for policy goals in Section A. 

12.2.1 Section A 
Section A : Policy goals to develop the Science and Technology sector 

Policy Goal 1: 
To foster a national science culture that effectively reaches every citizen of  the country by  

a. Providing equal and adequate opportunities for all to acquire a basic education in science and its 
practical applications. 

b. Cultivating among the people o f  Sri Lanka an appreciation o f  the value o f  science, technology 
and research as an essential aspect o f  modem society. 

c. Encouraging a questioning mind and the application o f  scientific methodologies in everyday life. 

Key Interventions 
Improvement and expansion o f  educational facilities; curriculum reform (Education sector) 

0 Science promotion and popularization programmes. 

Policy Goal 2: 

To build up, sustain and progressively increase the resource base o f  scientists and technolo- 
gists necessary to respond to the developmental needs of  the country by 

a. Improving the working and living conditions ofthe scientists and technologists 

b. Providing incentives that would help to retain recognized high calibre scientists and technolo- 
gists and attract those who have gone abroad 
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c. Establishing new institutions where necessary and upgrading the existing institutions to train 
scientists and technologists, develop international level research in advanced technologies, and 
provide technology to support the development o f  local industries. 

Key Interventions 
Providing appropriate guidance and other incentive schemes for S&T personnel to internationally 
competitive levels. 
Use o f  expatriate Sri Lankan scientists and technologists as consultants in key areas crucial for  
national development. 
Vidathaprogramme. 

0 Institute ofNanotechnology. 

Policy Goal 3: 

To foster scientific and technological activities in all relevant fields and encourage the devel- 
opment of  self-reliance in scientific and technological capability by 

a. Progressively increasing both public and private investment in science and technology (up to 

b. Developing, and strengthening centres o f  science and technology in the high priority sectors 

c. Establishing where appropriate new centers o f  science and technology in the high priority areas 

d. Improving the autonomy and flexibility o f  science and technology institutions. 

e. Promoting partnerships among industry, research institutes and higher educational institutions 

E Promoting public-private partnerships in science and technology activities. 

Increased fimding for S&T institutions. 
Revise and simplify procurement procedures for supplies, consumables, and similar expenses for 
research purposes at government institutions, including universities. 

0 Provide incentives for entrepreneurial enterprises arising from industry - research - higher educa- 
tion partnerships. 

1.5% ofGDPbytheyear2016) 

important for national development. 

important for national development. 

Key Interventions 

Policy Goal 4: 

Encourage research in fundamental and applied aspects of science and technology and devel- 
opment related to areas such as biotechnology, nanotechnology, new materials, energy, infor- 
mation & communication technology and electronics by: 

a. Providing the necessary fimding, infkastructure, and training support. 

b. Encouraging joint venture partnerships to develop relevant technologies for  establishment o f  
industries. 

Key Interventions 
0 Increased fimding for S&T institutions. 

Provide incentives for entrepreneurial enterprises arising f iom industry - research - higher edu- 
cation partnerships. 
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Policy Goal 5: 
To encourage utilization and further development o f  indigenous and local knowledge and tech- 
nologies, by 

a. Establishing a database o f  available S&T based indigenous knowledge and practices. 
b. Researching into the acceptability o f  the available knowledge, and further developing the knowl- 

edge and technologies. 
c. Where appropriate, encouraging the development and practice o f  indigenous knowledge. 
d. Promoting research relating to the unique geographical, and geophysical aspects and the biodiversity 

o f  the country. 
Key Interventions 

0 Incorporate Ayurvedic medicine into a modem scientific framework (Health sector). 
0 Increase research fimding into the biodiversity, environment, and natural resources o f  Sri Lanka. 

Policy Goal 6: 

To encourage and reward science and technology based innovations and inventions and en- 
sure the protection of intellectual property rights by 

a. Strengthening and enforcing the laws and regulations governing intellectual property rights. 
b. Assisting scientists and technologists to patent innovations. 
c. Further developing systems ofnational recognition and awards for successful inventions and 

innovations, as well as sponsoring or supporting institutions. 
d. Encouraging the provision ofventure capital to individuals and organisations interested in con- 

verting inventions and innovations into commercial products. 
Key Interventions 

0 Provide incentives for entrepreneurial enterprises arising from local innovations. 

12.2.2 Section B 

Policy Goal 7: 

To recognize the key role of  science and technology as an important and essential item in 
national development by 

a. Establishing an Inter-Ministerial Co-ordination Committee. 
b. Including scientists and technologists in the formulation ofpolicies and plans, and decision- 

making at the highest levels. 
c. Integrating scientific and technological planning into the ministerial, sectorial and national level 

plans o f  the country. 
d. Involving scientists and technologists in monitoring and reviewing strategies, legislation, and 

institutional framework for science and technology in all relevant sectors. 

Policy Goal 8: 

To develop, select, acquire, and adapt scientific knowledge and technology necessary for the 
progressive modernization o f  all sectors so as to enhance the country’s competitiveness in the 
world economy by 

a. Encouraging goal-oriented multi-disciplinary research 
b. Encouraging industries and other institutions to give greater emphasis to technology transfer and 

technology adaptation. 
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c. Encouraging the up scaling o f  new processes and technologies to pilot and commercial scales 
d. Encouraging the development o f  technologies suitable for transfer to small and medium enter- 

prises, and particularly enterprises at the village level. 

Policy Goal 9: 

To ensure the quality standards o f  all products and services to face the challenges o f  com- 
petitive global markets by 

a. Ensuring the activities o f  the institutions mandated to deal with standards ('presently the SLSI), 
to maintain international quality standards o f  institutions, services, and management systems, 
and certify product quality through their own certification schemes. 

b. Ensuring the activities o f  the relevant accrediting bodies for laboratory accreditation. 

Policy Goal 10: 

To ensure sustainable development while conserving the natural resources of  the country and 
protecting the environment, through the appropriate use of  science and technology, by 

a. Promoting the acquisition, transfer, and development o f  clean technologies in Industry. 

b. Strengthening and implementing laws and regulations to protect the environment. 

c. Formulating transparent policies governing the use ofnon-renewable resources to ensure the 
long term needs o f  the country, 

Policy Goal 11: 
To encourage and strengthen co-operation in science and technology between Sr i  Lanka and 
other countries, with a view to building capacity in technologies which will have a positive 
impact on the economic development of  the country, including important emerging technolo- 
gies such as biotechnology, nanotechnology, new materials, energy, information & communi- 
cation technology, and electronics, by: 

a. Establishing memoranda o f  understanding for cooperation in S&T activities with other nations, 
international organisations, academic, and R&D institutions, and relevant scientific and technical 
industries. 

b. Promote international cooperation in S&T activities, including initiation and conduct of jo int  
programmes o f  study and R&D, with a view to building technological capacity. 

c. Developing joint ventures involving S&T, for socio-economic development. 

d. Establishing exchange programmes for senior scientists and technologists. 

e. Affording opportunities for young scientists and technologists to acquire knowledge in S&T as 
practiced in other countries. 

Policy Goal 12: 

Encourage the use of science and technology to mitigate and manage harmful effects of  natu- 
r a l  hazards and disasters, by 

a. Making people aware o f  the general scientific principles and underlying causes ofnatural haz- 
ards. 

b. Using S&T based methodology to identifj, and map hazard-prone areas, and to develop early 
waming systems. 
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c. Developing local andnational emergency plans to respond to natural disasters, including evacu- 
ation plans, provision o f  food, and ensuring the health o f  the affected population. 

d. Disseminating preliminaq indications ofhazardous occurrences, and information regarding gen- 
eral and specific hatmfbl effects. 

Policy Goal 13: 
Develop capabilities in science and technology to strengthen national security by 

a. Use science and technology inputs to ensure security in water, food, shelter, energy and healthcare 
for the people. 

b. Fostering bilateral and multi-lateral links with other nations and international organisations, in 
areas such as defence technologies, technologies pertaining to control o f  and defence against 
chemical, biological, and nuclear weapons, hazardous waste management, and infectious dis- 
ease control. 

Building human resource and infrastructure capacity in the above areas by local research and 
development, international collaboration, and training programmes. 

c. 

12.3 Key Indicators 
Science & Technology play an integral role in economic development. Economic development i s  

measured in terms o f  GDP and other indicators. The role o f  S&T is measured in terms o f  input, output 
and impact indicators. The UNESCO and OECD have developed internationally accepted S&T indicators 
as R&D expenditure, R&D personnel, R&D outputs such as patent statistics, publications, international 
trade in high tech products, and trends in innovation etc. The S&T indicators have primarily been 
developed to guide S&T policy decisions and to justi& national investment in S&T. 

Research & Development (R&D) Expenditure 

The R & D Expenditure varies f i o m  country to  country depending o n  the population and the 
income. When th i s  expenditure i s  placed against the Gross Domestic Product (GDP), the importance a 
country places on its R & D effort i s  demonstrated. In the developed world the GDP contribution to R 
& D falls between 2-3% where as in the developing world it i s  often not even 1%. South Asia has 
devoted only 0.2% to 0.5% o f  GDP. This situation does not help as it only contributes to the ever 
widening gap between the developed and the developing nations. 

The Sri Lankan situation i s  not far f i om the above. One o f  the key factors responsible for  the 
decrease in the development in Science & Technology in our nation has been the poor investment 
towards research and development. While in most developed and developing countries, as demonstrated 
above there i s  an increase in the investment for R & D, in Sri Lankathe GERD/GDP ratio has decreased 
steadily. The percentage o f  GDP spent on R & D has decreased gradually f iom 0.3% in 1966 to 0.19% 
in 2000. Therefore, it i s  clear that we do not allocate even 0.2% o f  our total expenditure to R & D: 
agencies such as UNESCO have recommended that the minimum percentage o f  GDP that should be 
spent on R & D should be at least 1%. 

Research & Development (R&D) Personnel 

The trend in the number o f  wor ld researchers i s  similar to that o f  the financial investment. The 
developed world contains 70.8% o f  wor ld researchers while the developing world consists o f  only 
29.1%. Researchers per mill ion inhabitants in the developed region are approximately ten times more 
than that ofthe developing nations. 

Even though Asia accounts for 554.6 per million, this i s  mainly due to countries such as Japan and 
China. Sri Lanka on the other hand has accounted only for 19 1 researchers per mi l l ion inhabitants in 
2004. Th is  f igure again has remained static since 1996 (UNESCO, 2005). 
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Sri Lanka had a total o f  5254 Scientists employed either in an R&D Institute or University. Ofthe 
5254,87% or 4569 are f iom the Universities and the other 13% or 685 are fiomthe R&D Institutes: In 
addition, an estimated 11 58 postgraduate students are involved in PhD, M.Phi1 and MD programmes. 
When considering the researchers per mill ion inhabitants, scientists involved in full time research are 
taken into account. Researchers o f  R&D institutes are considered full time researchers whereas the 
University 111 time researchers are accounted, depending on the university and faculty; as a percentage 
o f  10-20% o f  the total head count. 

Of the full time researchers, 40.3% are degree holders while 25.6% had masters degrees (i.e., 
M.Phi1. & M.Sc.) and 28.4% hadPh.Ds. T h i s  indicates that ha l f  o f  our critical mass does not posses 
adequate technical knowledge to engage in productive R&D activity. 

In addition it must be borne in mind that the full time researchers are spread among 13 Universities 

Research & Development (R&D) Outputs 
R&D outputs can be measured in terms o f  publications, patents and trends in innovation and 

technological innovation /high tech products. Globally, the R&D output barely differs f iom R&D input. 

0 Publications 

and 19 R&D institutes, and that more than 60% ofthese R&D institutes are Agriculture based. 

While publications are not considered a significant activity in global economic terms, it i s  recognized 
as being o f  central importance to the scientific, intellectual and educational l i fe o f  S&T personnel. As in 
every other aspect there i s  anoticeable gap in the publications between the developed and the developing 
nations. 

In Sri Lanka the number o f  publications are measured in terms o f  publications appearing in 
international journals specifically the Science Citation Index. Th is  would depict the local research base 
in terms ofthe world science. According to the National Surveys conducted by NSF in 2000 Sr i  Lanka 
published a total o f  173 publications in 2003. This i s  a marginal contribution even to the publications o f  
the developing nations. 

0 Patent Statistics 

Patent statistics depict a bleak picture for the developing world. Even though the developing 
nations contribute up to 22% o f  the world GERD, they contribute only 7% o f  all patents granted by the 
United States Patent and Trademark office (USPTO). This i s  due to patents being indicative o f  a 
strong, mature, business environment. 

As indicated in the NSF survey o f  2000, the total number ofpatents granted in Sri Lanka f i o m  
1995 to 2001 was less than 230. The highest number was granted in 2000 with a total of228. In 2001, 
the figure was 175. However, the total number o f  patents from Research Institutes accounted to only 
7.7% during 1997 -2000. Once again the Sr i  Lankan patent statistics are more bleak than the developing 
world figures. 

0 International trade in high tech products and trends in innovation 

International trade in high tech products falls under broad categories o f  aerospace, armaments, 
chemistry, office equipment, electrical machinery, electronics-telecommunication, non-electrical machinery, 
pharmaceuticals and scientific instruments. At the global level access to new products and technologies 
i s  becoming increasingly difficult due to the intellectual property regimes. Furthermore, technological 
competition has resulted in protection o f  market and technology in developed countries whereby integration 
into new technologies for developing nations i s  becoming increasingly difficult. Sri Lanka contributes to 
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international trade in terms o f  garments, tea, rubber, cinnamon, and ceramics etc to name a few. Sri 
Lanka is recognized as a world leader in the manufacture o f  industrial solid rubber tyres. 
I t  has been revealed that the R&D institutes have 80 technological innovations, 19 new processes 
developed and 2 1 high tech products produced during the period 1997-2000, in terms o f  technological 
innovations in Sri Lanka. 

12.4 Role of the Government 

The main role o f  the government i s  in the formulation and implementation o f  policies to enhance 
science and technology capability in Sri Lanka, to give direction and focus by ensuring that our limited 
resources are used wisely and optimally, and to facilitate and direct the application o f  science and 
technology in national development. While policies and directions should be flexible enough to adapt to 
changing circumstances, it i s  especially important that they be followed as closely as possible through 
the period covered by the Plan. 

The state’s role in direct investment in S&T related commercial enterprises should be limited. 
However, most ofthe funding for research and development will necessarily come f?om the government, 
since the private sector in Sri Lanka i s  not yet prepared to make major investments in th is  area. The 
government must be both a producer o f  technologies suited to the economic needs o f  the country and a 
facilitator o f  technology dissemination and transfer, regardless o f  whether that technology i s  locally 
developed or imported. Coupled to its S&T policies must be economic policies designed to promote 
private sector participation in S&T activities and technology-intensive enkpreneuial  enteprises, including 
public-private partnerships, leading to job creation and economic growth. 

Finally, the enhancement o f  human resources through science education, technological training, 
and professional development i s  another area in which the government, including the university system, 
has an essential role to play. 

12.5 Role o f  the Private Sector 

The private sector plays a crucial but surprisingly invisible role in i t s  contributions to the science 
and technology sector in Sri Lanka. A great deal o f  modem technology i s  obviously used by the private 
sector, most o f  it imported. Relatively little R&D i s  done in the private sector, and much o f  what i s  done 
i s  confidential; relatively few patents or publications emerge from company laboratories, and this 
contributes to the general impression that the private sector i s  not a major contributor to science and 
technology. The plantation sector makes an indirect contribution to R&D, particularly in tea and coconut, 
v ia  the cess charged on tea and coconut exports. 

The private sector exists to make profits, and any decision as to the optimum balance between 
importing technology or developing it locally will be made based on economic considerations. If Sri 
Lanka i s  to follow in the footsteps o f  other fast-developing Asian countries, the private sector will play 
an absolutely essential role. Overthe next ten years, it is unlikely that the private sector will invest heavily 
in R&D, except in a few selected areas; its role will consist o f  investing in high-tech industries where the 
technology has already been made available, including partnerships and entrepreneurial enterprises. Its 
investments in human resources will also play an important role in employment in the S&T sector. 
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12.6 Investment Plan 2007-2016 
Rs. Mn. 

I Total I 9440 I 9453 I 11860 I30948  
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13. The Environment 
Most human activities, irrespective o f  any sectoral distinction, have environmental implications. 

Therefore adequate measures to minimize possible environmental damage in the course o f  development 
need to be incorporated in all components o f  the national development programme for the benefit o f  
present and h t u r e  generations. This  i s  in fact increasingly considered an essential element o f  development 
-one by which the quality o f  development itself is judged. Forests, wildlife, water, air, land and minerals 
are the key natural resources. The performance o f  the real sector is primarily dependent o n  materials 
and services provided by nature. Furthermore, some benefits o f  the environment sector extend beyond 
the national boundaries. A special feature o f  the sector i s  that many o f  the costs and benefits o f  activities 
having impacts on the environment are unrelated to observable prices in the market and hence may often 
require interventions other than market based measures. 

Systematic planning for Environmental Management started with the National Conservation Strategy 
(NCS) process in 1982. The NCS was approved by the Cabinet o f  Ministers. An Environmental 
Action Plan (EAP) was prepared in 1990 on the initiative o f  the World Bank. These two documents 
were combined with the Sri Lanka Reportto the 1992 UN Conference on Environment and Development 
(UNCED) to produce a comprehensiveNationa1 Environmental Action Plan (NEAP). The main objective 
o f  the NEAP i s  to integrate environmental concerns into the development process. The NEAP first 
published in 199 1 covered the period 1992-1 996 and the f irst update published in 1993 covered the 
period 1995-1998. Caring for the Environment 2003-2007 -Path to Sustainable Development (CFE 
2003-2007), the successor to the earlier NEAPS, was then developed and it seeks to  take forward the 
environmental management initiatives o f  the past decade by introducing a National Environment Policy 
and strategies. 

As stated in “Mahinda Chintana” the development o f  natural resources and environment would be 
in line with sustainable development principles which avoid costly remediation measures. Enhancement 
o f  rural economies with natural resources will contribute towards reduction o f  poverty related environmental 
degradation. In managing natural resources, regulatory approaches will be complemented by the 
introduction o f  market instruments that move individual decisions closer to what benefits society as a 
whole. 

Vision of  the Environment 

“A land that i s  in harmony with nature” - Mahinda Chintana” 

To build a land that is in harmony with nature, by ensuring that the choices that are made in 
response to the many challenges that confront the country embody the principles o f  environmental 
sustainability and do not impair the living conditions o f  the people (both present and future) and the 
biological diversity and productivity o f  the natural environment. 

13.1 Key Areas of  Environmental Sector 
0 Forest, wildlife and biodiversity 

Water Resources 
0 Mineral Resources 
0 AirResources 
0 Land Resources 
0 Waste Management 
0 Marine Pollution Prevention 
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Targets to be Achieved 

International Conventions 

Sri Lanka has ratified number o f  international conventions related to  environment and natural 
resources. Some important areas in this regard are the convention ofBiological Diversity, the Convention 
o f  International Trade in Endangered species o f  Wild Fauna and Flora, The Vienna Convention for the 
Protection o f  Ozone Layer from the Substances that deplete it, Montreal Protocol o n  Substances that 
deplete Ozone Layer, Base1 Convention on the Control o f  Transboundary Movements o f  Hazardous 
waste and their disposal, United Nations Framework Convention on Climate Change, Amendment 
relating to the implementation o f  part XI  o f  the United Nations Convention on the law o f  the Sea etc. 

The areas covered in the Convention extend beyond national boundaries. Global combined efforts 
are required to protect and conserve the environment. Sri Lanka has therefore committed to implement 
various programmes to achieve the objectives and targets o f  these conventions. 

13.2 Sub Sectors - Policies and Plans 

13.2.1 Forest Resources 

Forest resources have long been recognized for controlling soil erosion, increasing soil water 
recharge, conserving biodiversity and moderating the climate. The forests ofthe Wet Zone o f  Sri Lanka 
are particularly important in relation to these environmental roles. The deforestation rate during 80s to 
late 90s was averaged over 30,000 hectares due to the implementation o f  large scale development 
projects. At present the country’s forest cover i s  29 percent o f  the island’s land area, covering home 
gardens, perennial crops such as coconut and rubber plantations. Approximately 85 percent o f  the 
natural forests are concentrated in the dry and intermediate zones. 

In recent years, several activities have been commenced aiming at promoting conservation o f  
forests. Increased attention i s  also paid to increasing timber production in home gardens and rubber and 
coconut plantations and improving timber products and technology. Also community participation has 
been recognized and practiced in management o f  natural forests. 

Forest Resources Management Project i s  under the implementation island wide. The overall goal 
o f  the project i s  to increase the value and sustainability o f  the country’s forests by creating an enabling 
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policy and governance fiamework for enhanced participation o f  local communities and other stakeholders 
in forest resource development and management. Also the Sri Lanka Australia Natural Resources 
Management Project contributes to poverty reduction through improved natural resource management. 

Issues 
Growing threats to endemic and local species caused by deforestation and excessive logging. 

0 Depletion o f  the stock o f  timber in natural forests due to over exploitation. 
0 Increased incidence o f  forest encroachment. 
0 Lack ofproper timber utilization and forest product technology 

Development Objective: Sustainable management o f  our forest resources to ensure conservation for 
the protection o f  our environment and biodiversity, as well as sustainable commercial and aesthetic 
utilization to ensure maximum contribution to national income and wellbeing. 

Policy Framework 
In particular, the present policies o f  the forest resources seek to 

0 Conserve forests for posterity, with particular regard to biodiversity, soils, water and historical, 
cultural, religious and aesthetic values. 
Increase the tree cover and productivity o f  the forests to meet the needs o f  present and future 
generations for forest products and services. 

0 Enhance the contribution o f  forestry to the welfare o f  the d population, and strengthen 
the national economy, with special attention paid to equity in economic development 

0 

Strategy 
Development of Partnerships with all resource users 
Involvement o f  state agencies, forest-dependent people or resource users, farmers, rural commu- 
nities, local forest industries, NGOs in managing and protecting the resource. 

Promotion of Sustainable Land Use for State Lands 
Allocation and zoning o f  state forest land for conservation, multiple-use forestry, agro forestry and 
plantation forestry in order to establish a Permanent Forest Estate in line with environmental guide- 
lines. 

Development of  Private Forests and Tree Resources 
It has been proposed to promote home gardens, other agro forestry systems and plantation for- 
est and managed according to environmental guidelines. 

Development of  Forest Products, Industries and Marketing 
Harvesting wood f iom state forest plantations according to management plans and environmental 
guidelines; Rationalization o f  felling and transport guidelines for trees on private lands. 

Supporting Institutional Development 
Strengthening the management ofprotected forests, multiple use forests, and capacity o f  conduct- 
ing prioritized research, systematic monitoring o f  all forest resources and law enforcement capac- 
ity. 
Research and development to generate new technologies and management regimes to cope with 
increasing demand and changing patterns o f  supply o f  timber and other forest products. 

Supporting inter-sectoral Linkages 
Enhance providing inputs for production, services, poverty alleviation, improvement o f  living stand- 
ards, forward and backward linkages etc. are the main areas cover in th is  strategy. 
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Priority programmes and areas 
1 Biodiversity Conservation Programme 
1 Soil and Water Conservation Programme 
1 Multiple-Use Natural Forest Programme - Home Gardens and Non-Forest Tree Resources Programme 
1 Forest Plantation Programme 
1 Non-Wood Forest Products Programme 
1 Policy and Legislation . Human Resources Development . Planning, Monitoring and Evaluation 

13.2.2 Wild Life Resources 

A greater part o f  the wi ld l i fe in the country i s  found in protected areas covering an extent o f  
approximately 8,600 km2. National reserves and sanctuaries are the major categories of the Protected 
Area System o f  Sri Lanka. National reserves are namely Strict Nature Reserves, Nature Reserves, 
National Parks, Jungle Corridors, Marine Reserves and Buffer zones. At present Sri Lanka has three 
Strict Nature Reserves, three Nature Reserves, fifty s ix  Sanctuaries and fifteenNationa1 Parks. Most o f  
the wildlife reserves are confined to the Dry Zone and amongst the reserves National Parks are the most 
important as they carrying a greater part o f  wildlife in the country. 
Protected Area Management and Wildlife Conservation Project expect to conserve the nation’s valu- 
able natural resources and to preserve its wildlife biodiversity for the well being o f  the current and future 
generations. The project operates in the seven Protected Areas in the country. 

Issues 
0 Ecological challenges due to invasive species, forest die back, water quality changes in 

0 Socio-economic challenges due to increasing demand for land, execution o f  development 
wetlands. 

projects, illegal encroachment, cattle grazing, illegal mining, poaching, collection ofturtle eggs, 
extraction o f  non-timber forest products, firewood and bird nests collection, and human-el- 
ephant conflict. 

0 Institutional challenges such as lack o f  authority at field level, inadequate inkstructure, and 
inadequate funds for conservation activities. 

Development objective and strategy: Sustainable management o f  wildlife resources to ensure con- 
servation for the protection o f  our environment and biodiversity, as well as sustainable commercial and 
aesthetic utilization to ensure maximum contribution to national income and wellbeing. 

Policy Framework 
0 To conserve wildlife resources, through protection, research, education, sustainable use and ben- 

efit sharing, for the benefit ofpresent and future generation. 
0 To maintain ecological processes and life-sustaining systems, with particular regard to primary 

production, hydrological balance, nutrient cycles, and prevention o f  erosion, siltation, drought and 
flood. 

0 To manage al l  components o f  genetic diversity, as resources to improve crop plant and farm 
animals and to develop in a fair and equitable manner the new product and processes through bio- 
prospecting. 
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e To ensure sustainable use and equitable sharing o f  benefits, arising f iom the direct and indirect use 
ofwildlife resources and ecosystems. 

e To conserve native and endemic species and their habitats, so as to maintain the overall species 
richness and ecological integrity ofthe country. 

e To encourage the development o f  biological repositories, for the purposes o f  conservation educa- 
tion and science. 

0 To encourage the private sector and communities to j o i n  as full partners in al l  aspects o f  the 
wildlife-conservation process. 

Priority Areas 
0 Infkastructuremanagement 
0 Develop new inhstructure 

Establishment o f  PA network 
0 Eco-tourism management 

Eco-development & outreach 
e Conservation o f  endangered species 
e Wormation and communication system 
e Rehabilitation o f  roads 

Wildlife habitat enrichment 
N e w  roads in PAS 

e Training and research 
e Conservation education and interpretation 
e Protection & Law enforcement 
0 Elephant conservation 

13.2.3 Biodiversity 
Sri Lanka with its rich biological diversity i s  considered to be one ofthe biodiversity hotspots in the 

world. Despite i ts  small size, the island has r ich ecosystem diversity due to i ts  varied topography and 
climate. Among the terrestrial ecosystems are forests varying f iom wet evergreen forest (both lowland 
and montane) to dry thorn forests, grasslands and a complex network o f  rivers, wetlands and fieshwater 
bodies. These, along with the coastal and marine ecosystems (such as coral reefs, estuaries, lagoons, 
mangroves, sea grasses) constitute the natural ecosystems in the country. In addition, there are man 
made ecosystems related to agriculture and irrigation. The ecosystem diversity has resulted in high 
species diversity particularly o f  mammals, birds, reptiles, amphibians, fieshwater fishes and several 
groups o f  invertebrate fauna, Asimilar high diversity i s  found among the flowering plants, ferns and fern 
allies, mosses, liverworts, lichens, h g i ,  algae and bacteria. 

The island’s biodiversity i s  being increasingly threatened by the increase in population and human 
activities. 

Issues 
e Increasing pressure due to the demand for land, removal o f  species f i om the wild, and competi- 

tion between invasive species and indigenous species 
e Climate change and increasing levels ofpollution 
e Lack o f  understanding o f  scientific management 
0 Undervaluation ofbiodiversity 
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0 Lack o f  awareness and absence of  inter-institutional coordination with regard to biodiversity 
0 The capacity o f  existing institutions for promotion o f  a holistic and integrated policy in 

biodiversity conservation has not been considered. 
0 Strategies and policies are not in place to establish conditions needed for compatibility between 

present use and the conservation o f  biodiversity, and sustainable use o f  i t s  components. 
0 Inadequate attention on national policies on specific issues such as germplasm conservation, infor- 

mation management, ex situ conservation, biosafety, and access to genetic resources and benefit 
sharing 

Policy Framework 

Many strategies and action plans and policy statements are in existence reflecting the variety o f  
currently available documents concerning conservation o f  biodiversity in Sri Lanka. A significant 
shortcoming i s  the absence o f  an integrated policy approach. At the highest level there has to be an 
over-arching policy fiamework, which must be strengthened with a legal fiamework. 

Conservation has to be based on a set o f  activities which are part o f  a holistic, coordinated exercise 
securing financial resources both locally and globally. 

0 Ensuring the formulation o f  a policy for ex-situ conservation. 
0 Formulating a National Policy on Access to Genetic Resources and Benefit Sharing. 
0 Formulating well-defined projects to implement policy on access to genetic resources. 
0 Strengthening the capacity to undertake policy analysis studies, and the introduction o f  economic 

incentives for biodiversity conservation. 
0 Providing the mechanism to facilitate the integration ofbiodiversity indicators into policy monitoring, 

evaluation and predictive scenarios, to improve policy effectiveness in promoting conservation 
objectives. 

0 Formulating a clearly defined Biosafety Policy, and ensure the implementation of the National 
Biosafety Framework. 

0 Integrating as far as possible national policies, plans and programmes into the education system. 

Priority Areas 
0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

e 

Proposed project on Ex-situ conservation 
Proposed project on Traditional Knowledge 
Proposed project on Agriculture Biodiversity 
Implementation ornational Biosafety Framework 
Biosafety Clearing House mechanism 
Crop wild relatives project 
Invasive species project 
Animal Genetic Diversity project 
Biodiversity information management 
Bioprospecting , access to genetic resources and benefit sharing 
Establishment o f  Threatened Plant gardens 

13.2.4 Water Resources 

Sri Lanka i s  well-endowed with water resources. However, the monsoon climate and influence o f  
central mountains brings substantial variability in the quantity o f  available water for consumption. Water 
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resources are subject to conflicting multiple demands such as domestic uses, agriculture, health and 
sanitation, inland fisheries, industries and hydropower generation. 

Precipitation is the only source o f  water. I t  provides nearly 13 mi l l ion hectare meters of  water. I t  
has been estimated that about 40 percent o f  the water goes as surface run off, about 20 percent infiltrates 
into the soil and replenishes soil moisture and ground water, and the balance i s  returned to the atmosphere 
as evaporation and transpiration. Of the surface run of f  (5.2 mill ion hectare meters), a major part i s  used 
for irrigation and hydropower and 3.3 mill ion hectare meters finally escape to the sea. Sri Lanka’s water 
resources are fundamental to several other sectors ofthe economy, for example, agriculture, plantations, 
power generation and functioning o f  many industries and most fundamentally providing water for drinking 
and other domestic uses. 

Besides rainfall, it i s  the condition o f  the watershed that determines both quantity o f  water during 
dry season and quality o f  the water. Sri Lanka has 103 river basindwatersheds covering 90 percent o f  
the island and almost all the rivers originate f iom the central highlands. The conditions o f  the watersheds 
have continued to deteriorate through deforestation and poor land management which has resulted in 
reduced dry weather flow and increased sedimentation during rains. Sedimentation results in the silting 
of  the reservoirs reducing their capacity. 

Surface water quality degradation occurs in the rural areas due to excessive fertilizer and pesticide 
applications, si l t  and organic matter in runoff. The most severe water quality degradation i s  in the urban 
and industrial areas ofthe main cities. Groundwater quality i s  affected by human activity, mainly by over 
pumping which leads to saltwater intrusion into coastal aquifers, nitrate pollution by excessive fertilizer 
application, and disposal o f  sewage effluent f iompit  latrines and septic tanks. 

Water resource management i s  directly linked with land use and management, forest conservation 
and agricultural development. Watersheds are severely degraded over wide areas, and affected by soil 
erosion, loss o f  fertility and landslides. 

Issues 
0 Increasing dependency o f  livelihood o f  majority o f  people in the country on watershed re- 

sources and encroachment in the watersheds and unsustainable activities 
0 Non-recognition o f  the contribution made by the watersheds in national economy and other 

productive sectors 
0 Lack ofresearch on watershed protection, conservation, management, traditional values, 

evaluation o f  service and inter-sectoral linkages. 
0 Depletion and non-recognition o f  the cultural and traditional practices related to water manage- 

ment 
0 Urban water supply services are becoming inadequate to meet the increasing demand f i om both 

domestic and non domestic sectors. 
0 Lack o f  adequate water supply retards opportunities for growth in industry and employment and 

increases the vulnerability to water borne diseases and public health hazards. 
0 Formulation o f  appropriate financing mechanisms is  needed in the urban water supply sector to 

attract private sector financing. 

Policy Framework 
Conserving, protecting, rehabilitating and sustainably managing the watersheds in a participatory 

Rationalizing investments through continued provision o f  funds in the national budget or other- 
manner while maintainingtheir environmental characteristics. 

wise on sustainable watershed management. 
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To coordinating and monitoring all activities in watershed areas and securing a system of integrated 
management. 

The following strategic measures will be taken for this purpose: 

Categorization ofwatersheds based on geological, hydrologic, geomorphologic, soil, land use 

Ensuring that the development activities in the watersheds are incorporated with appropriate 

0 Ensuring agricultural practices are according to the guidelines 

and other characteristics. 

mitigatory measure 

Priority areas 

tices 
0 Classification ofwatersheds and implementation o f  appropriate Water shed management prac- 

0 Rehabilitation, restoration, and conservation o f  degraded lands in the major watersheds 

13.2.5 Mineral  Resources 
Sri Lanka i s  endowed with substantial reserves o f  industrial mineral resources including graphite, 

ilmenite, rutile, zircom, quartz, feldspar, clay, kaolin, apatite, silica sand, mica, calcite and dolomite 
(Mineral Map o f  Sri Lanka). Some ofthe industrial mineral such as graphite and silica sand are mainly 
exported and are regarded among the best in the world. Others are mainly used domestically to produce 
industrial commodities like ceramics, tiles, and plastics that are internationally renowned for their quality 
and design. The country i s  also renowned for its gems. The mineral industry contributes about 2% ofthe 
national GDP. For the year 2004, a growth rate o f  5.1 percent was recorded in this sector. 

Issues 
0 Lack o f  a comprehensive assessment o f  the countq’s mineral resources including detailed iden- 

tification o f  locations, reserves, potentialities and problems associated with exploitation. 
0 The absence o f  such identification has placed a serious constraint on planned exploitation hav- 

ing due regard to all environmental issues. 

Development Objective: To increase, improve and sustain the quantity, quality and unit value o f  
output ofthe mineral resources in Sri Lanka while minimizing the adverse impacts on the environment. 

Policy Framework 

The strategy for the development o f  the natural resources industries includes: 
0 Integration o f  management o f  country’s mineral resources into the overall development strategy 

o f  the county. 
Promotion o f  environmentally and socially acceptable and sustainable mining and exploitation 
practices. 

Priority Areas 

0 

Sustainable Development o f  Mineral Industries 
Restoration o f  quarrying and mining sites through rehabilitation bonds 
Conducting research on various aspects ofminerals 

a. Alternative material for limestone and sand 
b. Availability, quantity and quality ofminerals 
c. Economic aspects o f  exploitation 

Preparation o f  guidelines and manuals for mining 
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13.2.6 Air Resources 
Atmospheric pollution within the country i s  caused by the industries and transport sectors. Cities 

are the areas worst affected due to vehicle emissions. Vehicle emissions include suspended particulate 
matter, carbon dioxide, carbon monoxide, oxides o f  sulphur and nitrogen, and benzene. Ambient air in 
areas o f  heavy traffk congestion has been found to contain high levels o f  these pollutants, which are 
known to cause respiratory and other illnesses. Children are particularly sensitive to, and the worst 
affected by atmospheric pollution. The increasing dependency ofpower generation on thermal resources 
pauses an additional pollution loads. 

Colombo i s  the most vulnerable city as a result o f  its high concentration o f  industries and vehicular 
traffic. The expected rapid annual growth of the industrial, energy and transport sectors i s  l ikely to  
aggravate the situation even M e r .  

Issues 
0 Inadequate local capacity to deal with air quality management and air pollution reduction 
0 M c i e n t  funding requirements and mechanisms to ensure air quality improvement 
0 Lack o f  awareness o f  air pollution and its economic and health impacts. 

Policy framework and Strategy 
Current policies recognize the urgent need to reduce the emission ofharmful air pollutants. For this 

purpose, the local capacity to deal with air quality management has to be built up. The following strategic 
measures will be taken: 

0 Developing a coordinating body for all air quality improvement and management activities 
with stakeholder partnership 

0 Implementation o f  air quality regulatory programmes in association o f  the stakeholders 
Apply economic instnunents for demand management o f  road transport. 

0 Adopting measures to reduce the fbel consumption in the transport sector. 
0 The introduction o f  appropriate pollution abatement technologies 

Enforcing regulations on vehicle emissions. 
0 Imposing environmental standards on the import o f  used motor vehicles and engines 
0 Meeting funding requirements and setting up mechanisms for air quality improvement 

Priority areas and programmes 
0 Implementation ofregulations pertaining to vehicle emissions, fbel standards, and vehicle 

import standards 
0 Air pollution prevention through enhanced public awareness and carrying out health impact 

assessments 
0 Investigation o f  feasibility ofmass transport system for the Colombo area. 
0 Promotion o f  environmentally fiiendly transport options 

13.2.7 Land Resources 
Sri Lanka has a total land area o f  6.5 million hectares ofwhich approximately 96 percent comprise 

land and 4 percent water. Agricultural land, forest and woodlands, homesteads, sparsely use crop lands 
and scrub-lands are the major types o f  land use systems in Sri Lanka. 
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Table: Distribution of land use types in Sri  Lanka 

Sparsely use croplands 
Others(inc1uding inland waters) 
Total land area , 

Land use type 1 Shareoftotal(%) I Area: Mn Ha 
Aaricultural I 25 I 

19.6 1.2 
8.7 0.57 
100 6.5 

Land degradation has been identified as the major environmental issue in relating to land resources. 
Land degradation i s  the temporary or permanent lowering o f  the productive capacity o f  the land while 
natural and human activities have aggravated it. 

Increasing demand o f  land for agriculture, industry, transport, settlements and other economic 
activities have inevitably resulted misuse anddegradation o f  land. T h i s  degradation i s  evident with heavy 
soil losses, high sediment yield, and decline in soil fertility, salinisation and the marginalization of  agricultural 
land. Significant land degradation began with the commercial plantation agriculture and deforestation. 
Land degradation in the Mahaweli catchment has resulted in siltation of the reservoirs. Deforestation in 
the watersheds in most village tanks for cultivation and encroachment had led to the drying up of small 
tanks. 

The major contribution to land degradation i s  from soil erosion in upland areas and off-site damage 
in downstream areas. In addition, over exploitation o f  ground water, salinisation, water logging and 
water pollution are other contributing factors. According to Global assessment o f  Soil Degradation 
(GLASOD) about 50 percent of  land in Sri Lanka i s  degraded. The area affected by soil fertility decline 
i s  61 percent o f  the total agricultural land. (1.6 million ha). Declining crop yields due to loss o f  soil 
fertility and sedimentation in reservoirs i s  the major outcome o f  land degradation. 

Issues 
Under-utilization o f  land 
Lack of awareness on land degradation among the poverty stricken farmers 
High demand for agricultural land due to lack of  alternative income generating opportunities in 
other sectors 
Insecurity of  tenure which hinders farmer interest in soil protection 
Inadequate capacity of government organizations to implement a systematic programme on 
conservation 

Development objective 

the people. 

Policy framework and strategy 

Reduce land degradation and thus restore land productivity, and thus uplift the living condition o f  

Land as a resource, will be subject to rational use for attaining a high quality of  life, equity and 
ecological sustainability. 
A significant proportion of  land wil l be set apart for nature and i ts  conservation. 
The use o f  all existing forest lands and forestry areas wi l l  be guided by forestry and 
biodiversity conservation principle. 
Lands above 1500 meters wi l l  come under special protection. 
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The reservations o f  all natural and man-made water-courses and sources whether private or 
state, will be demarcated and protected with appropriate conservation measures. 

The following strategic actions will be taken: 
Identification and protection ofhighly environmentally sensitive areas. 
Lands already utilized will be allowed to be used with appropriate conservation measures 
All unutilized lands less than 60 slope should undergo land use categorization to determine their 
use. All unutilized lands over 100 O slope should be under permanent forestry, grass. 
Natural forests, which have high biological and hydrological value, will be strictly conserved as 
conservation forests. Other forests will be allocated for regulated multiple use production for- 
estry. 
Strengthening the activities o f  CEPOM (Committees o n  Environmental Policy and Manage- 
ment) and CIEDP (Committee on Integrating Environment and Development) 
Establishing formalized coordination mechanisms between the national level agencies and the 
provincial and local level agencies to deal with land degradation issues 
Active c o m m d t y  participation in policy and planning activities 
Adaptation of integrated management approach to the management o f  land resources 
Promotion o f  active stakeholder participation in planning, implementation and monitoring and 
evaluation in place o f  command and control approach in the management o f  land resources 
Mainstreaming poverty alleviation into the national development agenda and mitigating the ef- 
fects o f  drought 

Priority areas and programmes 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 

integrated management o f  upper watersheds 
rehabilitation o f  degraded agricultural lands 
protection o f  streams and stream banks 
protecting springs and water sprouts 
conservation o f  reservoir reservations 
reclamation ofproblem soils (water logging, salinity, acidity) 
sustainable ground water management 
establishment o f  drought early warning system 
strengthening drought re l ie f  systems 
strengthening rain water harvesting systems 
promotion o f  sustainable agriculture 
strengthening the policy fiamework 
reviewing land related laws 
enhancement o f  institutional capacity 
promotion o f  capacity building o f  land users and other stakeholders 
development and transfer o f  appropriate technology 
establishment o f  a land information system and promotion o f  education and public awareness 

13.2.8 Waste Management 
Unsanitary disposal o f  solid waste has become a critical environmental problem particularly in 

more urbanized areas in Sri Lanka. The rate o f  generation o f  solid waste i s  also increasing with the 
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increased population, industrialization and changes ofthe lifestyles ofthe people. The 3 1 1 Local Authorities 
(LAs) are responsible for the collection and disposal o f  solid waste. 

The average gross weight o f  waste collected per day by L A s  i s  estimated at 2838 tons. T h i s  
amount i s  only a small fraction ofthe total waste production. The MCs collect about 56 percent ofthe 
total collected waste while 30 percent i s  collected by PSs. Around 60 percent ofthe total waste collection 
i s  f rom the Western Province o f  which 76 percent i s  f rom Colombo District. Around 700 Tons (25 
percent o f  the total waste) i s  collected by the Colombo Municipal Council. The per-capita collection o f  
solid waste varies f rom 0.1 to 1.3 kg per day in M C s  and UCs  and from 0.01 to 0.97 kg in PSs. It i s  
seen that per capita collection i s  positively correlated to the population density o f  LAs. 

Issues 
Lack o f  appropriate and sustainable solid waste management systems 
Lack o f  leadership with good governance to ensure efficient waste management at local authority 
level with multi-sectoral partnerships 

Development Objective: Management o f  the output o f  a l l  waste products and their disposal in a 
manner that will cause minimum adverse impacts on the environment. 

Policies and strategy: 
The approach to solid waste management will be based o n  the principle o f  waste avoidance, 
reduction, reuse, recycling and final disposal in an environmentally sound manner taken in that 
order. Furthermore, the use o f  hazardous material will be minimized wherever possible. Some o f  
the options available such as composting, biogas generation, sanitary land filling, and safe incinera- 
tion will be examined carefully and adopted depending on their suitability for the specific project. 

Priority areas and Programmes 
Preparation and implementation o f  plans based on principles o f  integrated waste management 
systems and formulation o f  national policies embodying the relevant best practices. 
Development o f  alternative methods for waste management depending on the waste quantities and 
characteristics. 
Amendments to existing laws to facilitate public private investments in waste management to en- 
courage public-private investments Development ofproper irhastructure facilities for final disposal 
ofwaste. 
Research aimed at finding ways o f  waste reduction. 
Encourage recycling at domestic point sources. Organize a collection and transport system to help 
the recycling and reuse procedure. 
Develop a suitable market system for the recycled products and promotion o f  innovative business 
opportunities related to waste disposal 
Strict enforcement o f  existing laws related to waste disposal. 
Strengthening o f  capacities o f  the LAs including those concerned with revenue generation. 
establishment o f  integrated irhastructure facilities for waste disposal with LAs Provincial Councils 
and the Government involvement. 
Providing incentives to enhance financial and technical capacities o f  the LAs to successfully handle 
the waste management task. 

