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The Norwegian Agency for Development Co-operation (NORAD) has during the period May-September 2002 reviewed its support of private sector development in major partner countries. The countries are Bangladesh and Sri Lanka in Asia, and Malawi, Mosambique, Tanzania, Uganda, and Zambia in Africa.

The aim of the reviews was to explore the possibilities of improving and expanding the support of private sector development within the guidelines given by the Strategy for Norwegian Support of Private Sector Development in Developing Countries.

The studies have been undertaken by teams consisting of an external consultant on private sector development, a resource person from the Norwegian private sector, and advisers from NORAD, Oslo, and the Norwegian embassies. The findings, interpretations, and conclusions expressed in the studies are entirely those of the teams and should not be attributed to NORAD.  

The study of the private sector in Sri Lanka is number 6 in the series of 7 country studies.
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Foreword

The Norwegian Agency for Development Co-operation (NORAD) is during the first half of 2002 undertaking studies of private sector development in the major partner countries, and Sri Lanka is the focus of this report. The review is undertaken by a team consisting of Eli Moen, Adviser, Technical Department, NORAD (team-leader), Sven Rambøll, Embassy Secretary, Norwegian Embassy, Colombo, Ole Hillestad, ABB Norway, and Stein  Hansen,  Nordic Consulting Group AS. Don N. Samaranayaka, has been local consultant to the Team.
 The field work was completed on 21 June and final draft delivered on 8 August 2002.

The aim of the review is to identify possible areas and explore modalities for future Norwegian support of private sector development within the framework of Sri Lankan and Norwegian development co-operation. The suggested areas of support are based on the team’s assessment of opportunities and constraints with respect to the contribution of private sector to economic growth, taking into consideration other development programs by the government, donors and private organisations. New areas are assessed with a view to complement the portfolio of Norwegian-Sri Lankan development programs, having in mind areas of Norwegian competence. The team has in addition identified areas of potential  interest to Norwegian companies for possible further exploration in phase 2 of the study. 

The team has been guided by the overall goal of poverty reduction and the approach of rights based development, in particular the right to livelihood where support of private sector development can make a difference. The findings, interpretations, and conclusions expressed in this study are entirely those of the team and should not be attributed to NORAD or any other organisation.

The team has recognised and taken advantage of the availability of a large number of studies that cover most issues of relevance for this review. We are to a large extent indebted to these studies in our recommendations. Interviews were consequently largely limited to updating and verifying information from second hand research in selected organisations. Due to restrictions on total number of pages of the report, we have not been able to give as complete a presentation of the arguments for each of our recommendations as we would have liked; On several occasions, the reasons presented do not give a full picture of all the arguments that have been considered by the team.