13.2.9 Marine Pollution Prevention 
Marine pollution caused both by marine and land based human activities has reportedly reached 

alarming proportions in the world. Industrial developments with increased population pressure worsen 
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the situation. With more than 60 percent o f  organized industries and over 65 percent o f  population 
confining to coastal belt ofthe island, Sri Lanka’s position i s  similar to most other countries. Marine 
Pollution Prevention Authority (MPPA) is the regulatory body for the prevention o f  pollution o f  sea and 
for giving effect to related Conventions. 

Development objective: Maintenance o f  a clean maritime environment conducive to healthy 

Policy Framework and Strategy 

Maritime activities 

living, protection o f  plant and animal habitats and conduct o f  economic pursuits. 

Strengthen Sri Lankan legal framework to complement adopted and adoptable strategies 
Provide room for adequate law enforcement while undertaking ratification o f  International 
Conventions as appropriate 

L a n d  Based activities 

M a j o r  Intervent ion 
Forest Conservation 
Management o f  Wi ld l i fe 

Th is  is the most crucial area. Large quantities o f  pollutants are impacting near shore continental 
shelf. Frequent water quality testing i s  necessary. Policy framework i s  required to take stock of the 
issues i.e water quality testing 

discharges f iom the land. 
Strategies should adequately cover all measures related to marine pollution due to o i l  spills and 

National Oil Spill Contingency Plan (NOSCOP) provides the response strategy, responsibili- 
ties, and fiscal mechanism in spill emergencies. 
Strengthen national response capability against o i l  spills 

Initiate a collaborative mix o f  awareness enhancement programmes and law enforcement 
Pollution prevention, control and management o f  land based pollution 

Strengthen institutional capacity 

Compliance with international conventions 

2007-2009 2010-2012 2013-2016 To ta l  Investment 
3000 3500 4000 10500 
1000 500 700 2200 

13.3 Investment Plan - 2007-2016 (Rs.Mn.) 

Total 6680 5750 5640 18580 

environmen 
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Proposed funding source and Investment 
Rs. Mn. 
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14. Public Administration Reforms 
14.1 Introduction 

The long term vision o f  the Government i s  establishing a productive and efficient, customer fiiendly, 
fiee of  corrupt, transparent and accountable public service which will help to realize economic goals 
and, to ensure social justice and socio- economic stability. 

The future strategy will be based o n  re-orientation 
o f  the public service to improve national competi- 
tiveness, to minimize procedural delays and struc- 
tural inefficiencies in public institutions, and response 
to increasing customer expectations and demand for 
quality services. In this context, the Division will be 
the focal point o f  administrative machinery and de- 
velopment planning system. 

14.2 The Development Context for Pub- 
l ic Governance 

Sri Lanka’s development attainments are impres- 
sive. However reducing poverty, eliminating regional 
disparities and attaining peace remain continuing 
challenges. The growth performance has remained 
below what the country’s human capital would war- 

Inadequacies in the Public Administration 
System 

a.F Weak public policy management. 
b.F Reluctance to  engage in horizontal 

consultation in decision making. 
c.F Poor client orientation in the delivery o f  

public services. 
d.F Mismatch o f  emergent task demands with the 

available knowledge and competence o f  
human resources. 

e.F Absence o f  system-wide accountability and 
transparency in the conduct o f  government 
business. 

modem day demand for the effective f low o f  
public business. 

g.F Inefficient management o f  resources and l o w  
levels o f  productivity. 

f.F Outdated system and procedures unsuited to 

rant. The record o f  development achievements masks significant economic and social problems. The 
development challenges that public governance must address are: 

Strengthening fiscal performance and economic management towards enhancing the ability to h d  
economic and social development in peripheral areas. 
Bring about greater congruence between economic and social performance and the aspirations o f  
the people, especially the vulnerable, so as to prevent their further marginalization f iom the govem- 
ance o f  development. 
Reduce regional disparities in the provision o f  basic economic and social infkastructure and serv- 
ices that create l ow  performing districts and pockets o f  under-served. 

0 Reduce poverty and unemployment that has in turn deprived the poor the ability to access to  
economic opportunities. 

14.3 The Changing Policy Milieu 
At the level o f  the Economy 

0 The establishment o f  a facilitative environment in which the private sector would be able to con- 
duct their activities o f  investment, production and distribution efficiently; 

The effective functioning o f  aregulatory environment that would enable private sector to operate 
efficiently and ensure their social responsibility; 

0 The efficient supply ofpublic infiastructure, goods and services required for the efficient function- 
ing o f  the economy. 
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At the level of  the Society 
Equity o f  access to goods and services; 
Ensuring the availability o f  opportunities for productive employment for those entering the la- 
bour force; 
Minimizing disparities in regard to economic opportunities, quality o f  l i fe and the exercise o f  
political rights as among the different spatial areas ofthe country. 
Non-discrimhation amongst citizens. 

At the level of the Polity 
e 

e 

0 

e 

14.4 
e 

0 

e 

14.5 

The smooth functioning ofthe devolved political structure while ensuring the direct accountabil- 
ity o f  the constituent political institutions to the community whether at the national, provincial or 
local levels. 
The organization o f  the network o f  institutional arrangements to avoid overlapping and duplica- 
tion o f  structures, authority and functions. 
Maximum transparency in the conduct ofpublic functions. 
The assignment ofpersons with optimal competence to public institutions for the efficient dis- 
charge o f  functions assigned. 

Policy Highlights 
The Guidance Role 
Th is  i s  about setting medium to long term directions for meeting the demands arising from the 
economy, society and polity. It requires the availability o f  a framework ofnational policies for 
such demands to be met within the framework o f  Sri Lanka’s economic, social and political 
goals. Public policy management i s  complex being multi-sectoral, multi-level and holistic. Public 
policy management must ensure complementarity in actions as between sectors and levels. 
The Facilitative Role 
Th is  is  about creating the institutional conditions which enable the active and optimal participa- 
tion o f  the different stakeholders in economic and social activities. It also includes the institu- 
tional arrangements for the delivery ofpubl ic goods and services. The facilitative role gains 
importance as the State moves away f iom the direct provision o f  all public goods and services 
and increasingly responsibilities are assigned to the private, non-governmental and community 
organizations. The national policy h m e w o r k  underpins the facilitative role. 
The Regulatory Role 
Th is  i s  about establishing a framework o f  rules in terms o f  who gets what, when and how for 
balancing competing demands o f  different stakeholders. The regulatory role would then ad- 
dress issues such as protection and promotion o f  consumer interests, management and conser- 
vation ofthe environment, ensuring labour conditions that non-exploitative, avoidance ofmar- 
ket failure in the provision o f  essential goods and services, maintaining the stability o f  the finan- 
cial system and its constituent institutions, and the protection ofhuman rights and civil liberties o f  
citizens. 

New Design of  the Administrative Support System 

At the local level, the administrative support system should be designed to facilitate the optimal exercise 
o f  responsibility for local services so as to meaningfblly make it accountable to the local community for 
the efficient delivery o f  services. This would include autonomy in respect o f  finances and personnel so as 
to allow assignment o f  widest possible responsibility for designing service deliveries. 
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At the provincial level, the administrative support system should be simple and minimal taking into 
account the role and functions in respect o f  service delivery at the Local Level. The core h c t i o n s  at the 
provincial level would be: 

Review o f  the plans and budgetary requirements for the delivery o f  services at the local level as 
presented by the Local Government Institutions. 
Mobilization o f  financial resources to meet such needs. 
Allocation o f  resources to meet competing needs o f  local service delivery jurisdictions so as to 
minimize inter-local disparities in the availability ofpublic services. 
Provision o f  technical support to local service administrative systems for the efficient delivery o f  
service. 
Facilitation o f  the provision o f  higher level service that require economies o f  scale and support 
service deliveries at the Local level. These would be set up as joint-local ventures and organized 
as cooperative service deliveries. 

At the national level, the primary responsibility will be public policy management. It will be responsible 
for residual functions that by nature o f  their delivery implications cannot be disaggregated between 
provincial or local jurisdictions. The institutional structure at this level would be different and be comprised 
O€ 

A limited number o f  Ministries or Clusters o f  Ministries responsible for policy formulation in the 
respective sector. The cadres in Ministries would have competency in public policy manage- 
ment. 
A re-vamped Cabinet Secretariat with a focus on inter-sectoral policy coordination. 
The set o f  agencies performing the public functions assigned to and remaining with the National 
Level. 
The group o f  enterprises managing activities o f  a commercial nature that cut across local and 
provincial jurisdictions. 

14.6 Strategies and Actions 
The development context, the changing policy milieu and the governance roles together delineate 

the trend and pattern o f  the future agenda o f  governance arrangements and administrative structures. 
However, it i s  important to note that such arrangements should not be seen as permanent structures as 
emerging economic, technological and social environment would lead to more relevant approaches to 
meeting such needs. There are several clusters o f  governance and administration change that need to be 
addressed. 

14.6.1 Getting to Collaborative Government 
Collaborative government would have two dimensions. The vertical dimension o f  collaborative 

government i s  underpinned by the clear demarcation o f  responsibility and authority between the three 
levels o f  governance, national, provincial and local. While the assignment o f  responsibilities between the 
three levels would usually follow the principle o f  subsidiarity, the result should be the elimination o f  
overlapping in responsibilities and authority between the levels o f  governance. The operational focus at 
the three levels would be: 

The primary responsibility at the national level should be setting national policy. National poli- 
cies apart f rom the subject content depending upon the specific area o f  services being ad- 
dressed should also address the optimal participation ofthe different stakeholders in the economy, 
society and polity as would be relevant and provide for the necessary regulatory fiamework for 
balancingtheir competing interests and needs. This i s  in total contrast to an operational focus on 
the micro-management o f  economic and social life. 
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The fundamental responsibility ofthe local level i s  the efficient management ofthe delivery o f  
public services as would meet the specific needs o f  different communities and enhance their 
welfare. The assignment o f  authority and responsibility to the political institutions at the local 
level should promote accountability to the local communities for the manner in which services 
are delivered. 

0 The responsibility at the provincial level would then be the integrated management o f  service 
delivery programmes in creating regional development synergies. This  involves the mobilization 
and allocation o f  resources and the provision o f  technical support for the delivery o f  services at 
the local level. 

14.6.2 Cooperative Delivery of Public Services: 
A key factor in regard to  the ability o f  the public administration to move o n  to cooperative 

partnerships in service delivery i s  that it must always maintain an orientation and a focus o n  public 
interest. Additionally the public administration would require specific ski l ls  that would enable ensure 
public interest in cooperative arrangements for the delivery o f  public services. These are: 

0 Contract management skil ls 
0 Techniques ofperformance measurement 
0 Strategic planning skills 
0 Sensitivity to voice o f  the citizens 
An initiative for cooperative service delivery would have to be grounded on the development o f  

service delivery policies across and through all levels government. It will involve moving away from ad 
hoc solutions to service delivery issues to a systematic approach through study o f  the service delivery 
chain and the correction o f  inter-related issues that affect performance, access and cost o f  services in a 
coherent manner. Cooperative delivery o f  services i s  very much a governance issue and concern. 

14.6.3 Efficient Public Financial Management 
The key areas for reform in public spending will be the following. 

0 Fiscal Discipline 
Improving budget estimation: Th is  will involve improving budget planning and formulation through 
effective coordination ofbudget preparation. It will also involve eventually moving from present 
cash-based accounting towards accrual-based accounting. Athird element will be deepening the 
process o f  setting expenditure ceilings. 

Streamlining budgeting procedures: This  will involve moving forward on the current work being 
done in regard to medium term budget programming and expenditure frameworks, integrating 
current and capital budgets, introduction o f  performance indicators for moving from a focus on 
inputs to outputs, and establishing complementarity between national, provincial and local level 
spending within sector ceilings. 

0 Good Operational Management 
Improving fiscal transparency: This  will involve improving financial reporting based upon better 
auditing and establishment o f  results-based reporting systems. 

0 Strategic Allocation 

14.6.4 Creating Efficient Public Service 
There are several areas o f  needed reform in improving the quality o f  the public service. 

0 Knowledge and Skills 
The nature ofroles and functions o f  governance and the ensuing public administration tasks will 
have a direct bearing on the competency profile ofpublic sector employment. Therefore a f irst 
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step in the re-orientation o f  the public service would be to delineate specific competency pro- 
files o f  public administration roles and functions. Indeed the sk i l l  requirements o f  public sector 
employment will increasingly become specialized rather than remain generic as ha l f  a decade 
ago. It is also important to note that the nature oftasks would also be changing as the context 
ofthe public administration changes. 

0 Tenure ofPositions in the Public Service 
The changing job content and competency profile o f  positions required for public administration 
task raises serious concerns regarding current notions o f  security and permanency. If the task 
content i s  changing it will be necessary to move on to new job positions. Implications for tenure 
would have to be worked out in the context o f  the needs o f  task performance as wel l  as 
relevance o f  available competence for the tasks to be performed. 

The challenge o f  ensuring continued induction into the public service o f  persons with the re- 
quired competency profiles and under increasingly time-bound tenures would have serious im- 
plications for the present arrangements for  recruitment into the public service. T h e  role and 
function ofAll-Island Services would require re-appraisal and appropriate modification. A spe- 
cific issue that will need to be addressed in this regard i s  as to how a mean ing l l  accountability 
relationship between such officers and the client organization that the officers are expected to 
serve could be established. 

Remuneration and compensation in the public service has become the perennial issue in public 
personnel management. The issue o f  remuneration would seem to be clear in that it should in 
fact be approached f iom the imperatives o f  attracting and retaining the best possible talent in the 
public service as well as ensuring that the talent so inducted i s  maintained at optimal levels o f  
performance. However the issue o f  remuneration has become the most contentious one in being 
approached f iom differing perceptions o f  equity. 

As the public service faces new and different challenges in task performance, developing the 
capability ofpublic service personnel would have to be approached in radically different ways. 
The responsibility for training and development would seem to be diffused across the specific 
recruiting authority or the individual officer rather than the organization where the officer i s  
deployed. As the patterns o f  induction and tenure in the public service change over time and 
public service performance becomes even more challenging it will be imperative that the public 
sector agencies become responsible for the training and development o f  their personnel. 

While the operational context ofpublic administration would be subject to constant change and 
therefore renewal, the policy management function i s  one area ofpublic administration respon- 
sibility that will have more continuity and need to have more continuity in order to ensure that 
task changes are set in medium to long te rm policy perspectives. Continuity and consistency in 
macro-policy making will be an important factor in facing up to the challenges o f  a dynamic 
policy milieu. The establishment o f  a senior management cadre competent in policy manage- 
ment constitutes an urgent and important need for moving on to public governance. 

Scope and Responsibility for Public Personnel Management 
Public personnel management would have to move away from a generic and routine colonial 
‘establishments’ function on to a dynamic human resource management one. Each public sector 
organization would then become responsible for ensuring the supply o f  personnel as required 

Selection and Recruitment 

0 Remuneration and Compensation 

0 Capability Development 

0 Senior Management 

0 
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14.7 

for the performance o f  the public administration tasks it must undertake and deliver. Then the 
responsibility and authority for personnel management that is currently dispersed across numer- 
ous agencies should in the future rest with the specific organization in which the personnel are 
deployed and serve. 

Managing Public Sector Performance 

The performance assessment must be approached f iom the point o f  view o f  
0 Policy, specifying results to be achieved; 
0 Provision in terms o f  the specification and standards o f  services to be delivered; and, 
0 The client in terms o f  accessibility and availability, quantity and quality o f  services provided. 
It will also be necessary to follow the institutional design o f  the public administration system in the 

design o f  a performance assessment system. Accordingly the performance assessment function would 
be located at the national, provincial and local levels. Performance assessment would necessarily and 
importantly take place at each agency. The focus o f  performance assessment at each level would 
necessarily take into account the public administration role and responsibilities to each level. 

The methods o f  assessing performance will vary according to the institutional context for public 
administration. In th is  regard ‘results’ will cover following aspects ofperformance. 

Inputs, being resources used, the performance criterion being economy. 
0 Outputs, being the service provided, the performance criterion i s  efficiency. 
0 Outcome, being the purpose, the performance criterion i s  effectiveness. 
0 Process, being the manner in which inputs are procured, outputs are delivered and outcomes 

are achieved the performance criterion will be due procedures. 

14.8 Towards a Reform Strategy 
The fiamework for improving and strengthening the administrative system involves major change. 

The order o f  reform would vary according to i ts  substance and scale. The design o f  the reform agenda 
and the approach to its implementation i s  as important as the substance o f  change as it will determine the 
success ofthe reform effort. The substance involves fundamentally different ways o f  implementing reform. 

The reform programme can be designed and formulated at three levels. 
0 Comprehensive Reform 
0 Sectoral Reform 

Specialized Reform 
However, the administrative reform agenda cannot be piecemeal and must add up to being coherent, 

holistic and sustained. Public administration reform has suffered by being fi-agmented and there i s  an 
urgent need to adopt an integrated approach. Th is  does not mean centralizing administrative reform. 
The reform agenda should be embedded in the public governance system and find its relevance in being 
a dimension ofthe system itself and being driven by imperatives o f  accountability for  performance o f  
delivery. 

The implementation o f  the reform programme would then require creating the widest possible 
consensus on the need for and importance o f  reform. The lessons o f  experience point towards several 
institutional imperatives for effective implementation o f  administrative reform. 

0 A focal point in the public administration system for the conceptualization, planning, sequencing, 
coordination and evaluation o f  the implementation o f  the reform agenda. I t s  locus within the 
political and administrative system should be able to evoke system-wide responses to the re- 
form initiatives, as wel l  as to obtain ready participation ofthe different administrative agencies 
where reform i s  needed. 
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Establishing key drivers o f  reform, especially budgets, audits and human resources manage- 
ment. 
Total political support for advocacy, implementation and monitoring of  the reform programme. 
Whateverthe institutional arrangements, the programme will not become effectively operational 
unless political will at all levels back up reforms. 
Creating public awareness, interest and commitment for the reform programme. 
Periodic reporting on the progress o f  reforms and its dissemination amongst the political, public 
and bureaucratic stakeholders. 
Parliamentary oversight for public administration reform. Th is  can take the form oftabling (half 
yearly) reports and feeding them into Parliamentary Consultative Committees as a regular item 
o f  their agendas. 

Table 14.1: Investments in Public Administration Reforms 
Rs. Mn. 

crease in 
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15. The Development in the Conflict Affected Districts 

15.1 Present Situation 
The ongoing conflict has affected entire North East area o f  the country over little less than a quarter 

century in varying degrees while also imposing a heavy cost on the economy in the form o f  resources 
wasted and lost opportunities. However, i t s  intensity is felt more in the North East region and the 
threatened villages where the poverty situation i s  more serious than in other parts o f  the country. In 
addition to the incidence o f  poverty and effects o f  conflict, it had to bear the brunt o f  Tsunami too. Thus 
the development efforts have to take into consideration all these three dimensions. The North and East 
Provinces cover eight districts namely, J&a, Killinochchi, Mullatiw, Mannar, Vavuniya, Trincomalee, 
Batticaloa and Ampara. Th is  represents about 15% o f  total land area o f  the country about 14% o f  the 
total population. Th is  region contributed about 14% to the national output pr ior  t o  the conflict and 
currently the contribution has come down to about 8%. In the provincial GDP, agricultural sector includ- 
ing fisheries and animal husbandry accounts for 32%, which i s  much above the national figure o f  20%. 
Industries contribute about 15% and, the bal- 
ance 53% i s  by the service sector. 

The conflict during the last 23 years has 
resulted in the loss o f  over 65,000 lives, injuries 
to persons, disappearances and displacement 
o f  persons and destruction o f  social and 
economic infrastructure. It has destroyed the 
fabric o f  c iv i l  society in the North-East. The 
conflict has displaced over 1,000,000 persons 
and large numbers (estimates unconfirmed) o f  
people have fled to foreign countries as refigees. 
Of  the 200,000 internally displaced families, 
around 30,000 are widows. Also 300,000 
children have been affected by the war, o f  which 
50,000 are in the welfare centres. Together with 
the disabled, elderly and traumatized, these 
vulnerable sections form a special target group 
for resettlement and rehabilitation. However, 
so far the Government has been able to resettle 
only 100,000 internally cllsplaced families in their 
original places or in new settlements. 

15.2 Policy Framework and Objectives 

On-going Flagship Projects in the North and East 

Project Time Investment 
Frame (Rs.Mn.) 

OFNorth East Community 2005-2008 4,300 
Restoration Project Phase 
I1 

Rehabilitation 
Programme 

Agriculture Project Phase 
I1 

Rehabilitation 
Programme 

Community Development 
Project 

Reconstruction 
Prozramme 

+North East Emergency 2005-2008 3,980 

+North East Irrigated 2005-2010 8,114 

GConflict Affected Area 2004-2009 10,000 

GNorth East Coastal 2005-2009 2,800 

GNorth East Housing 2005-2008 9,000 

The current policies are designed to protect and resettle the displaced community and to recon- 
struct the economic, physical and social infi-astructure with the objective o f  assuring sustained long term 
development in the North and East. The success o f  the resettlement effort depends on the maintenance 
o f  a conflict f iee environment where the internally displaced persons (DIP) and refugees can voluntarily 
resettle in their original homes or any alternative area o f  their choice. 
Once resettled they are to be assured o f  

Resumed access to basic infi-astructure services 
Maintenance o f  political security and stability 
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Discernible movement forward to achieve permanent peace and settlement 
presence o f  social and economic stability 

15.2.1 Overall Objective 
To develop North and East as a hospitable and attractive place and create an environment where 

people can l ive in freedom and pursue livelihoods o f  their choice, where peace and ethnic harmony 
prevail in a way that will permit rapid social and economic development.. 

15.2.2 Short and Medium-term Objectives 

a) Relief, resettlement, rehabilitation and reconciliation aimed at displaced persons host communities. 
This includes: 

Land M i n e  clearing action; 
0 Provision ofaltemative sustainable livelihoods; 
0 

0 Elimination o f  child labour. 
0 Rehabilitatiodreconstruction o f  productive assets 

Providing sanitation and drinking water facilities; 
0 Establishing income generating activities for the sustenance ofthe IDPS. 
0 Achieving a sense o f  security and living with dignity in their resettled or relocated homes. 

Security, protection, and human rights; 

Integration into and o f  communities; 

b) Establishment ofbasic physical infktructure and restoration o f  services to the communities. 
0 Restoration ofroads ,transport and communication facilities 
0 Restoration ofhealth ,education and vocationally relevant training services 
0 Access to cultural heritages, places and amenities. 
0 Conservation o f  environment, including protection o f  water resources, watersheds, forest areas 

and wildlife. 

c) Establishment o f  sound governance administration and service delivery arrangements. 
0 Meeting immediate relief, resettlement, rehabilitation and reconciliation needs. 

Delivery o f  basic services. 
Maintainingthe principles oftransparency, fundamental human rights and the rule o f  law. 

d) Laying the groundwork for socio-economic development, rehabilitation o f  i rhstructure and 
delivery o f  other services. In this exercise, special attention should be given to vulnerable groups 
including demobilised ex-combatants, war handicapped, widows, returned IDPs and rehgees 
etc. 

15.2.3 Long term Objectives 
The government interventions are aimed at not only at restoration o f  the original status but also o f  raising 
the standard o f  l i f e  o f  a l l  those who were displaced and suffered losses o f  income and property as a 
result ofthe conflict. This involves 

Restoring Livelihoods 
A significant number o f  families st i l l  continue to live in the welfare camps and they are suffering fi-om 

a dependency syndrome. Restoration o f  the livelihood is the beginning o f  the long process of  the 
recovery. 
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Reactivating Service and Facilities 
Along with the restoration o f  livelihood, the service facilities have to be reactivated. In the resettle- 
ment process, housing facilities must be accorded high priority. Only with the reasonable housing 
with water supply and sanitation, the displaced and affected families could recommence their 
living. Basically, services, such as, health and education must be made available for sustenance. 

Rehabilitation of Infrastructure Facilities 
For the restoration o f  the livelihood to be more effective along with reactivation o f  services, the 
economic inhstructure facilities must be rehabilitated. Roads, electricity, irrigation and communi- 
cation are the important areas in th is  regard. Large investment requirements on such areas should 
be promoted. 

Development of Human Capacities 
In order to provide effective services and make use o f  the infrastructure facilities, capacities and 
capabilities at various levels must be available. Th is  has to be at individual, family, community and 
institutional levels. The capacities available at all these levels would only pave the way for under- 
taking the developmental activities. It i s  significant to note that much o f  the resources and other 
physical facilities are available, if the correct type o f  human resources i s  not in place, those avail- 
able resources will not be used at a maximum or desired level. 
Targeting Vulnerable Groups 
One major effect ofthe conflict and the tsunami i s  the creation ofvulnerable groups who lost their 
sustenance. Economically deprived people who find it difficult to satisfj their minimum basic 
requirements are in avulnerable position. They include the landless poor farmers, casual workers 
and daily wage earners. Iftheir normal economic activities are disrupted, they are forced to be in 
below subsistence level. With the de-escalation ofthe armed conflict, the degree o f  vulnerability 
i s  on the decline through removal o f  checkpoints, work stoppages, security checks, etc. How-  
ever, under the prevailing ceasefire there are occasional violent incidents that disrupt normal eco- 
nomic activities adding to the intensity o f  vulnerability. If the casual laborer, who earns a daily 
wage, could not work for a day loses h i s  income, the person i s  below the subsistence level. The 
loss o f  daily wage will put him in a more vulnerable situation. Th is  type ofpoorer groups should be 
allowed to engage in their normal economic activities to earn a livelihood in the agriculture, animal 
husbandry, fisheries and other informal sectors. Generally, disabled people, children, women and 
elders, are considered as vulnerable. In addition, to th is  normal phenomenon, orphans, children 
with single parent, widows, women headed families, abandoned parents, etc, have emerged as 
social groups. These vulnerable groups should be provided with sustainable livelihoods to ensure 
their dignity. 
Establishment of Good Governance 
The absence o f  political leadership in the Northern and Eastern Provincial Council set-up allows 
the bureaucracy to enjoy more power without much accountability. Although this i s  the conceived 
perception, in reality, there is apresence o f  Central Government, the Governor, has more govern- 
mental power. The parliamentary representation in the area provides the political supervision. For 
good governance, in addition to accountability, the transparency i s  also vital. Civ i l  societies, in- 
cluding NGO’s and CBO’s are very active in this region and their involvement ensures the trans- 
parency and accountability. Existence o f  a vibrant civ i l  society, which includes private sectors, 
NGO’s and CBO’s could facilitate the establishment o f  a good governance. 

15.3 Strategy for North East Development 
Northern Revival 
Improvement ofbasic needs and service supply deteriorated by the conflict situation i s  an immediate 

need. Rehabilitation and improvement o f  economic infi.astructue in the region will be given high priority 
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in the medium and long term. Facilitating the restoration o f  sustainable livehhood through opening income 
avenues and providing other ancillary services i s  also in the focus. Creation o f  ethnic harmony and 
establishment o f  a society in which each community group has their own identification and dignity will be 
the ultimate objective. 

Table 15.1: Objectives, Targets and sub programmes 

Pr io r i t y  Areas 
(a) Resettlement of IDPs  

and  security o f  the 
people 

(b) Restoration and 
maintenance o f  
social services 

(c) Restoration and  
maintenance of 
economic livelihoods 

(d) Development of 
Infrastructure 

[e) Restoration and  
maintenance of 
community and 
cu l tu ra l  services 

:f) Protection o f  the 
environment 

Targets 
*F Construction o f  80,000 houses 
*F Resettlement o f  the al l  displaced 

people in their place o f  origin. 
*F Expediting resettlement 

programme for displaced 
Muslims from the North 

*F Peace and security under pinned 
by absence o f  conflict and 
violence 

*F Ensuring access to health 
facilities. 

*F Modernized health facilities 
*F Provision o f  high standard 

education facilities. 
*FEnsure the access o f  h igh 

standard education by al l  
children. 

*F Sustained economic growth. 
*F Strengthening the cooperative 

movement 

OF Promotion o f  socio economic 
development in the area. 

*F Revival o f  religious and cultural 
activities 

*F Protected soil and bio-diversity. 

Programmes 
*F Establishment o f  a Fund to  

reconstruct the houses damaged by 
conflict. 

*F Temporary allowance to people who 
had left their homes in high security 
zone. 

*F Establishment o f  Jathika Saviya 
Authority for resettlement. 

*F Reconciliation programmes. 
*FFilling the al l  existing vacancies in 

the health sector in the Nor th  and 
East. 

*F Improvement o f  health facilities. 
*F Filling the a l l  existing vacancies in 

the education sector. 
*F Rehabilitation o f  damaged and 

destroyed educational infrastructure 

*F Revitalizing fishing and agriculture 

*F Establishment o f  fish processing and 

*F Financial assistance to  farmers 
*F Marketing mechanism to  agriculture 

product to provide fair prices. 

sector 

canning factory. 

*F Incentives to palmayrah, coconut and 
cashew plantation. 

*FReduce the salinity in soil in the 
areas to  be used for agriculture. 

*F Empowerment o f  cooperative 
movement under the national 
programme. 

*F Rehabilitation o f  Kankasanthurai 
harbour. 

*F Construction o f  Northern 
Expressway. 

*F Rehabilitation o f  ra i lway track f rom 
Vauniya to Jaffna. 

*F Rehabilitation o f  railway track f rom 
Madawachichiya to  Talaimannar. 

*F Reconstruction o f  a l l  kovils, 
mosques, churches and temples and 
cultural centres. 

~FPro jec ts  to protect and conserve 
environmentally sensitive areas with 
the community participation. 

222 



15.4 Eastern Revival 
The Eastern Province will be revived by developing the townships o f  Kalmunai and Valachchenai 

as growth poles. All major cities in the eastern belt will b e  improved further and an agriculture export 
zone i s  to be  established in Ampara to boost the economic activities in the region. The revival process 
consists o f :  

Resolving the problems faced by people in the Eastern Province due t o  ethnic diversity and 
geographical and cultural reasons. 
Addressing the administrative problem faced by t h e h p a r a  and Batticaloa district people. 
Addressing the land issues faced by the Eastern people. 
Addressing the agricultural and irrigation needs o f  the Eastern farmers. 
Meeting the basic needs o f  the urban area in the Eastern province. 
Addressing problem faced by the livestock and fisheries industry. 
Solving the unemployment problem o f  youths. 
Addressing the problem faced by the Muslim schools in the Eastern province. 
Rehabilitation o f  tsunami areas and people. 
Developing culture heritage, and ethnic harmony. 

Table 15.2: Objectives, Targets and sub Programmes 

Priority Areas 
(a) Rehabilitating 

IDPs and assuring 
security of  people 

(b) Expediting 
tsunami recovery 
and reconstruction 

(c) Restoration and 
maintenance of 
social services 

(d) Restoration and 
maintenance of 
livelihoods 

Targets 
+Assured security and 

protection o f  lives and 
assets o f  the people. 

+Assuring the meeting o f  
specific needs o f  the 
tsunami affected people. 

*€High standard education 
facilities to pupils. 

OFIncreased regional income 
and reduced incidence o f  
poverty. 

facilities for agriculture 
and husbandry products. 

OF Sustained growth in the 
fisheries sector. 

OF Improved tourist industry. 
OF Productive job  

*€Assured marketing 

opportunities for the 
people. 

OF Reduced land litigation 
and land-related problems 

Programmes 
*€New community-based security 

network comprising personnel from 
the armed forces, police, STF, local 
political leaders and people’s 
organizations. 

OF Establishment o f  Jathika Saviya 
Authority to expedite the 
rehabilitation process. 

oFImplementation o f  specially 
designed programmes aimed at 
tsunami affected people. 

*FFilling the existing vacancies in the 
education sector. 

*€Developing the physical resources 
o f  the schools. 

*€Establishment o f  an agricultural 
export zone. 

*FRenovation o f  irrigation schemes 
+Animal husbandry development 

programmes. 
*FImplementation o f  development 

programmes aimed at fishing 
community. 

+Eastern coast zonal tourism 
development programme 

OFOpening o f  new garment factories 
+Crash programme for land 

distribution. 
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Priority Areas 
[e) Development of 

Infrastructure 

Sectors 
Protection and Resettlement 
Health* 
Education* 
Housing 
Infrastructure* 

(f) Restoration and 
maintenance of 
community and 
cultural services 

2007-2009 2010-2012 2013-2016 2007-2016 
1 1,906 5,500 2,000 19,406 
3,077 17,05 1 12,500 32,628 
4,486 8,400 6,285 19,171 

12,606 22,116 39,494 74,2 16 

(g) Improved 
administration 

- Roads and Bridges 
- Power 

(h) Human 
settlements 
development 

25,754 38,000 40,000 103,754 
9,300 25,000 40,000 74,300 

Targets 

economic development in 
the area. 

.FPromotion o f  socio 

- Water Supply and Sanitation 
- Others (Ports and Railway) 
Agriculture, Fisheries and Irrigation* 
Livel ihood Development 
Capacity Development and Institution 

+Restored and preserved 
archaeological sites 

25,211 10,000 8,000 43,211 
7,450 11,500 20,000 38,950 

10,266 8,749 9,000 28,015 
6,639 4,500 2,500 13,639 
1,418 2,184 1,500 5,102 

&Equal community 

OF Addressing community 
representation in all fora. 

specific issues and 
problems. 

OF Improved administrative 
services for people in the 
Ampara and Batticaloa 
districts. 

+Modern growth centers in 
Valachchenai and 
Kalmunai. 

Community Development and 

Programmes 
*FTrincomalee Ocean City 

Development Project 
-F Investment zone. 
-F Tourism zone. 

.FDevelopment o f  Oluwil harbour. 
+Preservation o f  archaeological sites 
~FDevelopment programmes to 

upgrade the religious places. 

1,856 1 4,848 I 1,800 I 8,504 

~FSpecial  programmes to ensure 
community participation in decision 
making. 

&Extensive programme for resolving 
specific problems faced by Sinhala, 
Muslim and Tamil communities. 

+Establishment o f  an additional 
provincial administrative office at 
Kalmunai. 

OF Township development programmes 

Environment 
Total 

Table 15.3: The Long Term Investment Plan 
(Rs.Mn.) 

119,969 157,848 183,079 460,896 

*These investments have been included separately in the relevant chapters corresponding to investment needs 
of sub sectors. 
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16. Macro  Economic Framework 
The Macroeconomic Framework o f  Sri Lanka 2006-2016 i s  based o n  assumptions o n  the 

developments in domestic and international economic environment and medium and long term policy 
measures and directions ofthe Government. 

16.1 Assumptions 

16.1.1 Global economic environment 
Global economy i s  expected to grow around 5 per cent in the next few years, which would gener- 
ate healthy external demand for Sri Lanka’s goods and services. 
Emerging market economies in the region are expected to grow wel l  above global growth. This 
regional growth will have positive spill over effects on Sri Lankan economy through higher integra- 
tion to the region. 
Access to external financing is increasing with more regional countries such as India, China and 
most East Asian countries are generating surpluses and becoming net lenders f i om net borrowers 
in the past. 
Import and export prices are consistent with projections in the World Economic Outlook. Other 
major assumptions are given in Annex 1. 

16.1.2 Domestic economic environment 
Government has given highest priority to accelerate public investment on infrastructure develop- 
ment. Targeted major infiastructure projects, timeline for implementation and cost are given in 
Table 1.2. 
Implementation ofthese development projects will boost economic activities in those regions im- 
mediately. Private sector i s  expected to respond to this demand increasing their economic activi- 
ties. 
Completion o f  these projects would address the infrastructure bottlenecks increasing capacity to 
grow. Th is  will facilitate private sector to unleash its growth potential in all key sectors. 
Improved aid effectiveness, through better targeting and rationalization o f  foreign h d e d  develop- 
ment program. 
As a newly emerging middle-income country, cautious management o f  our access to international 
capital markets and prudent use o f  such h d s  when necessary. 
Continuation o f  the fiscal consolidation process through revenue enhancement and expenditure 
rationalization to contain the fiscal deficit. 
Maintenance ofprudent monetary policy and the flexible exchange rate policy supportive ofprice 
and financial market stability and balance o f  payments sustainability. 

16.2 Strategies 

16.2.1 Factors o f  Growth and Regional Development 
Peace: Pursuing anegotiated settlement for lasting peace by building consensus among involved 
parties. 

Maintaining a Liberal Economic Regime: Export sector will continue to be supported through 
a conducive tax regime, facilitating more market access via multilateral and bilateral trading ar- 
rangements, encouraghg more value addition, providing access to duty fi-ee inputs and maintaining 
liberal investment regime. Import tariffs will continue to be simplified providing inputs to domestic 
industries to maintain their competitiveness. 
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16.2 
0 

Capacity Expansion: Enhancing production capacity in all sectors ofthe economy by promoting 
public, private and foreign investment. 

Human Resources Development: Strengthening and upgrading primary, secondary and terti- 
ary education institutions by maximising available opportunities and enhancing the access to edu- 
cation, while improving quality and relevance o f  education at all levels. Providing high quality, 
equitable, cost effective, modem and sustainable heath care services. 

Infrastructure Development: Building modem, high quality and efficient infi-astructure facilities 
to  expand access to markets. Maintain and rehabilitate existing road network, construction o f  
highways, increasing the coverage o f  safe drinking water, upgrading the railway sector, expanding 
the supply o f  electricity, transmission and distribution accelerating ongoing power sector reforms, 
and developing alternative energy to reduce the cost o f  power while taking into consideration the 
social problems and environmental implications and transforming port and airport sectors as an 
air-sea hub and logistic centre. 

Improving Technology and Research and Development: Promoting application ofmodern 
technology and undertaking research and development activities in the country to enhance com- 
petitiveness. 

.2 Macroeconomic Policies and Strategies 
Fiscal Policy 
Fiscal: Turning around revenue deficit to a surplus through expanded tax base, higher non tax 
revenue efforts from state enterprises and cost effective public expenditure management system 
together with prudential debt policy, increasing public investments largely through financing from 
concessionary foreign sources and long-term funding services and phasing out budgetary transfers 
to state enterprises. Public expenditure will be programmed within a medium-term and sector 
budget framework to improve efficiency and productivity. Tax administration as well as policy 
environment will be directed to create simple and efficient system o f  taxation. Overall macro fiscal 
policy fi-amework will be guided within the Fiscal Responsibility Act  o f  2002. 

Monetary and Financial: Avoiding demand-fuelled inflation, ensuring required credit growth 
for sustained economic activity and strengthening financial sector stability. Further strengthening 
the regulatory framework in the banking, insurance and financial services. Introducing measures 
to reduce high interest spread, prudential measures to banking & financial institutions, strengthen- 
ing state banks as strategic state enterprises to improve their financial viability and improve their 
competitiveness. 

Policies to Strengthen Structure of the Economy 

Market Development Strategy: Strengthening both product and factor markets to ensure effi- 
ciency and competitiveness o f  the economy. Major markets requiring improvements are the land, 
labour and financial markets. 

Infrastructure Development Strutegies: The country requires an efficient and fast growing 
infrastructure system spread throughout the economy to help achieve regionally balanced growth. 
Public sector institutions, which supply vital services such as power, water, transport, and other 
services, are important service providing institutions o f  the government. Most o f  those institutions 
are monopolies, yet the quality and adequacy o f  services and financial position are very poor. 
Hence, those institutions are earmarked for strategic reforms. 

Public Service Development Strategies: The public sector will engage in i t s  critical role as 
facilitator and pacesetter. The entire perspective ofthe public service will have to focus on learning 
to anticipate change, include development and meet the demands ofthe future in innovative ways. 
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Administrative Service Development Strategies: The institutional strengthening will be imple- 
mented to make the government’s administrative machinery an efficient, friendly and modem entity 
through the reforms in rationalisation o f  functions o f  government agencies to ensure that they are 
focused on functions relevant to current needs, with special emphasis on transparency and the use 
ofmodem technology. 

16.2.3 Liberalised Policy to Enhance Capital Market Development 

The Government will open the Rupee denominated Treasury bond market for foreign investors. 
Treasury bond i s  a medium and long-term debt instrument issued by the Government to raise funds from 
the domestic market to finance the Government budgetary operations. T h i s  will be the first instance 
such a liberalization policy i s  taken by the Government to open the gilt-edged Rupee securities market 
for foreign investors. This measure will increase the freedom in capital account transactions and thereby 
enhance the development o f  the capital market by broadening the investor base and increasing the 
competition in the bond market. 

Foreign investors will be permitted to purchase Treasury bonds with minimum maturity period o f  
two years and total investment limited to 5% o f  the value o f  Treasury bonds outstanding at any given 
period o f  time. 

Foreign investors will be able to purchase Treasury bonds at any time form the secondary market 
through participatory agents ie. Licensed Commercial Banks and Primary Dealers. In addition, foreign 
investors will be permitted to bid at primary auctions o f  Treasury bonds through primary dealers. 

16.2.4 Trade Policy 
0 Present Status and Challenges 

Sri Lanka depends heavily o n  imported inputs especially in the key export industry, the apparel 
sector, and also for a large share o f  our investment. Most exports ofthe country are destined at EU and 
U S  markets with less movement towards regional markets. The trade policy for market diversification 
does not explicitly recognize the importance o f  emerging growth centers in Asia nor does it entail any 
meanin@ programs. 

Sri Lanka has rapidly integrated into the world trading system with the trade policy liberalization. 
Ofthe total external trade, goods and services trade accounts for 76 percent o f  GDP, indicating sharp 
r ise in this openness indicator, compared to about 35 per cent in the pre-liberalized period. The tariff 
structure has been simplified, rationalized and lowered over the years and currently it maintains a four- 
band system. The current account l l l y  liberalized and capital transactions are relatively fiee. 

Sri Lanka has in the recent times strengthened its preferential trade policy regime with av iew to 
promote external trade through rapid integration into regional markets. The Indo-Sri Lanka Free Trade 
Agreement (ISFTA), Pakistan Sri Lanka Free Trade Agreement (PSFTA) and South Asian Free Trade 
Agreement (SAFTA) are significant drivers ofregional trade. The country has not properly developed 
a program for promoting trade in service either on regional and extra-regional context. 

Over the years Sri Lanka has, strengthened the liberal trade and payments policy regime, with n o  
aberration. The country’s regulatory system dealing with the external trade has not been upgraded 
commensurate both with progress made in this respect elsewhere and the country’s own trade policy 
improvements. Many gaps do exist in the laws, institutions and enforcement in regard to trade inspection, 
certification, standards, facilitation, etc, making domestic manufacturer and the consumer at a 
disadvantageous position. 
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Strategy 
The external trade and environment i s  becoming intensely competitive. The external trade and 

investment policies will promote both exports and efficient import substitution. With the growting domestic 
income significant component o f  domestic demand need to be met out o f  local production. Such a 
policy will also help in the balance o f  payments adjustment process to further strengthen medium-term 
debt sustainability. Th is  strategy i s  built on a fiamework, ensuring consistent, transparent, predictable 
and liberal external trade policy regime. 

Indicator 

Total Investment 

Public Investment 

Private Investment 

Foreign Direct Investment 

Domestic Investment 

National Savings 

Market penetration through preferential market access programs. Strengthening existing regional 
integration arrangements (RIAs) to ensure improved market access in regional economies. 
Negotiations ofnew RTAs with advanced economies andor countries whose economies are dis- 
similar for increased market access. Th is  ensures trade expansion through the process o f  capturing 
trade complementarities on preferential basis. 
Development o f  market penetration schemes for fast growing economies in Asia while devising 
mechanism to capture available opportunities under the GSP+ Scheme, including attraction o f  
foreign investment 
Diversification o f  Sri Lanka’s export sector with the emphasis on small and medium enterprise 
sector 
Development o f  infrastructure and policy support- based backward integration for  high value 
added thrust export industries- apparel, tea, gem and jewellery, spice, electronic based products 
Promotion o f  Trade in services, including IT related and services with higher domestic value addi- 
tion. 
Creating infrastructural, institutional and regulatory fiamework for developing Colombo centered 
South Asian Economic Hub with a focus on fiee port and entrepot trading, financial environment, 
seaport facilities. 
Upgrading competitiveness and trade regulatory environment for ensuring level playing field be- 
tween imported and local products in the domestic market 
Reorientation o f  diplomatic services for promoting country’s economic interests. 

Units 2005 2006 2007 2008 2009 2010 

% o f  GDP 26.5 28.3 32.0 32.0 33.0 33.5 

% o f  GDP 6.3 6.6 9.6 8.6 8.0 8.0 

% o f  GDP 20.2 21.7 22.4 23.4 25.0 25.5 

Yo of  GDP 1.2 1.9 1.9 2.0 2.0 2.0 

% o f  GDP 19.0 19.8 20.9 21.4 24.9 23.5 

% o f  GDP 23.3 24.2 26.6 28.2 28.8 29.6 

16.3 Expected Outcome 

16.3.1 Real Sector Developments 

During 2006-201 0, GDP is projected to grow at 7.0 - 8.5 per cent. The growth i s  expected from 
improvements in all three sectors o f  agriculture, services and industrial sectors. Investment as a 
percentage o f  GDP i s  expected to increase from 30 to 35 per cent over the medium term while 
inflation will decline to 4.0- 4.5 per cent by 2010. 

Table: Medium-Term Investment 

228 



Further acceleration ofthe growth i s  projected with the planned infrastructure investment and 
sectoral policies as described in other sectors o f  this document and several key areas such as 
power, sea ports and airports, roads, railways, water supply and sanitation, irrigation and urban 
and township development etc. and expected increase in private investment. 
A steady increase in domestic savings both by the private and public sectors as we l l  as higher 
foreign capital flows will support the higher level o f  investment. The domestic saving ratio i s  
projected to increase from 18 per cent o f  GDP in 2005 to  25 per cent o f  GDP in 201 0, with a 
further increase thereafter to around 30 per cent o f  GDP by 20 16. 
The per capita GDP i s  projected to increase from U S  $1,200 in 2005 to around U S  $4,000 by 
20 16, a three-fold increase of  incomes and the standard o f  living in Sri Lanka. Moreover, with the 
more balanced approach to overall economic development, benefits o f  this growth will be accrued 
to the entire population. 
From the supply side, the growth will be reflected in all three major sectors -Agriculture, Industry 
and services. The agriculture, forestry and fishing sector i s  expected to grow over around 4 per 
cent exceeding the average growth rate o f  around 1 .O percent in the past 10 years. Although, total 
land extent under tea bearing will increase only marginally over the medium term, the growth in the 
tea sector i s  expected mainly f iom improvements in value addition. Rubber production i s  expected 
to increase through expanding tapping areas and good management practices. 
The Industrial sector growth i s  expected to accelerate from 7 per cent in 2005 to about 10- 12 per 
cent by 201 6 with higher performance expected f iom mining and quanying, textiles & apparel, 
leather products, gem & jewellery, ceramics, high value added tea and other factory industries, 
electricity, gas and water, small industries and construction sub sectors. The share o f  industrial 
sector in GDP will increase from 27 per cent in 2006 to about 30 per cent by 2016. 
The Services sector in which Sri Lanka has a comparative advantage and also i s  expected to grow 
at 9- 10 per cent with a further improvement in telecommunications, import and export trade, 
cargo handling, financial services as well as many other private services including health and edu- 
cational areas. The share o f  services sector in GDP i s  expected to increase from 58 per cent in 
2006 to 59-60 per cent by 2016. 

16.3.2 External Sector Outcome 

The external sector targets maintaining a level o f  external reserves, sufficient to cover more than 
3 months o f  imports, while ensuring the stability in the foreign exchange market under floating 
exchange rate regime. 
Exports are projected to grow at around 10- 12 per cent and reach U S  dollars 10 b i l l ion in 
201 0 with increased market access expected from the expansion in multilateral, regional and 
bilateral trade arrangements, maintenance o f  export competitiveness, continuing growth in glo- 
bal trade and higher investment. 
Imports are also projected to grow at a high rate o f  around 10 per cent and reach U S  dollars 15 
bi l l ion in 20 10 and to U S  dollars 28 bi l l ion by 20 16 largely due to increased demand for  
investment and intermediate goods by both private and public sector to support higher export 
growth and economic growth. 
Higher investments in ports, telecommunications and tourism sectors and promotion o f  IT and 
IT enabled services exports including Business Process Outsourcing would result in higher net 
inflows to the services sector. 
Sri Lanka has a vast potential in the tourist industry compared to most regional countries. 
Development o f  public infrastructure supplemented by private sector investment could make 
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Sri Lanka a major tourist destination. With the implementation o f  policies and projects, tourist 
arrivals in the medium term are projected to grow at a higher rate. 
With the changing composition o f  ski l ls  categories ofworkers going abroad and changing com- 
position o f  country destinations, the workers’ remittances to Sri Lanka are projected to  in- 
crease from an estimated US $2.4 bil l ion in 2006 to around US $ 4  bil l ion in 2010 and around 
US $6.5 bi l l ion by 201 6. 
Higher capital and financial inflows both to the private sector and government are expected to  
l l l y  finance the deficit in the current account and result in gradual buildup in official reserves in 
the medium term. Private capital inflows will be doubled to reach US $1,000-1,100 by 201 0, 
from a level o f  U S  $53 1 mi l l ion in 2005 and by 201 6, the annual flows are expected to  reach 
U S  $3.5 billion. 

To finance higher public investment program, particularly to develop infi-astructure, government 
may need to mobilise U S  dollars 200-400 mill ion mually from international capital markets in 
addition to the expected concessional financing. 
The macroeconomic projections indicate a continuing improvement in the external debt indica- 
tors. The debt service ratio would decline f rom 11.9 per cent o f  exports o f  goods to  7.2 per 
cent by 2010. The external debt to GDP ratio will also decline to 36 per cent o f  GDP by 201 0, 
f rom 48 per cent in 2005. These debt indicators are expected to improve further with the 
acceleration o f  GDP growth and exports. 

16.3.3 Fiscal Sector Outcome 

The government will continue its efforts to achieve the targets indicated in the medium term fiscal 
strategypresented with the Budget 2006. The budget deficit would be reduced to around 5 per 
cent o f  GDP by 2010. This target i s  also consistent with the targets stipulated in the Fiscal 
Management (Responsibi1ity)Act (FMRA), albeit with a lag o f  a few years. 
Policies aimed at increasing revenue and rationalizing current expenditure will be continued. 
Strengthening o f  tax administration and broadening the tax base are among the major policy 
actions required to augment the revenue collection. 
Current expenditure will be rationalized with improvement o f  debt management, reducing the 
interest cost and making public service delivery more efficient. 
To support the higher economic growth targets, public investment, including tsunami related 
expenditure, i s  projected to remain around 8 per cent o f  GDP in the medium-term. The tsunami 
related reconstruction expenditure will be higher in 2006 but would gradually decline with the 
completion o f  tsunami related reconstruction activities. However, with the planned early com- 
pletion o f  several flagship infrastructure projects, which are almost entirely foreign financed, a 
somewhat higher public investment ratio is expected in the next few years. 
Revenue collection i s  expected to increase gradually to around 19 per cent by 20 10. Due to the 
gradual completion oftsunami reconstruction activities coupled with fiscal consolidation efforts, 
total expenditure and net lending i s  expected to decline to below 24 per cent by 201 0. Benefit- 
ing fiom the expected increase in the revenue collection, current account operations would 
generate a surplus f iom 2008, which will facilitate providing more funds for public investment to 
achieve higher economic growth targets. 
In financing the budget deficit, borrowings from domestic sources are expected to  contain 
below 3 per cent o f  GDP in the medium term. The expected lower borrowings from the domes- 
tic sources will lead to repay a part o f  outstanding loans to the banking system. 
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0 The total public debt stock as a rate o f  GDP i s  expected to decline f rom 94 per cent in 2005 to 
77 per cent in 20 10. The debt GDP benchmark set in the Fiscal Responsibility Ac t  will achieve 
in 2008, when this ratio falls below 85 per cent o f  GDP. 

16.3.4 Monetary Sector Outcome 
0 A m o n e t q  program consistent with the developments in the real sector, external sector and the 

fiscal sector will be maintained aimed at steady decline in inflation. 
0 Reserve money i s  projected to grow in line with the expected nominal GDP growth. The broad 

money i s  projected to grow slightly above the growth o f  reserve money due to  an expected 
gradual increase in money multiplier. Money multiplier may increase with the increase in foreign 
currency deposits, which are not subject to the requirement for statutory reserves. 
Net Foreign Assets (NFA) o f  the Central Bank i s  expected to improve over the medium term with 
the expected improvement in the balance o f  payments. Net foreign assets o f  commercial banks 
also expected to improve in line with the needs o f  the growing economy. 
Net Domestic Assets (NDA) may increase mainly as a result o f  the growth in credit to the private 
sector while th is  credit growth i s  consistent with the expected economic growth. The improved 
fiscal position and the expected improvements in the performance o f  public corporations imply 
that their resort to bank financing will be contained. Hence, the medium-term financial programme 
does not envisage any new net bank financing by this sector. 

0 Policy interest rates will be the main instruments conducting monetary policy. 

16.4 Downside Risks 
0 Higher than expected o i l  prices in international markets could threaten the macroeconomic stability 

and growth targets. Major contributions to the escalation ofprices are geo-political uncertainty, 
supply disturbances due to terrorist activities, refinery capacity limitations and strong demand. 

0 Any disorderly adjustments in global imbalances resulting a lower than expected global economic 
growth could adversely affect external demand for Sri Lanka’s goods and services. 
Despite the robust global economic expansion there are signs ofbuild-up o f  underlying inflationary 
pressures in many countries. The global headline inflation has picked up in response to  high- 
energy prices and core inflation has also begun to indicate the impact o f  high-energy prices. Con- 
sumer prices in major advanced countries as well as emerging economies have surged further in 
June 2006. 

0 Any undue delays in the development ofplanned economic infrastructure development will be- 
come constraints to increasing investment and achieving growth targets. 
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Fiscal Management Report - 2008 

Placed before the Parliament b y  the Honorable Minister of Finance as required under the 
Fiscal Management (Responsibility) Act No. 3 of 2003, consisting of 

Fiscal Strategy Statement 2007 - 2010 ( in compliance w i t h  Sections 4,s and 6 ) and 
Budget Economic and Fiscal Position Report -2008 ( in compliance w i t h  Sections 7,8 and 9) 
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FISCAL MANAGEMENT (RESPONSIBILITY) ACT NO. 3 OF 2003 

Objectives Underlying Responsible Fiscal Management 

This act aims at ensuring that the Government’s financial strategy is based o n  principles of 
responsible fiscal management and facil i tating public scrutiny of fiscal pol icy performance. 
Objectives under ly ing responsible fiscal management; 

Reduction of Government debt to prudent levels, by ensuring that the budget deficit as at end 
2006, shall n o t  exceed f ive per cent of the estimated GDP and  to  ensure maintenance o f  such 
levels thereafter 

Prudent management o f  fiscal risks hav ing regard to  changing economic circumstances 

Adopt ion of policies relating to spending which do n o t  increase Government debt to excessive 
levels 

Adop t ion  of policies relat ing to spending and taxing as are consistent with a reasonable 
degree of stabil ity and  predictabil ity in the level of tax rates in the future 

Ensuring that the s u m  wh ich  i s  calculated as the guarantee and  g iven as a per  centage o f  
GDP for  the current f inancial year along with 2 preceding financial years , does n o t  in the 
aggregate exceed 4.5 per centum 

Ensuring that a t  the end  o f  the financial year commencing January 2006, the total liabilities 
of the Government ( including external debt at the 2003 exchange rates), d o  n o t  exceed 85 
per  cent o f  GDP for the financial year ; and  that at the financial year commencing January 
2013, the total liabilities of the Government (including external debt a t  the current exchange 
rates), do  n o t  exceed 65 per  cent of the estimated GDP for  that f inancial year 

Ensuring that pol icy decisions of the Government have regard to  the financial impact of such 
decisions o n  future generations 
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A n n u a l  R e p o r t i n g  Requi rements by t h e  M i n i s t e r  of Finance 

Section Requirement Contents Compliance 

Section 4, Submission of the Fiscal Fiscal Strategy Statement to To b e  l a i d  before thc 
5 and 6 Strategy Statement increase public awareness of Parliament o n  thc day of the  

Government’s fiscal policy 2”“ read ing  o f  the 
and establish standards for 
evaluat ing the conduct of 
Government ’s f iscal  
strategy . 

Appropr iat ion Bill. 

Section 7 
8 and 9 

Submissionof The Budget, To b e  p laced be fore  thc 
Economic a n d  Fiscal  Fiscal  Pos i t ion  Repor t  to  Parliament o n  the day of the 
Position Report setout the basis to evaluate 2nd r c a d i n g  o f  the 

The Budget, Economic and 

Government ’s f iscal  Appropr iat ion Bil l. 
performance as against i t s  
fiscal strategy. 

Sections 
10,11 
and 12 

Submission o f  the Mid- M id -yea r  F isca l  Pos i t i on  
year Fiscal  Pos i t ion  Report to provide updated 
Report i n f o r m a t i o n  o f  the 

Government ’s f iscal  
performance pertaining to 
the first four months of the 
relevant year, to enable a n  
eva lua t ion  o f  the  same 
against Government’s fiscal 
strategy. 

To b e  released annually by 
the last day of June or prior 
to the lapse of 6 months from 
the date o f  passing o f  the 
A p p r o p r i a t i o n  Act, 
whichever i s  later; and to be 
placed in Parliament wi th in 
2 weeks f rom the date of such 
release. 

Section Submission o f  the F ina l  F ina l  Budget  Pos i t ion  To be released to the public 
13,14 Budget Pos i t ion  Report  Report (Annual  Report) to w i th in  five months f rom the 
and 15 (Annual Report) p r o v i d e  u p d a t e d  end of the Financial Year and 

i n f o r m a t i o n  o f  the placed before the Parhament 
Governmcnt ’s  f iscal  there after. 
pcrformance pertaining to 
the relevant financial year, 
to cnable an  evaluation o f  
t h e  same against  
Government ’s f iscal  
strategy. 
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Compliance - 2007" 

Final  Budget  Posi t ion Report - The Annual Report - 2006 of Ministry of Finance and Planning 
stating the fiscal and  economic posit ion o f  2006 was released to the publ ic  by end  M a y  2007 and 
was soon thereafter placed before the Parliament. 

Mid Year Fiscal Posi t ion Report of the Ministry of Finance and Planning, setting ou t  the actual fiscal 
performance o f  the f irst four  months of 2007 with a n  overview of the economy o f  the first half  of 
2007, was released to  the public by end June 2007 and was soon thereafter placed before the 
Parliament. 

Fiscal Strategy Statement - 2007 - 2010, of the Min is t ry  of Finance and Planning, setting ou t  
Government's M e d i u m  Term Fiscal Strategy 2007- 2010, indicating the broad strategic priorit ies 
and key fiscal measures considered important for the overall fiscal po l icy  implementation, to be 
placed before the Parliament o n  the day of the 2"d reading of the Appropr ia t ion Bil l. 

Budget, Economic a n d  Fiscal Posit ion Report - 2008, of the Min is tn j  of Finance and Planning setting 
out  the basis to evaluate Governments fiscal performance as against its fiscal strategy, with estimates 
relating to Government revenue, expenditure etc., to be placed before the Parliament o n  the day of 
the 2"d reading of the Appropr ia t ion Bil l. 

* This Report  contiizns Fiscal Strntegy Sfafeinent 2007- 2010 n7zd 
Bvdget, Ecorioii i ic arid Fiscnl Positron Report - 2008 
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FISCAL STRATEGY STATEMENT 

2007 - 2010 
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Medium Term Fiscal Strategy 

As was stated in the Fiscal Management Report - 2007 
issued under Section 4 o f  the Fiscal Management (Re- 
sponsibility) A c t  No. 3 o f  2003, the originally envis- 
aged med ium te rm 2006 - 2009, GDP growth  was esti- 
mated to be around 7.4 per  cent in 2006 and 8.0 per 
cent by 2008, based o n  regionally diversif ied produc- 
t ion and increased employment, supported with stable 
macro economic conditions. 

sector, i t  was envisaged to diversify export earnings 
f r o m  t rade  a n d  services a n d  i m p r o v e  overseas 
employment and foreign investnients, in order to create 
a surplus in the Balance o f  Payments (BOP) to build 
external reserves to a level in excess o f  3 months of 
imports. Fiscal adjustments were targeted at improving 
revenue and rationalizing recurrent expenditure aiming 
a revenue surplus o f  0.7 pe r  cent by 2008. The overall 
deficit target was 7.9 per cent in 2006, and  this is to be 
reduced to  6.0 per  cent by 2008. 

Table 1 
2006-2009 M e d i u m  Term Macro Fiscal Framework 

(as per Fiscal Management Report - 2007) 

Projections** 

2007 2008 2009 

GDP at Market prius*** (Rs. Bn) 2,780 3,242 3:746 a n i  

2006* Indicator 

GDP Growth I%)  7.6 7.5 8.0 8.3 
Inflation-GDP deflator ( %) 9.4 8.5 7.0 6.n 
Total Investments 30.0 32.0 37 5 33.0 

Private Investments 23.4 23.5 73.9 
Public Investments 6.6 8.5 8,6 8.0 

Domestic Savings 17.3 19.2 30 3 21 .n 
National Savings 25.0 27.3 38.9 79.5 
Exnorts IUS$ Mil l ion) 6,923 7,645 8.478 9.361 
Imports (US$ Mil l ion) 10,601 11,837 13,037 14 457 
Services (US$ Million)(net) 334 409 532 676 
Worker Remittances (US$ Mi l l ion) 2,311 2,668 3,114 3.461 
Current AccountlUSS Mi l l ion) -1,448 -1,538 1.41 3 1.565 
Current Account Deficit -5.4 -5.2 -4.3 -4.3 

Gross Official Reserves(US$ Mi l l ion) 2,454 2,719 3,104 3.577 

Rcvcnue (Deficit/Surplus) -2.4 0.1 0.7 2.0 

Overall Balance (US$ Mi l l ion) 150 270 438 571 

Revenue 17.4 18.5 18.8 19.0 
Expenditure 25.3 23.7 24.8 24.0 

Overall Budgct Deficit**** -7.9 - 7.2 -6.0 -5.0 
Government Debt 91.5 86.5 82.3 77.6 
Reserve Money (%) 17.8 17.6 16.5 15.8 
Broad Money Supply (%) 17.8 17.6 16.5 15.8 
Growth in Credit to Private Sector 16.8 18.6 3 7.7 16.0 

*Based on the j r s t  7-9 months performance 

**Based on macro Economic Assumptions 
“““GDP ratios were based on G D P  market prices computed by the Central Bank of Sri Lanka 
*“*“Excluding~llyfreignfunded key deoeloyment projects of State Enterprises and Tsunami related 
Source; Department of Fiscal Policy 
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the resultant fueI subsidy created a substantial negative 
impact o n  the Government Budget. The consequent 
pr ice increases of pet ro leum byproducts  such as 
ferti l izer aggravated this position. On top o f  these 
negative factors, the counby had  to also manage the 
spil l over effects of the post Tsunanu recovery challenges 
mainly having to complete infrastructure activities, that 
faced funding shortfalls created by certain donors. 
Begining f r o m  the year 2006 also witnessed a surge in 
terrorist related disturbances demanding more funds 
t o  h e i g h t e n  p u b l i c  secu r i t y  a n d  h u m a n i t a r i a n  
assistance to displaced people. Security concerns also 
created a nega t i ve  i m p a c t  p a r t i c u l a r l y  o n  the  
performance of the tourism and fisheries sectors. The 
cost o f  living considerations demanded to grant tax 
concessions for essential items includrng food, gas and 
fuel. 

The apparel industry which is one of country’s ma in  
foreign exchange earners conisnued to  face stiff global 
competition in the backdrop of tlie non  quota era creating 
a less than expected g rowth  in this sector. Moreover, 
the entire industr ial sector g rowth  was also affected 
due to lugh o i l  prices and tl ie consequent increases in 
electricity, transportation costs etc. On the other hand, 
high international prices o f  o i l  and other essentiaI 
coinniodities such as wheat f lour and LP gas, coupled 
with demand pressures f ro in  higher earnings arising 
f rom increased salaries and  pensions, expanded bank 
credit to the private sector and increased employment 
opportunities created in the backdrop of tl ie sustained 
growth momentum experienced f rom 2005, has led to a 
build up of i n f l a t i onaq  pressures in the economy. The 
t ightening o f  f inancial policies l e d  to  higher than 
expected interest rates for year 2007. 

A notable improvement in the area of national security 
was  experienced since 2007. The ent i re  Eastern 
Province was liberated f rom the grips of terror. Terrorist 
related inc idents  in the rest o f  the country  were 
substant ia l ly  reduced.  These achievements also 
demanded resources to meet wages and other needs of 
strengthened security forces, expenditure associated 
with replenishment and procurement of security related 
equipment. Greater emphasis was also given to provide 
assistance to  Internally Displaced Persons in affected 
areas. Th is  entailed providrng shelter, food and medical 
needs to  such persons a n d  also d e v e l o p i n g  
infrastructure to  create economic activities in order to 
normalize such areas. 

Further, the more than expected expenditure on salaries 
on  account of n e w  recruitments made to strengthen the 
public sector specially in the areas of education and 
health, the cost of increase in salaries due to  the 
correction of anomalies, the addiisonal expenditure 
incurred o n  account of pensions as a result of pensions 
being calculated on  the basis 1997 revised salary scales, 
increases in operational expenditure stemming f r o m  
increased fuel and  electricity prices and the impact of 
the fertrlizer subsidy that was extended to targeted 
segments such as paddy  and smail-holder plantation 
sectors, also r e s u l t e d  in m o r e  t h a n  p ro jec ted  
expenditure for these items. The high interest rates khat 
prevailed in the domestic markets also had an adverse 
impact on Government debt service payments. In this 
background. Government recurrent expenditure which 
was expected to be 16.7 per cent o f  GDP in 2007 is l ikely 
to increase to  around 17.6 per  cent o f  GDP. 

Many  measures wh ich  were taken during 2005 - 2007 
to augment and sustain Government revenue such as 
improved polic)., administrative and legal measures 
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also pa id dividends. The tax revenue/GDP ratio wh ich  
was 13.9 per cent in 2004 registered 14.6 per cent in 
2006 and the provisional data available suggest that it 
w o u l d  be around 15.1 per cent in 2007. The overall 
revenue is expected to  be around 17  per cent of GDP in 
2007, wh ich  is in l ine with the target. A noteworthy 
development is the increase in the income tax/GDP 
ratio f r o m  1.9 in 2004 to 2.8 in 2006, wh ich  is l ikely to 
increase to around 3.2 in 2007. 

Concerted efforts u ere made to take charge of escalating 
prices of essential conimodities to ease the cost of living. 
The sharp increase in global commodity prices and the 
effect of a l l  t ime high o i l  prices on transportation etc. 
have resulted in high consumer goods prices, somewhat 
negating Government endeavors to  bring d o w n  the 
prices through duty concessions on essenhal items and 
a strengthened distribution network bo th  at wholesale 
and retai l  levels. A general shortfall in agricultural 
product ion was also witnessed during this period. 
There was an 11.2 per cent decline in the total extent of 
harvested land in relation to paddy. A further drop in 
paddy  production also occurred due to vagaries o f  
weather. There was  also a p r o d u c t i o n  d r o p  o f  
subsidiary food crops such as chilli, cowpea, soya bean, 

due to crop failures. The tea production also recorded a 
notable dec l ine a t t r i bu tab le  t o  w o r k  stoppages 
stemming f r o m  wage related disputes and the Impact 
of unfavorable whether conditions. The growth in credit 
to the private sector was around 21 per cent which was 
higher than the originally expected level of 18 per cent 
and a l l  these factors have contributed towards higher 
inflationary pressures. 

In this backdrop, the annual average of Colombo 
Consumer Price Index (CCPI), w h i c h  was around 13.7 
per cent in 2006, is expected to be around 16 per cent in 
2007. However the GDP deflator that measures general 
price movements o n  a broader base, which was 10.3 
per cent in 2006, i s  expected to be around 12.9 per cent 
in 2007‘. 

Amidst  the above challenges, the Sri t ankan  econoniy 
is projected to expand further by 6.7 per cent in 2007, 
supported by its high resilience. The services and  
industry sectors are projected to g row by  7.5 and 7.1 
per cent respectively whi le  the agriculture sector i s  
expected to record a moderate growth of around 3.3 per 
cent. 

F 

I The CCPI index, the base year ok which i s  1952 has a heavj7 weight on kerosene, wheat flour, cigarettes aid liquor. The 
pnce changes of these i tems contributed towards an ii icreaw of around 18 per cent to the overdl prices. (A comparison 
between 2006 & 2007 August. 
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The external sector g rowth  momentum has conhnued 
in 2007, despite intense global coinpehtron faced b y  
major industrial exports, the less t h a n  expected growth 
ln the tourism sector and a h g h e r  1rnpoi-t bdl o n  account 
of high oi l  and commodity prices. Increased foreign 
direct in\ estrneiits and worker remftaiices have helped 
to mt igate these negahve factors. Durrng the first eigh t 
months of 2007, worker remttances have increased by 
17 per cent in coniparison with the same period last 
year and foreign direct investments have realued US$ 
259 mill ion, also regstermg a n  increase. Exports have 
recorded a substanhal increase o f  about 13 per cent as 
opposed to  the same pe r iod  last year, where no l i  
traditional exports such as fruits, vegetables and gems 
reco rded  a n  increase o f  a r o u n d  11 p e r  cent  in 
compailson to the same period last year. The trade deficit 
has narrowed d o w n  to US$l,5Sl million f rom GS$1,793 
m i l l i on  in 2006, due to the export growth experienced 
in 2007 

Tlre value of imports in 2007 is expected to increase by 
US$1,227 m i l l i on  main ly  due to  the higher impor t  bill 
on petroleum, fertdizer and other esseiitial conimodities 
such as wheat flour, milk powder, dhal  and LP Gas. 
Due  to combined effects of increased export earnings 
by US$6S8 mill ion, increase in inward  remittances by 
US$402 mi l l ion and Foreign Direct investments by US$ 

100 million, along with the expected increased earnlngs 
f r o m  tourism, the overall Balance of Payments in 2007 
could be managed in a surplus position of around US$ 
450 mil l ion. 

There was continued pressure o n  the exchange rate 
resulting in a further depreciation of the Sri Lankan 
Rupee with major currencies o f  the w o r l d  due to the 
continued trade deficit. ‘ R e  depreciation of the SL 
Rupee against the U S  dollar, during the first 7 months 
of 2007, was around 3.5 per cent. Despite higher impor t  
expenditure, i t  caused a posit ive impact on export 
earnings, also creating an impetus on  the export growth. 

Iii the  b a c k g r o u n d  o f  s u c h  unforeseeable a n d  
unfavorable developments, the Government had  to 
resort to bank borrowings in 2007 which is around 0 .S 
pe r  cent  o f  GDP, Bank b o r r o w i n g s  registered a 
continued decline f rom 2.1 per  cent in 2004 to 1 . 3  per 
cent in 2006. 

What is encouraging to note is  that the Debt/GDP ratio 
which was over 7 03 per cent in 2004 declined to 93 per 
cent in 2006, and provisional data for 2007 indicates a 
further decline to around 90 per cent, by the end of 
2007. 
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Table 2 
Macro Economic Posit ion Summary 

( I n  U S  Dollar m i l l i o n  unless otherwise indicated) 

2007 2007 
Revised 

Projections Projections 
2006 Budget 

Domestic econoinv 
Real GDP growth (per cent) 7.7 7.5 6.7 
Inflation (GDP Deflator) 10.3 8.5 12.9 
National savings (per cent of GDP) 23.4 27.3 23.7 
Gross investment (per cent of GDP) 28.7 32.0 29.5 

Fiscal position 
Revenue (per cent of GDP) 16.3 16.8 17.1 
Expenditure (per cent of GDP) 23.7 23.3 23.4 
Overall deficit (per cent o GDP) * 7.3 6.6 6.3 

Total Govcrnmcnt debt (per cent of GDP) 93.0 86.5 90.0 

External economy 
Exports 6,883 7,615 7,570 
Imnorts 10.253 11.837 11.485 

Capital and financial account balance 1,517 1,599 1,807 
Of which, direct investment 451 600 551 
Gross official reserves (including ACU balances) 2,837 2,734 2,821 
(in months of prospective imports) 3.0 2.8 2.9 

External debt (in per cent of GDP) 40.4 39.0 40.1 

Monetary variables 
Broad money growth (annual per cent change) 17.8 17.6 19.0 
Credit to the nrivate sector 24.0 18.6 22.0 

SotircesMinisty ofFirzance G. Central Bank ofSri Lanka 
*Excltrding Post Tsunami expenditure 

In the light o f  multifaceted challenges, the Government 
further strengthened pol icy initiatives to address areas 
of concern. As such, the monetary policy was tightened 
with increased policy rates and open market operations. 
Duty concessions were granted o n  certain essential 
commodities as a device to reduce prices through easing 
supply restrictions. 

Commercial bank credit for imports continued to be 
subject t o  deposit margins and mandatory deposit 
marg ins o n  n o n  p r i o r i t y  i m p o r t s  with a v i e w  to  
influence the trend o f  imports. N o n  Residents were 
a l l o w e d  t o  i n v e s t  in Treasury  Bonds  a n d  tax  
concessions were extended to Sri Lankan professionals 
earning abroad, to promote greater foreign currency 
inflows. 

In keeping with the removal o f  subsidies in 2005- 2007, 
LP Gas, wheat flour, pet ro l  and  diesel prices were 
permitted to be decided based o n  market conditions, 
subject t o  regulatory surveillances. However, a l imited 
subsidy was introduced for kerosene in the interest of 
the most vulnerable groups in the society, benefit ing 
over 650,000 such families. The ferti l izer subsidy was 
continued to be confined to smallholder agriculture. 

Expenditure rat ional izat ion was further improved  
through identi f ied curtailments in the provision o f  
budge ta ry  allocations. Expend i tu re  s t reaml in ing 
process was continued through sectoral budgeting, 
thereby min imiz ing duplication. The fuel allowance 
permitted to publ ic servants was maintained at same 
threshold, in spite o f  several increases in the domestic 
fue l  prices. Further, the ceil ing imposed o n  the Cost of 
Living Allowance also continued to  be operative. 
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2007 - 2010 Medium Term Economic 
Framework 

Considering the actual performance and the emerging 
trends of the economy as of September 2007, the global 
economic conditions and  the priorit ies in terms of 
Mahinda Chinthana: A Vision for a N e w  Sr i  Lanka -10 
Year Hor i zon  Development Framework 2006 -2016, 
the revised posit ion of 2007 - 2010 M e d i u m  Term 
Macro Economic Framework i s  as follows: 

Table 3 
Revised M e d i u m  T e r m  Macro Fiscal Framework (2007-2010) 

Indicator 2006 Projections** 

2007* 2008 2009 2010 
GDP- Market Prices Rs. Bn. *** 2,924 3,548 4,176 4,903 5,772 
GDP Growth (%) 7.7 6.7 7.5 8.2 8.5 
Inflation-GDP deflator (%) 10.3 12.9 9.5 8.5 7.0 
Total Investments/GDP% 28.7 29.5 31.0 32.5 33.0 

Private Investments/GDP% 22.6 22.3 23.0 24.2 24.7 
Public lnvestments/GDP% 6.0 7.2 8.0 8.3 8.3 

Domestic Savings/ GDP %) 17.1 17.2 18.7 21.2 22.4 
National Savings/GDP% 23.4 23.7 26.1 28.6 29.9 

Imports (US$ Mill ion) 10,253 11,485 12,813 13,879 15,043 
Services (US$ Million)(net) 237 182 246 278 314 
Worker Remittances (US$ Mn) 2,326 2,726 3,137 3,492 3,885 
Current Account(US$ Mill ion) -1,334 -1,357 -1,477 -1,552 -1,585 
Current Account Deficit -4.9 -4.3 -4.1 -3.8 -3.4 
Overall Balance (US$ Mill ion) 204 450 301 349 403 
Gross Official Reserves (US$ Mn) 2,837 3,282 3,510 3,762 4,129 
Revenue/GDP!X 16.3 17.1 18.0 18.5 19.0 
Expenditure/GDP% 23.7 23.4 24.0 24.0 23.9 
Revenue (Deficit/Surplus)/ GDP% -2.4 -0.7 0.8 1.7 2.3 
Overall Budget Deficit/ GDP% **** 7.3 6.3 6.0 5.5 4.9 
Government Dcbt/GDP% 93.0 90.0 88.0 85.0 82.0 
Reserve Monev (%) 21.2 15.0 15.0 15.0 14.5 
Broad Monev Supulv (%) 17.8 19.0 16.5 16.0 15.0 
Growth in Credit to Private Sector [%) 24.0 22.0 19.1 17.0 15.3 
Source ; Departmetif of Fiscnl Policy 
*Based oti the f i rst 7-9 ttroriths perforinatice 
**Bmed o n  Macro Economic Assirtizptioris 
***GDP ratios zoere based on GDP tizarket prices corripirted by the Departitrent of Census ti 

Exports (US$ Mi l l ion) 6,883 7,570 8,351 9,189 10,108 

Sfatistics sirice cotiiputotiorr ofriatiotinl account are now tirider taken by the 
Departinetit of Census & Statistics 

*“**Ewclridingfrill!!foreisii j%rtded key deuelopntent projects of State Enterprises and Tsutiaini related 
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M e d i u m  Term Strategic Priorities in 
Fiscal Policy 

e 

e 

e 

e 

e 

e 

e 

Raise revenue buoyancy further to  reach an  
overall revenue GDP ratio of around 19 per cent 
by 2009. 

Contain the g rowth  o f  recurrent expenditure to 
GDP ratio that w o u l d  generate a surplus in the 
revenue account. 

Improve the quali ty of operational expenditure 
of the Government through improved  cadre 
management, procurement and treasury control 
systems. 

Channel funds to  pr ior i ty  areas with emphasis 
o n  urgent infrastructure development to connect 
regions to  reduce reg ional  disparit ies with 
specific consideration to the needs of liberated 
areas. 

Broad-base the h u m a n  resource development to 
ensure a productive labour force. 

Livelihood development to empower the poor and 
extend social protection to the needy including 
the Internally Displaced Persons, the vulnerable 
and the differently abled. 

Maintain fiscal transparency and accountability 
through an  effective governance mechanism. 

Develop inst i tut ional capabilities to conduct 
m e d i u m  t e r m  budge t ing  based o n  a sector 
approach and performance. 

Contain the g rowth  of public debt through fiscal 
consolidation and  improve the management of 
the debt portfolio. 

Conso l i da te  p u b l i c  secu r i t y  w h i c h  i s  t he  
paramount responsibility of the state towards the 
public. 

Key Fiscal Measures for Overall Fiscal 
Policy Implementation 

18 

Institutional and  human capacity building of the 
revenue agencies to  augmen t  Government  
revenue. 

B roaden  t h e  tax  base, m o d e r n i z e  the  tax 
administration and  further strengthen the legal 
and regulatory framework, to contain tax evasion 
and avoidance. 

Assert pressure o n  state owned enterprises to 
improve their performance to be able to operate 
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as commercially viable entities without becoming 
a burden to the national Budget. 

Rationalize expenditure through a medium term 
sectoral budgeting approach to  ensure efficient 
allocation and  productive use of public funds. 

P r o m o t e  p r i v a t e  p u b l i c  pa r tne rsh ips  in 
development. 

Continue support to SMEs and micro enterprises 
to promote gainful employment. 

Extend income suppor t  targeting the needy 
including the Internal ly Displaced Persons, the 
vulnerable and the differently abled. 

Ensure that Government’s borrowing program 
would have a proper nux of foreign and domestic 
debt to minimize cost of funds and facilitate debt 
sustainability. 

C o n t i n u e  t o  i m p r o v e  G o v e r n m e n t  cash 
management operations. 

Ensure effective ut i l izat ion of foreign a id  and 
rationalization of programs to maximize effective 
use o f  foreign assistance. 

M e d i u m  Term Fiscal Targets and Expected 
Outcomes 

The th rus t  o f  the ove ra l l  f iscal strategy i s  f iscal 
consolidation and  debt  reduction whi le  promot ing 
economic development. Medium-term fiscal targets 
include sustaining a revenue effort of 19 per cent of 
GDP in excess o f  current expenditure to generate a 
revenue surplus, limit expenditure at around 24 per 
cent whi le  containing the budget deficit to around 5 
per cent by 2009 with a significant up-scaling of publ ic 
investments a n d  qua l i t y  improvements in pub l i c  
s p e n d i n g  within the  m e d i u m  term.  U n d e r  the 
accelerated pub l i c  investment  program, essential 
infrastructure projects are expected to  be funded 
through long-term foreign financing, to be undertaken 
on turnkey/ joint venture basis. Due consideration will 
be given to  emerging trends in fiscal indicators whi le  
moni tor ing risks to  ensure fiscal consolidation. 

With the expected high g rowth  in GDP in the med ium 
term, coupled with the envisaged reduction o f  the 
budget deficit as shown in the med ium term macro 
framework, the Debt  /GDP ratio is expected to decline 
to  around 85 per  cent in 2009. 

The Fiscal Management (Responsibility) A c t  No. 3 of 
2003 envisages a reduction o f  Government debt to 
prudent levels, by ensuring that the budget deficit as at  
end 2006 wou ld  n o t  exceed five per cent of the estimated 



Table 4 
M e d i u m  T e r m  Macro Fiscal Framework 2007-2010 (as a percentage of GDP) 

Projections 
Indicator 

2006 2007 2008 2009 2010 

Revenue 16.3 17.1 18.0 18.5 19.0 
Tax Revenue 14.6 15.3 16.1 16.8 17.3 

VAT 5.6 5.7 6.1 6.5 6.9 
Income Tax 2.8 3.2 3.4 3.7 3.9 

Excise Tax 3.2 3.1 3.1 3.0 2.9 
Impor t  Duty 1.8 2.1 2.1 2.1 2.1 
Other 1.2 1.2 1.5 1.5 1.6 

N o n  Tax Revenue 1.7 1.8 1.8 1.7 1.7 
Expenditure 23.7 23.4 24.0 24.0 23.9 

Current Expenditure 18.7 17.8 17.2 16.9 16.5 
Rev-s) -2.4 -0.7 0.8 1.7 2.5 . .  
B-clt * 7.3 6.3 6.0 5.5 4.9 . .  

** 8.0 7.2 7.3 6.6 5.8 
Government D e b t  93.0 90.0 88.0 85.0 82.0 

Soiirce : Depnrtirzent of Fiscnl Policy 
*Excluding fully foreign funded developinerif projects of State Eli terprrses nird Tsiinnnir relnted eiperidrture 
** lnclzidingfi i l ly foreign funded developiirent projects of Stnfe Enterprises niid Tszinnriii related expendrttire 

GDP to be maintained thereafter. The Act  also envisages 
that at the end of the financial year commencing January 
2006, the total liabilities o f  the Government (including 
external debt at the current exchange rates), w o u l d  n o t  
exceed 85 per cent o f  GDP for the financial year, whi le  
n o t i n g  tha t  the Governmen t  m a y  in exceptional 
circumstances with the approval of Parliament granted 
by way  of a resolution, depart f rom these requirements, 
for a specified period. 

The Government’s medium-term fiscal policy strategy 
spelt ou t  in Fiscal Management Report - 2005, issued 
under  Section 4 of the Fiscal Management (Responsi- 
bility) Ac t  3 of 2003, having made an  analysis, informed 
Parliament that the aforesaid targets pertaining to 2006 
were unrealistic and hence would be able to be achieved 
only after 2008. Thereafter, through the Fiscal Manage- 
men t  Report - 2007, the Parliament was appraised that 
this position is confirmed. 

This Report issued under Section 4 of the Fiscal Man-  
agement (Responsibility) Act No. 3 of 2003, also con- 
f irms this position as setout in Table 3. 
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BUDGET, ECONOMIC AND FISCAL POSITION 
REPORT = 2008 
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AN OVERVIEW OF T H E  ECONOMY 
(JAKUARY - SEPTEMBER 2007) 

A Sustained Economic Growth Despite 
M a n y  Challenges 

The economy registered an  impressive growth of 7.7 
per cent in 2006. Continuing with the growth trend, the 
economy grew around 6.6 per cent in the first three 
quarters o f  2007, with a l l  sectors o f  the economy 
demonstrating a positive g rowth  momentum. In 2007 
as a whole, the economy is expected to register a 6.7 per 
cent growth. 

This demonstrates the strong resilience of the Sri Lankan 
economy, performing amidst continuously adjusting 
to  increasing o i l  and commodity prices, demanding 
security concerns and volati le w o r l d  economic and 
financial environment. 

Agr icu l tura l  Sector Records a Moderated G r o w t h  of 
A r o u n d  3.3 per cent 

In the sub sectors, rubber production increased by 8 per 
cent, and recorded a price increase of around 11 per 
cent over 2006. Supply  shortages in international 
markets and  the high domestic demand  were the 
contributory factors. Coconut production increased by 
9 per cent over 2006, whi le  also fetching high prices. 
On the contrary, the tea production declined by about 
12 per cent, main ly  due to estate labour unrest as we l l  
as adverse weather conditions that prevailed in early 
2007. 

The paddy production in Maha 2006/ 2007, recorded a 
decline of around 7 per cent against the bumper harvest 
that was witnessed in Maha 2005/ 2006. End 2006 
floods and the drop in the extent cultivated have resulted 
in this decline in production. However, a noteworthy 
development i s  the shif t  in the consumption pattern 
f r o m  wheat f lour to rice. The average month ly  wheat 
f lour  consumption has been reduced f r o m  60,000 MT 
in 2006 to around 52,000 MT in 2007. 

The product ion of mos t  of subsidiary food crops, 
vegetables and fruits registered an  increase. Food crops 
such as maize, green gram, potatoes, big onion and 
ginger recorded increases in 2006/ 2007 Maha season 
whi le  the vegetable and f ru i t  production has increased 
the Vegetable and fruit exports have also g rown  by 20 
per  cent in 2007 ref lect ing a sh i f t  f r o m  t rad i t ional  
agricultural exports. 

Fresh milk production is expected to increase to around 
200 m i l l i on  litres in 2007 f r o m  196 m i l l i on  lit in 2006, 
responding t o  the m a n y  in i t ia t ives taken by the 
Government in 2005-2006 to expand the dairy industry 
in the country. This has in a l imi ted context, acted as a 

buffer against increasing international milk powder 
prices, while also contributing t o  Government’s efforts 
to move towards natural liquid milk consumption. The 
farm-gate price o f  local liquid milk has been increased 
f rom Rs. 15 -17 per l i ter t o  Rs 20 -22 per litre, in order to 
encourage local milk production. Beef and M u t t o n  
production increased by 2 and  3 per cent respectively 
during the first half  of 2007 compared to  same period 
in 2006, w h i l e  the  p o r k  p r o d u c t i o n  d r o p p e d  
s i g n i f i c a n t l y  p r e s u m a b l y  r e f l e c t i n g  h e a l t h  
considerations. Further, poul t ry  production increased 
by about 3.4 per cent whi le  the eggs production at  457 
mi l l ion recorded a 1.5 per cent increase during the first 
half  of 2007. 

Reaping benefits f r o m  improvements made to fishery 
harbours and through the provision o f  fishery gear in 
the post Tsunami reconstruction efforts, fish production 
marked a notable increase of around 18 per cent by 
September 2007. 

Improved security conditions that enabled the removal 
o f  retractions o n  fishing in the northern and eastern 
parts, also appear to be a contributory factor towards 
this improvement. 

Indust ry  Sector Remained Resil ient 

Withstanding the stiff competit ion in the post M F A  
environment, the apparel industry has expanded by 6 
per cent over the same per iod last year. The initiatives 
taken under  GSP+ scheme has enabled increased 
exports to the European U n i o n  countries wh i l e  Sri  
Lankan apparels have consolidated the acceptability 
in n i c h e  marke ts .  I n v e s t m e n t s  in high cal iber  
management, processing and  technology have helped 
the industry improve qualitative standards, t o  be able 
to withstand global competition. 

The output  of food, beverages and tobacco products 
has recorded an increase o f  around 6.4 per cent despite 
there being a decline in consumption of l iquor and 
tobacco products ,  o w i n g  t o  Governmen t  p o l i c y  
initiatives taken to  discourage the consumption of such 
products, addressing socio- re l ig ious a n d  hea l th  
considerations. 