Oslo, 2 September 2002










Eli Moen










Sven Rambøll










Ole Hillestad










Stein  Hansen


Table of Contents

Page

Foreword









  1

Table of Contents








  2
Acknowledgements








  4


Acronyms









  5


Executive summary








  7

1.
Introduction









 12

2.
Sri Lanka: Resource endowments and development policies



 13

2.1.
Natural resources








 13  

2.2    
Human resources








 13  

2.3
The resource drain due to armed conflict





 14

2.4
The poverty situation








 15
2.5
Government development policies






 15

3.         Key determinants of private sector development (PSD)



 16

3.1
The macro-economy








 16

3.2
The legislative setting for private sector development




 17

3.3
Financial management and the bank sector





 18

3.4.
The workforce and skills development






 19

3.4.1
Technical and vocational education and training





 19

3.4.2
Business education








 20

3.4.3
Business development and support services (BSS and BDS)



 21

3.4.4
Gender differences in workforce and workforce conditions



 22

3.5
The labour market








 23

3.5.1
Labour market segmentation







 23

3.5.2
Unemployment









 24

3.5.3
Labour laws and labour market reform challenges




 24

3.6
Corruption









 25

3.7
Challenges in the wake of the armed conflict 





 26

3.8
The international trade policy framework





 27

4.
Creating an enabling institutional environment for PSD



28

4.1 
Requirements and conditions for establishing a business in Sri Lanka


28

4.1.1
The legal framework








28

4.1.2
Requirements of local authorities






29

4.1.3
Land administration, titling and tenure






30

4.2
The Government business regulations and incentives




30

4.2.1
Establishments with approval by BOI






30

4.2.2
Non-BOI establishments







31

4.2.3
Colombo Stock Exchange







31

4.2.4
Export processing zones (EPZ)







31

4.3
The tax regime









32

4.4
Accounting and auditing







32

4.5
Private sector organizations







33

5.
Infrastructure: Creating an enabling environment for PSD



34

5.1 
Electricity and power supply







35
5.2
Telecommunication








36
5.3
Transportation









37

5.4
Water, drainage and sewage







38
6.
Enterprise Development and Employment





38

6.1
Development of small and medium-sized enterprises




38

6.1.1
The SME structure








38

6.1.2
Barriers to entry and expansion in the SME sector




39

6.2
Enterprise development through foreign direct investment (FDI)



40

6.3
Development through Exports







41

6.3.1
The role of garment








41

6.3.2
The potential for tourism







42

6.4
Agro-based private sector development






43

6.4.1
Conventional non-plantation agriculture






43

6.4.2
Plantation and estate sector business development




43

6.4.3
Horticulture









44

6.4.4
Livestock









44

6.5
Fisheries-based private sector development





45

6.6
Privatization of State owned enterprises (SOEs)





47

7.
Multilateral and bilateral support of PSD  
 




47

7.1
Development support at the micro level






48
7.2
Support of institutional development for PSD





48

7.3
Support of infrastructure for PSD






48

8. 
Relevant areas for Norwegian support of PSD




49

8.1
Present Norwegian development co-operation in Sri Lanka:
   


49

A brief overview

8.1.1.
Proposals for adjustments to ongoing programs in private sector development

52

8.2
Proposals for new priorities in private sector development



53


Bibliography










58

Annex  1:
Meetings held








63

Annex  2:
List of informants







65

Annex  3:
Terms of Reference







67

Annex  4:
Annex to Terms of Reference






70

Annex  5:
Legal  requirements for establishing a business in Sri Lanka


71

Annex  6:
Tax  reforms








72

Annex  7:
Colombo stock exchange






76

Annex  8:
Business education in Sri Lanka





78

Annex  9:
Rural credit and micro-finance





81

Annex 10:
Main donor partners by poverty reduction strategic thrust


84

Annex 11:
On-going foreign funded projects – economic infrastructure division
86

Annex 12:
Foreign aid disbursements






88

Acknowledgements
The team members would like to express their sincere gratitude to the many private sector representatives, government officials and experts in Sri Lanka who have shared their knowledge with the team. Among people consulted in Norway, we are in particular thankful to those outside of the Government-donor community who have contributed with insightful comments during the planning process and to the draft report. We especially appreciate the contribution of ABB AS.

The team has benefited from and liberally drawn on the rich literature that is available on  relevant issues. We would in this respect especially emphasise documentation prepared by the Government of Sri Lanka, the World Bank, the Asian Development Bank, and ILO.

We would like to thank the staff of the Norwegian Embassy in Colombo who assisted and facilitated the work of the team.

Finally,  we thank Don N. Samaranayaka, local consultant to the Team, for swift, insightful and clearly structured analyses and explanation of the wide variety of special topics he was asked to elaborate on.

Acronyms

ACT

Advanced Corporate Tax

ADB

Asian Development Bank

ASEAN
Association of South East Asian Nations

BDS

Business development services

BII

Bureau of infrastructure investment

BOI

Board of Investment

BOO

Build Own Operate

BOT

Build Operate Transfer

BSS

Business Support Services

CB

Central Bank of Sri Lanka

CCC

Ceylon Chamber of Commerce
CCI

Chambers of commerce and industry

CEA

Central Environment Authority

CEB

Ceylon Electricity Board

CEF

Ceylon Employers’ Federation

CETP

Central effluent treatment plant

CFSES

Consumer Finance and Socio-Economic Survey

DAC

Development advisory committee

DCS

Department of Census and Statistics

DFID

Department for International Development (UK)