Increased in ternat ional  demand  a n d  the impetus 
created in the loca l  ty re manu fac tu r ing  i ndus t r y  
through revisions in the i m p o r t  duty structure, has 
contributed to a g rowth  o f  around 8 per cent in rubber 
based products. Plastic and  PVC products have also 
recorded a g r o w t h  benefi t ing f r o m  the expanding 
construction industry in the country. 

The cement industry has recorded a substantial growth 
of 13 per cent reflecting the boost in the construction 
and infrastructure activities o f  the country. The gem, 
diamond and  jewellery industry has also recorded a 
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growth. This is attributable to the many measures taken 
by  the Government during 2005-2006 to promote the 
sector. 

The construction sector grew by 8.8 per  cent reflecting 
Government init iatives to improve infrastructure and 
p r i v a t e  sector i n i t i a t i v e s  with emphasis  o n  
condominium and  private housing projects. 

A Buoyant Service Sector 

The growth of around 16 per cent in the transshipment 
TEUs and around 5 per cent in other cargo brought 
about an  overall g rowth  of 9.6 per cent in the cargo 
handling, warehouse and  storage sub sector. The 
infrastructure improvements made to  the berth, ya rd  
and handling facilities has improved the efficiency of 
po r t  operations. 

The telecommunication sector registered a continued 
growth in 2007. The subscriber levels of cellular phones 
and fixed access phones grew by 51 per cent and 47 per 
cent respectively whi le  internet and  email  subscriber 
levels also grew by 19 per cent. The telephone density 
(telephones per 100 persons) increased f rom 29.1 in mid 
2006 to 43.1 by mid 2007. 

Enhancing essential service deliveries to the public, 
improvements were witnessed in the rai lway and bus 
transportation, with 25 rai lway carriages and 1015 new 
buses being added to the existing fleet. In addition, over 
100 more buses w o u l d  be added to the fleet, having 
used the n e w  engine k i ts  w h i c h  have been imported. 

Reflect ing the con t inued  expansion in economic 
activities covering regions, the branch network of 
commercial banks expanded with the opening of new 
branches and commissioning of n e w  Automated Teller 
Machines. As such, the total number of Bank branches 
increased f rom 3,516 in 2006 to 3,569 by June 2007 with 
most banks offering interconnected branch network 
services and other facilities such as hol iday banking. 

Other services sectors with notable private initiations 
also further expanded during the year. The number of 
private sector hospitals stood at  210 with increased 
modern medical and laboratory facilities being offered 
to the public. 

The post office network, inclusive of Agency Post Offices 
expanded further, init iatives were taken to use the 
postal network to reach masses with banking products. 

Table 1 
Selected Indicators of Service Sector Expansion 

End June 

2004 2005 2006 2006 2007 
Port Services 

Fixed Access Tclephones(nos 000) 860 954 1,188 1,510 2,216 
Cellular Telephones (nos 000) 2,211 3,362 5,412 4,284 6,450 

Internet and E-mail (000) 93 115 130 126 150 
Wireless Phones (nos 000) 131 290 708 439 944 

Health Sector 
Private Hospitals 174 190 195 190 210 
Public Hospitals 598 606 606 604 619 

Bank Branches & Othcr Outlets 2,946 3,504 3,516 3,140 3,569 
Credit Cards Issued 507591 , 637326 , 81 1.28 9 a . 5 1 3  8 28.982 

Financial Sector 

Sources : Telecoininunicatiori Regrtlntory C ~ I I I I I J I S S I ~ I ~ ,  S n  Lnnkn Ports Atr thonfy, 
Mitiistry of Health, Cerrtrnl Bank ofSrz Lnnla 
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However, the less than expected g rowth  shown in the 
hote l  and  restaurant sub sector, attributable to  the 
decline in tourist arrivals and the Slower growth in 
impor t  trade, experienced specially in the first half of 
2007, had an adverse impact on the service sector. 

Unemployment Continues to  Decline 

Continuous Decl ine of the  Debt  Ratios 

Reflecting a downward  trend, the debt stock which 
stood at  105.9 per cent in 2004,105.6 per cent in 2005 as 
a percentage o f  GDP, decreased to  93 per cent in the 
year 2006. A further decrease to around 90 per cent is 
expected by the end of 2007. 

Demonstrat ing a continuous dec l in ing trend, the 
unemployment rate which was 7.7 in 2005 and 6.5 in 
2006, recorded the lowest level of 6.2 in the first quarter 
of 2007. 

This is attributable to the healthy g rowth  especially in 
the industrial and services sector and  the recruitments 
in the public sector i n te r  alia to strengthen the public 
sector delivery mechanism. 

Table 3 
Outstanding Publ ic  D e b t  as at August  -2007 

I t em Rs B n  
Total Domestic Deb t  1,658 

Domestic Currency Domestic Debt 1,481 
Foreign Currency Domestic Debt 177 

Total Foreign Debt 1,277 
Total Debt  2,935 
Source: Depnrfvleiif of Fiscnl Policy 

Table 2 
Trends in Unemployment  Trade and Current Account D e f i c i t  

Item 2005 2006 2007 
Q1 Projected 

Labour Force '000 8,141 7,599 7,471 7,500 
Enxployed '000 7,518 7,105 7,008 7,028 
Unemployed'000 623 493 462 472 
Unemployment Rate 7.7 6.5 6.2 6.3 
Sources: Deynrtrrient of Census nnd Stntistics 
Cetitrnl Bniik o j S r i  Lnrtkn 

Inf lat ion Remaines a Concern 

Inf la t ion rose due to  demand pressures that were 
t r iggered by increased p u b l i c  sector wages, the 
increased minimum wage structure, excessive credit 
granted to the private sector and the rise in investments. 
High f u e l  a n d  c o m m o d i t y  pr ices at t r ibutable to  
international market conditions and the exchange rate 
impact resulted in pushing up domestic prices. This 
situation was aggravated by supply side constraints 
due to crop failures result ing f rom extreme weather 
conditions. 

In the early pa r t  o f  the year, the grant ing of duty 
exemptions were used as a mechanism to stabilize 
prices of certain essential food items such as B onion, 
red onion, chilli, potato, dhal, canned fish, green gram 
and gram. Wi th the passage of Special Commodity Levy 
Act, an  effective mechanism to determine a composite 
duty rate in place o f  the several taxes and duties 
applicable, in relat ion to essential commodities was 
introduced in October 2007 in order to  be able to  
influence such commodi ty  prices and  reduce the Cost 
of Living. The resulting revenue loss has f rom duty and 
tax concessions are estimated to be around Rs.12 billion. 

During the first eight months of 2007, exports increased 
by 12 per cent whi le  imports grew by 4 per cent, with a 
higher g rowth  in intermediate and investment goods. 
D u e  t o  c o n t i n u i n g  high g loba l  o i l  prices, w h i c h  
recorded the highest ever price of US$92/bbl in October 
2007, petroleum impor t  costs is l ikely to increase by 
around 15 per cent in 2007. The additional i n f l ow  of 
funds in the f o r m  o f  higher service receipts and worker 
remittances reduced its impact on the current account 
despite the trade deficit w idening to US $2,121 mill ion. 
Worker remittances increased by US $255 m i l l i on  in 
the first eight months of 2007. The current account 
recorded a deficit of U S  $541  by mid 2007. However, 
this position is expected to  improve with the expected 
recovery of the tourism industry. 

The current account deficit was financed through net  
inf lows in the capital and  financial accounts. Gross 
inflows to Government improved recording US$l,OOS 
mi l l i on  during the first three quarters o f  2007, part ly 
due to the mobil izat ion o f  US$337 m i l l i on  through the 
issuance of 5 per cent o f  total outstanding Treasury 
Bonds to n o n  residents. Teleconununication, insurance 
and banking attracted notable foreign investments thus 
improv ing the portfolio investments to US$248 mi l l ion 
in 2007 as against US$146 m i l l i on  in 2006. The overall 
Balance o f  Payments (BOP) recorded a surplus of 
around US $192 m i l l i on  during the first six months of 
2007. 

The gross official reserves stood at US $3,100 m i l l i on  
as at end August  2007 and were sufficient to finance 
around 3 months of imports. The level of total foreign 
reserves as o f  this date stood at  U S  $4,506 mil l ion. 
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A Tightened Monetary Policy Stance 

Tightened monetary pol icy stance adopted f r o m  end 
2004 was further f irmed in 2007 to  curtai l  high g rowth  
in monetary and credit aggregates and to contain rising 
inflationary pressures. The Central Bank further raised 
the policy interest rates by 50 basis points in February 
2007 in addit ion to the 300 basis po int  increase between 
2004 - 2006. 

Interest rates in al l  market segments rose in response to 
the tightened monetary policy measures. Consequently, 
the yield rates o n  Government borrowings also moved 
upwards. The Treasury bill yield rates increased in the 
range of 435- 513 basis points in the f irst 3 quarters of 
2007. 

A Sluggish Capital Market  

The record levels in the stock market  operations that 
was witnessed in January 2007, slowed d o w n  in the 
second quarter of the year 2007. 

Table 4 
Movements in the Capi ta l  Marke t  

December September 
2006 2007 

All Share price Index (1985=1000) 2,722 2,577 
Mi lanka Price lndex (31/12/98=1000) 3,712 3,508 
Market Turnover (Rs. Mi l l ion) 378 300 
Market Capltalimtion (Rs. Bn) 838 832 
Soirrce: Ctvfml Bank ofSri Lnnbn 

However, the Capital Market has registered an  upward  
movement f rom July 2007 and this trend i s  expected to 
continue. 

Fiscal Developments 
(January - September 2007) 

T h e  revenue  co l lected during t h i s  p e r i o d  as a 
percentage of GDP, is 11.5 per cent compared to 11.3 
per cent in the corresponding period of 2006. The total 
expenditure/GDP was 17.1 per cent compared to  17.0 
per cent in the corresponding per iod o f  2006. 

Reflecting greater emphasis placed by the Government 
o n  infrastructure, publ ic security, consolidation efforts 
associated with l i be ra ted  areas a n d  connected 
humanitarian expenditure coupled with the impact o f  
high interest rates and increased salaries and pensions, 
Government expenditure increased by 21 per cent. This 
i s  o n  account o f  26 p e r  cent  increase in p u b l i c  
i n v e s t m e n t  a n d  20 p e r  cent  g r o w t h  in c u r r e n t  
expenditure. 

During the f irst n ine months o f  2007, Ministries and 
Departments had  uti l ized 76 per cent of the provisions 
made for recurrent expenditure and around 45 per cent 
of the provisions made for capital expenditure. 

Revenue generated during the first nine months of 2007 
accounted for 68 per cent o f  budgeted figure for 2007. It 
is expected to improve revenue by further streamlining 
the administration and broadening the tax base, to reach 
the target of Rs. 600 bi l l ion by the end of the year, which 
is 17.1 per cent o f  GDP. 

The Provisional data for the f irst nine months indicate 
an  overa l l  Budget  def ic i t  o f  Rs 200 b i l l ion.  As a 
percentage of GDP, it is 5.6 per  cent that is the same 
level as in the corresponding per iod of 2006. It is 
expected that the fiscal deficit for the year 2007 wou ld  
b e  a r o u n d  7.2 p e r  cen t  o f  GDP. T h i s  i nc ludes  
expenditure o n  account of fully foreign funded projects. 

Reflecting the improved revenue performance and the 
slower g rowth  in recurrent expenditure, the deficit in 
the revenue account declined to  1.4 per cent of GDP 
f r o m  1.5 per cent in the corresponding period o f  2006. 

The gross project related foreign funding which stands 
at US$750 m i l l i on  in the first 9 months of 2007 is an  
improvement over US$697 m i l l i on  mobil ized during 
the corresponding period last year. A notable factor i s  
that the country was able to mobil ize funds for long 
overdue strategically more impor tant  infrastructure 
projects such as the Norochcholai Power Project and 
Colombo South Harbour Project, for wh ich  US$455 
mi l l ion and US$ 300 m i l l i on  was secured f rom Ex im 
Bank/ C h i n a  a n d  the A s i a n  Deve lopmen t  Bank 
respectively. 

The sharp and  continued volat i l i ty in interest rates 
exerted an  addit ional burden o n  Treasury operations. 
The cost o f  interest o n  public debt increased by 25 per 
cent during January to September 2007 compared to 
the same period in 2006. 

Budget Out-turn 
(January - September 2007) 

The revenue g rowth  witnessed in the first nine months 
of 2007 registered an overall revenue/GDP ratio of 11.5 
per cent. The current expenditure registered an increase 
of 20 per cent in the first three quarters of 2007 compared 
to the same period in 2006. 

However, w h a t  is notewor thy is that the recurrent 
expenditure as a percentage o f  GDP remained at  the 
same level as last year wh i l e  expenditure o n  public 
investment rose to 4.5 per cent o f  GDP as against 4.2 
per cent compared to the same per iod of 2006. 
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In the backdrop of these developments, the revenue 
account deficit decreased to  1.4 per cent of GDP during 
the period against 1.5 per cent recorded in the same 
period of 2006. 

As a t  e n d  September 2007, the  n e t  c red i t  t o  the 
Government f rom the banking system was 0.85 per cent 
of GDP compared to 0.89 per cent in 2006. This is in 
view of improved revenue and slower growth in current 
expenditure. During this period, the overall Budget 
deficit was 5.6 per cent of GDP. 

Government Revenue 
(January - September 2007) 

Government tax revenue increased by 21 per cent during 
the first n ine months of 2007, attributable to higher 
economic activities and  concerted efforts taken by the 
Government mainly to broaden the tax base and reduce 
tax avoidance and evasion through pol icy and legal 
measures. 

The improved tax administration complemented this 
effort. When this i s  combined with the 26 per cent growth 
in non-tax revenue, the total revenue increased by 21 
per cent during the period. 

Table 5 
Summary of the Budget (January - September) 

Rs. Mi l l ion.  
2006 2007 

Revenue 335,251 406,902 
Tax 302,841 366,014 

Income Tax 56,782 82,672 
V A T  115,857 13231 6 
Excise Tax 65,939 68,071 
Impor t  Duty 38,845 42,771 
P A L  14,753 19,077 
Other 10,665 20,907 

N o n  -Tax 32,410 40,888 
Expenditure 507,877 606,498 

Current 380,451 456,541 
Salaries 124,558 150,726 
Pensions 43,263 50,030 
Intcrcst Payincnts 111,424 133,171 
Samurdhi 7,135 6,950 
Fertilizer Subsidy 8,220 8,669 
Othcr 87,851 106,995 
5 123 888 156 544 

Other (4,274) (6,587) 
Revenue Account (45,200) (49,639) 
Overall Def ici t  (164,814) (199,596) 
Financing 164,814 199,596 

Grant 18,720 19,203 
Foreign Loans 17,939 51,397 
f i  128 155 128 996 

Asset Sales 

Revenue/GDP ((%I) 11.3 11.5 
Currant Expenditure/GDP ([YO) 13.0 12.9 
Public Investment/GDP (%I) 4.2 4.5 
Revenue deficit/  GDP ("h) -1.5 -1.4 
Overall defect/GDP ('YO) -5.6 -5.6 

Source: Deparfrrient of Fiscal Policy 
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A Variance Analysis of Government  Revenue ( January - September ) 

(Rs. Million.) 
Items 

2006 2007 Re as o n s 

Income Tax 56,782 82,672 The results of increased corporate and income tax rates, 
restrictions imposed o n  carry forward losses to 35 per 
cent effected in 2006 , the further reduction of ESC 
threshold f rom Rs. 40 mi l l ion  in 2006 to Rs. 30.million 
in 2007, changes made to bad  debt provisioning of 
Banking and Financial institutions, treatment of l i fe 
a n d  other insurances as separate businesses fo r  
taxa t ion  purposes  a long  w i t h  admin i s t ra t i on  
improvements done th rough the re fo rm process, 
resulted in an improved income tax collection. 

VAT 115,857 132,516 Further increase of the mark up o n  imports f rom 7per 
cent 2006 to  10 per cent in 2007, high international 
prices of many essential commodities, growth in the 
telecommuiiicatioii and financial sectors, restrictions 
o n  input credi t  and measures taken to  streamline 
re funds  a n d  i m p r o v e d  admin is t ra t ion  created a 
positive impact. However, reduced value of motor 
vehicle imports, removal of V A T  with the introduction 
of a consolidated tax o n  identif ied v i ta l  commodities, 
the slow d o w n  in the tourism sector, reduced liquor 
and  cigarette sales, h a d  a negative impact o n  the 
collection. 

Excise Tax 65,939 68,071 Slow down in cigarette sales and liquor producbon as 
a result of Government’s policy introduced through 
’Mntlzntn Tlfztn’ the nahonal d rug  and alcohol prevenhon 
in i t iat ive and the impact o f  the introduct ion of the 
National Alcohol and Tobacco Authonty Act, decrease 
in the value of motor vehicle imports, resulted in a 
slower growth in Excise Tax 

Import  Duty 38,845 42,771 Introduction of specific duties o n  certain commodities 
to avoid undervaluation and changes brought about 
to the Harmon ized System (HS) o f  ta r i f f  to  close 
loopholes in the tariff structure, resulted in improving 
the impor t  duty collection. Duty waivers given on  
cer ta in  essent ia l  commod i t i es  to  address pr ice  
escalations as a result of r is ing global prices of such 
items and possible evasions in relation to impor t  taxes 
had a negative impact. 

PAL 14,753 19,077 The collection enhanced due to rate increases from 2.5 
per cent to 3 per cent. 

Other 10,665 20,907 The 9 month  impact of the imposition of stamp duty 
enjoyed in 2007 as against the 3 month  impact, after its 
imposition in 2006 and the 70 % markup introduced 
o n  impor t  Cess caused an  increase. 

N o l i  tax 32,410 40,888 The impac t  o f  Cent ra l  Bank p r o f i t  transfers and  
increased profits and div idend from the State Banks, 
S r i  Lanka  Telecom, a n d  Te lecommunica t ion  
Regulatory Commission resulted in an increase of non  
tax revenue. 

Source: Depnrtrrzerft of Fiscal Policy 
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Buoyant Growth in Income Tax Revenue 

Corporate tax, personal tax, the Economic Service 
Charge and interest income w h i c h  constitute Income 
Taxes realized Rs. 82,672 m i l l i on  up to September 
2007 recording a significant g rowth  of 46 per cent 
during the first 9 months of 2007 compared to the 
corresponding period in 2006. 

ESC n o n  chargeabil i ty f o r  3 years f o l l o w i n g  the 
commencement o f  business was l i m i t e d  on ly  to  
manufacturing business. 

The  th resho ld  of r e l e v a n t  t u r n o v e r  a t  w h i c h  
chargeability arises in the case of E x  was reduced f rom 
Rs. 10 m i l l i on  to Rs. 7.5 mill ion, per quarter. 

Table 6 
Income Tax Revenue (January- September 2007 Rs.Mn.) 

2006 2007 %I Growth 
Personal & Corporate 35,099 46,347 32.0 
Economic Service Charge 6,942 9,084 30.9 
Tax on interest 14,741 27,241 8&? 
Total 56,782 82,672 45.6 

Source: Department qfFiscul Policy 

Prompt  enactment of revenue related legislation, 
measures taken to broaden the tax base, revision of tax 
rates, m o d e r n i z i n g  a n d  s t r e n g t h e n i n g  the tax  
administration, measures taken to promote a taxpayer 
friendly culture to  improve tax compliance, tightened 
legislative provisions to prevent possible tax evasions, 
were the key  measures tha t  cont r ibuted towards 
enhanced Income Tax revenue. The opening o f  38,260 
new tax files in 2006 and further 41,256 in the first three 
quarters of 2007 also complimented enhanced revenue 
collection. 

Rate Changes 

ESC rates applicable for sectors such as, industries 
engaged in production of value added products of tea, 
rubber, desiccated coconut, sheet rubber etc, entrepot 
trade, export of gems/diamonds, jewellery & apparel 
and unit trusts were reduced. 

Exemptions/ Other Development  Measures 

Unit Trusts were permitted to  c la im exemptions o n  
Measures t o  Broaden the Tax Base profits f r o m  the sale o f  shares. 

In ascertaining profits and  income of the business of 
insurance, l i fe insurance and  other insurances will be 
treated as separate businesses and as such any loss 
from one business of insurance can be set off only against 
the profits f rom that business only. 

When the gross dividend distributed by any company 
is less than 25 per cent of its distributable profits for the 
year, the company will be required to pay an additional 
tax amounting to  15 per cent o f  the excess of one third 
of the distributable profits, over the profits already 
distributed. This i s  applicable to tax years commencing 
o n  or after April 19', 2007, 

The 15 per cent Income Tax rate applicable to  small 
companies generating a taxable p ro f i t  o f  less than 5 
mil l ion will not  be applicable to a company that is either 
a ho ld ing company or a subsidiary o r  a n  associate 
company wh ich  will be subject to the normal  Income 
Tax rate. 

Bad debt provisioning of banks o r  financial institutions 
was l imited to the lesser of the actual amount of the bad 
debt provision or 1 % of loan - debtor balance, end year. 

The tax free threshold of partnerships was increased to 
Rs. 600,000. For divisible profits, the 10 per cent rate 
was made applicable on ly  o n  the amount which is in 
excess o f  Rs. 600,000/- 

Tax holidays of 10 years and 5 years were granted for 
n e w l y  constructed cinemas and  exist ing cinemas, 
respectively. The qual i fy ing payments o n  the cost of 
production of f i lms that could be deducted f rom income 
tax was increased f r o m  Rs. 10 m i l l i on  to  Rs. 25 mil l ion. 

The Income tax rate o n  capital allowance in respect of 
ships acquired was reduced to  33 1 /3  per cent. Further, 
tax exemptions were permitted on remuneration of any 
resident ind iv idual  employed o n  a Sri Lankan ship. 

Income tax was exempted o n  profi ts o f  any ind iv idual  
engaged in construction w o r k  outside Sr i  Lanka for 
wh ich  payment is made in foreign currency and which 
is renutted to Sri Lanka through a bank. 
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The depreciation allowance on  machinery used in the 
construction industry was increased f rom 12.5 per cent 
to 25 per cent. 

Withholding tax o n  interest accruing to individuals 
f rom banks and other financial institutions were made 
simpler and equitable. 

Concessions were granted o n  taxation o f  terminal 
benefits of ret ir ing employees. 

Income tax o n  the benefits arising f rom Employee Share 
Option Plans was exempted for employees. 

Administrat ive Changes 

Wi th a v i e w  t o  clear t h e  taxes in defaul t ,  the 
Commissioner General of In land Revenue (CGIR) was 
empowered to waive any penalties accrued for n o n  
payment of any amount o f  Income Tax, pertaining to 
any tax year ending o n  o r  before 31st March 2005, if the 
defaulter pays the tax within a period of n o t  more than 
3 years in accordance with an installment p lan  agreed 
with the CGIR. 

Limited Growth in Excise Tax Revenue 

Excise Duty w h i c h  is lev ied p r imar i l y  o n  l iquor, 
cigarettes, petroleum products, motor  vehicles and 
certain consumer durables increased marginally to Rs. 
68,071 m i l l i on  during January - September 2007 f rom 
Rs. 65,939 m i l l i on  during the same period of 2006. 

Councils f rom 1 per cent t o  5 per cent with no  additional 
revenue as excise duties. The consequent additional 
revenue to Provincial Councils stood at around Rs. 2,400 
mill ion. 

Excise Duty Changes 
Rate Changes 

Excise Duty o n  l i quo r  excluding beer and  selected 
brands o f  cigarettes, was increased. 

A 5 per cent excise duty was imposed on polythene 
and paints. 

Broadening the Tax Base 

The Harmonized System (HS) Codes pertaining to 
vehicles were revised through a description change to 
address possible ambiguities and  loopholes. 

The markup on CIF for charging excise tax at  the point 
of impor t  was increased f rom5 to 10 per cent with effect 
f r o m  November 2006. This was further increased to 15 
per cent in October 2007. 

Exemptions/ Other Development  Measures 

Excise Tax o n  certain items relating to the printing & 
packaging industry was removed to give an impetus to 
the industry. 

Excise Tax imposed o n  p roduc t i on  o f  paints was 
exempted for manufacturers with a turnover of less than 
50 mill ion, to support small  & m e d i u m  enterprises. 

Table 7 
Excise Tax Performance (January - September Rs. Mn.) 

Liquor 15,101 16,831 11.5 
Cigarettes 22,566 22,882 1.4 
Motor Vehicles& Other 28,272 28,358 0.3 
Total 65,939 68,071 3.2 
Source: Depurtrnent ofFiscul Policy 

Despite the rate revisions o n  l iquor  and cigarettes, the 
marginal g rowth  experienced i s  attributable to  the 
slower growth in hard l iquor  production, drop in sales 
of cigarettes and  reduced va lue g r o w t h  in vehicle 
imports. (VAT)  Revenue 

The hard l iquor Production increased by only  7 Per 
cent  in compar i son  t o  t h e  21 Per  cen t  in the  
corresponding per iod in 2006. Cigarette Sales 
declined by 3 per cent during this period. 

The rate revision in December 2006 was l imi ted to the 
increase in turn over  tax imposed  by Prov inc ia l  

Concessionary duty rates were granted on the import 
OfvehicleSbY Public sewants. 

Moderate Growth in Value Added Tax 

Value Added  Tax (VAT) revenue up to September 2007 
amounted to Rs. 132,516 mil l ion, an increase of 14 per 
cent over the corresponding period of last year. Slower 
g rowth  in the value o f  motor  vehicle imports, declined 
tourism activities, slower growth recorded in liquor and 
cigarettes sales coupled with the impact of exemptions 
granted on essentialcommoditieswith av iewto stabilize 
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Table 8 
Collect ion o f  Value Added  Tax (January- September Rs. Mn.) 

Tax Base 2006 2007 % Growth 
Domestic 61.379 68,669 11.9 
Imports 62,631 71.259 13.8 
Gross Revenue 124,010 139,928 12.8 
Refunds 8.153 7,391 
N e t  Revenue 115.857 132,516 14.4 
Souvce : Depiivtrneizt ofFiscal Policy 

consumer prices, contributed to the moderate g rowth  
in the VAT revenue collection. 

Value A d d e d  Tax Changes 

Broaden the Tax Base 

Input tax credi t  was restricted to either input tax 
allowable o r  85 per cent of the output  tax declared for 
the taxable period, whichever is lower. 

The adjustment of input tax o n  Tax Debit Notes was 
restricted to such notes issued within 6 months f rom 
the date of the issue o f  t l ie original tax invoice. 

The markup  o n  CIF value o n  impor t  of goods was 
increased f r o m  7 per cent to 10 per cent. 

The 50 per cent credit permitted o n  input tax o n  motor 
vehicles used for traveling was removed. 

Provisions were made to w i thho ld  1 /3  o f  the V A T  
payable to contractors o r  any other service providers, 
o n  supplies made to Government agencies. 

Prov is ion was made  to  a l l ow  smal l  and  m e d i u m  
businesses which are o n  the border of the VAT threshold 
of Rs. 1.8 m i l l i on  w h o  have n o t  registered for V A T  
purposes but who  are continuing to expand, to pay 5 
per cent n o n  refundable VAT for three years or until 
their turnover reaches Rs. 2.5 million, which ever occurs 
earlier. 

Rate Changes 

V A T  rate was reduced f r o m  15 per cent to 5 per cent o n  
the impor t  and supply o f  high tech medical equipment, 
green gram, chick peas and canned fish. 

V A T  rate o n  supply o f  jewellery was reduced f r o m  20 
per cent to 5 per cent. 

Exemptions/ Other Development Measures 

Vat  exemptions were granted o n  the; 

Supply o f  electricity, fuel,  o i l  and machinery & 
equipment impor ted by the Ceylon Electricity 
Board and private power suppliers w h o  supply 
electricity to the grid, to reduce the cost on  account 
of electricity 

Supply of prawns to support local producers 

Importat ion of cattle, buffalos etc., and livestock 
breading items to  enhance availabil ity of such 
animals to improve livestock production. 

Importation of machinery to modernize factories 
in the p l a n t a t i o n  sector a n d  also o n  the  
impor ta t i on  o f  mater ia l  f o r  processing and 
manufacturing leather products. 

On production, distribution o r  exhibition of films 
to give a boost to the local film industry. 

Importat ion and chartering of vessels to encour- 
age shipping related activities. 

S u p p l y  o f  l o c a l l y  p r o d u c e d  unprocessed 
vegetables, f r u i t s  a n d  f i s h  a n d  loca l l y  
m a n u f a c t u r e d  c lay  t i les  t o  p r o m o t e  s u c h  
ventures. 

Impor t  o f  rattan to promote associated activities. 

Measures Taken t o  Streamline the VAT Refund  
Process 

The VAT refund process was streamlined by; 

Confining refunds in the l uxu ry  rate to be lower 
than the VAT p a i d  in order to  curtail losses 
stemming f rom refund outflows. 

0 Extending deferment facilities to  the apparel 
industry wh ich  is predominantly dependent o n  
imported r a w  material. 
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Reducing administrative delays associated with 
the refund process. 

Introducing a system of releasing refunds based 
on  a Bank Guarantee f r o m  the relevant exporter, 
in a bid to prevent possible fraudulent refunds 
and to  expedite the refund process. 

Opening a dedicated account to facilitate refunds 
to  ensure a smoo th  f l o w  o f  f unds  for  such 
refunds. 

2007 showed a substantial improvement in processing 
refunds. As the success of this process warrants support 
f r o m  tax payers through correct filing o f  VAT returns, 
emphasis i s  be ing g i ven  t o  continuous tax payer 
education wh ich  is being done. The audi t  system is 
being strengthened with random audits being carried 
ou t  and through rap id audits by comparing declared 
information with related customs data. 

Slower Growth in Impor t  Duty Revenue 

Impor t  Duty revenue increased by 10.1 per cent to Rs. 
42,771 m i l l i on  during January - September 2007. The 
duty collected witnessed a lower  g rowth  compared to 
the g rowth  in imports as the imports in 2007 being 
p redominan t l y  in inves tmen t  a n d  cap i ta l  goods 
categories, which carry lower  duty rates, coupled with 
duty waivers granted o n  essential commodit ies. 
Revenue loss resul t ingf rom the duty waivers granted 
o n  essential food items amounted to around Rs. 8 bi l l ion 
in the first three quarters of 2007. Reduced growth in 

app l i cab le  a t  t h e  cus toms  o n  c e r t a i n  essential 
commodities to address high domestic prices. Duty 
waivers on B onions and potatoes were removed with 
the local produce entering the market. 

Further Measures t o  Broaden the Tax Base 

The prevai l ing Harmonized System (HS) Codes were 
revised in order to fulfill the requirement of International 
Organization of the W o r l d  Customs Organization. 
Changes were undertaken in the motor vehicle Chapter 
of the H S  codes to  clear the ambiguities and thereby 
close loopholes w h i c h  were in existence. 

Rate Changes 

Administrat ive Measures 

Con t inuous  i m p r o v e m e n t s  w e r e  ca r r i ed  o u t  in 
improv ing the custom surveillance mechanism. 

An automated system of random checking of cargo was 
improved with enhanced usage of scanning machines. 

Exemptions/ Other Development  Measures 

Duty waivers were granted o n  essential commodities 
to  take charge o f  the r is ing cost of living. 

Duty waivers were granted o n  importation of machinery 
for modernization o f  factories o f  plantat ion sector, 
machinery used in poul t ry  and  film industries was 
granted to give a n  impetus to these sectors. 

Table 9 
Special Commodi ty  Levy  Structure 

Item I.evv per lcv 

Sprats Rs. 30 
Red Onions Rs. 3 
Peas RE 7 

Chickpeas Rs. 5 
Green grain Rs. 5 
Dhal Rs. 3.80 
Chilies Rs. 12 
Canned fish Rs. 18 
Cane sugar Rs, 10 
Beet sugar Rs. 10 
Source; Depnrttrrent of Trnde, Tnrsf and Irivestnient Policy 

the value of motor vehicle imports and  the Free Trade 
Agreements causing most tariff lines being placed at  
lower rate of custom duty also contributed for the slower 
g rowth  in i m p o r t  duty collection. In t roduct ion o f  
specific duties o n  certain items (Table 11) and  high 
international prices on wheat grain helped towards 
partially mitigating the revenue shortfalls. Government 
introduced a composite tax in l i e u  o f  a l l  the taxes 

Similarly, duty waivers were granted o n  r a w  material 
used for leather and Livestock industries, to encourage 
such industries. 

Importation of buses by the private sector to replace the 
existing fleet was exempted to  encourage bus owners 
to modernize their fleet as we l l  as to  be able to provide 
a better service to commuters. 
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Table 10 
Imposi t ion o f  Specific Dut ies 

Item Duty Rate 
Tyres Rs.80 k g  
Chocolate Rs.60 k g  
Other confectionaries Rs.40 k g  
Salt Rs.5 kg 
Selcctcd Fruits Rs.30 kg 
Agarbatti and other odiferous Rs.80 kg 
Tableware, kitchenware and Ornaments Rs.15 - Rs.45 kg 
Handicraft Rs.20 - Rs.25 kg 
Screws, Nuts, Rivets atid Safety - p i n s  Rs.15 - Rs. 30 kg 
Air conditioning machines. R~.1,200 - Rs.8,000 Unit 
Irons, Ovens and Cookers Rs.80 - Rs.300 Unit 
Televisions Rs.500 - Rs.9,500 width 

Source; Depnrtmerif of Trade, Tariffnnd ltiuestriient 

An O v e r a l l  Increase in O t h e r  Revenue 

Por t  and A i rpo r t  Development Levy  generated Rs. 
19,077 m i l l i on  in January - September 2007, a growth 
of 29 per cent over the corresponding period of 2006. 
Increased duty rate of 3 per  cent o n  imports other than 
impor ts  for export purposes led to  the increase in 
revenue collection. 

Cess which is applied to  address issues pertaining to 
env i ronmen t  and  health, i n f l o w  o f  substandard 
products has generated Rs. 9,377 mil l ion. Cess revenue 
is generally ploughed back to  relevant sectors directly 
and indirectly through various development initiatives 
including technology i n f u s i o n  a n d  research and  
development, the cost o f  wh ich  ind iv idual  enterprises 
are unable to bear to promote exports. Related domestic 
industries also benefited consequent to these measures. 
The Regional Infrastructure Development Levy which 
was introduced o n  motor  vehicles, other than those 
vehicles used for goods and  public transport, land 
vehicles and three wheelers, generated Rs. 983 mi l l ion 
during this period. 

Stamp Duty in t roduced  o n  selected inst ruments 
generated Rs. 2,402 m i l l i o n  exceeding the budgeted 
figure of Rs. 2,000 mil l ion. 

Changes in Other Taxes 

Rate Changes 

PAL rate o n  items other than imports for exports was 
increased f r o m  2.5 to 3 per  cent. 

Cess was imposed/ scaled - up o n  identi f ied non-es- 
sential imports, whi le  Cess imposed o n  parts used for 
shoe manufacturing was removed. 

Cellular Mobi le  Phone Levy  was increased f rom 2.5 to 
10 per cent f r o m  September 2007. 

The Regional Infrastructure Development Levy rate was 
revised f rom 2.5 per  cent to the fol lowing rates depend- 
ing on  the cylinder capacity. 

Up to  1,600 cc - 2.5percent 
1,600 cc to  2,000 cc - 5.0 per cent 
Above 2,000 cc - 7.5percent 

Broadening the Tax Base 

A 10 per cent m a r k u p  o n  CIF wasint roducedfor  
charging Cess, with effect f r o m  November, 2006. 

Exemptions/ Other  Development  Measures 

PAL rate was reduced to  2 per cent o n  import of specified 
machinery used in apparel and  textile industry. 

PAL was exempted o n  certain medical drugs used for 
terminal diseases. 

PAL was w i t h d r a w n  on  i m p o r t  o f  specified gems, 
diamonds and gold. 

Scale up of Cess rates to  support manufacture of straw 
and similar boards domestically and imposition of Cess 
o n  imported prawns, processed and unprocessed meat 
p roduc ts ,  i m p o r t e d  j e w e l l e r y  t o  s u p p o r t  
manufacturing/ producing of such items domestically 
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A Steady Growth in Non-Tax Revenue 

Non-tax revenue collection recorded Rs. 40,888 mi l l ion 
up to September 2007, wh ich  is an  increase of 26 per 
cent. This included the Central Bank transfers, which 
amounted to  Rs. 4,000 mi l l ion.  The revenue o f  sub 
categories such as sales and  charges, fines prof i t  and 
dividend f rom public enterprises especially f rom state 
banks, Telecommunication Regulatory Authority and 
Sri Lanka Telecom increased during this period. 

Salient Reform Ini t iat ives - 2007 

Business startup process in the corporate arena was simplif ied with the incorporation of the N e w  Companies Act  
No. 7 of 2007. Recognizing single shareholder companies, introducing the solvency test, recognizing minority 
shareholder rights, introduction of statutory derivative action and stipulation o f  statutory Director’s Duties are 
some of the salient features o f  this statute. Intence training oppertunities were prov ided to members of the 
Judiciaryand the legal profession, Cour t  infrastructer was improved, technology was introduced including the 
legal website LrnoNet and administration o f  justice was improved with the introduction o f  Provincial High Court 
of Appeal. 

Focused Capacity Development took place under the Fiscal Management Programme wh ich  a i m  at reforming 
and modemising the Min is t ry  o f  Finance and Planning, the revenue department and the Finance Commission. So 
far around 500 officers have been sent o n  overseas training in 2007 and around 200 more are due to  be sent by the 
end of the year. Further, around 850 employees have been trained through the Brit ish Counci l  o n  Language and 
Bussiness Comminication techniques, in 2007 and further 800 are due to be trained under  this programme by the 
end of the year. 

Phase 1 to automate the In land Revenue Department was commenced with the placing of advertisements calling 
for expressions of Interest to set up a Local Area Network, a Wide Area Network, and disaster recovery center etc. 
to streamline tax administration. 

Activities of the National Insurance Trust Fund  were widened with the undertaking o f  reinsurance. 

Significant reforms took place i nTour i sm Sector with the introduction of a n e w  satutory framework promoting a 
public - private partnership. 

Computer Crimes Ac t  No. 24 of 2007 addressing crimes or frauds that are connected with o r  related to computers 
and information technology and  other aspects such as privacy and data protection. 

Special Commodity Levy Ac t  No. 48 of 2007 to introduce a composite levy o n  specified v i ta l  commodities during 
a specified period in place of general taxes applicable, to simpli fy the tax regime and also to ensure price stability 
of such commodities. 
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Finance /Revenue Related Statutes (2006 November - 2007 September ) 

Statute 0 bj ec t ive 
Banking (Amendment)Act No.  46 of 2006 To perinit the transfer of assets and /o r  liabilities of one Specialized 

bank to another. 

To change the rate of the Port and Airport  Development Levy, to derive 
power to exempt / impose coiicessionary rates on  v i ta l  items in the 
interest of the national economy. 

Finance (Amendment)Act No. 48 of 2006 

Value Added Tax(An1endment)Act No.49 
of 2006 

To increase the markup on  CIF for charging V A T  at the point  of customs 
w i th  a view to minimize possibilities of undervaluation of goods being 
imported. 

To increase the markup o n  CIF for charging Excise Du ty  at the point of 
customs w i t h  a v iew to minimize possibilities of undervaluation of 
goods being imported. 

Excise (Special Provision)Amendmcnt Act 
50 of 2006 

Regional Infrastructure development 
Levy Act no.51 of 2006 

To impose a levy applicable on  the importation of motor vehicles which 
are l iable fo r  payment  o f  Excise Duty under  the Excise (Special 
Provisions) Act. 

In land Revenue Act No 10 of 2007 To enable the treatment of l i fe and general insurance business as separate 
businesses for taxation purposes, to exempt income f rom sale of shares 
of Uiut Trusts, a i id to stipulate a tax free threshold of Rs.600,000 for 
partnerships. 

Debit Tax(An1endment)Act No 12 of 2007 To make savings accounts maintained by Finance Companies and  
Current Accounts maintained by Specialized Banks, liable to Debit Tax 
in order to  create a level  p lay ing  field. To exempt ’Treasury Bond 
Investments in External Rupee Accounts” f rom Debit Tax. 

Finance Act No.13 of 2007 To clarify the applicability of tax concessions o n  the importat ion of 
motor vehicles by  good taxpayers. 

Value Added Tax(Amcndment)Act no  14 
of 2007 

To introduce exemptions and rate reductions targeting thrust industries, 
to effect changes to the V A T  withholding provisions and to confine 
input tax credit to 85% of output tax ( excluding exporters). 

Economic Service Charge Act N o  15 of 
2007 

To reduce the threshold of ESC, to grant a 3 year tax concession to the 
manufacturing sector and to reduction the ESC rate applicable to certain 
businesses. 

Finance (Amcndn1ent)Act No. 37 of 2007 To increase the cellular inobile phone subscriber tax rate of 2.5 per cent 
to 10 per cent. 

To reflect the applicability of the new Inland Revenue Act. Finance (Amendment)Act No45 of 2007 

Excise (Special Provision) Amcndnient Act 
No46 of 2007 

To increase the existing markup of 10 per cent to 15 per cent. 

Regional Infrastructure development 
Levy(Amcndnicnt) Act no. 47 of 2007 

To change the rate of the Regional Infrastructure Development Levy 
charged on the import  of a l l  motor vehicle liable to Excise duty (excluding 
three-wheelers) , based o n  the engine capacity. 

Special Commodity Levy Act No. 48 
of2007 

To enable the impos i t ion  o f  a composite levy  o n  certain specified 
commodit ies during a specified pe r iod  in l i e u  o f  taxes generally 
chargeable at the point  of import. 
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Policy Thrust to Rationalize Public 
Expenditure 

Several policy initiatives were implemented with av iew 
to rationalize excessive g rowth  in current expenditure 
whi le  channeling increased resources towards n e w  
rura l  development initiatives continued with greater 
emphasis targeting the poorest divisional secretariats 
in the country and the liberated areas f r o m  terrorist 
activities through programs such as " Jathika Sauiya- 
Gama Negurna" and other p r o  - poor, p r o  - g rowth  
programs. 

In a bid to  control expanding recurrent expenditure, 
policy measures were taken through cadre management 
and  n e w  recru i tment  guidel ines wh i l e  s t r i k i ng  a 
balance to enable smooth functioning o f  the public 
sector. The cap o f  Rs. 375/- per mon th  for the 6 months 
adjustment Cost o f  Living Allowance (COLA) for 
inf lat ion was continued. 

N e w  circular instructions were issued in relation to 
public servants housing loans revising the interest rates 
of these loans whi le  ensuring unchanged interest rates 
for lower salary earners in the public sector, as follows; 

First Rs. 500,000/- 

Nex t  Rs. 500,000/- 

Over Rs. 1,000,000/- 

W i t h  the removal o f  fuel subsidy and in the back d rop  
of r ising international prices of petroleum products 
Ceylon Petroleum Corporation has adjusted domestic 
fuel prices. To cushion the most vulnerable groups f rom 
these price hikes Government introduced a subsidy 
package o n  kerosene to Snmurdhi recipients and a price 
guaranteed scheme for fishermen. 

4 per cent 

8 per cent 

11 per cent 

per cent of the Treasury bond stock. Foreign investments 
in Treasury bonds amounted t o  US$ 460 mil l ion, 
he lp ing  to  ease the pressure on  domestic market  
borrowings. 

In order to create an  efficient fund transfer system 
between the Treasury and l ine ministries and zlice versa, 
steps have been taken to  move to  a Treasury single 
account system. This wil l enable the ut i l izat ion of a l l  
unused cash balances in Government bank accounts 
o n  overnight basis there by reducing id le  cash. This 
will also help to reduce the interest cost through lower 
Treasury overdraft balances. 

Measures have been taken to  reduce procurement 
delays, expedite reimbursement of funds and constant 
review o f  foreign aided projects, to further improve 
foreign a id  uti l ization. 

Pressure on Expenditure 

During January - September 2007, the overall public 
expenditure recorded a 21 per cent increase over the 
corresponding period in 2006.Recurrent expenditure 
reflected an increase o f  20 per cent whi le  the capital 
expenditure grew b y  26 per cent. 

Revision of public sector salaries and pensions in order 
to pass the total benefit of salary and pension increase 
envisaged in the 2006 Budget. The expenditure o n  
account of public sector salaries rose to Rs. 150,726 
m i l l i o n ,  a n  increase o f  21  p e r  cen t  o v e r  the 
corresponding period o f  the previous year. Pension 
re la ted  e x p e n d i t u r e  w a s  Rs. 50,030 m i l l i o n  by 
September 2007, an  increase of 21 per cent over the same 
period of 2006. 

Table 11 
Domestic Petroleum Price Adjustments - 2007 

Tan 5& 3oh 18" ZIU' 11th 29"' 29" Item 
Jan. Mar. Apr. Apr. M a y  Tun. Jul. 

Petrol 92.00 97.00 104.00 104.00 105.00 106.00 111.00 117.00 
Diesel 60.00 60.00 60.00 63.00 65.00 67.00 71.00 75.00 
Keroscne 48.50 48.50 48.50 50.00 50.00 51.00 67.00 68.00 
Fuel Oil 180 cst 37.70 37.70 37.70 40.70 40.70 43.70 47.70 51.70 
Fuel O i l  380 cst 41.00 35.65 35.65 35.65 35.65 38.65 42.65 46.65 
Source: Department of Fiscal Policy 
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July 2007, correction of pension anomalies, the impact 
of entry of around 15,000 new pensioners at enhanced 
scales, meeting emoluments o f  around 100,000 n e w  
recruits to the public service during 2006 -2007, in order 
to strengthen the public service delivery mechanism . 
Further factors that inf luence increased recurrent 
expenditure were defense related expenditure and 
personal emoluments o f  security forces, in view7 of 
intensified public security measures and high interest 
costs in relation to domestic borrowings. 

C h a n n e l i n g  enhanced f u n d s  f o r  i n f r a s t r u c t u r e  
development reflecting Government's development 
priorihes, resulted in enhanced capital expenditure. 

2005 2006 2007 

. - - .. h'ew Recruitments 37,262 38,134 23,070 

.. Statutory .. Boards/Corporations - _.. . __ . ........ ._ ............. - 

.- . . .  .- - ... .- ........... X e w  Rccrui tmciits 6,922 3346 1,093 

77,210 64,998 41,548 

P . u b i i c ~ ~ _ r o v i ~ ~ c i ~ ~ . . ~ ~ b l i . c . ~ ~ . ~ i c ~  ........ ..... . . . . . . . . . . . . . .  ...... UP to S W  

.-?!!!in~..?! vacl?cies .50,@78 .2@!?5. 15.1928 
......................... .__..__...............I ........ 

. . . . .  ..... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

.......... ............ ........ ................ ... - .. .- - 
Filling of Vacancies 2,948 3,O ..... " _  ........ ............. ..... .̂ ......_..........I_......_....I .... ..llll .... ^ 

..... __ "-- ....... - ... .. .......................... 
Source: Dcprrtnicii f of ibfiznagetnciz t Suuicc.s 

* Exclufing Armed Forces and projpcts staff 

Interest payments on  foreifland domestic debt rose 
19 per cent to Rs. 133,171 m i l l i on  during the first three 
quarters of 2007, f r o i n  Rs. 111,377 m i l l i o n  in the 
corresponding period of 1006. 

The increase in domestic interest rates consequent to 
Central Bank of Sr i  Lanha poficy rate adjushTien6, the 
iiiarketpreference moving to shorter maturities coupled 
with the depreciation of the exchange rate influenced 
the high interest costs. 
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Year Treasury Bills Treasury Bonds 
91 days- 182-days 364 days 2year 3 year 4 year ___S year 

2006Dcc c-76 - 2 2 2 8  . 1?98 ~ 1292 1,?.00 I I :'3.23 13.50- 
2007-Jan I 1 2 8 4 -  72.96 13 05 11 OS 12.35 . 12.26 -2236- 
2007 Apr - -  15,'34- -15.13- __ - - 14.J7 0 13.81 1'3.67 

2007sep 18.00 1T.30 17.15 f7.27 16.?? 14 32 ____I_ 1 i  22- 
Change(Jan-Sep)5.16 4.52 4.10 6.22 4.18 
Soiircc; Dcprtnzent of T r m i i i y  Opcmfioiis 

2006 Ssp-' 10 z2 I jO.65- I 10-71- '&03 11.12 12.25 11 36- 

~O<JUljs 17.?0 ___ 1T.22 1629- 14.0z I 0 " L??? 14.22 _ _ _ _  

2.06 1.86 - 

The expenditure o n  railways, CTB and  the Postal 
Department to cover their operational losses amounted 
to  Rs 6,273 m i l l i on  up to September 2007. The revised 
estimates indicate that the total operational loss o n  these 
enterprises will be around Rs 9 bi l l ion in 2007 . The 
Postal Department has reduced the losses with the 
introduction of n e w  postal tariffs f r o m  ?day 2007. 

A l though the bus fares were increased twice in 2006 
and 2007 the anticipated recovery of operahonal losses 
were negated by the steep increase in oil prices. resutted 
Another notable factor i s  that there has been no  railway 
fare revision since August  2005. 
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A Variance Analysis of Government  Expenditure (January - September) 

2006 2007 Reasons 
Currciit Exp. 
Salary and Wages 124,558 150,726 The balance salary iiicrcase to align with the structure announced in 

the Budget 2006, granting of the enhanced cost - of - l i v ing  allowance, 
correction of l ong  standing anomalies, impact o f  meeting wage 
cominitmciits of new rccruits to the public sector and Security forccs 
causcd the salary and wage bill to rise 

Pensions 41,263 50,030 Granting balance pension payments to meet the levels announced in 
the Budget 2006, granting the enhanced cost- of- l i v ing  adjustnients to 
pensioners, correction of pcnsioii anomahcs that prcvailed and the 
entry of around 18,000 new pensioners at enhanced scales, caused the 
pension bill to go up. 

Interest Payments 111,424 133,171 Incrcasc in domestic interest rates coupled with thc exchange rate 
depreciation. 

Fertilizer Subsidy 8,220 8,669 Providing fertilizer at 350 per 50 kg bag on al l  veritics for the paddy 
sector and other field crops and prov idmg urca at a subsidizcd rate 
for the small holder plantation sector. 

Other 87,851 106,995 Increased human i ta r i an  expendi ture,  the s ign i f i can t  increase 
opcrational expenses of spcndiiig agencies stemming from al l  - time 
high o i l  prices and othcr cost increases, increased transfers to public 
institutions and procureinent expenditure etc. towards ensuring 
national security resulted in an increase of other expenditure. 

Public Inveshnents 123,888 156,544 Greater attention was giveri to Government Developmcnt programs 
with emphasis on  infrastructure development. Further, Government 
procurements to  improve the transportation sector also caused 
enhanccincnt of expenditurc on  account of Public Investments. 

Focus on Pro-poor, L i ve l i hood  and 
Regional Development  

M a n y  r u r a l  deve lopment  p rograms w e r e  under taken 
by the Government  with a v i e w  t o  i m p r o v e  r u r a l  socio 
economic condi t ions in the  l agg ing  regions. 

”Gama Neguma”  a n  in i t ia t i ve  t o  e m p o w e r  the p o o r  
th rough  an  integrated r u r a l  deve lopmen t  p r o g r a m  
w h i c h  was  launched in 2006, ident i f ied  4,274 vil lages 
to  be developed. 
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Under  th is p rog ram 4,758 projects were  started in 2007, 
a n d  1,390 projects have  been completed during the f i rst  
n ine  months  of 2007. A m o n g  these are 1,271 r u r a l  r o a d  
deve lopment  projects, 54 m i n o r  i r r i ga t i on  projects, 42 
social deve lopment  projects, 6 wa te r  supp ly  projects 
a n d  22 l i ve l ihood deve lopment  projects. 



Table 14 
“Gama Negunia” - 4000 Vi l lage Development  Program 

D i s t r i c t  D S  Div is ion GN Divis ion Approved Projects Allocation Rs. Mn. 
Colombo 7 132 156 81.59 

Kdhtara 74 236 200 151.70 
Galle 19 266 269 362.29 
Matara 16 228 192 260.80 
Hambantota 12 142 148 209.90 
Kandy 19 295 31 4 208.70 
Matale 11 185 149 106.20 
Nuwara Eliya 5 151 147 56.30 
Anuradhapura 22 254 252 291.10 
Polonndruwa 7 116 115 163.30 
Kegal le 11 222 271 130.24 
Ratlinapura 17 263 270 230.37 
Putta lam 16 210 216 134.89 
Kuruiiegala 29 351 255 220.14 
Ampara 15 174 159 131.77 
Triiicoinalee 10 98 98 65 90 

Gampaha 12 294 288 99.89 

Batticaloa 3 35 52 39.74 
Badulla 15 21 2 188 174.43 
Monaragala 11 126 126 118.04 
Mannar 5 15 56 128.60 
Vavuniya 4 33 49 150.00 
Jaffna 15 160 0 548.75 
TOTAL 295 4,198 3,970 4,064.24 

Source: Ministry of Nation Building and Estate Infrastructure Derdopnzent 

”Maga Neguma” ru ra l  road development program 
further expanded in 2007 through wh ich  many rura l  
roads were rehabilitated us ing modern techniques to 
ensure durabil ity. Under  this init iative around 330 kin 
were rehabilitated benefiting around 19,000 families in 
rura l  areas. Total road development effected under 
this program up to n o w  is around 2,300 km. 

The rehabil i tat ion o f  is land w i d e  smal l  i r r igat ion 
schemes continued in 2007. 186 projects under this 
init iative were completed whi le  w o r k  o n  a further 213 
projects are in progress at  different stages, towards 
completion as of September 2007. 

Programmers such as “Jana Pubuduwa”,  “Gami  
Dir iya” and ”Ganii Pubuduwa” designed to restore 
community infrastructure, l ivelihood development and 
m ic ro  enterprise deve lopmen t  among  Saniurdhi  
beneficiaries were strengthened at  a cost of around Rs 
1,300 mil l ion. Under  the ”Kirigammana”, program 
designed to boost the local milk production continued 
in 2007 and 396 projects under this program have been 
completed ou t  of w h i c h  161 projects are located in 
N o r t h  Western, Eastern and Central provinces. 

Construction of the estate sector roads and bridges and 
rehabil itation o f  estate schools cost around Rs 125 
m i l l i o n  up t o  A u g u s t  2007. U n d e r  the ”Rajarata 
Navodaya” and  ”Uva  Wellassa” programs, Rs. 234 
m i l l i on  has been allocated for vil lage level to improve 
water supply schemes, irr igation schemes and roads. 

For the conflict and  tsunami affected areas in N o r t h  
a n d  Eastern provinces, a round  Rs. 3 b i l l i o n  was 
released for restoration and  improvements. Under the 
N o r t h  a n d  Eas t  C o m m u n i t y  Res to ra t i on  a n d  
development project funded by the ADB, Rs. 388 
m i l l i o n  has been spent  o n  hous ing  development 
activities while development of rural roads were carried 
o u t  a t  a cost o f  Rs. 315 m i l l i on .  The Trincomalee 
electricity network development project and supply o f  
electricity t o  certain areas in the Mannar District was 
also undertaken for  wh ich  Rs. 175 m i l l i on  had  been 
released so far. 
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Table 15 
”Maga Neguma” - Rura l  Road Development Program 

District No.  of Projects Total Distance (km) Beneficiary Families 
Colombo 121 22.27 1,338 
Gampaha 216 27.24 1,913 
Kalutara 177 18 32 1,278 
Kandy 174 20.75 1,551 
Matale 25 5 17 200 
Nuwara Eliya 64 10.63 595 
Galle 74 10.26 645 
Matara 168 29.73 1,745 
Hambantota 182 24.48 1,847 
Mannar 6 1.69 105 
Batticaloa 14 3.68 260 
Ampara 46 3.27 71 0 
Kurunegala 21 9 66.27 2,255 
Put talain 63 10.38 565 
Anuradhapura 49 21.85 531 
Polonnaruwa 7 2 24 95 
Badulla 63 6.97 520 
Monaragala 57 15.64 435 
Rathnapura 109 16.19 1,010 
Kegalle 124 11.94 945 
TOTAL 1,958 328.97 18,543 

Source: Depustrnent oJNatrona1 Budget 

Attentive Maternal and Childcare 

The provision of a nutr i t ional food package wor th  o f  
Rs. 500 per month for expectant mothers and fresh milk 
wor th  Rs. 200 per mon th  for chi ldren between 2 - 5 
years are k e y  n u t r i t i o n  i n t e r v e n t i o n  p r o g r a m s  
introduced in 2006 and w h i c h  were continued in 2007 
benef i t ing a round  130,000 pregnant  mothers a n d  
children. Another 750,000 mothers benefited through 
the ”Thriposha” program at  a cost o f  around Rs. 500 
m i l l i on  in the first n ine months o f  2007. 

Providing the meals under the school mid day meal 
program for children in less advantaged areas was also 
continued benefiting 405,374 such children. 

Continued Assistance to  Vulnerable 
Groups 

Wel fare payments to  suppor t  vulnerable groups 
continued in 2007Samurdhi assistance amounted to 
Rs. 6,950 m i l l i on  whi le  other welfare programs such as 
prov id ing a nutr i t ional food package, free text books, 
season tickets and  bursaries to  school chi ldren and 
assistance t o  d isabled so ld iers  con t inued  a t  a n  
enhanced cost. 
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Table 16 
We l fa re  Payments a n d  Subsid ies 

(Rs. Mn.) 
Item 2006 2007 

Chi ldren 4375 7,466 
Infant Milk Food Subsidy 150 500 
Poshana Mal la 232 600 
Triposha Program 537 675 
Free Text Books & Uiuforins 2,086 3,510 
School & University Season Tickets 262 514 
Dharma School Text Books & Uniforms 101 140 
Bursaries & Scholarships 235 275 
School Nutrit ional Foods 722 1,200 
Differently abled school childreii 50 50 

Agriculture 12,025 12,360 
Interest subsidy for Agricultural Loans ctc. 158 160 
Fcrt i l i ier  Subsidy 11,867 12,200 

Welfare Payments 20,190 24,573 
Samurdhi Relief 10,789 10,000 
Assistance to Disabled Soldiers 5,921 7,000 
Food Assistance 1,075 2,190 

Flood and Drought Relief 171 408 
Fuel subsidy for Samurdhi Beneficiaries & Fisherman 325 
Public Assistance through Local Authorities 648 650 

Internally Displaced Persons 2,586 2,100 

Medical Supplies 11,379 12,000 

Street Lightenin? 800 1,000 
Community Services 845 1,046 

Water to Religious Places 45 46 
Total 37,435 45,445 
As a percentage of  G D P  1.27 1.28 
Source: Depurtment of National Budget 

Grater Support f o r  Agriculture 

The fertilizer subsidy that  is targeted to benefit the small 
holder agr icul tural  sector was cont inued a t  a cost o f  
around Rs. 8,669 mi l l ion.  

The advances p r o v i d e d  f o r  t he  purchase o f  p a d d y  
amounted to  Rs. 1,490 mi l l ion,  t o  ensure a stable pr ice 
for  paddy  farmers. 

The cost o n  account o f  other operations channeled to  
assist the agriculture sector by w a y  o f  interest subsidies 
o n  agriculture credit, rest ructur ing credi t  for  p a d d y  
m i l l s  a n d  p rov i s ion  o f  ag r i cu l tu ra l  seeds s tood a t  
around Rs. 50 mi l l ion.  

Profit o n  processed agriculture products were exempted 
f r o m  Income Tax and this was expanded to  cover d iary  
products such as curd, y o g u r t  etc. 

Resettlement of  Internal ly Displaced 
Persons 

Resettlement o f  Internal ly Displaced Persons (IDPs) in 
the Eastern Province was also carr ied o u t  during this 
per iod.  43,697 fami l ies h a v e  been resett led in the 
Trincomalee a n d  Batticoloa districts. Such efforts were 
a l so  c o m p l e t e d  in Eruvil, P o r a t i t h i v u p a r r u ,  
Vawanath ivu a n d  Vakar i .  

The Government spent Rs. 1,201 m i l l i o n  to  prov ide dry 
rations to  510,528 conf l ic t  affected families. A fur ther 
s u m  was spent to  ma in ta in  a n d  upkeep 301 welfare 
centers fo r  the benef i t  o f  the affected. 
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The Government accorded high pr ior i ty  for overall 
human resource development with emphasis on the 
health and education sectors, inc lud ing development 
of schools, hospitals, and  in format ion technology 
centers and training institutions. By September 2007, 
such total expenditure amounted to around Rs. 106,000 
mill ion. 

In the health sector, funds were main ly  targeted to 
provide an equitable healthcare to ai l  through iinproved 
in f rast ructure faci l i t ies in underserved areas. In 
addit ion to hospital rehabilitation projects, other major 
pro jects  such  as M a t a r a  - Godagama Hospi ta l ,  
improvements made to  the Cardiology and Oncology 
U n i t s  in K u r u n e g a l a  Teach ing  H o s p i t a l  a n d  
developments o f  Operation Theater facilities in the 
Kandy, Ragama and Kegalle hospitals were also carried 
out in 2007. Extra funds have been channeled towards 
the establishment of more Nephrology, Neuro-Trauma, 
Oncology and Cardiology Units with technologically 
advanced and  modern  equipment. A round  Rs. 700 
m i l l i o n  has been ut i l ized to purchase Bio-Medical 
equipment by September 2007. 

increased funds have been allocated for the supply of 
pharmaceuticals to  Government Hospitals, in 2007. 

To address lacunas in the area o f  sk i l led h u m a n  
resources, further recruitments were made in 2007. As 
such, 732 medical officers, 1,146 nurses, 712 mid wives, 
S7 MLTs, 93 pharmacists and 34 physiotherapists were 
recruited in 2007. 

Government’s commitment to prov ide access to basic 
a n d  secondary e d u c a t i o n  t o  a l l  was  f u r t h e r  
strengthened with around  Rs.64 b i l l i o n  o f  funds 
channeled for related purposes up to  September 2007. 

225 schools have been upgraded to have advance level 
classes in al l  3 streams under  the ”h’avodya School 
Program” and  infrastructure facilities in around 200 
plantahon schools were iniproved in 2007. M e a m  hile, 
under the Mode l  Pnrnarq. School Program around 100 
schools have been developed in 2007. 

With a v iew  to uplift the l ong  neglected estate sector 
education, 3,800 new tami l  teachers were recruited for 
estate schools in 2007. 

A f u r the r  2,600 n e w  teachers were  absorbed t o  
“Vidyapita” colleges. Teacher training prograins are 
also being continued benefit ing around 7,000 teachers. 
Another notable development in the education sector 
is that steps being taken to print and distribute school 
text books required for 2008 jn a t imely manner by the 
end of 2007. 

EO 

Investments o n  the road sector were around Rs. 20 
b i l l ion up t o  Augus t  2007. This includes Rs. 9,107 
null ion o n  highways, Rs. 4,681 mi l l ion o n  express ways, 
Rs. 1,067 n d l i o n  on construction of bridges and flyovers 
and  Rs.2,331 m i l l i o n  o n  rehabil i tat ion of Tsunami 
affected roads. 

The longest bridge in Sri Lanka at  hIaiiampitiya w h c h  
connects the South and the East was opened in October 
2007. This was completed during a short t ime span of 2 
years. Further, several other bridges such as Periya 
Kallaru, Koddai  Kallaru, Panichchankerny and Komari 
were completed while Malianama Bridge VL Matara will 
be completed by the end  of 2007. The construction of 
bridges at  Katugastota , Bentota and Xrugambap are m 
progess. Further, nine bridges affected by the Tsunami 
in Akarali, Seenigama, Magal la  , Goyyapane and  
Weligama in Southern and  Eastern provinces were 
rest0 red. 

Several major roads projects such as Ambalangoda - 
E l p i t i y a  road,  Gainpola-  N uwarae l i ya  r o a d  and  
Katukurunda- Sfatara road were completed. As such, 
225 km of roads have been improved at intra provincial 
level in 2007. Construction w o r k  of Balangoda- Badulla, 
Puttalam - Padeniya, Kurunegala - Katugastota road3 
are in progress. 
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Expanded Water Supply and Sanitation 
Facilities 

Cost on water and sanitation improvements was around 
Rs. 12 b i l l ion.  This  i nc luded  Rs.1,114 m i l l i o n  fo r  
community water supply schemes, Rs. 7,633 m i l l i on  
on large scale water supply projects and  Rs. 1, 054 
m i l l i o n  on small  and m e d i u m  scale water supply  
schemes. Further, Tsunami affected area water supply 
schemes were also carried ou t  a t  a cost of Rs. 1,783 
mill ion. 

The water treatment plant with a capacity of 126 mil l ion 
gallons per day was commissioned in Ampara whi le  
the 50 km pipeline in Ninthavur  and  a 180 km pipeline 
in Galle were completed. The work o n  a water treatment 
p lant  with a capacity of 7 m i l l i on  gallons per day in 
Peradeniya was commenced whi le  construction of 6 
reservoirs was also completed. 

Commun i t y  water supp ly  schemes in 282 Grama 
N i l a d a r i  d i v i s ions  in the Cen t ra l  a n d  N o r t h e r n  
provinces benef i t ing a round  254,241 persons are 
nearing completion. Further, water supply projects in 
240 Grama Ni ladar i  divisions in Hambantota, Matara, 
Anuradapura, Rathnapura, Colombo, Gampaha and 
Badulla districts benefiting 240,000 people is expected 
to be completed by the end of the year. 

Rs. 1,783 m i l l i o n  has been spent o n  water supply  
schemes in the Tsunami affected areas such as Pottuvil, 
Kalutara, Matara, Tangalle, Hambantota, Kir inda, 
Ambalantota and  Thirukkovi l .  The focus i s  to supply 
water to resettlement sites as w e l l  as to expand and 
improve  the water d i s t r i bu t i on  and  transmission 
network. 

Government has earmarked a significant amount o f  
investment to improve sewerage systems in Colombo, 
Kandy,  Moratuwa,  Ratmalana, Ja-ela and  Ekala. 
A round  Rs. 1,300 m i l l i on  was spent o n  these projects 
up to August 2007. 

Agreements have been signed with the Government of 
Spain, to design and setup water treatment plants at 
Galle and Negambo whi le  the Government o f  Austria 
is funding the southern catchments of the Colombo 
Sewerage Rehabilitation project. 

Efforts to Improve Port Facilities 

Funds requ i red  f o r  t he  C o l o m b o  Sou th  H a r b o r  
Development Project o f  U S  $ 300 m i l l i o n  has been 
secured f r o m  the Asian Development Bank whi le  the 
agreement  t o  fund t h e  H a m b a n t o t a  Sea P o r t  
Development Project was singed in October 2007 with 
the Ex im Bank of China. The construction work  of both 
projects wou ld  commence shortly. 

Better Public Transport Facilities 

Expansion and refurbishment of railways and public 
bus transport service were continued in 2007. Under 
these initiatives 1,105 new buses were added to the state 
bus fleet at a cost of around Rs. 2,000 m i l l i on  while 111 
new bus engine kits costing around Rs. 250 mi l l ion 
were imported to make roadworthy the existing bus 
fleet. 

Tax exemptions were granted on the importat ion of 
private  on^ buses to replace any existing buses in order 
to provide a better service to commuters. 

B y  September 2007, 25 n e w  ra i lway carriages were 
imported f r o m  China and a further 75 new carriages 
which wou ld  cost around Rs. 3 b i l l ion wil l be further 
added this year. 

Mega Projects Capable of Addressing 
Future Power Needs 

The construction work  of the First Phase of Noroccholai 
Coal Power Project with a capacity of 300 MW, with 
coal  terminal, j e t t y  a n d  t ransmiss ion l ines was 
accelerated h a v i n g  addressed issues s u c h  as 
resettlement of affected families. Notable progress was 
made in relation to the Upper  Kothmale H y d r o  Power 
Project - 150 mw and the combined Cycle Power Plant 
a t  Kerawalapitiya . 
In addition, 4,932 rura l  electrification schemes were also 
completed during th is  period, a t  a cost o f  around Rs. 
1,400 mil l ion. 

Table 17 
Rura l  Electr i f icat ion Schemes 

Province No .  of Schemes 
Sou them 914 
North Central 589 
Central 1,143 
Uva 138 
Western 487 
Eastern 407 
Sabara yamuwa 601 
North Western 626 
Nor thern 27 
Total 4,932 
Source: Department ofiVationa1 Budget 
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Improved  I r r iga t ion  Facil it ies for 
Agriculture 

ALLOCATIONS UNDER SECTION 6 OF 
APPROPRIATION ACT NO. 47 OF 2006 

The M a n i k  Ganga - Weheragala i r r igat ion project 
designed to address the water shortages in the Kirindi 
Oya Settlement and Katharagama areas which was 
started in 2006 is nearing completion. Rs. 556 m i l l i on  
have been spent on this project in 2007 whi le  the total 
expenditure for the project up to September 2007 i s  
around Rs. 1,200 mil l ion. 

Weli  Oya irrigation project which is designed to irrigate 
1,700 acres as n e w  farmlands and 3,700 acres o f  under 
u t i l i z e d  l a n d s  in the  M o n a r a g a l a  D i s t r i c t  was 
commissioned in October 2007 a t  a cost of Rs 798 
mill ion. 

The resettlement w o r k  in relation to Moragahakanda 
irr igation project made progress in 2007. 

A Budget A i r l i n e  f o r  the  Count ry  

A 100 per cent Government owned n e w  budget airl ine 
Mihin Lsnka was setup with a n  in i t i a l  Government 
capital contribution of Rs. 250 m i l l i on  and a further 
Rs. 250 m i l l i o n  r a i s e d  t h r o u g h  a g o v e r n m e n t  
guaranteed loan. The n e w  airl ine has commenced 
commercial operations to  7 destinations. 

As per the provisions under the Appropriation Act, the 
Pool Provision ( known as the Treasury Miscellaneous 
Vote) provided in the printed estimates under the Project 
t it led Budgetary Supplementary Services and Contin- 
gent Liabilities, the Department of National Budget pro- 
vided allocations to supplement expenditure programs 
of spending agencies as w e l l  as to  fund  Government 
approved projects. The provisioning made to Minis- 
tries, Special Spending Units and  l ine agencies, gener- 
ally capture the fol lowing unforeseeable requirements 
of such agencies as w e l l  as allocations for the purchase 
of vehicles (as provisions are n o t  made to spending 
agencies, to purchase passenger vehicles). 

0 Shortfalls in personal emoluments 
Implementation of Budget Proposals 
Purchase of Vehicles 
Payments for  failed Public Enterprises 
Taxes and Duties 
Security related Expenditure 

The details o f  such allocations made are in the 
fol lowing Table. 
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Al loca t io i i s  M a d e  b e t w e e n  1st  January to 15th October  2007 

Expenditure (Rs.) 
Head Min is t ry  Depar tmen t  Purpose 
N o  

Recurrent Capital 

1 H is  Excellency the President Security related expenses and state 
visits, Tax payments and 
institutional support, 
Presidential Commissions 136,401,868 423,527,881 

2 Office of the Prime Minister Security related expenses 40,361,722 

3 Judges of the Supreme Court Maintenance of vehicles 2,200,000 

4 Office of the Cabinet of 
Ministers Foreign traveling 542,57 5 

5 Parliamcii t Personal emoluments, retirements 
benefits, property and vehicle 
loan interest 42,750,000 3,662,313 

7 Office of the Chief Exgratia payments, purchase 
Govt. Whip  of Parliament of vehicles 1,700,000 5,500,000 

8 Office of the Leader of the Rehabilitahon expenditure 
Opposihon of Parliament for security vchicles 1,000,000 3,487,000 

Office of the Former President 9 Offrce rent, purchase of vehicles, 
(Hon. D.B. Wijetunga) personal cmoluments 442,600 12,000,000 

10 Office of the Former President 
(Hon.C.B.Kumara tunga) Office facilities 1,495,000 

12 Public Service Commission Personal Einoluincii ts, 
150,000 

13 Judicial Service Commission Purchase of a vehicle 8,500,000 

Foreign t r a w l  1,620,000 

14 National Police Commission Purchase of a vehicle 5,500,000 

16 Commission to Investigate 
Allegations of Bribery o r  
Corrupt ion Domestic travel 7,040,000 

17 Department of Elections Foreign traveling, 
purchase of vehicles 800,000 11,565,000 

18 Auditor- General Incentive payments, 
purchase of vehicles 45,786,000 4,250,000 

19 Office of the Parliamentary 
Commissioner for  
Administration Foreign travel 200,000 

~~ 

20 Office of the Finance 
Commission JBIC funded MIS project 8,325,250 

21 National Education Personal Emoluments, 
Commission purchase of vehicles 2,977,458 7,500,000 
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101 Ministry of Religious Construction of International 
Affairs and Mora l  Uplifhnent Buddhist Centre, Skill’s 

development project for Dhamma 
school teachers, purchase of vehicles 3,610,000 105,343,750 

102 Miiustry of Finance and Restructuring of Closed factories, 
Planning Lankaputra Developinent Bank, 

Deyata Kirula exhibition, 
purchase of vehicles 6,816,450 817,647,610 

103 Ministry of Defence, Public Personal emoluments, Ipologama 
Security Law and Order Housing project, Purchase and 

maintenance of vehicles 7,050,000 151,774,600 

104 Ministry of Plan Personal emoluments, purchase of 
l inplementation vehicles, rents 7,100,500 11,500,000 

105 Miiustry of Nat ion Building Nor th  East housing reconstruction 
and Estate Infrastructure 
Development 

project, Jaffna water conservation 
and ENV project, purchase of 
vehicles, rehabilitations of 
building, Salary arrears 221,000,000 381,830,000 

106 Miiustry of Disaster 
Management and 
Human Rights disaster management centre 2,9293 2 4,005,328 

Contribution fee for SAARC 

107 Ministry of Tourism Personal emoluments, 
purchase of vehicles, UNICEF grant 3,222,000 31,132,800 

108 Ministry of Post and Purchase of vehicles, machinery 
Telecoinmunica tion and office equipments 150,000 35,865,000 

110 Ministry of Jushcc and Law Purchase of vehicles, furniture 
Reforms and office equipincnts, Personal 

emoluments 26,500,000 169,926,000 

111 Ministry of Health Care Personal emoluments, purchase 
and Nut r i t ion  and rehabilitation of vehicles, 

machinery, t ran ing  and capacity 
bu i ld ing  365,080,000 18,933,789 

112 Ministry of Foreign Affairs Transportahon of baby elephant 
to China, purchase of vehcles 20,824,550 6,000,000 

113 Ministry of Ports & Aviation Capital contribuhon for Mihin Lanka 230,000,000 

114 Ministry of Transport Purchase of vehicles, to settle 
outstanding liabilities, feasibility 
study on  Transport logistics in 
Tsunami affected areas 1,500,000 160,575,000 

175 Ministry of Petroleum and 
Petroleum Resources Operational expenses, 
Development Purchase of vehicles 21,571,000 17,330,000 

116 Ministry of Trade, Marketing 
Development, Co-operatives 
and Consumer Services for Sathosa employees 3,200,000 339,336,063 

Purchase of vehicles, VRS 

117 Miiustry of Highways and Purchase of vehicles, Widening and 
Road Development improvement of roads, 

acquisition of lands 7,300,000 1,103,180,000 
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118 Ministry of Agricultural Walawe left bank project 
Development and Agrarian 
Services Personal emoluments 21,171,660 501,444,482 

vechicles, other investments 

120 Mimstry of Ch i ld  
Development and Women’s 
Empowerment UNICEF, project activities 5,000,000 10,375,802 

Personal emoluments for UNFPA 

121 Ministry of Public 
Administration and Home Mobile services, GTZ program for 
Affairs Tsunami activities 16,784,860 13,428,632 

122 Ministry of Mass Media Purchase of vehicles, personal 
and Inforination emoluments, rehabilitation of 

bui ld ings 6,908,000 48,260,000 

123 Ministry of Urban Purchase of vehicles, Land 
Development and Sacred 
Area Development foreign travel 3,507,000 51,955,000 

acquisition, rents and 

124 Ministry of Social Service Personal emoluments, investment 
and Social Welfare on  social care centers and field 

teaching centre 3,171,455 11,478,318 

125 Mirustry of Housing and Purchase of vehicles, 
Common Amenities engineering services 18,500,000 

126 Ministry of Education Persoiial emoluments, purchase 
of vehicles UNICEF and NFPA grant 8,650,000 64,055,324 

127 Ministry of Labour Relations 
and Manpower Personal emoluments, 

purchase of vehicles 10,240,000 16,730,000 

128 Ministry of Rural  Industries Personal emoluments, hire charges, 
and Self Employment vehicles 
Promo t ion 6,305,794 4,457,298 

129 Ministry of Vocational and Opcrabonal expenses, payment 
Technical Traming of taxes and custom duties, 

purchasc of vehicles 30,260,000 97,200,000 

130 Ministry of Local Government 
and Provincial Councils Operational and capital expenses 6,012,000 18,915,098 

132 Ministry of Enterprise 
Development and Investment 
Promot io i i  o n  lending (Credit Asst. program) 40,984,000 69,584,000 

Operational and capital expenses, 

133 Ministry of Science and Rents, rates and local taxes, 
Technology Nanotechnology centre, purchase 

of vehicles 39,600,000 85,200,000 

134 Ministry of Constitutional 
Affairs and National 
Integra t ion Purchase of vehicles 13,500,000 

135 Ministry of Plantation Purchase of vehicles and equipment, 
Industries replanting program, restructuring, 6,600,000 420,676,516 

Ministry of Sports and Public 
Recreation Purchase of vehicles 13,000,000 

136 
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138 Ministry of Indigenous Purchase of vehicles, 
Medicine personal emoluments 2,489,246 15,000,000 

139 Ministry of Fisheries and Operational and capital expenses , 
Aquatic Resources Kerosene subsidy for fishermen, 

Tsunami affected fisheries boats 
rehabilitation project 7,225,000 125,614,878 

140 Ministry of Livestock 
Development Operational and capital expenses 10,681,000 23,433,000 

142 Ministry of Cultural Affairs Personal emoluments, purchase of 
vehicles, restructuring, Sri Lailka 
Cultural Assistance Program 4,Y 60,000 118,500,000 

143 Ministry of Parliamentary 
Affairs Vehicles, exgratia payments, rents 7,100,000 21,000,000 

149 Ministry of Industrial 
Development Restructuring, purchase of vehicles 42,832,356 

151 Ministry of Foreign 
Employment Promotion and 
Welfare Rehabilitation and improvements (Buildings) - 10,748,624 

152 Ministry of lrrigation and 
Water Management Operational and capital expenses. 26,229,406 41,497,733 

Mimstry of Land and Land 
Development operational and capital expenses. 10,550,676 20,043,500 

153 

155 Ministry of Regional Regional Economic Advancement project 
Development (REAP- Matale and Southern ), 

Southern Development Author i ty 165,000,000 

156 Ministry of Yourth Affairs Settlement of loan 31,000,000 

160 Ministry of Environment and Personal emoluments, purchase of 
Natural  Resources vehicles, APELL project activities 27,000,000 19,973,655 

161 Ministry of Internal 
Administration Machinery and cquipments 1,000,000 

164 Ministry of Community 
Development and Social 
Inequity Eradication Vehicles 34,450,000 

165 Ministry of National Personal emoluments, rents and 
Heritage local taxes 10,832,000 

166 Ministry of Water Supply Vehicle, Rehabilitation Reconstruction 
and Drainage and Resettlement program, Rural  

Development program 52,900,000 

167 Ministry of Export 
Development and 
International Trade Foreign Travel 5,000,000 

169 Ministry of Construction 
and Engineering Services Purchase of vehicles 7,000,000 
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170 Ministry of Special Projects Office rent, purchase of vehicles 19,451,000 18,500,000 

171 Ministry of Higher Education Purchase of vehicles 7,800,000 

172 Mi iustry of Supplementary 
Plantation Crops Development Personal emoluments, restructuring 4,550,000 

202 Department of Muslim 
Religious and Cultural Affairs Taxes and duties 2,000,000 

209 Department of National 
Archives Central Cultural Fund ( T A N A P  project) - 1,500,000 

210 Department of Information Personal emoluments, 
rent and taxes, development 
forum 2007 10,188,255 

211 Department of Government 
Printer Vehicles, capacity building 50,181 11,500,000 

212 Departinent of Examinations Vehicles, personal emoluments 2,689,000 6,000,000 

213 Department of Educational 
Publications Property loan interest 150,000 

214 University Grants Allowances for non administrative, 
Commission non  academic staff 155,000,000 

215 Deparhnent of Technical 
Education and Training Vehicles 3,500,000 

216 Department of Social Serviccs Machincry 341,164 

217 Department of Probation and Pcrsonal cnioluments, purchase 
Chi ld Care Services of vehicles 8,823,859 3,500,000 

218 Deuartment of Commissioner 
G e k r a l  of Samurdhi Personal emoluments 4,122,000 

220 Department of Ayurvcda Personal einolumcnts 63,766,770 

221 Departmciit of Labour Machinery and equipment, 
c l u l d  labour prevention program, 
guidance and counseling program 
in Nor th  and East 18,448,500 

222 Sri Lanka Army Vehicles, foreign traveling, expenditure 
o n  Sri Lankan troops deployment 
in Ha l  ti. 18,480,168 101,53 9,832 

223 Sri Lanka Navy  Compensation payment 240,000 

224 Sri Lanka Air Forcc Renovation of bui ld ing 200,000,000 

225 Department o f  Police Devclopmeiit forum 2007 - 
226 Deparhnent of Immigration Personal emoluments, 

Security expenses 325,000 

and Emigration renovahon of buildings 5,000,000 1,500,000 

228 Courts Administration Personal emoluments, rehabilitation 
and acquisition of buildings, leasing 
of vehicles 1,300,000 109,000,000 
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229 Attorney Purchase of vehicles and 
General’s Department office equipincnts, foreign traveling, 

vehicle insurance 4,112,971 100,800,000 

230 Legal Draftsman’s Dept. Purchase of vehicles 41 7,000 14,500,000 

231 Debt Concil iation 
Board Contractual services 124,000 131,046 

232 Department of Prisons Vehicles 16,000,000 

233 Department of Government 
Analyst Purchase of vehicles 10,000,000 

234 Registrar of Supreme Court Domestic traveling, purchase of 

235 Department of Law 
vehicles 75,000 187,000,000 

Cominission Purchase of vehicles 1,500,000 

236 Department of Official 
Languages Training and Capacity building 3,500,000 

237 Department of National 
Planning Rural Development project, 

foreign travel 600,000 105,500,000 

238 Department of Fiscal Policy purchase of vehicles 11,400,000 

23Y Department of External Development Forum 2007, 
Resources reimburseincnt of V A T  for 

residence missions 10,889,650 1,500,000 

240 Department of National Budget purchase of vehicle 3,800,000 

241 Department of Public Reimbursements to the People’s Bank 
Enterprises on account of Penalties payable to 

the Central Bank, Vehicle 920,000 314,319,494 

242 Department of Management 
Services purchase of vehicle 2,800,000 

243 Department of Development Personal emoluments, operational 
Finance and capital requirements of Sri Lanka 

Savings Bank 15,400,000 12,800,000 

244 Department of Trade Tariff 
and Investment Policy purchase of vehicles 450,000 8,400,000 

246 Department of In land Revenue Vehicles and buildings 88,115,000 

247 Sri Lanka Customs Custom Rewards Scheme, Vchiclrs, 
construction of custom’s head office 
bu i l d ing  71,736,365 158,130,000 

248 Department of Excise purchase of vehicles 300,000 31,243,000 

249 Department of Treasury 
Operations purchase of vehicles 13,618,000 

250 Department of State Accounts purchase of vehicles 6,600,000 

251 Department of Valuation purchase of vehicles, property 
loan interest 2,600,000 8,000,000 
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252 Department of Census and 
Statistics Vehicles, special enuinera t ion in 

Eastern province, personal 
emoluments 10.816.173 57.000.000 

253 Department of Pensions Vehicles 10,000,000 

255 District Secretariat, Colombo Personal emoluments 24,500,000 

258 District Secretariat, Kandy Personal emoluments 25,000,000 

259 District Secretariat, Matale Personal emoluments, paddy  
purchasing 9,833,332 

260 District Secretariat, 
Nuwara-Eliya. Personal emoluments 3,449,000 

261 District Secretariat, Galle Personal emoluments, 
vehicle maintenance 23,500,000 

262 District Secretariat ,Matara Personal emoluments, settlement 
of  electricity and water bil ls 
(temporary Tsunami shelters) 29,125,888 

263 District Secretariat, 
Hambantota Personal emoluments 19,727,000 

264 District Secretariat/ 
Kachcheri, Jaffna Personal emoluments, 

UNICEF program 11,500,000 14,849,230 

265 District Secretariat/ 
Kachcheri, Mannar Paddy purchasing, UNICEF program 2,584,314 1,019,580 

266 District Secretariat/ Property loan interest, 
Kachchcri, Vavuniya UNICEF program 700,000 237,500 

267 District Secretariat/ 
Kachcheri, Mu l la i  t i vu  B i r th  certificate program, (UNICEF) 400,350 

268 District Secretariat/ 
Kachcheri, KiUinnochchi Personal emoluments 1,950,000 

269 D is t r i c t  Secretariat/ Personal emoluments, property 
Kachcheri, Batticaloa. loan interest, UNICEF prograin 9,870,622 331,500 

270 District Secrctariati, Ainpara Personal emoluments 16,000,000 

271 District Secretariat/ 
Kachcheri, Trincomalce UNICEF program 1,007,000 

273 District Secretaria t, Puttalam Personal emoluments 13,000,000 

274 District Secretariat, 
Anuradhapura Personal cmolumeii ts, 

UNICEF program 12,800,000 304,500 

Polonnaruwa of  vehicles 1,180,144 770,000 
275 District Secretariat Paddy purchasing, rehabil itation 

278 District Secretariat, Ratnapura Personal emoluments, t ra in ing 
and capacity building 1,956,000 100,000 
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279 District Secretariat, Kegalle Personal emoluments 15,540,000 

281 Department of Agrarian 
Development Personal emoluments, 

foreign travel 122,300,000 

282 Department of Irrigation Personal emoluments 35,600,000 

283 Department of Forest Personal emoluments 24,623,168 

284 Department of W i l d  Life 
Conservation Personal emoluments 9,000,000 

285 Department of Agriculture Small scale agriculture research 
projects, personal emoluments, 
purchase of vehicles 44,017,574 20,300,000 

288 Department of Surveyor Personal emoluments, purchase 
General of vehicles 34,777,773 11,400,000 

289 Department of Export 
Agriculture Personal emoluments 5,694,900 

290 Department of Fisheries and 
Aquatic Resources Purchase of diving instruments 629,013 

291 Department of Coast 
Conservation Personal emoluments 8,000,000 

293 Department of Rubber 
5,900,000 Developrncnt Purchase of vehicles 

295 Department of Coinmcrce Purchase of vehicles 3,500,000 

296 Department of Import  and 
Export Control Foreign travel 500,000 4,600,000 

297 Department of the Registrar 
of Companies Purchase of vehicles, personal 

emoluments 1.490.000 

298 Department of Measurement Construction of a laboratory 
Units, Standards and Services and a district office in Anuradhapura 1,213,250 

303 Department of Textile 
Industries Personal emoluments, rents 2,800,000 

304 Department of Meteorology A P N  CAPABLE project 453,600 

306 Department of Sir Lanka 
Railways Purchase of a n  ambulance, 

compensation payments 11,374,500 6,000,000 

307 Department of Motor  Traffic Security services 3,000,000 

308 Department of Posts Personal emoluments 350,000,000 

311 Department of National 
Physical Planning Personal emoluments 17,500,000 

312 Western Provincial Council Waste Management project in Kalutara 1,000,000 

313 Central Provincial Council Purchase of vehicles, UNICEF program 26,928,457 
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314 Southcrn Provincial Council Rural Development project, 
UNICEF program 51,346,237 

315 Northern Provincial Council UNICEF program, NECORD 149,448,848 

316 Nor th Western Provincial 
Council UNICEF program 14,230,505 

317 Nor th Central Provincial 
Council UNICEF program 13,725,182 

318 Uva Provincial Council UNlCEF program 93,347,040 

319 Sabaragainuwa Provincial 
Council Purchase of vehicles 7,500,000 

321 Eastern Provincial Council UNICEF prog., NECORD 
extention proiect 78,707,633 

Total 2,563,498,037 8,494,523,783 

Soituce: Depnfnrent ofhktiorznl Birdget 
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FOREIGN ASSISTANCE 

Foreign Aid Disbursements 

The total recorded foreign a id  disbursement by 30th 
September 2007 amounted to  US $ 717 m i l l i o n  o n  
account of project loans, and grants, wh ich  is 59.8 per 
cent of the amount forecasted at the beginning of 2007 
a m o u n t i n g  t o  U S  $ 1,200 m i l l i o n .  Of the to ta l  
disbursement, project loans accounted for US $ 544 
m i l l i on  (75.8 per cent), and grants accounted for US $ 
173 m i l l i on  (24.2 per cent). 