ED

Enterprise development

EDB

Export Development Board

EEZ

Exclusive Economic Zone

EIU

Economist Intelligence Unit

EPZ

Export Processing Zone

EU

European Union

FAO

Food and Agriculture Organization of the United Nations

FCCISL
Federation of Chambers of commerce and industry in Sri Lanka

FDI

Foreign direct investment

FY

Fiscal year

GDP

Gross Domestic Product

GFP

The 200 Garment Factory Programme

GNP

Gross national product

GOSL

Government of Sri Lanka

GSP

Generalised System of Preferences

GST

Goods and services tax

GTZ

Deutsche Gesellschaft für technische Zusammenarbeit GmbH

HIES

Household Income and Expenditure Survey

HPI

Human Poverty Index

ICASL

Institute of Chartered Accountants Act

ICC

International Chamber of Commerce

ICT

Information and communication technology

IDB

Industrial Development Board (of Ministry of Trade and Industry)

IFC

International Finance Corporation

IFPRI

International Food Policy Research Institute

ILO

International Labour Organization

IMF

International Monetary Fund

IPRSP

Interim poverty reduction strategy paper

IRDP

Integrated Rural Development Program

IT

Information technology

ITI

Industrial and Technology Institute

KFW

Kreditanstalt fur Wirtschaft

LDC

Least developed country

LTTE

Liberation Tigers of Tamil Eelam

ME

Medium-sized enterprises

MF

Micro finance

MFA

Multi-Fiber Arrangement

MFI

Multilateral finance institutions

MMP

Match-making programme

MOF

Ministry of Fisheries

NIC

Newly Industrializing Country

NLAC

National Labour Advisory Council

NCB

Nationalised commercial bank

NCRCS
New comprehensive rural credit scheme

NGO

Non-governmental organization

NTT

Nippon Tel&Tel

NWC

National Workers Charter

OECD

Organization of Economic Cooperation and Development

OPEC

Organization of Petroleum Exporting Countries

PCI

Participatory credit institutions

PERC

Public sector reform commission

PPIAF

Public-Private Infrastructure Advisory Facility

PPP

Purchasing power parity

PRS

Poverty Reduction Strategy

PRSP

Poverty reduction strategy paper

PSD

Private sector development

QMS

Quality, methodology and standardization

REAP

Rural Economic Advancement Program

RCA

Revealed comparative advantage

RDA

Road Development Authority

RISC

Regional Industry Service Committee

RMG

Ready made garments

RRR

Relief, Rehabilitation and Reconciliation Programme

SAARC
South Asian Association for Regional Cooperation

SAPTA

South Asian Preferential Trading Arrangement

SASEC

South Asia Subregional Economic Cooperation 

SED

Small Enterprise Development

SEDF 

South Asia Enterprise Development Facility

SIDA

Swedish International Development Agency

SLSI

Sri Lanka Standards Institute

SLT

Sri Lanka Telecom Ltd.

SME

Small and medium-sized enterprises

SMED 

Small and Medium Enterprise Developers

SOE

State owned enterprises

TEWA

Termination of Employment  of Workmen Act No. 45 of 1971

TIA

Trade and industry association

TNC

Transnational corporation

TSHIDA
Tea smallholding development authority

TVEC

Tertiary and Vocational Education Commission 

TVET

Technical and Vocational Education and Training

UDA

Urban Development Authority

UK

United Kingdom

UNIDO

United Nations Industrial Development Organization

USAID

U.S. Agency for International Development

VAT

Value added tax

WLLT

Wireless Local Loop Service

WTO

World Trade Organization

Executive summary

This report does not focus on the political history of Sri Lanka and its significance for private sector induced growth and employment. We have rather taken a neutral perspective and considered the options of the government of Sri Lanka similar to any government in a parliamentary democracy. Our intention is to  identify ways to assist private enterprises and entrepreneurs in exploiting opportunities and overcoming obstacles in order to grow and create employment and income and thus contribute to reduced poverty. 
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The role of the donor community