The Government of Japan, the Government of China, 
the Asian Development Bank (ADB) and the Wor ld  
Bank contributed US $506 m i l l i on  or 70.6 per cent of 
the total disbursements. 

Coal Power Project (US $136.5 mill ion). O f  the W6r ld  
Bank funded projects, a total of 107.6 m i l l i on  was 
disbursed with higher disbursements f rom t h e  Road 
Sector Assistance Pro ject  (US $ 18.69 m i l l i on ) .  
Disbursements made by the A D B  totaled at US $90.5 
mill ion, mainly for Southern Transport Development 
Project (US$13.12 n ~ ) ,  Road Network Improvement 
Project (US $ 12.63 mi l l ion)  and the Power Sector 
Development Project (US $ 10.13 mn). In addition, 
Nuwara  Eliya District Water Supply Project funded by 
Denmark also recorded a high disbursement of US$ 
14.34 m i l l i o n  w h i l e  Ind ia  also disbursed US$ 10.4 
m i l l i on  under the Ind ian Credit Line, par t  of which was 
utilized for the impor t  of buses to improve the transport 
sector. 

Table 18 
Fore ign Aid Disbursement 2006 & u p t o  30th Sept. 2006 & 2007* 

Donor Year 2006 Jan-Sept. 
2006. 2007 

China 9.9 6.1 149.6 
Germany 108.3 78.4 45.1 
India 21.5 8.8 23 
Japan 301.2 198.8 158.6 
Korea 19.8 10.9 17.8 
Sweden 11.3 2.0 21.5 
USA 28.6 8.7 14.3 
ADB 201.6 138 90.5 
World Bank 166.9 108.1 107.6 
UN Agencies 90.9 67.3 27.4 
EIB 33.0 6.8 
Export Credit 99.4 56.5 36.8 
Others 44.4 23.4 28.0 
Total 1,136.8 707.0 717.2 

Source : Depnrtnrcn t of Exterrinl Resources 
*. Excliiding Covrwiercrnl Lonns 

The Government of Japan continued to be the largest 
development partner for Sri Lanka with a disbursement 
of US $158.6 m i l l i on  main ly  for large infrastructure 
projects such as the Southern H i g h w a y  Construction 
project, and Upper Kotmale H y d r o  Power Project with 
each project disbursing more than US$ 10 mil l ion. 

Disbursements in the Sri Lanka Tsunami Affected Area 
Recovery and Take Of f  (STAART) project, the Small 
and  M i c r o  Indust r ies Leader  and  Entrepreneur  
Promot ion (SMILE) project and  the Poor  R u r a l  
Infrastructure Development Projects also disbursed over 
US$lO m i l l i on  for the per iod Jan-Sep 2007. 

China became an  emerging major donor with a total 
disbursement of US$149.6 m i l l i on  main ly  o n  account 
of the disbursements made o n  account of the Puttalam 

New Aid Commitments 

The total aid commitments made by donors to Sri Lanka, 
by signing necessary loan/grant agreements during the 
period f r o m  January to end September 2007 amounted 
to US $949 mil l ion. These commitments were made in 
the f o r m  of project loans and  grants. O f  the total 
commitments, project loans and grants accounted for 
US $852 mi l l ion and US $97 mi l l ion respectively. Table 
20 provides sector wise details of a l l  the agreements 
signed during the per iod January - September 2007. 

Maintaining its leading position as the largest bilateral 
deve lopmen t  partner, the Governmen t  o f  Japan 
committed a total o f  US$ 370.73 m i l l i o n  during the 
period 1 s t  January 2007 - 30th September 2007 of which 
US$334.12 was given as loans and US$36.61 was given 
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Tab le  19 
Fo re ign  Loans  & G r a n t  Agreements  S igned  ( January - September  2007) 

Loan 
Country/Agency Agreement Date US$ Mn Grant US$ Mn Agreement Signed fo r  Development Project 

Government of Japan 2007.03.28 
2007.03.28 
2007.03.28 
2007.01.16 

2007.03.09 
2007.03.09 
2007.05.23 

2007.08.27 

186.63 
34.79 

112.68 
0.27 

2.81 
10.27 
15.09 

1.47 

Greater Colombo Transport Development Project 
Pro-Poor Rural  Development Project 
Water Sector Development Project 
Detailed design for Construchon of Mannar 
Bridge and improvements to the Causeway 
Japanese 2KR Food Production Grant - 2006 
Japan’s Non-Project Grant Aid 
Construchon of Mannar Bridge & improvement 
Causeway 
Project for the Improvement of Display 
Equipment of the Sigiriya Museum 

and Disaster Information Network  
2007.08.27 334.12 6.94 Project for the Improveincnt of Meteorological 

Asian Development Bank 2007.06.06 13.50 

2007.04.25 300.00 

Secondary Towns & Rural  Community Water & 
Sanitation 
Colombo Port Expansion Project 

Government of 2007.04.09 
Netherlands 

11.67 Supply of two  Multipurpose River sea Vessels 
7400 D W T  under the ORET Program 

Government of Norway 2007.05.09 4.00 Delimitation of the Outer Edge of the 
Continental Marg in  of Sri Lanka (DEOCOM) 

Government of Sweden 2007.02.19 1.14 Quality Infrastructure Development Project 

Government of Repubhc 
of Germany 2007 03.30 1.33 Northern Rchabilitahon Project 

2007.03.30 3.60 Resource Network  for Conflict Studies 
2007.03.30 3.72 Food Security o f  Conflict Transformabon 
2007.03.30 5.33 Microfinance System Development (Promis) 
2007.03.30 3.33 Educahon for Social Cohesion (ESC) 

Government of the 
People’s Republic of China 2007.05.15 27.08 Supply of 100 Nos. Railway Passenger Carriages 

2007.05.15 38.68 Supply of 15 Nos.Diesc1 Mul t ip le  Units 
2007.02.27 6.43 Economic and technical Cooperation 
2007.06.13 7.20 Maintenance Requirement at B M I C H  

Government of the United 
States of America 2007.03.14 

2007.05.14 
0.47 
0.35 

O i l  and Gas Regulatory Project 
Peace, Good Governance & Citizen Rights 

Kingdom of Spain 2007.01.04 17.04 Design Supply & Setting up of  two  water 
treatment plants at Galle & Negambo 

Government of France 2007.07.09 8.83 Spatial Information Infrastructure for 
Reconstruction Monitor ing Project 

(Post Tsunami Reconstruction) 
2007.05.30 13.45 Construction Sector Support Project 

Government of Kuwait  2007.07.17 6.92 South Eastern University of Sr i  Lanka 
Development Project Phase I 
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Government of Korea 2007.06.07 7.26 Greater Galle Water Supply Project Phase I1 
2007.06.07 8.78 Upgrading of Niyagama National 

Vocational Training Centre Project 

IFAD 2007 05 08 23.09 Smallholdcr Planta hons Entrepreneurship 
Development Program 

F A 0  2007.0319 0.33 Hybrid Rice Development & Use for Food Security 

2007.0822 0.5 Agriculture Assistance to IDPs and households in 
Sri Lanka 

2007.0823 1.3 Agriculture Assistance to IDPs and Host- Families 
Nor th  and East 

Nordic Developmeiit Fund 2007.0315 1.88 The Skil l Development 

UNFPA 2007.01.01 1.54 Restoration of R H  Services in Tsunami 
Affected Districts 

UNICEF 2007.02.20 11.80 UNICEF Country Program 

Malaysia 2.0 Disaster Recovery Facility for the Passport 
Printing & Personalization System 

World Bank - I D A  2007.05.25 32.87 Puttalam Housing Project 

UNDP 2007.04.18 0.13 Institutional Strengthening - Phase v 

Bank Austria 2007.03.01 12.68 Greater Colombo Sewerage Rehabilitation 
Creditanstalt A G  System 11 

TOTAL 852.20 97.55 

Grand Total 949.75 

Source; Department of External Resources 

as grants. The loans included the Greater Colombo 
Transpor t  Deve lopmen t  Pro ject  (Outer  C i r cu la r  
H i g h w a y  - US$ 186.65 m i l l i on )  and  Water Sector 
Development Project (US$112.68 mill ion). Japan also 
provided a loan of US$ 34.79 to the Pro Poor Rura l  
Development Project. A D B  has committed a total o f  
US$ 313.50 m i l l i on  as loans o u t  of w h i c h  US$ 300 
m i l l i on  was g iven as a l oan  fo r  the Colombo Por t  
Expansion Project. 
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The Government of China has conunitted a total of US$ 
72.19 mi l l ion ou t  of wh ich  US$65.76 m i l l i on  was given 
for two loans for the ra i lway sector, one for  the supply 
of 100 rai lway carriages (US$27.1 mil l ion) and another 
for the supply of 15 Diesel Mu l t i p le  Uni ts  (DMUS - 
US$ 38.68 mill ion). These two loans were given as 
concessional loans. During this period, the Wor ld  Bank 
extended a loan o f  US$32.87 m i l l i on  for the Puttalam 
Housing Project. 



Aid Commitments and Util ization 

The Committed Undisbursed Balance (CUB) of foreign 
aid for Government’s development program including 
Post - Tsunami reconstruction activities as at  end 
September 2007 was US $4,559.2 mi l l ion o f  wh ich  
details are given in Table 21. 

These funds wil l be used for projects identif ied by the 
Government and implemented over a period ranging 
f rom 2 - 5 years. The expected ut i l izat ion of donor 
funds for the year 2007 is US $1.2 bil l ion. 

A sum o f  US$ 717.5 m i l l i on  has been disbursed as of 
end September 2007 based o n  reported figures of the 
respective development  partners. The total CUB 
includes a s u m  o f  US $849 m i l l i on  for N o r t h  and East 
Development work. 

A comparison of the foreign a id  uti l ization rates is given 
in Table 22 where the ut i l izat ion rates for the first nine 
months of this year are compared with that of the 
corresponding nine months of 2006 and also the twelve 
months periods in 2006 and 2005. The uti l ization rates 
need to be considered in the context o f  the type of 
assistance received, as some of the mega projects would 
involve a very large init ial  commitment but to be spent 
over a longer period o f  time. 

Table 20 
Committed Un-disbursed Balance of Foreign Aid by Sector as at  30 September 2007 

Sector US$ Mn As a Percentage 
Tsunami Rehabilitation 868.3 19.05 
Roads, Bridges, Ground Transport, Ports & Airport Aviation 1,274.7 27.97 
Power & Energy 546.1 11.98 
Water Supply & Sanitation 416.8 9.15 
Health Education & Vocational Training 296.2 6.50 

Trade, Tourism 28.5 0.63 
Rehabil itation 158.6 3.48 
Financial Managemcnt 132.5 2.91 
Rural Developincnt 99.6 2.19 
Environment & Forestry 94.4 2.07 
IT, Science & Technology, Institutional Development 82.0 1.76 
Housing & Urban Development 64.4 1.41 
Other 254.1 5.58 

Agriculture, Irrigation, Land, Plantation & Fisheries 243 5.33 

Total 4,559.2 100.00 

Soiirce : Departnieiit of Extenial Resoiirces 

Table 21  
Comparison o f  Ut i l izat ion Rates 

Donor Uti l izat ion Rates 
I a n  - Seot 2007 Ian - Sept 3006 Ian - Dec 7006 Ian  -De- 

T a m n  11.81 13.51 20.47 13.12 
ADB 8.59 12.42 19.12 17.54 
World Bank 22.52 18.17 26.82 24.7 
Germany 30.29 35.47 48.92 66.5 
Other 19.25 19.92 21.98 66.07 
Total 15.40 16.02 23.47 26.48 

Soiirce : Department of External Resources 
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Timely External Debt  Servicing 

Tota l  debt  service payment  up to  September 2007 
amounted to US $ 605 m i l l i o n  w h i c h  includes a n  
expected principal repayments amounting to US $461 
m i l l i on  and interest payment amounting to US 144 
mill ion. The Government's total outstanding debt stock 
as at end of 2007 is expected to be US$11,116 m i l l i on  
when  compared with US$ 10,633 m i l l i on  as at  end 
2006. 

In addition, under the Technical Cooperation Programs, 
volunteer services are also received f r o m  various 
countries such as Japan, Korea, Canada and the UN 
agencies. Arrangements for assigning of volunteers are 
generally done through the demand survey carried out 
by the Department of External Resources in consultation 
with the donor  agencies. The m a i n  areas where 
Volunteers are prov ided are the training in foreign 
languages, sports, automobile engineering, medicine, 
social development, computer engineering, etc. 

Technical Assistance Focus on  Capacity 
Building 

Mult i lateral and bilateral donors also provide Foreign 
Training Opportunities to facilitate human  resources 
development. These opportunit ies p rov ide  greater 
benefits to the country in enhancing the capacity of 
human  resources capacity. 

At present, the Government of Sri Lanka receives about 
700 fore ign scholarships annual ly  under  var ious 
Technical Assistance Programs. These include bo th  
long-term and short-term training programs. Of these 
t ra in ing programs, about 7 per  cent are l o n g  te rm 
( d u r a t i o n  o f  8 m o n t h s  o r  more )  l e a d i n g  up to  
Postgraduate Diplomas and Masters Degree Programs. 
The main areas of foreign training include development 
admin i s t ra t i on ,  management ,  p u b l i c  po l ic ies,  
d e v e l o p m e n t  pol icies, ag r i cu l tu re ,  l ivestock,  
information technology, governance, environment, 
irrigation, human  resources development, disaster 
management, housing and  waste management. 

The Government o f  Japan i s  the m a i n  prov ider  o f  
training programs and duration o f  the programs vary 
f r o m  one week to six months. Mos t  o f  these programs 
offered by the Government o f  Japan are channeled 
through the Japan International Cooperation Agency 
(JICA). In addition, the Government of Korea through 
Korea, International Cooperation Agency (KOICA), 
Ind ia  through agencies such as the Colombo Plan, 
Ind ian Technical and Economic Cooperation (ITEC) & 
Bangladesh- In d ia- My ann1 a r -Sr i L a  n ka -  Tha  il and  
Economic Cooperation (BIMSTEC), Sweden through 
Swedish In ternat ional  Development  Cooperation 
Agency  (SI D A), T h a i  I a n  d t h r o u g h  T h a i l a n d  
International Development Cooperation Agency FICA), 
The  Nether lands,  S ingapore M a l a y s i a  t h r o u g h  
Malaysian Technical Cooperation Program (MTCP), 

Development h m ~ m  Held in G a b  

Sri Lanka Develoument F o r u m  - 2007 was held on  29 - 

Fresh development assistance over the period 2007 - 
2009 w o u l d  be in the region o f  US$4.5 bil l ion. When 
this quantum is added to  the existing portfol io of US$ 
4.5 billion, the total development assistance available 
to Sri Lanka to be uti l ized in the med ium term is around 
US$9 bil l ion. 

30 January, 2007 in Galle, under  the Chairmanship of 
H i s  Excellency Mahinda Rajapaksa, the President of 
Sri  Lanka with the highest level of participation f rom 
over fifty countries and international donor agencies. 
The F o r u m  p rov ided  a n  excellent oppor tun i ty  for  
development partners to engage in a wider consultation 
process o n  "Mahinda Chintana: Vis ion for a N e w  Sri 
Lanka - A Ten Year Hor izon Development Framework 
for 2006 - 2016. Matters thatwere discussed included 
post tsunami recovery and reconstruction challenges 
and emerging issues, development of lagging regions, 
security, l aw  and order, confl ict resolution, combating 
t e r r o r i s m  a n d  a c h i e v i n g  peace, h u m a n  rights, 
h u m a n i t a r i a n  a n d  rese t t l emen t  challenges, 
reconstruction o f  conf l ic t  affected areas and the 
continuing role of c i v i l  society, within the context of 
assistance provided by the development partners. 

The M e d i u m  Term Development Framework 2006 - 
2016, p r e p a r e d  h a v i n g  gone  t h r o u g h  a w i d e  
consultation process with focus o n  reducing regional 
and income disparities, with emphasis o n  developing 
lagging regions, was appreciated. Other key projects 
which were discussed at  length was the accelerated 
nationwide infrastructure development initiative under 
the "Randora" prog ram covering key areas such as 
power, irr igation, roads a n d  transport,  seaports, 
airports and urban amenities. 

China,  A u s t r a l i a  t h r o u g h  A u s t r a l i a n  Aid f o r  
I n t e r n a t i o n a l  D e v e l o p m e n t  (Aus AID), A s i a n  
Development Bank, Germany and the agencies such as 

SUCCeSSfUl C O n C l U S i O n  of Us$500 Mi l l ion  
International Bond Issue 

Commonwea l th  F u n d  for-TechnicaiCooperation 
(CFTC), United Nations Agencies and Colombo Plan 
also offer foreign training opportunities to  Sr i  Lanka. 

The Government has raised US$500 mill ion, through 
the sale of bonds in the international capital markets 
o n  October 17,2007. The ne t  proceeds of the bond issue 
wil l be ut i l ized by the Government to supplement 
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available concessional funds to develop infrastructure 
projects inter dirt o n  power generation, water supply, 
roads, po r t  facilities and railways. Barclays Capital, 
HSBC and J.P. Morgan  acted as Joint Lead Managers 
while Bank of Ceylon acted as Co-Manager. 

Roadshows were conducted through the participation 
of officials of the Central Bank of Sri  Lanka and the 
M i n i s t r y  o f  F inance  a n d  P l a n n i n g .  T h e  t e a m  
participated in 46 meetings with investors in Singapore, 
H o n g  Kong, London, N e w  York, Los Angeles and 
Boston. After the road-shows, the order book was more 
than three times oversubscribed, such that the debut 
international b o n d  issue by the Government  was 
successfully concluded, with pr ic ing and allocation of 
the bonds among the international investor community. 
The bonds were sold at par  with a coupon of 8.25 per 
cent and a maturi ty date o f  October 24,2012. 

While 136 investors participated in the transaction, 30 
per cent of the distr ibution was to  investors in Asia, 30 
per cent to investors in Europe and  40 per  cent to 
investors in the USA. Of these investors, 53 per cent 
were Asset Managers, 25 per cent were Banks and 22 
per cent were Insurance Funds, retai l  banks and other 
Funds. 

As Sri Lanka is a n  emerging m idd le  income country, 
and given the need to  supplement available domestic 
and other foreign resources to  scale up investment in 
infrastructure th roughou t  the country, it was felt  
essential for the country to make a successful ini t ial  
inroad to the international capital market through the 
bond issue, to broaden country's investor base. T h i s  
will also facilitate those in the Sri Lankan corporate 
f ield to  tap international capital markets in the future. 

Agreement Signed t o  Build 
Hambantota Port 

Negotiations have concluded with the Government of 
China to  provide assistance amounting to US $I 307 
m i l l i on  for the Hambantota Por t  Development Project 
w h i c h  w o u l d  p r o v i d e  fo r  the construction o f  t w o  
general purpose berths, o i l  terminals, two break waters 
and  approach channel in Phase I where i t  wil l be 
developed as a Service and  Industr ial Port. Phase I1 is 
expected to improve the Por t  further, to graduate to a 
Transshipment Port. The relevant loan agreement to 
provide US$307 m i l l i on  by the E x i m  Bank of China for 
Phase 1 o f  the project was signed o n  30th October 2007. 
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TREASURY OPERATIONS 

Government Debt Managed within 
Approved L i m i t s  

Even though there was a shortfall in revenue as against 
the forecasted revenue fo r  the p e r i o d  up t o  30“’ 
September, deficits were below the expected levels both 
after operating activities and investment activities. Cash 
deficit after operating activities was at  Rs.26.4 b i l l ion 
and after investment activities, same was at  Rs. 181.0 
bil l ion. Cash deficit, after operating and investment 
activities shows a n  increase of around Rs.45.0 b i l l ion 
against the figure for the year 2006. This was main ly  
d u e  t o  the  increase in opera t i ng  act iv i t ies  a n d  
investment activities. The overall closing balance, which 
corresponds to work ing  overdraft balance with the 
banks increased as of September by Rs. 6.0 bil l ion. 

The government debt  operations indicated a total 
domestic gross bo r row ing  o f  Rs. 322 bil l ion, f r o m  
January to September 2007, inc lud ing Rs. 23.6 b i l l ion 
raised in the domestic market  t h rough  Sr i  Lanka  

Development Bonds. The repayment of domestic debt 
including foreign currency denominated domestic debt 
amounted to Rs. 185 b i l l ion thus limiting net  domestic 
borrowings to Rs.137 bil l ion. Foreign loan repayments 
amounted to  Rs. 42 bil l ion. The Government’s foreign 
borrowings during this per iod amounted to Rs. 79 
b i l l ion o f  wh ich  71 percent came in as project loans. 

The total gross borrowings consisting o f  foreign and 
domestic during the f irst n ine months o f  the year 
amounted to Rs. 401 b i l l ion indicating that the govem- 
ment  has ut i l ized 63 percent of the approved annual 
borrowing limit for the current year. This borrowing 
level is w e l l  within and consistent with the approved 
limit for 2007. 

The total value of outstanding Treasury Guarantees 
amounted to Rs. 37.1 b i l l i on  as at  end September 2007 
compared to Rs. 25.4 b i l l ion at the end of 2006. The 
share o f  Treasury Guarantees as a per centage of the 
GDP increased to  1.0 per  cent in September 2007 f rom 
0.9 per cent at end, 2006.95 per cent of these guarantees 
are r isk free. 

Table 22 
Summary of Outstanding Treasury Guarantees as of June 2007 

Borrower Lender Date Loan 
Outs. (Rs. Mn) 

Merchant Bank of Sri Lanka Employee’s Trust Fund 
Board 30.06.2003 430.00 

Lakdanavi Ltd., Employee’s Trust Fund 

Ceylon Petroleum 
Corporation National Developmcnt Bank 28.08.1997 95.20 
Mcrchant Bank of Sri Lanka National Savings Bank 27.12.2002 400.00 
Merchant Bank of Sri Lanka National Savinrrs Bank 17.03.2004 35.00 

Board 01.03.2007 1,333.08 

Urban Devclopment 
Authority National Savings Bank 17.08.1 999 162.50 
Lakdanavi Ltd., National Savings Bank 22.02.2007 1.333.08 
Cooperative Whole Sale 
Establishment People’s Bank 02.02.2005 298.99 
State Pharmaceuticals 
Corporation People’s Bank 11.07.2001 875.30 
Palindanuwara Kitul Treacle 
Producers Cooperative 

Govinna Industrial 
Coopcrative Society People’s Bank 07.09.1994 0.1 5 

Society People’s Bank 01.09.1994 0.08 

Amaragedara Decorative 
Granite Slabs Manufacturers 
Cooperative Soc. 
Janatha Bandaragama People’s Bank 01.09.1994 0.18 
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Rice Producers & Sellers 
coop. Soc. People’s Bank 29.03.1993 0.75 
Bulathsinhala K i tu l  Treacle 
& Jaggery Producers 
coop. SOC. People’s Bank 01.09.1994 0.19 
Colombo Commercial 
(Engineer’s )Ltd. People’s Bank 20.09.1999 2.00 
Relief to Small Holder 
Tea Sector People’s Bank 13.03.2000 15.58 
Ceylon Electricity Board People’s Bank 03.03.2004 2,988.84 
Pugoda Textile Mi l l s  Ltd People’s Bank 31.12.2005 269.27 
S /L  Consumer Co-operative 
Societies People’s Bank 32.07.2006 50.00 
Ceylon Petroleum 
Corporation Credits Scheme People’s Bank 26.04.1995 10,144.74 
Grayline International 
Pvt. Ltd. People’s Bank 12.08.1994 351 .OO 
Overseas Reality Ceylon 
Pvt.Ltd. SR & CC & Terrorism Fund 14.02.2000 500.00 
Galadari Hotel  Lanka Ltd SR & CC & Terrorism Fund 14.02.2000 350.00 
Hospitality International 
Pvt. Ltd. SR & CC & Terrorism Fund 14.02.2000 6.46 
Galadari Hotel  Lanka Ltd SR & CC & Terrorism Fund 14.02.2000 48.21 
Hotel Developer’s Lanka Ltd SR & CC & Terrorism Fund 14.02.2000 228.75 
Laiika Canneries Ltd. Bank of Ceylon 30.04.1993 4.30 
Lanka Salu Sala Ltd. Bank of Ceylon 31.07.1996 7 25.00 
Ceylon Petroleum 
Corpora t ion Bank of Ceylon 28.12.2004 8,759.50 
West Coast Power(Pvt)Ltd. H o n g  Kong & Shanghai Banking Co. 28.06.2007 8,895.40 
Grand Total 37,092.95 
Sotirce: Depnrtinetit of Treasury Openitions 

Tab le  23 
A Statement of Governmen t  Cash Flow Opera t i ons  

January - September  2006/2007 (Rs. Mn.) 

I t em 
Jan.-Sep. 2007 (Rs. Mn.) 

Actual Tan.- Or ig ina l  Actual Cash - 
Sep. 2006 Estimate Flow 

Total Cash Inflows froin Revenue 349,751 443,346 411,139 

Net  Cash Flow froin Operating Activibes (24,578) 13,750 (26,456) 
Cash Flow f rom Iiive4tmg Activities (111,298) (188,340) (154,967) 
Net  Cash Surplus (Deficit) (135,876) (174,590) (181,423) 
Operating Cash Balance (10,989) (31,622) (31,622) 
Gross Borrowings 386,325 392,670 400,983 
Debt Repayment (235,024) (227,322) (227,949) 
Net  Borrowings 151,301 165,348 173,034 

Closing Balance (13,141) (33,965) (39,909) 

Total Cash Outf low f rom Operatmg Acbvihes (774,328) (429,596) (437,595) 

Adjusttnent Account Balance (TEB, RFA, Deposits, etc.) (12,106) (6,899) (78) 

Source: Departtiwrit of Treasury Operations 
*After adjustments of favourable balances 
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Basis for 2008 Budget  Est imates 

Estimates o f  the 2008 Budget along with projection for 
the proceeding 3 years is summarized as follows; 

Basis of the Projections 

The Report will n o w  move o n  to explain the basis used 
in the preparation o f  the projections. 

Gross Domestic Product (GDP) 

The economy is expected to register a growth of 7.5 per 
cent in 2008 and the g rowth  is expected to be broad- 
based. A11 three key sectors being agriculture, industry 
and services are expected to g row at a healthy rate with 
the services sector prov id ing the impetus required for a 
higher growth. The demand  is l ike ly  to  increase, 
especial ly t he  i n v e s t m e n t  demand .  T o  ensure 
sustainable growth, critical infrastructure projects such 
as roads, ports, power are expected to proceed as 
scheduled. A favorable weather pattern is also expected 
to prevail. 

Consumer Prices 

Inflation as per the GDP deflator is expected to moderate 
in 2008 to 9.5 per cent. On the demand side, tight 
monetary and fiscal policies are expected to  contain 
demand driven inflationary pressures. On the supply 
side, the expansion o f  p r o d u c t i o n  together with 
improved distribution systems is expected to have a 
favorable impact o n  prices. A m o n g  external factors, 
the international prices o f  major n o n  fuel consumer 
imports are also expected to decline towards the second 
half of 2008. However  the prices w o u l d  be vulnerable 
to the global price movements o f  oil. 

Employment and Unemployment  

Greater employment opportunities are expected to be 
created th rough  Government’s strategies towards 
i m p r o v e d  p r o d u c t i o n  a n d  greater e m p l o y m e n t  
opportunities in the infrastructure sector. Emphasis 
placed o n  human  resource and  skills development are 
also expected to create a better ski l led and productive 
labour force capable of being gainfully employed in new 
opening. These measures coupled with the expansion 
in the private sector, investment and  production are 
expected to reduce unemployment below 6 percent of 
the labour force. 

Balance of Payments (BOP) 

The external sector is expected to show an overall BOP 
surplus. Expor t  growth is l ikely to continue in 2008 at 
around 10 per  cent, benefi t ing f r o m  the continuing 
growth in the global economy, and  the positive impact 

of Free Trade Agreements. Imports are projected to grow 
at  a h igher  rate o f  a r o u n d  1 2  per  cent, reflecting 
increased demand for intermediate and investment 
goods. W i t h  the expected high inward  remittances of 
around US$3,000 mill ion, the current account deficit 
will be contained at  around 4.6 per cent of GDP in 2008. 

Exchange Rate 

With the i n f l ow  o f  US$500 mi l l i on  f r o m  the recently 
concluded International Bond  Issue, the exchange rate 
is expected to stabilize. 

Monetary Aggregates 

The growth in reserve money and broad money for 2008 
has been projected to  be in the range of 16 - 17  per cent 
to facilitate economic transactions while preventing the 
build-up o f  inflationary pressures. These projections 
are based o n  the expected real economic growth of 
around 7.5 per cent, GDP deflator o f  around 9.5 per 
cent as a marg in for the in formal  economy. With the 
close monitoring o f  macroeconomic developments on  a 
regular basis by relevant authorities, the monetary 
pol icy stance is expected to be adjusted appropriately 
in response to macro economic performance. 

Revenue 

Revenue estimates were prepared in l ine with policy 
measures and reforms are expected to maintain medium 
term revenue /GDP targets. The sectoral growth rates, 
projections in imports and the existing rate structures 
and  detai led assumptions used in this regard are 
contained in Annex 11. 

Expenditure 

The preparation of 2008 Budget in line with the Medium 
Term Expenditure frame w o r k  for 2007 - 2010 places 
emphasis o n  in f rast ructure development in areas 
inc lud ing roads, electricity etc. a t  national level and 
supporting infrastructure at provincial and local levels, 
to ensure that the high economic g rowth  will spread 
across regions, benefiting lower income groups as well. 
With emphasis o n  a sectoral prospective in priori ty 
areas, it is expected to  inininuze duplication of activities 
among spending agencies, thus ensuring efficient use 
of publ ic funds. It is expected that publ ic investment 
w o u l d  be raised to  a round  8 p e r  cent o f  GDP to  
complement a 7-10 per  cent economic growth in the 
medium- term. Recurrent expenditure estimates have 
taken in to consideration the need to allocate adequate 
provisions for payments pertaining to wages, pensions, 
utility services and supplies. Emphasis is also given to 
strengthen p u b l i c  expendi ture management and  
accountabil ity t h rough  further t ightened Treasury 
supervision and internal audi t  functions. 
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Borrowings 

It i s  proposed to adopt a proper combination of domestic 
and foreign borrowings to ensure that the existing 
declining t rend of debt /GDP rat io w o u l d  continue 
while min imiz ing the cost of borrowing. 

Sensitivit ies t o  the Estimates 

Economic projections are targeted amidst the 
fol lowing challenges; 

Price trends in international o i l  price and other 
conunodities. These wou ld  affect imports as we l l  
as the domestic supply and budget costs. 

Capac i t y  const ra ins t o  the  m e d i u m  t e r m  
transformation may  affect the use of funds in 
relation to  foreign funded large projects and  
thereby investment level and growth. 

Vulnerabilities to terrorist incidents may  have 
an  adverse impact o n  development activities in 
affected areas. 

Weather conditions w o u l d  have an impact on 
agriculture and hydro-power generation. 

Natura l  Disasters 

Adjustment costs to  external shocks. 

Administrative and procurement impediments. 

Risks l i k e l y  t o  have a Mater ia l  Effect on  
the Fiscal Posit ion 

International o i l  prices exceeding an all time high 
price U S  $92 / barrel will have a decisive impact 
o n  g r o w t h  a n d  i n f l a t i o n  prospects m a i n l y  
affecting Government expenditure and revenue. 

N e w  recruitments to  the public service in excess 
of the targeted retirements of around 12,000. 

Market  interventions in the backdrop of rising 
o i l  and commodity prices in global markets, to 
stabilize prices and  contain cost -of- living. 

Poor / under performance o f  state and public 
enterprises. 
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ANNEX I 

MACRO ECONOMIC INDICATORS 

T a b l e  1 
Est imated Quarter ly G r o w t h  Rates of K e y  Sub-sectors of A g r i c u l t u r e  

Sector 2006 2007 

Tea (Mn kg) 77.5 87.0 73.6 72.7 310.8 63.8 79.9 78.4 85.0 307 

Rubber (Mn kg) 29.2 27.0 26.2 26.7 109.2 32.2 30.6 28.3 26.9 118 

Q1 Q2 Q3 0 4  Annual Q1 Q2 Q3* Q4* Annual‘ 

Growth % 6.1 -7.2 -0.7 -4.7 -2.0 -17.8 -8.2 6.6 16.9 -1.2 

Growth % 17.1 -0.6 -0.4 3.1 4.6 10.5 13.1 7.9 0.6 8.1 
Coconuts ( M n  nuts) 661.6 677.6 730.8 714.7 2,784.5 738.5 722 742 731 2934 

Growth % 18.3 10.0 6.9 12.5 10.7 11.6 6.6 1.5 2.3 5.4 
Paddy (‘000mt) 2,136 1,206.3 3,341.9 1970.7 1,160 3130 

Fish (Mn kg) 60.3 53.6 38.2 79.2 251.3 77.0 63.5 76.1 83.3 300 
Growth %I 249.4 59.6 19.9 24.0 33.9 27.7 18.6 30.8 5.3 19.4 

Growth % 6.1 -2.2 2.9 -7.7 -3.9 -6.3 

*Projections are based on inforrnation n-c~ailnble up to end August 2007 
Source; Ceiztrnl Bank ofSri Lmkn 

T a b l e  2 
Per fo rmance in I n d u s t r i a l  Sector: 2005-2007 

%I 

Description 2005 2006 2007 2007 
Estimate 

(a) Q1 4 2  July August Jan - Aug 
Food, Bevera~es and Tobacco 4.8 6.0 6.2 6.1 6.1 6.0 6.1 6.1 
Texhlc, apparel and leather 
Products 4.9 4.3 6.1 5.8 6.2 6.4 6.3 6.1 
- Apparel 6.1 4.1 6.2 6.0 6.4 6.7 6.5 6.3 
Textile (8.2) 5.6 4.4 4.5 4.3 4.5 4.4 4.4 
Lea thcr 4.0 6.7 4.3 4.3 4.2 4.1 3.9 4.2 
Chemical, petroleum, rubber 
and plastic products 12.5 8.3 6.8 6.4 6.6 7.3 7.1 6.7 
Non-metallic mineral products 6.2 10.9 9.2 10.7 10.4 7.1 6.9 9.6 
Overall Industrial Growth  6.2 5.9 6.4 6.2 6.4 6.5 6.3 6.4 
Source; Central Bank of Sri Lankn 
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Tab le  3 
Per fo rmance in Elec t r i c i t y  Genera t ion  and Services Sector: 2005 - 2007 

Category 2005 2006 2006 2007 2007 
Proj. Q1 Q2 1 s t  Q1 Q2 1 s t  

H a l f  H a l f  
E lect r ic i ty  Generation 
Total 
Generation 

(Excluding 

Growth Rnte 7.5 7.1 10.2 9.3 9.7 4.3 3.9 2.2 3.1 
Hydro  3,453 4,635 850 1,038 1,888 3,800 1,008 801 1,809 

Thermal 
(includes 
Independent 
Power Plants 5,314 4,751 1,443 1,320 2,763 5,990 1,373 1,610 2,983 

Hy dro:Thermal 
Ratio 39:61 49:51 37.63 44:56 41~59 39:61 4258 3367 38:62 
Rcsevior Water 
Level % (End 
Period) 79.0 90.0 75.3 67.0 67.0 48.2 47.9 47.9 

Port Services 
Total Cargo 
Handled 
(‘000 MT) 37,301 42,661 9,813 10,988 20,800 47,000 11,019 11,647 22,666 
Growth Rate 9.8 14.3 12.6 17.2 15.0 10.2 12.3 6.0 9.0 
Total Contamer 
Handled 
(‘000 TEUs) 2,455 3,079 648 783 1,431 3,500 818 808 1,625 
Growth Rate 10.6 25.4 14.9 28.3 21.9 13.7 26.2 3.2 13.6 

Telecommunications Services (no. of  subscribers) * 
Fixed Lines 
( W I O )  1,244 1,884 1,388 1,512 1,512 2,646 2,087 2,215 2,215 
Grorotlr Rate 25.5 51.5 38.6 47.7 47.7 40.4 50.4 46.5 46.5 
Cellular V000) 3,362 5,412 3,722 4,284 4,284 7.712 5,959 6,447 6,447 
Grouith Rate 52.0 61.0 49.3 54.4 54.4 42.5 60.1 50.5 50.5 
Total Fixed 
Lines & 

(GWw 

1 Self Generation) 8,769 9,389 9793 2382 2412 4794 

Gromtlr Rate 16.6 34.2 11 4 29.6 20.7 -18 0 18.6 -22.8 -4.2 

Grozuth Rote 2.3 -10.6 9.5 -2.6 3.3 26.1 -4.9 22.0 8.0 

Cellulers (‘000) 4,606 7,297 5,110 5,796 5,796 10,358 8,045 8,662 8,662 
Growth Rate 43.8 58.4 46.3 52.6 52.6 42.0 57.4 49.5 49.5 
Internet and 
einail (‘000) 115 130 117 126 126 170 150 150 150 
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“As at end period 
Source: Central Bankof Sui Lanka 
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External Sector Developments 

Table 4 
Export Performance - 2007 

Rs. Mn. 
I t e m  2006 2007 

Agricultural Products 73,434.0 60,955.1 134,389.1 87,516.0 67,618.1 155,134.1 
Tea 50,894.0 40,715.6 91,609.6 58,361.0 43,015.0 101,376.0 
Rubber 5,674.0 4,060.5 9,674.5 7,064.0 5,124.0 12,188.0 
Coconut Products 6,622.0 6,248.2 12,870.2 8,575.0 7,793.0 16,368.0 

25,202.1 Other Aericultural uroducts 10,304.0 9,930.8 20,234.8 13,516.0 11.686.1 

Jan-Jul Aug-Dec Total  Jan-Jul Aug-Dec Total  

Industrial Products 294,676.0 265,964.7 560,640.7 367.740.0 283.765.8 651,505.8 

Petroleum 11.130.0 8.331.3 19.4613 9.857.0 11 741 0 71 098.0 
Other Industrial Products 118360 0 107 090.5 770 350.5 149.414.0 l 2 I N 1  8 771 735.8 

Gems n 5.,578.3 17 7x4 8 7 . ~ 9 . n  7 75fi n 14.575.0 

Tcxtile and G~XQL.X& 165.286.0 320,878.9 150.703.0 359.177 0 155.542.9 708.469.0 

Total  Exports 378,393.0 337,134.6 715,527.6 468,577.0 364,143.9 832,720.9 
Soiirce: Ceritrnl Bniik of Sri Lnrtkn 

Table 5 
Import Performance in 2007 

USD Mn. 

I t e m  2006 2006 2007 2007 
Jan - Jul Aug - Dec Jan - Jul A u g  - Dec 

Consumer Goods 1,781.8 949.4 832.4 1,822.0 1,011.4 810.6 
Rice 5.5 2.5 3.0 10.9 5.5 5.4 
Sugar 223.7 112.3 111.4 183.5 99.4 84.1 
Other Food and Beverages 528.6 288.5 240.1 537.8 362.7 175.1 
N o n  Consumable Goods 1,024.0 546.1 477.9 1,089.8 543.8 546.0 

Intermediate Goods 6,160.3 3,552.1 2,608.2 6,769.9 3,572.3 3,197.6 
Petroleum Products 2,070.0 1,249.5 820.5 2,142.1 1,200.7 941.4 
Wheat 198.6 117.3 81.3 219.0 133.6 85.4 
FertiliLer 164.1 111.2 52.9 161.5 80.9 80.6 
Textile Rr Clothing 1,546.2 850.7 695.5 1,671.7 937.3 734.4 
Other Intermediate Goods 2,181.4 1,223.4 958.0 2,575.6 1,219.8 1,355.8 

Investment Goods 2,245.9 1.271.9 974.0 2.815.1 1.418.5 1,396.6 

O t h e r p o r t s 6 5 . 4  4 4 J  2l3 1 5  7 

Total  i n  7 5 1  4 5,817.5 4435.9 l t 4 a S . S  h965.3 5.47'0 

Source: Depurtment of Fiscal Policy 
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Tab le  6 
Balance of Payments - 2007 

Item 2007 USDMn. 
4 4  ( F )  Annual ( F )  

A. Trade Balance -659.6 -921.7 -966.1 -1272.2 -3819.6 
Exports 1717.0 1851.5 2023.8 1978.0 7570.3 
lmports 2376.6 2773.2 2989.9 3250.2 11389.9 

B. Services 44.6 60.9 10.7 64.5 180.7 
Receipts 402.4 404.3 463.3 437.2 1707.2 
Payments 357.8 343.4 452.6 372.7 1526.5 

C. Income, Net  -133.2 -167.5 -111.8 -51.1 -463.6 
Receipts 58.6 42.4 59.3 76.4 236.7 
Pavinents 191.8 209.9 171.1 127.5 700.3 

D. Goods. Serv ices and Income. Net  -748 3 1078.3 1067 3 1758.8 4107~5 

E. Current Transfers, Net  609.0 626.2 631.2 670.3 2536.7 
Private Transfers, Net  578.0 604.3 620.3 647.0 2449.6 
Official Transfers, Net  31.0 21.9 10.9 23.3 87.1 

F. Current Account -139.2 -402.1 -436.0 -588.5 -1565.8 

G. Capital Account 80.7 71.8 23.3 44.3 220.1 
Private Capital Transfers, Ne t  23.1 31.1 3.0 1.2 58.4 
Official Capital Transfers, Net  57.6 40.7 20.3 43.1 161.7 

H. Financial Account 494.1 364.4 111.7 675.0 1645.2 
Long-Term, Ne t  446.2 102.1 289.2 663.6 1501.1 

Direct Investment 109.5 109.5 171.2 159.9 550.1 
Foreign Direct Investment, Net  109.5 109.5 171.2 159.9 550.1 
Privatization Proceeds 0.0 0.0 0.0 0.0 0.0 

Private long-term, Net  -3.4 0.3 -43.6 -38.8 -85.5 
Inflows 27.2 32.2 12.5 -21.9 50.0 
ou t f lows 30.6 31.9 56.1 16.9 135.5 

Coveriunent long-term, Net  340.1 -7.7 161.6 542.5 1036.5 
Inflows 436.2 175.1 271.6 705.3 1588.2 
ou t f lows 96.1 182.8 110.0 162.8 531.7 

Short-Term, Net  47.9 262.3 -177.5 11.4 144.1 
Protfolio Investment, Net  -15.3 28.7 27.6 7.1 48.1 
Privatc Short-term, Net  12.1 -5.5 -7.2 -28.4 -29.0 
Commercial Banks, Net  51.1 239.1 -197.9 32.7 125.0 
Governincnt short-term, Net  0.0 0.0 0.0 0.0 0.0 

I. Errors and Oission -195.8 -82.2 171.5 107.2 0.0 

J. Overall Balance 239.8 -48.1 -129.5 238.0 300.0 

K. Monetary Movements -239.8 48.1 129.5 -238.0 -300.0 
Soi i rcr :  Cerrtml Bnnk of Sr i  Larikn 
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Table 7 
International Reserves 

USD Mn. 

Total External Reserves 4200.5 4005.4 4398.2 4505.9 
Months of Impor ts  5.7 4.7 5.0 5.1 

I t e m  End 2005 End 2006 Jul-07 Aug-07 

Gross Of f ic ia l  Reserves 2735 2836.8 2902.8 3099.6 
Months of Reserves 3.7 3.3 3.3 3.5 

Source: Central Bmzk of Sri  Lanka 

Table 8 
Government Foreign Currency D e b t  Outstanding 

USD Mn. 
Items End Auv 2007 
Total Outstanding 12,426.9 

Government Foreim Debt 10.813.7 
Dollar domina tcd Domcsbc Debt 1.613.1 

SLDBs 795.0 
FCBUs 818.1 

Source: Centror B m k  ofSri Lank0 

Table 9 
Outstanding Domestic Foreign Currency Debt of the Government 

USD Mn. 
End 2006 End Aug 2007 

Outstanding 1,359.2 1,613.1 
FCBUs 779.2 818.1 
SLDBs 580.0 795.0 

Payments 4Y0.8 223.1 
FCBUs 240.8 223.1 
SLDBs 250.0 0 

Source; Central Bonk of Sri Lmka  
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Tab le  10 
M o v e m e n t s  in Selected Exchange Rates (against t h e  US$) 

Cur rency  Appriciation(+)/ 
Depreciation(-) 

Cur ren t  Account  Inflation 
Def ic i t ( - )  ( A n n u a l  

/Surplus(+) Average) 
Deficit(-) 

(as a percentage o f  G D P )  

End 2005 - End 2006 End 2006 - Sep 2007 2006 2006 
Sri Lanka Rupee -5.2 -5.1 -4.9 13.7 
Indian Rupee 1.9 12.3 -2.2 6.1 
Bangladesh Taka -4.1 0.9 0.9 6.3 
Pakistan Rupee -1.8 0.3 -3.9 7.9 
Singapore Dollar 8.5 2.7 36.3 0.2 
Thailand Bhat 12.1 5.0 1.6 4.7 
Taiwan Dollar 0.8 -0.5 25.2 0.6 
Indonesian Rupiah 8.2 -1.3 2.7 13.3 

Korean W o n  8.1 1.4 6.1 2.2 

Source ; Centrill Bnrtk ofSri LnnRn 6 World Ecoriontic Outlook 

Philippine Peso 7.4 8.5 2.9 6.3 

Japanese Yen -0.8 3.3 170.4 0.2 

Tab le  11 
Cent ra l  B a n k  H o l d i n g s  o f  Treasury B i l l s  

Rs. Bn. 

End Period Gross (Book value) N e t  of Repos (Book value) 
2004 82 73.9 
2005 50.4 36.5 
2006 66.7 66.2 
End Sep. 07 75.7 75.5 
Source: Central Bank of Sri Lanka 
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Tab le  12 
Compos i t i on  a n d  G r o w t h  of Pr ivate Sector C r e d i t  

(based on  quar ter ly  survey of advances) 

Purpose/ Composition Growth  oh 
Sector 

Dec- Dec- Mar- Jun- Dec- Dec- Mar- Jun- 
05 06 07 07 05 06 07 07 

Commercial 32.6 29.1 28.2 28.8 14.7 12.5 15.2 22.3 

Imports 10.0 9.1 8.7 9.3 3.3 13.9 9.2 28.0 
Wholesale, 

Retail/ Other 15.2 14.4 14.2 13.0 23.0 19.8 29.0 13.6 

Exports 7.4 5.6 5.2 6.5 (4.0) (4.4) (4.1) 34.4 

Consump t ion 17.3 19.4 20.6 21.0 33.5 41.4 58.9 51.4 

Other Personal 
Consumcr Durables 2.6 2.0 1.5 1.7 21.8 (3.7) (5.0) (1 4 

Needs 12.4 14.8 16.5 16.6 27.8 50.8 71.1 61.9 
Credit Card 
Loans 2.3 2.6 2.6 2.7 104.0 42.2 48.0 42.3 
Housing 14.4 16.2 16.1 16.4 26.9 41.5 45.4 38.8 
Personal 

Construction/ 
Housing 11.6 12.3 12.0 12.2 29.0 33.7 37.2 45.7 

Busi. premises 1.0 1.4 1.7 1.5 27.8 72.5 110.3 (1 1.6) 

Property 
Development 1.7 2.4 2.4 2.6 14.4 75.0 59.1 57.3 

Industrial 9.7 8.8 7.8 7.6 21.2 14.7 4.8 (1.9) 

Financial 5.2 6.1 6.4 6.2 36.1 49.2 63.3 55.1 

Aaricul t u r d  4.3 3.9 3.9 4.1 42.0 14.3 30.5 35.4 

Tourism 1.5 1.5 1.3 1.4 40.7 25.2 15.3 22.9 

Scrviccs 6.6 5.3 5.1 5.0 13.6 0.4 (7.6) 11.7 

Other 8.4 9.7 10.6 9.5 67.4 45.2 58.4 34.3 

Total 100.0 100.0 100.0 100.0 

Source: Central Bunk ofSri Lanka 
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Tab le  13 
In te res t  Rate M o v e m e n t s  in 2006 - 2007 

72 

End Dec End Dec End M a r  End June End  Sep 
2005 2006 2007 2007 2007 Interest Rate 

Policy Rates of the  Central Bank 
Repurchase Rate 8.75 20.00 10.50 10.50 10.50 
Reverse Repurchase Rate 10.25 11.50 12.00 12.00 12.00 

Weighted Average Ca l l  Money Rate 
lwi th tax) 10.73 14.47 14.95 14.27 21.25 
Weighted Average Auct ion Rate 9.29 11.06 11.89 11.81 11.80 

Treasury B i l l  Rates 
91 days 10.1 12.76 14.62 17.40 18.20 
180 days 7 0.32 1 2.78 14.69 17.12 17.47 
364 days 10.37 12.96 14.53 1 6.89 17.31 

Lendine Rates 
Averagc Weighted Priine Lendii ig 

Average Weighted Prime Lending 
Rate (weekly) 12.24 15.19 20.01 16.20 18.95 

Rate (monthly) 12.14 14.74 17.57 16.00 17.90 
Average Weighted Lendii ig Rate 
(Ouar terlv) 15.4 16.56 16.84 17.14 

Deposit Rates 

(AWDR) 6.24 7.60 8.26 8.86 9.65 

(AWFDR) 9.25 11.50 12.28 13.16 14.53 

Average Weighted Deposit Rate 

Average Weighted Deposit Rate 

Source: Central B m k  of Sri Lanka 
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Tab le  14 
In te res t  Rates O f f e r e d  f o r  a Fixed Depos i t  o f  Rs. lOO,OOO/= 

YO 
End December 2006 End Tune 2007 E n d  Seo 2007 

3 6 12 3 6 12 3 6 12 
months months months months months months months months months 

Bank 

State Banks 
Bank of Cevlon 12.50 12.25 12.00 14.50 14.50 14.50 14.50 14.50 14.50 
People's Bank 11.50 11.25 11.00 13.50 12.25 12.00 14.50 14.50 14.50 

Domestic Private 

ConunercialBank 
o f Ceylon Ltd. 12.00 11.75 12.50 17.00 15.00 15.00 17.50 16.00 16.00 
DFCC Vardana 
Bank Ltd. 13.50 13.00 13.00 17.00 15.50 15.50 19.00 18.00 17.00 
Hatton Nabonal 
Bank Ltd. 12.00 12.00 13.00 15.50 15.50 15.50 18.00 18.00 18.00 
Nationas Trust 
Bank Ltd. 13.00 12.50 13.00 18.00 14.50 15.00 18.50 18.00 36.25 

1 .td 13.00 13.00 13.50 15.00 15.00 15.50 18.00 18.00 17.0Q 
Sdmpath Bank Ltd. 13.00 11.75 12.00 18.00 14.50 14.50 17.75 18.00 17.00 
Pan Asia Bank Ltd. 13.50 13.50 13.50 17.50 17.00 16.00 18.38 19.00 16.00 
Scvlan Bank Ltd. 12.50 13.50 12.00 14.50 14.50 15.00 18.50 14.50 15.50 
Union Bank of 
Colombo Ltd. 13.00 11.75 12.00 13.50 13.75 13.50 17.50 17.00 13.00 

Foreign Banks 
Citibank, N . A .  5.75 6.00 6.50 10.00 10.00 11.00 70.00 10.00 11.00 
DeutscheBank AG 10.50 8.75 9.00 10.50 9.00 10.00 12.50 9.00 10.00 
Hbib Bank Ltd. 10.25 10.00 9.50 12.50 13.00 13.25 12.50 13.00 13.25 
HSBC 10.00 10.00 10.50 13.25 13.25 13.00 9.75 10.00 9.00 
Indian Bank 8.50 9.00 9.00 8.50 9.00 10.00 8.50 8.00 9.75 
Indian Oversease 
Bank 8.50 7.50 8.50 11.00 11.50 12.00 11.00 11.50 12.00 

Commcrcialbank Ltd.  70.50 11.00 12.50 12.50 13.00 13.50 12.50 13.00 13.50 
Public Bank Berhad 13.50 13.00 12.70 13.50 13.00 12.70 13.50 13.00 12.70 
Standard Chartered 
Bank 8.25 8.50 9.00 8.23 8.50 9.00 8.25 8.50 9.00 
State Bank of India 10.00 70.00 12.00 12.00 12.00 12.00 12.00 12.00 12.00 
Standard Chartcrd 
(Pakistan) Ltd. 8.25 8.50 10.00 8.25 8.50 10.00 12.30 13.00 13.50 
ICICI Bank 13.00 13.00 13.25 15.00 14.50 15.00 15.50 15.50 16.00 

Treasury B i l l  Rate 12.79 12.81 13.00 17.40 17.12 16.89 18.20 17.47 17.31 
NSB 1 yr F D  Rate 11.00 15.00 15.00 
AWFDR 11.50 13.16 14.53 

Source: Central Bank of Sui Lanka 
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Tab le  15 
CCPI Change in Expend i tu re  Va lues  

Rupees Change 
Contri. 

to 

Weight  Sep-06 Sep-07 Rupees % -%F 
% 

Food 61.9 6,813.8 8,058.6 1244.8 18.3 75.6 
Cereals 1,323.2 1,851.6 528.3 39.9 32.1 
Meals Purchased 174.6 219.0 44.5 25.5 2.7 
Beverages 718.5 764.9 46.4 6.5 2.8 
Condiments 325.5 354.8 29.3 9.0 1.8 
Pulses 44.2 48.7 4.5 10.2 0.3 

Fats and Oils 161.3 252.6 91.3 56.6 5.5 
Grocerics 124.8 136.3 11.5 9.2 0.7 
Meat 317.1 367.0 49.9 15.7 3.0 
Fish Fresh and Dr ied  1,221.3 1,373.4 152.1 12.5 9.2 
Miscellaneous 331.3 433.9 102.4 30.9 6.2 

Vegetables and Fruits 2,071.9 2,256.3 184.4 8.9 11.2 

C lo th ing  9.4 205.50 215.9 10.4 5.1 0.6 

Fuel and Light 4.3 1,014.3 1250.6 236.3 23.3 14.4 
Kerosenc oll 469.0 669.0 200.0 42.6 12.1 
Firewood 411.0 447.3 36.3 8.8 2.2 
Box of Matches 22.6 22.5 -0.1 -0.2 0.0 
Electricity 111.8 111.8 0.0 0.0 0.0 

Rent 5.7 12.64 12.6 0.0 0.0 0.0 

Miscellaneous 18.7 1,458.2 1612.9 154.8 10.6 9.4 
Transport 165.1 6 190.1 25.0 15.1 1.5 
Laundry 258.63 282.4 23.7 9.2 1.4 
Tobacco 383.38 422.0 38.7 10.1 2.3 
Other 650.99 718.39 67.4 10.4 4.1 

A l l  Items 100.0 9,504.35 11,150.6 1,646.2 17.3 100.0 
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ANNEX I1 

REVENUE ASSUMPTIONS - 2008 

.Key Sectoral G r o w t h  Rates 
2007 2008 

F i s h i n g  18.1 5.1 
Agriculture,  L ivestock 2.2 4.3 

I n d u s t r y  7.5 8.2 
Manufacturing 6.3 6.8 
Electricity, Gas & Water 6.3 8.8 
Construction 9.1 10.2 

Services 8.2 7.7 
Transport & Coinmunication 10.7 8.9 
Hotels & Restaurants -0.4 10 
Bank & Insurance 8.6 9.4 
Private Services 8.0 6.2 - Inflation - GDP deflator (%) 12.9 9.5 
Unemployincnt Rate (%) 6.3 6.2 

a Private Investment (% of GDP) 21.9 24.5 

V a l u e  Added Tax (VAT) 

Zero Rate Export of goods 
Basic Rate(5%) 

Standard Rate (15%) General items 

Essenhal food items (potatocs, onions, dhal, sugar, dried hsh, 
chillie) - No refunds 

Luxury Rate (20%) Luxury  consumer goods (motor vehicles, liquor, air condihoners, 
rcfrlgcrators, washing machines, TVs, antennas, cameras and 
iewelrv) - Refunds are l inuted to 15% 

Exemptions Goods and Services which are listed in the V A T  exemption l ist of 
the  V A T  Act. 

VAT Base and Yield 
Rs. Bn 

2007 2008 
GDP at Market Price 3,548 4,176 
Less 

Exports (0 Rated) 815 906 
Provision for Input Credit for Exports 282 323 
Exempted Sectors 942 1,124 
Errors and Omissions 110 110 

Prolccted Base 1,399 1,713 
VAT Revenue at 14.7% (weight Avg.) 205 252 
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Value of I m p o r t s  
U S  $ Mn 

2007 2008 
Rice 11 25 

Wheat Grain 215 250 
Other Food 742 853 
Other Consumcr Goods 1,088 1,142 

Petroleum 2,140 2,300 
Ferti l izer 172 190 
Chemicals 299 322 
Textiles 1.778 1.856 

Sugar 184 164 

O / w  Motor Vehicles 350 407 

Other Intermediate 2,502 3,020 
Machinery 1,172 1,322 
Transuort 402 434 
Bui ld ing Materials 595 643 
Other 185 164 

Total  11,485 12,813 

Compos i t i on  of Impor t s  

Category % of Total  Impor t  

2007 2008 

Consumer Goods 19.5 19 
Intermediate Goods 60 60 
Investment Goods 20.5 21 

Customs Duty 

2007 2008 
Value of Imports (US $ Mn) 11480 12,813 
Growth % 12 11.6 

Duty Structure 

Zero Duty 
2.5% Basic raw materials 
6.0% Semi processed iteins 
15.0% 
28.0% 

High value and essential commodities 

Intermediate products, spare parts etc., 
Motor  vehicles a i d  other finished products 

Excise 
2007 2008 

Voluine of H a r d  Liquor (Mdhon Lt.). 48 52 
Voluine of Ma l t  Liquor (Million.Lt ) 45 44 
Voluine of Cigarettes (Mi l l ion Sbck4) 4,693 4,500 
Volume of Aerated Water (Mdhon Lt.) 133 140 
Volume of Petrol (Mi l l ion Lt ) 706 800 
Volume of Dieye1 (Mi l l ion Lt.) 1,825 1,865 
Volume of Kerosene (Mi l l ion Lt.) 287 297 
Motor Vehicles (Rs Mi l l ion) (Excisable Base) 18,403 22,589 
Electrical & other (Rs Mn)  (Excisable Base) 3,689 4,838 
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Cigaret te Duty St ruc ture  (per 1,000 cigarettes) 

Cigarettes each not exceeding 6Oniin. in length 
Cigarettes each excceding 60mm. bu t  not exceeding 67 inin 
Cigarettes each exceeding 671nin. but not exceeding 72 mm. 
Cigarettes each exceeding 72mm but not exceeding 84 mm. 
Cigarettes each exceeding 84 mm. m length. 

Rs 2,223 
Rs. 3,722 
Rs. 6,986 
Rs. 8,086 
Rs. 8,588 

in length. 
in length 
in length 

L i q u o r  Duty Structure 
Per Proof L i t e r  

1. Coconut processed/Molasses Arrack Rs. 446.00 
2. Country made Foreign Liquor Rs. 575.00 
3. Ma l t  L iquor (Beer) above 5% in strength Rs. 53.50 
4. Malt  L iquor less than 5% in strength Rs. 37.50 
5. Wine containing more than 4% in strength Rs. 300.00 
6. Aerated Water (per It.) Rs. 6.00 

Pet ro leum Rate  St ruc ture  
Petrol Rs. 20.00 per l i ter 
Diesel Rs. 2.50 per l i ter 

Excise (Special  Duty) 
Motor  Vehicle Duty Structure 
Petrol 
Cars 

Not  exceeding 1000 cc 30% 
1000 cc - 1600 cc 40% 
Exceeding 1600 cc 60 % 

Luxury type - Ten seated 60% 
30% 

Auto Trishaws 04 % 
Small Vans - Transport of goods 

Cars 
No t  exceeding 1600 cc 95% 
Excecdiiig 1600 cc 115% 

Vans 
Not  exceeding 1500 cc 95% 
Exceeding 1500 cc 115% 

Luxury type - Teii seated 72 % 
Passenger Van - (not more than 15 persons) 60% 
Auto trishaws 14% 

Selected luxury items 3 0% (A i r  conditions, refrigerators, washing machuies, 
vacuum cleaners, video players, ovens and cookcrs, 
hair  dryers and hair dressing equipments, 
cellular phones, TVs  etc., 

Port  and A i r p o r t  D e v e l o p m e n t  L e v y  
General Rate 3% 
Imports for re-cxport Exempt 
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Income Tax 

Projections of Revenue from Income Tax 
for the year 2008 

A. Upward Revis ion of Tax Rates 

e Personal income tax - Increased the 
highest rate to  35% (2006 Budget) 

e Corporate income tax - An increased rate 
o f  35% f o r  quo ted  as w e l l  as non-quoted 
companies.(2006 Budget) 

Changes made  to  the structure o f  bad  debt  
provisioning 

B. Broadening the Tax Base 

78 

W h e n  p ro f i t s  a n d  income o f  a business o f  
insurance is ascertained, l i fe insurance and other 
insurances to  be treated as separate businesses. 
Any loss f r o m  one business can be set-off only 
against the profi ts f r o m  that business. 

Where for any tax year commencing on  o r  after 
April 15', 2007, the gross dividend distributed by 
any company  is less t h a n  25 percent o f  i ts  
distributable profits for that year, the company 
will be required to pay additional tax amounting 
to 15 percent o f  the excess of one third of the 
distributable prof i ts over the profi ts already 
distributed. 

The 15 percent rate generally applicable to small 
companies generating a taxable prof i t  of less than 
Rs. 5 m i l l i on  will n o t  apply if the company is the 
holding company of any group of companies, or 
any subsidiary o r  associate company of any 
group of companies. 

Provisioning for bad debt o f  a bank or financial 
inst i tut ion l im i ted  to the lesser o f  the actual 
amount of the bad  debt provision or 1 percent of 
the loan-debtor balance at the end of the year. 

N o n  chargeability of ESC for  3 years fo l lowing 
the commencement o f  a business, was l imited to 
manufacturing businesses. 

The threshold o f  relevant turnover at  w h i c h  
chargeabil ity arises in the case o f  ESC was 
reduced f r o m  Rs. 10 m i l l i on  to Rs. 7.5 mi l l ion per 
quarter. 
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C. Other Changes 

e Deduction o f  brought-forward losses restricted 
to 35% of assessable income (2006 Budget). 

e Exemptions and concessions available to certain 
sectors such as the Local Film Industry, Unit 
Trusts  a n d  the const ruct ion industry. The 
th resho ld  in r e l a t i o n  t o  t e r m i n a l  benefi ts 
increased. 

e I n t roduc t i on  o f  provisions relat ing to  'arms 
length' transactions (2006 Budget) 

D. Measures A i m e d  at I m p r o v i n g  Tax 
Administrat ion 

0 CGIR was empowered t o  waive any penalty 
a r i s i n g  f r o m  n o n  p a y m e n t  o f  i ncome tax 
pertaining to any tax year ending o n  or before 31 
st March  2005, if defaulted tax is pa id within 3 
years. 

e Concessionary rates of duty avails to consistent 
good tax payers for consecutive five years (2006 
Budget). 

e Returns to  be accepted without further queries, i f  
the tax payer is willing to pay 20% of Income Tax 
over and  above the amount  pa id during the 
preceding year (2006 Budget). 

0 Time-bar for mak ing  assessments reduced f rom 
36 months to 18 months f r o m  the end of a tax 
year whi le  the t ime given to make an assessment 
was reduced f r o m  5 years to 3 years. (2006 
Budget). 

0 An appeal is deemed to have been acknowledged 
by the IRD, on  the expiry o f  30 days f rom the date 
of such appeal. 

e Introduction o f  a n  arrears collection process for 
NSL, GST, Income Tax and Turnover Tax with 
specific targets. 



Rece ip t  o f  P ro f i t s /P ro f i t  T rans fers  and D i v i d e n d  2006 - 2008 
Rs. Mn. 

2006 2007 2008 
Actual Budget Estimated 

1. Bank of Ceylon 1,172 1,673 1,846 
2. Sri Lanka Ports Authority 115 350 500 

4. National Lotteries Board 50 
3. Ceylon Petroleum Corp. 125 1,000 

5. National Savings Bank 810 1,310 1,560 
6. People’s Bank 667 1,368 1,316 

8. Telecommunications Regulatory Comm. 2,050 3,500 4,500 
7. State Mortgage and Investment Bank 116 100 200 

9. Sri Lanka Export Credit Ins Corp 2 15 5 
10. State Pharmaceuticals Corp. 20 130 200 
11. Local Loan & Development Fund 3 3 5 
12. National Institute of Business Management 10 0 
13. Sri Lanka Rupavahini Corp. 13 40 50 
14. State Pharmaceutical Manufacturing Corp. 5 15 20 
15. State Timber Corp. 73 150 350 
16. De La  Rue Lanka Currency & Security Print 150 200 
17. Lai&a Electricity Company 100 150 200 
18. Sri Lanka A i r  Lines 788 1,000 100 
19. Sri Lanka Telecoin 670 1,000 2.000 
20. Airport  & Aviation Sri Lanka Ltd 300 
21. L a i h  lndustrial Estates 18 20 
22. Lanka Mineral Sands Ltd. 98 100 75 

24. Pussellawa Plantation Ltd. 5 5 

26. Madolsima Plantation Ltd. 2 2 

28. Chelaw Plantation Ltd 25 10 

30. Paranthan Chemicals Co Ltd.  5 8 20 
31. Milco (Private) Ltd.  10 15 

33. Ruhunu Development Bank 9 11 15 
34. Sabaragamuwa Development Bank 9 9 15 

23. Lanka Phosphate Ltd. 5 10 15 

25. Kotagala Plantation Ltd. 3 4 2 

27. Malwatta Valley Plantation Ltd 2 2 

29. National Development Bank 6 2 2 

32. Rajarata Development Bank 4 10 

35. Kandurata Development Bank 16 7 10 
36. Asian Reinsurance Corp 3 4 
37. Uva  Development Bank 4 8 10 
38. Wayamba Developinent Bank 17 16 25 
39. Independence Television Network 20 
40. Kurunagala Plantation 20 
41. Ceylon Petroleum Storage Terminal 300 

Total Levy & D iv idend  6,951 12,575 13,610 
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Rent Income 

Rs. Mn. 
2007 2008 

Rent on Government Buildings & Housing 640 688 
Rent on  Crown Forests 390 473 
Rent f rom Land & Other 6 15 
Lease Rental f rom Regional Plantation Coinpanies 609 625 
Others 52 60 
Total Rent Income 1,861 

Fees and Charges 
Rs. Mn. 

2007 2008 
Service Charges by Government Press 125 175 
Fces of Passport, Visas and Dual Ci t lzmshlp 4,116 3769 
Eiiibarkation Levy 630 700 
Examination & other Fees 95 175 
Fees under the Motor  Traffic Act & other Receipts 1,600 2830 
From others Various Sources 14.283 19986 
Total 19 649 27,635 
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Central Bank of Sri tanka Annual Reoott - 2007 

On the fiscal front, the government is aiming to 
increase revenue to around 19 per cent of GDP, in 
excess of current expenditure, to generate a 
revenue surplus, to limit government expenditure 
at around 23 per cent of GDP and contain the 
budget deficit at around 5 per cent of GDP in the 
medium-term. In order to increase the tax revenue 
and to contain tax evasion and avoidance, the 
government needs to implement the necessary 
measures to broaden the tax base, modernise and 
strengthen the tax administration and further 
strengthen the legal and regulatory framework. 
Meanwhile, the debt to GDP ratio is expected to be 

brought down to around 67 per cent of GDP in 2011 
with the projected higher growth in the medium-term. 

Bringing down inflation to a single digit from 
the current high levels would be a challenging task 
in view of rising commodity prices in international 
markets. The Central Bank in its “Road Map for 
Monetary and Financial Sector Policies for 2008 and 
Beyond‘, has announced strategies to bring down the 
inflation rate to around 10-11 per cent by end 2008. 
However, the achievement of this target will be 
significantly affected by various developments in the 
global economy, especially movements in the 
international prices of oil and other essential 
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ROAD MAP: MONETARY AND FINANCIAL SECTOR POLICIES 

FOR 2008 AND BEYOND 

1. Introduction 

Your Excellencies, Members of the Monetary 

Board, Deputy Governors, Ladies and Gentlemen, 

At the outset, I extend a warm welcome to al l  of 

you and wish you a very happy and prosperous 

New Year. As we are facing yet another 

challenging year, we are today continuing the 

Central Bank of Sri Lanka's new tradition of 

enunciating our policies and programmes for the 

forthcoming period, as well as explaining to you, 

the rationale for such policies and programmes. We 

believe that such effort would serve to enhance the  

policy predictability and transparency of the 

Central Bank, which we are sure, you would find 

of interest. 

We are deeply cognisant that the success of our 

policies and the strategies to implement those 

policies, depends to a large extent, on our ability to 

fashion and synchonise our policy decisions so as 

to be in step with those of other important 

economic and national agencies. Sometimes, we 

would also need to provide leadership to direct 

such agencies towards more favourable macro- 

economic outcomes. Often, we need to become a 

model for others to emulate. 

Towards such objectives and to provide clarity for 

our actions, we decided to announce our policies 

and targets publicly since 2007. Our bold move has 

been welcomed by many stakeholders and today 

we are happy to continue that 

tradition. We also hope that by sharing our policy 

targets w i th  you, we may encourage and assist you 

to synchronize your economic decisions with such 

national goals as well. While doing so, we shall also 

attempt to explain to you, the underlying 

assumptions upon which our analysis and targets 

have been based, and share with you the latest 

available information in relation to our economy. 

The Central Bank of Sri Lanka was established in 

August 1950 under the Monetary Law Act No. 58 of 

1949. Our strategic plan - 2007 to 2011 identified the 

Bank's vision as being a credible and dynamic 

central  bank contributing to the prosperity o f  Sri  

Lanka. Our contribution towards the country's 

prosperity is understood by us to mean: 

i. the enhancement of the quality of life of our 

people through sustainable wealth creation, 

and 

the establishment of conditions that would 

enable al l  segments and sections of society to 

access and enjoy the benefits of 

development. 

ii. 

The Monetary Law Act goveming the Central Bank 

of Sr i  Lanka has set out two inter-dependent core 

objectives. These are the attainment of economic and 

price stability and the maintenance of financial 

system stability. The accomplishment of these core 

objectives would create a conducive environment 

for economic agents to take a long-term view of our 

economy and take major decisions relating to 

resource allocation, production, labour supply, 
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investments, consumption, and savings, more 

comfortably. 

In relation to our objective o f  attaining economic 

and price stability, we continue to  fo l low a 

monetary targeting policy framework in 

conducting monetary policy. 

Our goal i s  to achieve a sustainable, l o w  and 

predictable level of inflation, which wou ld  

facilitate and support a sustainable economic 

growth and lead to  the fair distribution of its’ 

benefits. 

The key policy instrument that is used by the 

Central Bank to signal its policy direction is the 

policy interest rates for borrowing (Repurchase 

Rate) and for lending (Reverse Repurchase rate) 

that operates through the Bank’s Open Market 

Operations. In addition, Open Market Operations 

are also used to maintain the level  of Reserve 

Money in the system at an appropriate level, while 

the Statutory Reserve Ratio (SRR) o n  commercial 

bank deposit liabilities is also used to further 

support the monetary policy. 

The other core objective of the Central Bank, 

namely maintaining Financial System Stability i s  

also a major outcome that i s  vital for the 

continuance of economic activities at a level 

required for a high and sustainable economic 

growth. The main instruments used by the Central 

Bank to achieve this objective are: 

(a) the regulation and supervision of financial 

institutions, and 

In addition to achieving our core objectives, in our 

effort to become a highly productive institution in 

our country, we extend our support in several other 

areas as well. We are proud of our role as the 

Economic Policy Adviser to  the Government. In this 

regard, we have proposed many initiatives that 

would improve the viability of major state-owned 

enterprises, provincial councils and local 

government authorities. We believe that such efforts 

help strengthen the macro-economic health of our 

nation as wel l  as to enhance the growth prospects. In 

addition, we endeavour to continuously improve the 

other agency and anci l lary  functions undertaken by 

the  Central Bank as well. These functions include: 

(a) the management of the foreign reserves of the 

country, 

@) the management of the public debt, 

(c) the management and regulation of the foreign 

exchange inflows and outflows, and 

(d) the management of the Employees’ Provident 

Fund (EPF). 

The Central Bank also plays a critical role in: 

(a) broadening the financial infrastructure of our 

nation, and 

@) strengthening the small, medium and micro- 

finance sectors in the country, mainly through 

the efforts of our Regional Development 

Department. 

@) the overseeing of the financial infrastructure, 

which includes the payment and settlement 

systems, as well as securing the orderly 

functioning of the financial markets as a 

whole. 
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2. Outl ine o f  Today’s Statement 

”The Road M a p  for 2008 and beyond” presented 

today, sets out the key policy initiatives and 

objectives that we would be pursuing in relation to 

several areas of activity. 

First, it enunciates the developments in the 

economy and the progress of conducting monetary 

policy and financial sector policies in the year 2007. 

It also presents: 

(a) an analysis of the key sectoral developments 

in 2007, 

(b) a critical self-evaluation of the efficacy of the 

Central Bank’s policy measures in achieving 

its pre-announced targets and objectives, and 

(c) the expected impact of such measures on  the 

country’s macro-economic environment in 

the forthcoming years. 

Second, the statement discusses the challenges in 

meeting monetary policy objectives and financial 

stability in 2008 and beyond. 

Third, it proceeds to present an analysis of the 

Central Bank’s monetary policy strategy for 2008 

and beyond, and discusses the attempt to blend the 

attainment of low-inflation with the achievement of 

high-growth, in the short to medium-term. 

Fourth, it discusses the efficacy of our policy 

actions towards the achievement of financial 

system stability in the year 2007, and our 

programmes for the year 2008 and beyond, which 

are aimed at setting up the required environment 

for efficient economic activities. 

Fifth, the statement presents a series of identified 

policies, which we believe are vital for strengthening 

our economy. 

In al l  our activities and efforts we have, at a l l  times, 

allocated the best of our professional resources and 

taken a great deal of care, to ensure that the targets 

and strategies presented are realistic and achievable, 

while being challenging. At the same time, however, 

it must be appreciated that our assessments and 

estimates have to be based on the likely behaviour of 

a large number of independent external groups and 

agencies. Accordingly, there i s  always a risk that 

some of our assumptions may be proven erroneous 

or that we may sometimes encounter new and 

unforeseen developments. In such situations, we 

may, quite obviously have to deviate f rom the 

strategies or targets as announced today. That would 

particularly be so, i f  the impact of some unexpected 

external and internal development is substantially 

severe and/or is prolonged. In such instances, we 

would be compelled to change our targets in line 

with the new developments. In such circumstances, 

we shall, as soon as possible, communicate to you 

our reasoning for such deviations in our targets and 

policies, so that you too could adjust your strategies 

to face the new circumstances. 
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3. Developments in the Economy in 2007 

Sri Lanka’s economy grew by 6.5 per cent during 

the first three quarters of 2007 and according to  

current projections the economy is  projected to  

have grown at around 6.7 per cent in 2007. The 

growth was reasonably broad based as al l  major 

sectors of the economy recorded positive growth 

rates. It is also remarkable, that such growth was 

achieved amidst a number of serious challenges 

including high international o i l  prices, adverse 

weather conditions and the unfavorable security 

situation. 

Chart 1: GDP and Sectoral Growth 
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The agriculture sector grew moderately, despite 

weather related setbacks in tea and paddy 

cultivations. Performance in the rubber, coconut, 

minor export crops and livestock sectors were on  

par with expectations. The fisheries sector showed 

strong recovery reaching the pre-tsunami levels. A 

recovery in the tea production was also observed in 

the latter part of the year. 

The industrial sector recorded a healthy growth, 

which was mainly attributable to expansions in 

factory industry, construction and mining and 

quarrying sectors. Special concessions available 

under free trade agreements and the GSP + 

scheme supported the commendable growth in the 

apparel sector during the year. 

The services sector expanded with the continuing 

growth momentum in ports cargo handling, 

telecommunications, financial services as wel l  as 

government services. 

T o  reduce future inflationary pressures arising 

f rom excess demand, relatively tight monetary 

targets were announced for 2007 and such tight 

monetary policy stance was implemented during 

the year. The Central Bank raised its policy interest 

rates by 50 basis points in February 2007. This 

increase was on  the back of the increases in policy 

rates by 300 basis points during the period 2004-2006. 

Further, the Central Bank continued to conduct 

aggressive open market operations on  overnight and 

on a permanent basis to maintain market liquidity at 

a level  consistent with the reserve money targets. 

The Central Bank also continued its policy of 

providing liquidity through the reverse repurchase 

window only when the market had a overall 

liquidity deficit, so as to reduce the risk of future 

inflationary pressure due to excessive demand. At 

the same time, the Bank restricted the number of 

times that commercial banks could have access to 

this reverse rep0 window until mid August 2007. 

Such restrictions were relaxed in late August 2007 in 

order to ease the pressure on  market interest rates 

that were somewhat volatile at that time. However, 

towards the latter part of the year, the policy was 

once again modified in order to attain the twin 

outcomes of discouraging the excessive usage of 

reverse repurchase facility and reducing the 

volatility in interest rates. Accordingly, a penal rate 

was introduced w i th  effect f rom December 2007, for 
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banks, which borrow more than 4 times during a 

calendar month, while allowing access to the 

reverse rep0 on  an unrestricted basis. 

During the year, both the short term and long- 

term market interest rates increased, responding 

to the tight monetary policy. Although we were 

conscious that such high rates posed many 

challenges to entrepreneurs and had an adverse 

impact on  growth, in the interest of achieving long 

term and medium term macro-economic stability, 

and to deal with rising inflationary pressures, the 

maintenance of such a policy was continued. 

Consequently, we ensured that we adhered to the 

tight reserve money l imits that were pre-set for 

each of the four quarters of the year and thereby 

effectively contained the injection of new money 

into the economy. At the same time, even though 

broad money grew at a higher rate than desired, 

the slowing down of the credit growth to the 

private sector during the year indicated a clear sign 

of deceleration in broad money with a certain 

period of lag. We however note that credit to the 

government and public corporations did not 

reduce as desired. 

Chart 2 - Movement of Market Interest Rates 
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Chart 3 - Targeted and Actual Reserve Money 
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Historically, Sri Lanka has been a relatively high 

inflation country. During the last 30 years, we have 

recorded an average inflation of around 12 per cent 

pe r  annum. Notwithstanding our tight policies in 

2007, inf lat ion was higher than expected last year 

too. This was however mainly due to the 

phenomenal increases in international commodity 

prices that were experienced during the year. In fact, 

the increases in prices of imported commodities such 

as milk powder, wheat and petroleum contributed to 

more than 25 per cent of the inflation during the  

year. 

Chart 4 - Historical Inflation in Sri Lanka 
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However, inf lat ion arising from demand pressures 

was notably curtailed through tight monetary 

pol icy measures. In fact, inflation was on a 

downward trend during the first half of 2007, 

although it increased thereafter due to several 

factors, including the substantial increase in world- 

wide oi l  prices and commodity prices that led to 

substantial upward adjustments in prices of many 
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domestic goods and services. Although adversely 

impacting on  inflation values and expectations, and 

causing considerable economic tension, we 

consider the price "pass-through" adjustments as 

being the appropriate policy action in the medium 

to long-term, since this adjustment eliminates the 

requirement of providing large subsidies by the 

government. Such a policy action would naturally 

lead to a reduction in the budget deficit, which in 

turn, would lead to lower inflation in the future. 

Chart 5 - Movement of International Oil Prices 
(Average Brent Oil Prices) 

Statistics (DCS) introduced a new consumer price 

index in November 2007, named the N e w  Colombo 

Consumers' Price Index - CCPI(N). This new index is 

based on  a more recent 2002 household expenditure 

survey. In this index, the weighting pattern is based 

on  the consumption expenditure of a sample of a 

much larger 1,300 urban households of the Colombo 

District, irrespective of their level of income. This 

new index, which is now recognized as the official 

measure of inflation in Sri Lanka, is expected to 

record less volatility than the  o ld  CCPI, which was 

based o n  about 400 items only. 

I 100 I 1 

Chart 6 - Movement of Average Inflation 

I Z O O ,  I 

- C C P I  - C C P I ( N )  

As we al l  know, our official consumer price index, 

the Colombo Consumers' Price Index (CCPI), had 

severe weaknesses, including very old weights, 

non-addition of new items, being based on  the  

consumption pattern of 1948, etc. etc. Hence, it 

was not an accurate indicator of inflation in the 

country that could be reliably used by 

policymakers. Recognizing the vital need for a 

more representative and accurate price index for 

the country, the Department of Census and 

Over the past several decades, the non-availability of 

a representative measure of 'true' inflation in the 

country, which responds to monetary policy, was a 

serious issue faced by the Central Bank. Therefore, 

the Central Bank was compelled to use the GDP 

deflator as the representative measure of demand 

driven inflation in respect of the  monetary 

programmes prepared by the Bank. Unfortunately, 

the GDP deflator was not available promptly or at 

monthly intervals and therefore i t s  usage in the 

monetary policy decision-making process was 

greatly hampered. Nevertheless, with the 

introduction of the New Colombo Consumers' Price 

Index - CCPI(N), in November 2007, and the 

development of the core inflation index, the Central 

Bank now has the  required information to take better 

informed policy decisions, and we are thankful to the 

DCS for responding to this long felt need 

During the  year 2007, the Central Bank was able to 

benefit from expertise outside the  Bank as well, 

through the Monetary Policy Consultative 

Committee (MPCC). We take this opportunity to 

thank the honorary members of the MPCC for 

devoting their valuable time for the benefit of our 

country and look forward to their continued 

contribution. 
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At the same time, the Central Bank also contributed 

actively to the Government’s policy decisions. Our 

independent views on  proposals at the regular 

Cabinet Meetings, as well  as our inputs to the 

National Economic Council chaired by His  

Excellency the President have been wel l  received 

by the Government during 2007. 

Another noteworthy development during the year 

was the  continuous decline in unemployment to 

its historical lowest level of 5.6 per cent by the third 

quarter of 2007. This result was mainly due to the 

employment created through several infrastructure 

projects launched by the government, the 

implementation of a large number of BO1 projects, 

and the new recruitments to the public sector. 

Chart 7 - Unemployment Rate 

In the year 2007, the external sector displayed an 

impressive performance despite many challenges. 

Exports grew by 13.1 per cent during the f i rst  ten 

months of 2007. The growth was mainly supported 

by the enhanced trading opportunities derived 

through: 

(a) trading agreements, particularly GSP+; 

(b) 

(c) 

improvements in the quality of exports; and 

initiatives adopted by the government and 

major exporters a few years ago. 

Persistently strong demand for apparel had 

provided a basis for the strong trade performance 

during th is  period, while the GSP+ scheme had 

sigmficantly helped to diversify markets and 

products to the  E U  as wel l  as to expand backward 

integration in the industry. 

Meanwhile, imports grew modestly by 7.3 per cent 

during the first ten month period, mainly reflecting 

the increased investment goods imports. Increased 

imports of investment goods was underpinned by 

the accelerated development projects launched by 

the government and investment projects undertaken 

by the private sector, especially in the construction 

sector. The rapid growth in the telecommunication 

and information technology sectors also contributed 

significantly to the increase in investment goods. 

Since exports grew at a higher rate than imports, 

the trade deficit in the f irst ten months o f  2007 was 

lower than that recorded for the corresponding 

period of 2006. 

The surplus in the services account and a sharp rise 

in current transfers helped to  contain the current 

account deficit. Worker remittances increased to US 

dollars 2,048 mil l ion (an increase of 14 per cent) in 

the f i rst  ten months of 2007. As a result, the current 

account deficit narrowed down to around US dollars 

936 mil l ion in the f i rst  nine months of 2007 as against 

a figure of US dollars 1,167 mil l ion in the f i rst  nine 

months of 2006. This also reflects a favourable trend 

of the narrowing savings-investment gap as the 

current account deficit i s  the mirror image of the 

savings-investment gap. During the  year, a 

remarkable increase was also seen in the foreign 

inflows to government and foreign direct 

investment. This was mainly possible because the 

government raised US dollars 500 mil l ion from its 

debut international bond issue and allowed the 

investment by foreigners in treasury bonds up to a 

sum of 10 per cent of the outstanding Treasury Bond 
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Stock. Accordingly, increased inflows to the capital 

and financial accounts helped to record a projected 

surplus in the overall Balance of Payments of 

around US dollars 550 mil l ion in 2007. 
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Meanwhile, the gross official reserves have risen 

to  a level where it i s  now sufficient to meet more 

than 3 months of imports, and th is  outcome has 

been achieved despite the serious challenges posed 

by the increased o i l  and commodity prices. 

Chart 8 - Balance of Payments 
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Chart 9 - Foreign Reserves (US$ M) 
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The successful completion of Sri Lanka's debut 

international bond issue was a remarkable 

achievement as th i s  bond was issued in the midst 

of several political and economic challenges. 

Domestically, the Government had to (a) counter 

the politically motivated opposition that threatened 

the  country's unblemished debt service record, and 

@) mitigate the impact of the negative publicity 

that arose because of continuing terrorist activity. 

Internationally, a small window of opportunity had 

to be made use of to enter the bond market during a 

turbulent time when the USA sub-prime issue was 

dramatically destabilizing the global financial 

markets. Despite these challenges, the fact that Sri 

Lanka's inaugural bond issue was oversubscribed by 

over three times reflected global investors' strong 

belief in the prospects of the Sri Lankan economy. 

This confidence was also confirmed by the removal 

of the "negative ou t look  on the sovereign rating by 

the Rating Agency, Standard and Poors, as well. The 

success of the bond issue was further recognized by 

international market watchers as it was voted the 

"best sovereign bond of the year" by two highly 

reputed international financial magazines, namely, 

Finance A s i a  and The  Asset. 

The f loating exchange rate regime has so far served 

the country well. Under the floating regime, gross 

official reserves has increased w e l l  above US dollars 

3 bilhon from less than U S  dollars 1 bi l l ion before the 

floatation of the currency in 2001. The recent 

behaviour of the exchange rate confirms that it 

moves not only in l ine  with inflation differentials, 

but also in line with financial flows and other short- 

term demand and supply conditions, thus making it 

difficult to predict the medium to long te rm changes 

in the  exchange rate. Overall, the Sri Lankan Rupee 

depreciated marginally during the f i rst  quarter, 

experienced high volatility resulting in heavy 

pressure to depreciate during the second and third 

quarters, and appreciated sharply in the f inal  

quarter with the completion of the international 

bond issue. The overall depreciation of the Sri Lanka 

rupee against the US dollar, during 2007, was only 

0.9 per cent, and the fourth quarter movement of the 

Sri Lanka rupee against the US dollar was in fact a 

sharp appreciation of 4.4 per  cent. This behaviour 

highlights the need for export and import-competing 

industries to improve their  productivity to maintain 
10 



their  profitability in a stable exchange rate regime, 

rather than relying on the  continuous nominal 

depreciation of the currency to compensate for 

domestic inflation. 

Chart 10 - Budget deficit 

The fiscal strategy of the government continued 

to b e  in the direction enunciated in the 'Mahinda 

Chinfana' policy document, which was the fore- 

runner to the Government's 'Ten-year Vision' 

Framework. The gradual reduction of the overall 

budget deficit to a sustainable level is the 

centerpiece of the fiscal policy framework. We are 

pleased to note that the Government has been 

successful to some extent, in th is  difficult and 

highly challenging effort. There i s  now clear 

evidence that the Revenue to GDP ratio has 

continued in its favourable trend for the third 

consecutive year in 2007, thereby confirming the 

success of the strenuous efforts taken by the 

government. In this regard, strengthening the  tax 

administration further, streamlining the tax 

incentives and exemptions regime, enhancing tax 

compliance and strengthening enforcement would 

be among the major policy actions that need to be 

pursued with commitment over the next few years 

as well. 

The Central Bank has also been carefully watching 

the measures introduced by the  government that 

are aimed at rationalising recurrent expenditure. In 

our view, the virtual elimination of the fuel subsidy 

was one of the difficult decisions taken by the 

government towards reducing the subsidy cost in the 

short run and containing inflation in the medium to 

long term. However, we may also need to be mindful 

of the difficulties that the government is facing in the 

recurrent expenditure front, where they have to 

control the levels of expenditures while meeting the 

threat of terrorism and developing infrastructure and 

the newly liberated areas. Despite these challenges, 

the recurrent expenditure has been contained at 14.1 

per cent of GDP during the f i rst  ten months of this 

year, which perhaps is not too unsatisfactory. 

However, even greater attention may need to be paid 

to this aspect, possibly by moving towards more 

outcome and output based systems of accounting, 

which imposes a greater degree of accountability in 

the evaluation of government expenditure. 

At the same time, the Government may wish to 

carefully evaluate and study the impact of offering a 

plethora of tax incentives, concessions, and other 

exemptions, including (a) exempting capital gains of 

the transactions at the Colombo Stock Exchange, and 

(b) providing various other concessions such as tax 

holidays and duty free imports for projects under the 

Board of Investment (BOI) regime. In that context, it 

should be appreciated that it wou ld  certainly not be 

easy to continue subsidy programmes, tax holidays, 

tax concessions, duty waivers, etc., while also 

providing benefits to the public and increasing 

government investment on  infrastructure 

development works. Accordingly, the  government 

may do well to perhaps carefully evaluate whether 

the expected long-term benefits of such tax holidays 

and concessions have actually materialized and 

whether on that basis the reduction in government 

revenue to accommodate such concessions, could be 

justified. 
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In the meantime, it is noted with satisfaction that 

there i s  a considerable improvement in the 

investment towards the vital infrastructure 

facilities in the country. The govenunent has, in 

t h i s  context, commenced a number of key 

infrastructure development projects, which did not 

take off the ground for a number of years due to 

various reasons. In th is regard, it is important to 

understand the importance of addressing 

infrastructure bottlenecks that hamper the growth 

prospects of the country and take the necessary 

measures to fast track the implementation of the 

planned projects. In that background, we welcome 

the increase of capital expenditure and ne t  lending 

by 37 per cent during the f i rs t  ten months of 2007. 

We also believe that the rapid implementation of 

the work of mega infrastructure projects, 

acceleration of rural infrastructure development 

projects, higher expenditure on  health, education, 

road development, water supply and irrigation 

projects and tsunami reconstruction would be vital 

for Sri Lanka’s future progress and t rus t  that the 

required efforts in th is  regard would be intensified 

in the next few years. 

During the year 2007, measures were init iated 

that diversified the  def ic i t  financing options. As 

already mentioned, the government successfully 

completed its debut bond issue in the international 

market. We are confident that this new initiative 

would pave the way for Sri Lanka to reach new 

heights in the international financial environment, 

thereby further facilitating our future funding 

requirements. At the same time, the search for 

alternatives to debt financing is gaining a new 

momentum with the government continuing to 

actively promote public-private partnerships 

(PPPs) to finance infrastructure projects so that the 

debt creating financial flows will be gradually 

reduced, while private sector involvement in 

economic development would be enhanced. 

We also note with cautious optimism that the 

outstanding debt to  GDP ratio i s  now on a 

declining path. This ratio is expected to have 

reached 85.5 per cent by the end of 2007 as compared 

to 89.2 per cent as at the end of 2006. This 

improvement indicates that we are gradually moving 

towards the levels as stipulated in the Fiscal 

Management (Responsibility) Act, for this indicator. 

Nevertheless, we need to appreciate that we have to 

work intensely towards maintaining these 

favourable trends in the medium term. 

Chart 11- Debt to GDP 
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The financial sector further expanded during 2007 

with increased competition and innovations. This 

expansion was supportive of the growing economic 

activities. Profitability, capital and asset quality of 

banks improved, thereby contributing to further 

stabilizing the financial sector. However, w e  

observed some volatility in the money, exchange and 

capital markets as a result of periods of political and 

market uncertainty, h igh inflation expectations and 

international pressures, which in almost al l  instances 

dissipated gradually, responding to the various 

policy measures taken by the Central Bank and other 

agencies. 
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During the year, the Central Bank took several 
measures to: 

(a) strengthen and improve the efficiency of the 

financial sector, 

(b) improve risk management, 

(c) enhance access to finance, 

(d) strengthen the payment and settlement 

systems, 

(e) improve supervision and regulation, and 

(f) enhance the governance structures. 

With these initiatives, the outlook for f inanc ia l  

system stability remains favourable, as the 

capacity of the financial system to withstand and 

manage risks at the institutional and infrastructure 

level is being continuously strengthened. 

Chart 12- Asset Quality 
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Chart 13- Capital of Commercial Banks 
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Let us now briefly discuss some of the more 

important initiatives implemented by the Central 

Bank in relation to the financial system stability. 

As part of the Central Bank's effort to strengthen 

banking supervision, a more r i s k  focused 

examination procedure was introduced during the 

year. This new procedure places a greater emphasis 

on: 

(a) identdying the risk profiles and strengths 

and weaknesses in risk management, 

evaluating the adequacy of systems and 

controls, and 

evaluating the financial performance of 

banks and banking groups. 

@) 

(c) 

The overall aim of this process i s  to identdy and deal 

with emerging vulnerabilities in the banking sector, 

which could undermine the overall financial system 

stability. 

Several key prudential and regulatory measures 

were also implemented during 2007 to  enhance the 

r i s k  management standards in the banking sector in 

order to foster a high degree of public confidence in 

banks. These included: 

(a) Introduction of a new share ownership 

scheme for banks to promote better 

corporate governance and to address 

conflicts of interest that may arise due to 

large shareholdings. 

@) Revisions to the criteria adopted in 

determining the maximum amount of 

accommodation to mitigate the credit 

concentration risk. The new limits were 

designed so as to: 

give effect to the status of r isk  

management of the lending banks, and 

the borrowing companies and 

. give effect to the external credi t  ratings 

of the borrower and the bank. 

(c) Streamlined the norms adopted in 

classifying loans and advances to further 

strengthen the credit risk management in 

banks. 
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In addition, banks were permitted to include 

perpetual debt capital instruments as a part of core 

capital, thus broad-basing the capital instruments 

that are considered in the computation of the 

capital adequacy ratio. T h i s  measure, not only 

expanded the opportunities available for banks to 

expand their capital base by including hybrid 

(debt/equity) subordinated debt instruments, but 

also helped to contribute to develop the bond 

market. 

With a view to moving to the Basel I1 Capital 

Adequacy Framework in 2008, several steps were 

taken during 2007. As indicated in the Road Map 

2007, Basel I1 was to be adopted with the 

Standradised Approach and accordingly, a 

consultative approach was introduced to prepare 

the banking sector for the implementation of this 

new framework. For th is  purpose, a consultative 

paper was released, covering the major areas of the 

framework in June 2007, and banks have been 

undertaking a parallel computation of capital 

adequacy under the new framework since then. In 

order to prepare the banking institutions for a 

smooth transition to the new regulatory 

framework, the  Central Bank also conducted 

several awareness programmes and intentional 

seminars for bank officials. 

Wi th  a view to facilitating the introduction o f  

international accounting standards o n  financial 

instruments i.e., IAS 32 and 39 and IFRS 7, in 

2009, which deal with disclosures, presentation, 

recognition and measurement of financial 

instruments, a series of meetings with bankers and 

representatives of external auditors were held 

during the year, in order to assess the readiness of 

banks to adopt these international standards. The 

adoption of these international accounting 

standards and Basel I1 would obviously require 

revisions to disclosure requirements, and hence the  

need to amend the disclosure requirements along 

with these changes, has been recognized and wou ld  

need to be addressed in the new year. 

The Central Bank issued Directions o n  Corporate 

Governance for licensed banks, with a view to 

making board of directors responsible and 

accountable for the business of banks and to promote 

a healthy and robust risk management framework 

for banks. The implementation of these Directions 

would also provide an opportunity to the market, 

namely depositors, investors, and other stakeholders 

to monitor the performance of banks. It is envisaged 

that these Directions, formulated after extensive 

consultation with relevant stakeholders, would 

improve the governance practices of individual 

banks substantially and consequently wou ld  lead to 

improved confidence in the banking sector, thereby 

promoting financial system stability. 

Continuing with the policy of amending regulations 

to be in line with market needs and the changing 

market environment, a new pol icy o n  procuring 

services of expatriates in the bank ing  sector was 

introduced during the year. This policy change was 

required due to the  sigruficant expansion of banking 

operations of foreign banks, the need for the 

introduction of innovative financial products and the 

need for expertise in the areas of advanced r i sk  

management practices and rapid developments in 

the information technology infrastructure. 

During the year, public awareness was further 

enhanced with the aim of informing the public on  the 

dangers in investing in fraudulent investment 

schemes. Accordingly, in addition to the publication 

of a comprehensive l i s t  of financial institutions in the 

daily newspapers regularly, a brochure on  the risks 

of investing in prohibited schemes was dispatched to 
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all  bank customers along with the regular bank 

statements. 

In the meantime, the Central Bank continued to 

adopt a facilitator role to expand access to  banking 

and financial services. A number of new deposit 

products with added features and technology 

driven services, such as mobile banking, were 

approved to be introduced to the market, based on 

advancements in information and communications 

technology. As a result, both households and 

businesses, including SMEs, gained greater access 

to financing through these improved financial 

inclusivity initiatives. 

During the year, the Central Bank placed further 

emphasis o n  strengthening the operational 

robustness o f  the LankaSettle System, the 

systemically important payment and settlement 

system (PSS). This was done by: 

(a) encouraging participants to have proper 

business continuity plans for their payment 

and core banking systems; 

(b) promoting the migration from 

predominantly cash or paper based retail 

payments to electronic payments; 

encouraging banks as well as their 

customers to use relatively low risk 

payment means and systems; and 

passing the cost saving and efficiency 

benefits of PSS to the customers. 

(c) 

(d) 

The Central Bank also focused on improving and 

maintaining a sigruficantly high and consistent 

level of resilience of the LankaSettle System. We 

note w i th  satisfaction that LankaSettle operated 

smoothly in 2007 wi th  the  system availability at 

99.7 per cent, well above the minimum availability 

requirement of 99 per cent. 

During the year, in order to facilitate the 

implementation of the Payment and Settlement 

Systems (PSS) plans, the Central Bank also carried 

out the following: 

Extended co-operation to establish the  Lanka 

Financial Service Bureau Ltd. (LFSB), a local 

SWIFT Service Bureau. 

Issued the Money, Payment, Clearing and 

Settlement Service Providers Regulation NO. 01 

of 2007. 

Prepered the draft of a Direction on  Service 

Providers of Card Based Payment Instruments 

that sets out the  minimum prudential 

requirements o n  al l  Service Providers in Sri 

Lanka. The Direction is to be issued to the 

market in 2008. 

Hosted the SAARCFINANCE Conference on 

Regional Payments Initiative in July 2007. This 

conference was a milestone in the PSS 

development in the SAARC Region, as the 

Governors of the SAARCFINANCE Group 

approved the proposal of creating a SAARC 

Region’s Payments Initiative. 

The Central Bank took various initiatives to 

strengthen the anti-money laundering and 

combating the financing of terrorist activities 

(AMLJCFT) and reporting mechanism during 2007, 

through the  Financial Intelligence Unit (FIU), 

established within the Central Bank in 2006. The F IU 

took action to strengthen regulations through the: 

Issuance of new rules o n  Know Your Customer 

and Customer Due Diligence (KYC/CDD) to: 

1 Financial Institutions and Non-Financial 

Institutions; and . the Securities industry. 

Preparation of draft rules on  KYC/CDD for 

insurance, money exchange and money 

transfer services, 
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Issuance of various directives for the 

Financial Institutions such as in the case of 

Payment Systems that may be used to 

commit offences against children, 

Wi th  a view of dealing w i th  the Suspicious 

Transaction Reports and other activities of the FIU, 

strategies and mechanisms were also formulated, 

while various awareness programmes were used to 

increase the awareness on  Anti Money Laundering 

and Combating the Financing of Terrorism. 

During 2007, the Central Bank took several 

measures to strengthen its Public Debt 

Management role as well, ensuring that the 

Government’s financing needs and its payment 

obligations are met at the lowest possible cost over 

the medium to long term, while managing the 

attendant risks. These measures included: 

Formulating a medium term debt market 

strategy framework, which is currently being 

implemented. 

Introducing a Wide Area Network to record 

overnight small value transactions. 

Finalizing the legal amendments to implement 

the proposal to d i v e r s e  Primary Dealer 

activities and expand the Primary Dealer 

system. 

Strengthening the intermediary participants in 

the Government securities market. 

Revising the regulatory requirements relating 

to investments in Treasury Bonds in order to 

enhance opportunities for foreign investors. 

Opening retail outlets for the sale of 

government securities, thus expanding the 

outreach to the investor base. 

Issuing Sri Lanka’s debut sovereign bond to 

the international capital market successfully, 

thereby establishing a benchmark for future 

government and corporate bond issues. 

The Employee’s Provident Fund (EPF), managed by 

the Central Bank played a s ign i f icant  and positive 

role in injecting funds to  the economy through 

investments in Government securities, listed and 

unl is ted equities and corporate debentures, whi le 

maximizing long-term benefits for i t s  members. A 

comprehensive re-engineering project, which 

automates the processes of the EPF, thereby 

improving the efficiency of Funds operations 

sigruficantly, was commenced during 2007. 
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4. Challenges in meeting Monetary Policy 

Objectives and Financial System Stability in 

2008 and beyond 

The Sri Lankan economy, being a small, market 

oriented, open economy, has to continuously face 

external shocks arising f rom global political and 

economic developments in addition to  domestic 

disturbances and natural disasters. In this 

challenging atmosphere, the major challenges that 

would need to be faced during 2008 would be the 

impact of high and volatile international prices of 

o i l  and other commodities and the posible 

escalation of counter terrorism measures to 

respond to the threat of terrorism. In the mean 

time, the  emergence of South Asia as a new force in 

the world economy would offer a wealth of new 

opportunities that would position our country on a 

usefu l  platform to achieve a higher economic 

growth, that may perhaps be unprecedented in our 

history. A t  the same time, the recent intense 

turmoil in the USA caused by the sub-prime issue, 

which affected several countries, has put u s  on 

notice us  to be vigilant about developments in 

global markets, as our financial system too is 

gradually integrating with the global economy. 

It i s  a serious challenge for any central bank to 

conduct i t s  monetary programmes when a 

substantial part of the country’s inf lat ion could 

be driven by external shocks. The impact of high 

oi l  prices on the macro-economic stability of Sri 

Lanka is manifold. It widens the current account 

deficit through an increased import bill and 

adversely impacts on  the exchange rate stability. 

Further, it seriously impacts on  domestic inflation, 

irrespective of the government’s policy to either 

adjust domestic prices in l ine  with the  international 

prices or subsidize domestic prices. The first policy 

option that is now seemingly being practiced by the 

government has an one-off adverse imapct o n  

inflation, as against the more harmful long-term 

impact of the  second policy option. An o i l  price 

shock also raises core inflation, as the supply shock 

quickly permeates to other prices through increased 

input costs. It also raises inflation expectations. The 

increases of international prices of other imported 

commodities such as wheat and milk powder also 

impacts the domestic inflation in a somewhat similar 

manner. 

The conduct of a successful monetary policy, while 

facing a high budget deficit is a challenging task, as 

the borrowings by the government from the banking 

system to finance such deficit, often makes it highly 

difficult and complex to maintain the monetary 

expansion along a pre-determined, tight path. 

Further, since government borrowings are less 

sensitive to interest rates, any favourable impact of 

tight monetary policy on  private sector credit growth 

may also be offset by high government borrowings. 

As observed from successful case studies of many 

countries, rapid infrastructure development pushes 

development faster than market forces might have 

otherwise allowed. However, the allocation of 

necessary resources for infrastructure development, 

while maintaining budget deficits and debt at 

reasonable levels, requires careful and precise 

planning as well  as str ict  adherence to such plans. 

This i s  particularly challenging for the policymakers 

of a country like Sri Lanka, which faces a sigruficant 

resource gap. 
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Maintaining foreign currency reserves at a level 

sufficient to face external shocks comfortably i s  

another challenging task for a small market- 

oriented economy. Th is  i s  particularly so as the 

exchange rate fluctuations have to be managed 

within reasonable limits, in order to enhance the 

confidence in the economy. 

The Sri Lankan economy i s  fast intergrating with 

global financial markets supported by the policy 

measures to further liberalise the capital acount. In 

such a scenario, money laundering, terrorist 

financing and pyramid schemes could emerge as 

threats to financial stability. Being alert to the 

harmful effects of such threats would be challenge 

that would be faced by the Central Bank in 2008 

and beyond, and that too, would require constant 

vigilance and timely actions. 

Several shocks emanating from external and 

domestic fronts may also pose some downside 

risks to the banking sector and overall financial 

system stability. The continuing high oi l  prices, r ise 

in prices of commodities and turbulence in 

international financial markets as a result of 

problems in the USA sub-prime mortgage markets 

etc., could create volatility in foreign exchange 

markets and foreign currency liquidity in the 

banking sector. 

Needles to say, a l l  imminent as wel l  as any 

unforeseen challenges that may arise in the future, 

have to be faced by our economic planners with 

confidence. This could be done only by designing 

and developing our policies and actions to deal 

with, and respond to, such challenges quickly and 

decisively. It is only by doing so, that we would be 

in a position to derive optimum results, in a 

constantly changing and turbulent world. 
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5. Monetary Policy Strategy in 2008 and beyond 

In many countries al l  over the world, maintaining 

price stability has become the over-riding 

objective of monetary policy. Maintaining price 

stability means maintaining prices at l ow  and 

stable levels in the long term. Both investors and 

consumers benefit from low and stable prices, 

which i s  key to the sustainable high growth in a 

country. However, we should also understand 

that, in the short term, inflation could increase, 

particularly due to supply side factors over which a 

monetary authority cannot have direct control. In 

the long term, of course, inflation i s  a monetary 

phenomenon and Central Banks have to deal with 

it through prudent monetary policies. A t  the same 

time however, it should also be appreciated that 

successful monetary management has to largely 

depend on  successful fiscal management of a 

country as well. Consequently, the disciplined 

implementation of both monetary and fiscal 

policies i s  essential for the control of long term 

inflation in any country. 

The Central Bank of Sri Lanka adopts a monetary 

targeting policy framework to achieve one of its 

twin core objectives of Price & Economic Stability. 

Under the monetary targeting framework in Sri 

Lanka, Reserve Money i s  the Operational Target 

and Broad Money (Mzb) i s  the Intermediate 

Target. Past experience reveals that this monetary 

targeting framework has been successful in 

achieving the desired demand management 

outputs and therefore we are inclined to follow 

such path in the short to medium terms as well. 

The main components in a monetary targeting 

framework are a stable and predictable velocity 

and a money multiplier. Since, in Sri Lanka, both 

these variables are stable and predictable in the short 

to medium terms, we could s t i l l  effectively adopt a 

monetary targeting framework. However, a move 

towards ”inflation targeting” over the longer term 

could possibly be an option for the Central Bank to 

consider at some stage in the future. 

Within the monetary targeting framework, limits for 

monetary aggregates are compiled by careful 

evaluation of the expected developments in the real, 

external, fiscal and monetary sectors of the economy. 

These are thereafter incorporated into the monetary 

programme. Needless to say, in achieving reserve 

money targets, which have been set in the monetary 

programme, it is imperative that liquidity is 

managed at an appropriate level that i s  consistent 

with the planned reserve money path as well. Thus, 

the challenge before the Central Bank is to manage 

liquidity at an appropriate level without hindering 

the growth prospects of the economy. 

Sri Lanka continues to follow a floating exchange 

rate regime, where the market forces of supply and 

demand largely determine the exchange rate. This 

market based exchange rate regime has served our 

economy well  so as to be able to respond to external 

vulnerabilities and to facilitate the conduct of 

monetary policy. Accordingly, the Central Bank’s 

intervention in the foreign exchange market in the 

year 2008, would be, as done in the past, l imited to 

building the international reserves and to smoothen 

excessive volatility in the foreign exchange market, 

while allowing greater flexibility to the market forces 

to operate. 

According to the World Economic Outlook of the 

International Monetary Fund, the global economy i s  

expected to grow by around 5.2 per cent in 2007 and 
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projected to moderate to around 4.8 per cent in 

2008. The USA, one of Sri Lanka’s major export 

destinations i s  estimated to grow at the same rate 

as in 2007, while the Euro area economies are 

projected to slow down marginally in 2008. 

However, imports of goods and services by 

advanced economies are projected to grow from 4.3 

per cent in 2007 to around 5.0 per cent in 2008. 

Therefore, it is likely that Sri Lanka’s exports will 

continue its’ growth momentum in 2008 as well, 

benefiting from the buoyancy in advanced 

economies and that of other emerging economies, 

including India. 

The Sri Lankan economy is projected to grow by 

around 7 per cent in 2008. This growth i s  expected 

to be broad-based with all the  three sectors, 

Agriculture, Industry and Services growing at 

healthy rates. The growth is likely to be facilitated 

by on-going infrastructure projects of the  

government in the areas of road development, port 

& airport development and power generation. The 

several development projects expected to 

commence in the Eastern Province are also 

expected to contribute to the growth in 2008. 

The balance of payments is projected to record a 

healthy surplus in 2008 with projected: 

i. higher inflows to the government for 

financing of several major infrastructure 

projects, 

higher Foreign Direct Investment (FDI), ii. 

iii. higher export earnings, and 

iv. increased worker remittances. 

As a result, the external official reserves are 

projected to improve to over US dollars 3,300 

million by the end of 2008, which would be 

sufficient to finance more than 3 months of imports 

in 2008. 

Growth in exports i s  expected to be approximately 10 

per cent in 2008, benefiting from the bilateral free 

trade agreements with the neighbouring countries 

such as India and Pakistan and from increased 

market access to European markets under the GSP+ 

scheme. 

Meanwhile, imports are also projected to grow at a 

higher rate of around 14 per cent in 2008 largely due 

to higher o i l  import bills and higher imports of 

project related materials and investment goods. 

According to the budget 2008, the overall budget 

deficit is expected to be contained at 7.0 per cent of 

GDP, compared to 7.2 per cent in 2007. To achieve 

this target, increasing both the tax and non-tax 

revenue, rationalization of expenditure as well  as 

improvement in government debt management i s  

vital. A t  the same time, in order to achieve the 

anticipated growth target, it will also be necessary to 

maintain public investment at a high level, which 

could, in turn, facilitate the private sector investment 

as well. 

Based on these sectoral development projections 

and prospects, reserve money and broad money 

levels for 2007 have been computed so as to  control 

the expected high demand driven inflationary 

pressures, whi le supporting the smooth 

functioning of the expected economic activities. 

Accordingly, the Monetary Programme for 2008 has 

been designed to accommodate the expected 

economic growth o f  7.0 per cent, wh i le  aiming to  

contain inf lat ion at 10.0 per cent, as measured by 

the GDP deflator or the new core inf lat ion based o n  

the new CCPI. 

In preparing the programme, we have based our 

computations on certain values for the money 

multiplier and the  velocity of broad money. As 
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observed by us, the money multiplier has increased 

steadily during recent years and it is assumed that 

the same trend will continue in the future as well. 

Therefore, the money multiplier for end 2008 has 

been assumed at 5.42. Meanwhile, the velocity of 

broad money, based on the GDP estimates of the 

DCS, has been assumed to remain at around 2.5. 

Responding to declining demand pressures as well 

as certain favorable developments in the supply 

side, inflation as measured by the New Colombo 

Consumers' Price Index is expected to moderate on 

a gradual path during 2008. At the same time, the 

Central Bank expects to accelerate this process 

through various further policy measures, aimed at 

reducing the consumer price inflation to around 10- 

11 per cent by end 2008. Towards such target, the 

Bank will closely monitor the developments and 

take the appropriate measures to deal with any 

pressures that may result from excessive demand. 

Chart 14- Inflation: Policy Scenario 

Inflation - Policy Scenario 
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As explained in the year 2007, the continued tight 

monetary policy measures resulted in curtailing 

high demand for credit by the private sector. 

Following this trend, a further moderation of credit 

growth during the first half of 2008 is expected, 

which moderation is likely to reduce the expansion 

in broad money as well. However, it is imperative 

to limit the increase in government credit from the 

banking system to the  estimated Rs. 9 billion as 

announced in the budget of 2008. A substantial 

decline in credit to corporations i s  expected in 2008, 

as a result of the repayment of existing loans by the 

Ceylon Petroleum Corporation (CPC) to commercial 

banks, since the CPC i s  due to receive suppliers' 

credit for o i l  imports from the Republic of Iran at 

concessional terms and conditions. This facility i s  

expected to have a favourable impact on  containing 

broad money expansion and is therefore a highly 

welcome development. 

Based on the assumptions and developments as 

described, reserve money in 2008 has been targeted 

to increase by 15.0 per cent o n  average basis. 

From this year onwards, our quarterly reserve 

money targets would be based on  quarterly averages 

of daily reserve money, as against end-quarter 

figures, as the money stock as at a given position 

includes transitory components too, which may not 

represent the persistent trend. Accordingly, the  

following targets for the average quarterly growth 

rates of reserve money have been computed and the 

Central Bank would take every effort to ensure that 

these targets are achieved with over 99.5 per cent 

compliance, thereby avoiding any undesired growth 

in broad money. This level of variation in compliance 

has been allowed carefully, considering the historical 

pattern of fluctuations in reserve money stock, the 

expansionary impact of too high reserve money 

growth and the contractionary impact of too l ow  

monetary expansion. 

Table 1 

Quarterly Targets for Reserve Money 
Rr. billion 

Dec. 2007 2M8 Targets 
(end month) (Averages based on daily reserve 

money) 

Reserve Money 

Point to Point 

Chnnge % 



Meanwhile, in line with above reserve money 

targets, the broad money has been estimated to 

grow by around 17 per cent, over the estimated 

value at the end of 2007. 

Table 2 

Indicative Targets for Broad Money (Mzb) 
Rs. billion 

2M8 Targets 
(end month) (end month ) 

I I I I I I I I 

It would also be useful for u s  to note that the 

reserve money growth would be facilitated by the 

growth in Net Foreign Assets (NFA) and Net 

Domestic Assets (NDA) of the Central Bank. 

Further, any change in reserve money due to a 

change in expected growth in NFA would 

necessarily have to be offset by a corresponding 

change in NDA.  

It would also be noted that the increase in broad 

money i s  expected to be an outcome o f  (a) the 

improvement in NFA in the banking system; (b) 

the expected increase in credit to the government 

from the banking system by Rs.9 billion; (c) the 

expected decline in credit to public corporations by 

Rs.23 billion; and (d) the growth in credit to the 

private sector by 19.7 per cent. 

In the Central Bank's endeavour to achieve the 

monetary policy targets, we would also be 

carefully monitoring the macro-economic 

developments, while implementing the appropriate 

monetary policy measures. Towards that end, we 

would judiciously use al l  our main policy 

instruments, whenever applicable. These would 

include: 

(a) changes in policy interest rates, i f  

considered necessary; 

(b) conduct of open market operations enabling 

us to maintain market liquidity at an  

appropriate level; 

(c) moral suasion; 

(d) public communications; and 

(e) any other available policy actions that we 

deem desirable. 

Ladies and Gentlemen, we are highly conscious that 

attaining a l ow  inflation rate in the medium to longer 

term would: 

(a) have a favorable impact o n  public and private 

investments and savings, 

(b) improve competitiveness, and 

(c) reduce the government budget deficit due to l ow  

demand for salaries and wages. 

Accordingly, in the medium to long term, the 

conduct of our monetary policy wou ld  take into 

consideration the expected high growth path 

targeted by the government as per the Budget 2008 

and a serious goal to reduce inflation to a level of 

around 5 per cent in the medium term. 

The Central Bank would continue to increase the 

awareness of the general public and market 

participants through continued dissemination of 

information about the monetary policy decisions as 

wel l  as our other operations. In addition, the  Bank 

would release regular press releases and 

communiques and also conduct seminars on  topics 

of interest. We would regularly seek the views and 

advise of experts in the fields of economics and 

macro-economic management in order to benefit by 

their expertise in our monetary policy decision 

making process. We would accordingly, continue to 

benefit from the valuable inputs by the honorary 

members of the Monetary Policy Consultative 

Committee in the year 2008 too. 
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We would also like to release the  dates of our 

regular monetary policy announcements for 2008, 

which are as follows: 

Month Date of 
Announcement 

17 Thursday 
Februaly 21 Thursday 

17 Monday 
22 Tuesdav 
15 Thursday 

20 Monday 

At this stage, let us also remind ourselves of the 

risks that may be encountered by us when we are 

pursuing our tough targets. In that context, we 

should be conscious that the  achievement of an 

inflation rate of around 10-11 per cent by end 2008 

would depend on a series of actions by various 

external organizations, as well  as on the realization 

of certain external events in line with our baseline 

projections. I f  not, there is a risk that the inflation 

path w i l l  veer towards a more pessimistic or 

optimistic scenario, notwithstanding our planned 

monetary policy actions. 

For example, i f  the average oi l  price for the  year 

2008 increases to US dollars 90 per barrel as against 

the baseline forecast of US dollars 85 per barrel, the 

BOP surplus may reduce. Similarly, GDP growth 

may also be materially affected by such an external 

shock, since it can hinder many economic activities 

including transport, manufacturing and fisheries 

sectors. Under such circumstances, the year-end 

inflation may settle at a higher level of around 12- 

14 per cent. 

Chart 15 Inflation: Adverse Scenario 
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6. Policies for Financial System Stability in 

2008 and Beyond 

As a part of i ts  mandate o f  maintaining financial 

system stability, the Central Bank conducts close 

surveillance of the financial system to identify 

r i sks  and vulnerabilities and to assess i ts capacity 

to cope with disturbances and shocks. The 

Financial Stability Report for 2007, issued recently 

by the Central Bank, provides a detailed 

assessment of the financial system in Sri Lanka, 

based on  the performance of the financial sector 

during the f i rst  half of 2007. The report clearly 

states, with detailed supporting facts, that the 

county’s financial system is resilient and stable, 

amidst challenging macroeconomic and financial 

market developments. The report however sets out 

certain downside risks, alerting the relevant 

authorities on  the need to take certain pre-emptive 

actions. 

The focus of bank supervision and regulation in 

2008 would  continue to be directed at the 

promotion o f  a sound and robust banking sector 

as an integral part of preserving financial system 

stability. In th i s  regard, implementation of the 

Basel I1 capital adequacy standard from January 

2008, replacing Basel I will be a major policy 

initiative which wou ld  contribute to  promoting 

higher standards of r isk management amongst 

the banking institutions. 

Wh i le  directions have been issued to maintain 

capital adequacy ratios under the basic approaches 

of Basel I1 to cover credit, market and operational 

risks from January 2008 onwards, guidelines are 

also to be issued on  the preparation for the 

migration towards the advanced approach. 

These preparations would include areas covering the 

(a) setting up of data warehouses, (b) stress testing, 

(c) credit risk mitigation and (d) derivative products. 

Further, banks would need to have sophisticated 

information technology application systems 

incorporating analytical modelling tools that could 

properly assess the risk positions. It wou ld  also 

facilitate the successful adoption of Basel 11, 

especially in moving towards advanced internal 

ratings based approaches. 

During 2008, the  Institute of Chartered Accountants 

in Sri Lanka is due to release Sri Lanka Accounting 

Standards corresponding to the International 

Accounting Standards (IAS) 32,39 and IFRS 7. These 

standards relate to disclosures, presentation, 

recognition and measurement of financial 

instruments. Thus, these new standards would result 

in improved disclosures to users of financial 

information of banks on  the impact of banks’ risk 

management. The banks would also be required to 

commence parallel reporting from June 2008 

onwards. The adoption of these new standards 

would require changes to prudential regulations 

such as classification and provisioning, computation 

of capital adequacy ratios and liquid assets, and 

therefore the Central Bank would issue the amended 

regulations to facilitate the parallel reporting. 

Capacity building initiatives wou ld  be intensified 

in 2008 in order to prepare and update the banking 

industry with the regulatory and supervisory 

requirements such as Basel 11, integrated r isk 

management and IAS. As a part of enhancing 

market awareness, the Central Bank would continue 

to disseminate information on  banking sector 
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developments on  a monthly basis including the 

developments in the economy (real, monetary, 

fiscal, external) and developments in the global 

financial markets. 

We also intend to issue guidelines o n  integrated 

r i s k  management to banks to  improve the risk 

management processes of banks. This would 

provide a greater awareness and better assessment 

of the existing and potential risks of banks and 

stimulate them to initiate pro-active measures by 

adopting up to date r isk management techniques 

and thereby mitigate such risks. This would also 

facilitate the banks to realize the benefit of 

adopting Basel 11. 

Considerable turbulence witnessed in international 

financial markets in 2007 as a result of US sub- 

prime mortgage turmoil and the failure of 

Northern Rock, a UK based bank, required massive 

interventions by several central banks in developed 

economies, including the  Federal Reserve, the 

European Central Bank and the Bank of England. 

These interventions included large injections of 

liquidity, which fact underscored the importance of 

proper management of liquidity. Although the US 

sub-prime mortgage turmoil did not have a direct 

material impact on  the Sri Lankan banking sector 

due to the absence of exposure to such markets, it 

brings into focus the great importance of paying 

serious attention to liquidity management and 

credit r i s k  evaluation by banks. Accordingly, the 

maturity gap analysis of banks, as tool to assess 

liquidity risk, would be given special and intense 

consideration in future examinations and 

discussions with banks. 

A trend i s  now observed where banks rely 

increasingly on  services provided by outside 

entities to support a range of their banking 

operations. Out-sourcing of information and 

transaction processing activities, either to affiliated 

institutions or third-party service providers, 

generally help banks to reduce data processing and 

related personnel costs, improve services, and obtain 

expertise not readily available internally. However, 

the reduced operational control over out-sourced 

activities may expose the banking institution to 

additional risks such as reputational and operational 

risks (if the operations fails) and fraud (if 

manipulated by out-sourced parties). Hence, 

prudential regulations wou ld  be  issued in l ine  with 

international best practices o n  managing out- 

sourced activities. 

The supervision and regulation of non-bank financial 

institutions, including Registered Finance 

Companies (RFCs) and Specialized Leasing 

Companies (SLCs), would also be further 

strengthened in 2008 by carrying on  the 

comprehensive on-site examinations of selected 

institutions and spot examinations of the others o n  a 

regular basis. As a means to facilitate regional 

development, action would be taken to expand the 

services of RFCs and SLCs to regions outside the 

Western Province as well. The Central Bank would 

also issue Directions relating to corporate 

governance to the finance companies during 2008. 

The co-operation among al l  relevant supervisory and 

regulatory institutions to facilitate the supervision 

and regulation of financial conglomerates that was 

started in 2007 would be expanded further through 

the Working Group of Regulators for Financial 

Conglomerates. This Working Group comprises the 

Central Bank, the Insurance Board of Sri Lanka, 

Securities and the Exchange Commission of Sri 

Lanka, the Sri Lanka Accounting and Auditing 

Standards Monitoring Board and the Department of 

Registrar of Companies. Based o n  the findings of the 
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Working Group, risks arising from inflated balance 

sheets of financial conglomerates would be 

identified and measures would be taken to mitigate 

such risks. 

New guidelines would be issued by the Financial 

Intelligence Unit (FIU) of the Central Bank on  

Know Your Customer and Customer Due 

Diligence (KYC/CDD) to Primary Dealers, Leasing 

Companies and Professionals in 2008 in order to 

further strengthen the anti-money laundering and 

combating the financing of terrorist activities 

(AML/CFT). At the same time, the FIU would 

commence surveillance of KYC/CDD for licensed 

banks, registered finance companies, securities 

industry and the insurance industry. While 

engaging in this exercise, FIU would also review 

the possibility of entering into MOUs with similar 

institutions in other countries as well. 

In relation to Payment and Settlement Systems 

(PSS) development for the period 2007-2010, the 

Central Bank would undertake the following: 

Establish a common payment switch by 

commercial banks to facilitate real time 

retail fund transfers. 

Assist LankaClear (Pvt) Ltd. to upgrade the 

Sri Lanka Interbank Payment System 

(SLIPS) to meet the growth in transfer 

volume due to the growth of business 

activities. 

Enhance public confidence in electronic 

payments, particularly card based 

payments, by supporting the initiative of 

banks to migrate to chip based credit cards 

from the current magnetic stripe type, by 

mid 2008. 

Issue a code of conduct for the LankaSettle 

System to enhance transparency of the 

operational role of the Central Bank. 

The Central Bank would also, take the lead in 

forming the SAARC Region's Payments Initiative by 

co-chairing the SAARC Payment Council and 

establishing its Secretariat in Colombo. 

The Central Bank's currency management policies 

have been formulated to ensure that Sri Lankan 

currency notes and coins are available to the public 

in the required denominations upon demand, while 

minimizing the overhead expenditure. In order to 

ensure availability, the Bank would continue to 

estimate the currency demand and maintain a buffer 

stock of currency to meet the seasonal and 

contingent demands. 

As in the past, the currency management policy of 

the Central Bank would be focused o n  maintaining 

quality standards through continuous upgrading of 

security features, mainly in high denomination notes, 

and conducting aggressive public awareness 

programmes. The Central Bank would also collect 

and re-circulate used coins with a view to reducing 

the  cost of minting new coins. 

In early 2008, the Bank also proposes to establish a 

Financial System Stability Advisory Council to 

receive inputs from a wider range of stakeholders in 

relation to issues dealing with financial system 

stability. This council would consist of eminent 

persons, drawn primarily f rom the private sector, 

who would have wide experience in financial sector 

issues and would function in an advisory capacity to 

the Central Bank. 

In addition to the initiatives and programmes 

already enunciated, we also believe that the 

appropriate legal and regulatory framework 

supporting financial system stability needs to be 

further strengthened if w e  are to address potential 

future issues in a timely manner. Accordingly, 
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necessary steps would be taken to introduce the  

necessary amendments to the  existing legislation 

pertaining to banking and also propose new laws 

in relation to certain areas, which are today not 

covered by legislation. Such proposed amendments 

would be in relation to the: 

Debt Recovery Law: to expedite the 

recovery process and create a more 

creditor friendly environment 

Credit Information Bureau Act: to widen 

the scope of the Credit Information Bureau 

(CRIB) and to provide greater (including 

positive) credit information through new 

technology already acquired by CRIB. 

The new Acts that would be proposed would be in 

relation to: 

Micro Finance Institutions: The proposed 

legislation would attempt to bring al l  

micro finance institutions under the 

regulatory framework 

Business Recovery: The proposed 

legislation would attempt to set out the 

procedure for the revival and recovery of 

sick industries. 
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7. Policies for Strengthening the Economy 

In order to strengthen any economy, savings and 

investment has to be continuously encouraged and 

provided for. Savings are encouraged by a strong 

financial system and the availability of a variety of 

financial products to potential investors. A strong 

financial system is one that poses relatively low 

risks as a result of the use of effective r isk  

management tools, and one that could boast of a 

high level of financial literacy within the operators 

of the system. In this regard, a Central Bank’s 

contribution to promoting investment wou ld  be 

mainly through the facilitation of a conducive 

environment, characterized by macro-economic 

stability and reduced macro-economic risks. 

In the Central Bank of Sri Lanka’s endeavour to 

support financial markets, the public debt 

management policy of the Bank wou ld  be further 

developed and strengthened through (a) the 

conduct of awareness programmes, @) the 

strengthening of the risk management framework, 

and (c) the introduction of new instruments to 

facilitate identified investor groups. This would be 

done in order to enhance the efficiency in the debt 

market, while maintaining a proper balance 

between commercial borrowings from local and 

external sources. Supplementing these strategies, 

the Central Bank would also further strengthen the 

intermediary participants in the govemment 

securities market, and continue with the debt 

consolidation process while expanding the investor 

base in govemment securities. 

The exchange control function of the Central Bank 

is a function that could be innovatively used to 

channel foreign resources to fill the domestic 

resource gap and to facilitate the process of 

accessing global financial centres to generate 

comparative advantages for Sri Lanka. The Central 

Bank has recognized the need to re-visit the 

exchange control function during 2008 in order to 

facilitate the role of foreign capital in the macro- 

economic development of the country in a market 

friendly environment. In this respect, both current 

account and capital account in the balance of 

payments would be recognized as mutually 

reinforcing factors contributing to the economic 

prosperity of the  country. Accordingly, prudent 

foreign exchange regulatory policies would be 

initiated in the interest of the long-term macro- 

economic development objective. 

Recognizing the  vital importance of strengthening 

the financial literacy in the country, the Central Bank, 

through i t s  training arm, the Centre for Banking 

Studies (CBS) would continue to enhance 

competencies in the fields of economics, finance and 

banking, through comprehensive training 

programmes. The CBS wou ld  also strengthen its 

links with training centers in the region in its efforts 

to meet emerging global challenges. 

The Employees’ Provident Fund (EPF) managed by 

the Central Bank supplies debt capital to the 

government as well as debt and equity to the private 

sector, while generating long term real returns for its 

members. The Central Bank wou ld  enhance this 

important role in 2008, the 50th year of the EPF, 

particularly through a comprehensive re-engineering 

programme which wou ld  fully automate the 

operations of the EPF using electronic means to 

update the member accounts in real time. This 

masive and far-reaching project is currently 

underway, and would include: 
28 



Re-registration of al l  members by names 

and numbers as appearing in their 

National Identity Cards and assigning the 

NICs as a unique member number; 

Creation of a common database for both 

the Central Bank and the Labour 

Department; 

Facilitation of the remittance of member 

contributions through electronic means; 

Creation of a system that enables members 

to v e d y  their member balances and 

ascertain details of their monthly 

contributions electronically; 

Establish a system that allows for the 

refunding of full member benefits within 2 

days from the date of receipt of the refund 

recommendation from the Labour 

Department. 

introduces an element of elegance and formality. The 

tri-lingual band that features the text in Sinhala, 

Tamil and English adds symmetry and unity. 

With the aim of conveying the Central Bank's 

degree of integrity and professionalism and its 

objectivity through a carefully designed outlook, a 

new corporate design for the Central Bank of Sri 

Lanka would be introduced from 1 s t  January 2008. 

This new corporate design would reflect the values 

by which the  Bank i s  guided and to which it would 

adhere to. The basic element of the new corporate 

design would be our new corporate logo, which, as 

you see today, has been redesigned without 

radically changing the existing logo. The l ion has 

been retained in the new logo in a more refined, 

elegant and contemporary manner. The floral moti f  

i s  more methodical, orderly, connotes "prosperity", 

and is woven into the logo in keeping with 

country's highly oriental artistic traditions. The 

new logo consists of three colours. Orange 

combines the energy of red and the vibrance of 

yellow. Red signdies leadership, courage and 

valour. The black border of the outer ring 

encapsulates the logo into one coherent unit and 
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8. Concluding Remarks 

Your Excellencies, Ladies and Gentlemen, in line 

with the Central Bank’s vision of serving as a 

credible and dynamic institution contributing to 

the prosperity of Sri  Lanka, we will continuously 

strive to effectively enhance the productive 

resources of our country by maintaining economic, 

price and financial system stability. 

We would provide leadership to the banking sector 

of the country as the apex financial organization. 

We would offer sound policy advice to the 

government and other stakeholders of the 

economy. 

In keeping with our values, we would also 

continue to maintain transparency by announcing 

our policies to the public, which would, in turn, 

enhance the policy effectiveness. 

Your Excellencies, Ladies and Gentleman, we do 

hope our statement to you today helped to clarlfy 

our policies and that therefore, it would assist you 

in your own  economic endeavours. We also hope 

that our statement would help to convince you that 

our policies and strategies are clearly focused and 

directed towards the prosperity of our country. 

The unfolding of this Road Map i s  a reflection of 

the Central Bank team’s wide capabilities, high 

degree of professionalism, and deep commitment 

to contribute to the noble goal adding to the 

prosperity of our nation. I am personally proud of 

them and consider it a great honour to be a 

member of that outstanding team. 

We must also state, perhaps at the risk of being 

considered somewhat immodest, that we are 

reasonably satisfied with our past year‘s 

accomplishments, when viewed in the context of the 

great challenges that we faced. Nevertheless, we 

assure you that we shall not be complacent in any 

way, and shall strive for excellence relentlessly, and 

push ourselves to perform even better. 

Ladies and Gentlemen: th is  is 

keep faith in our own  abilities to take it forward; fast; 

with equity; with dedication. Let us  be confident; be 

progressive; be optimistic. 

economy. Let u s  

On the part of the Central Bank, we strongly assure 

al l  who are contributing to Sri Lanka’s progress that 

they would continue to benefit from the resilience 

and momentum of our economy. 

We wish you a l l  a Happy, Prosperous and Peaceful 

N e w  Year. 

30 