Before deciding, the donor community should, together with government and private sector associations, identify what these can do themselves without donor support. Above all, the donor community must abstain from any support that may increase bureaucracy, and expand or create new government institutions. Cultural inheritance from colonial times along with the strong post-independence central state control bias, combine towards a resilient position against liberalization of the enabling framework for industry- and service sector development. Such biases in attitudes do not change over night. However, in their planning, donors must take into consideration that the private sector in Sri Lanka in the next few years probably will be exposed to considerable changes in government policies and international trade regimes, above all, if the negotiations between the Government and the Liberation Tigers of Tamil Eelam will reach a peaceful solution. The Government appears to attach high priority to the swift achievement  of stable and reliable peace and order conditions (i.e. normalization) in the conflict areas, and has identified infrastructure rehabilitation as a key area of investments and reconstruction towards this end. However, it would be premature at this point to conclude that the administrative structures and ideological foundations in the conflict areas are in place for this to happen smoothly.  A robust recommendation would be for donors to focus on:

1.
Initiatives to achieve economic growth through non-governmental channels,

2. Streamlining the government's institutional framework to better respond to private sector needs and private sector involvement in the formal sectors of the economy, in planning and policy-making (PRSP and PSD development), 

3. Developing infrastructure services and provide a level playing field for private sector contribution to growth and employment. To facilitate the above, assist in capacity development of the courts so as to reduce the processing time. Assistance in more market-based asset valuation as a basis for compensation would help a long way, and at the same time reduce the number of compensation court cases and the volume of out-of-court settlements between large corporations and small land-owners.

4. Redesigning of the business support and business development service providers so that they can effectively serve the needs of individual SMEs.  SMEs should be given high priority in a productivity enhancing, poverty reduction focused development framework.

What can NORAD do?

Highest priority should be on facilitating the development of small and medium-sized enterprises (SMEs). The study has identified the legislative and regulatory framework along with its supportive institutional and administrative setting as major obstacles to entering the formal sector, and to be excessively high for SMEs in Sri Lanka, thus representing a major impediment to the transition from a low productivity- informal sector-based economy to a newly industrializing country. In general, we recognise that major new funds are not readily available and that the embassy has limited capacity to take on new programs. We therefore recommend co-financing with other donors and support through private sector organisations that are largely self-going. Against a setting where peace, relief, rehabilitation and reconciliation are the highest priorities for Sri Lanka today, the Team has arrived at the following long list of recommendations for NORAD’s consideration to be based on employment impact in a cost-effective manner:

· Assist counterpart institutions in land, property and chattel registers, possibly in co-operation with Norwegian institutions, and continue co-operation in standardisation, certification and quality assurance.
· Assist in establishing a sound relationship between trade unions and employers associations, as labour law and labour relations are high on the list of obstacles for private sector led growth in Sri Lanka, especially for SMEs, and represent an area where experience from Norway could be of considerable value.

· Assist GOSL as well as the private sector itself to improve working conditions including safety, health and the earnings of workers, together with child labour. Technical assistance could be directly to the institution concerned or through ILO.

· If requested, support other donors in reforms of public requirements regarding local adherence to prevailing standards and international best practice in accounting and auditing; As practised today the present system deprives GOSL of significant income in the form of taxes and do not offer a level playing field. 

· Assist in privatization of public utilities, especially in the power sector. Whereas a highly competent utility regulator is required to secure efficient and effective provision of the various infrastructure services where natural monopolies or limited competition tend to dominate, it does not automatically follow that a multi-sector utility regulator is the best solution to handle such complex issues in a developing country. Separate utility regulators for each sector could prove more effective and efficient in this case. Norway has pioneer competence in electricity.


· In a post conflict situation, assist with grants or mixed credits to power transmission and distribution to areas severely impacted by the armed conflict as this may not be commercially viable for a long period.

· Consider institutional co-operation in oil exploration, if this should become interesting commercially.

· Assist in construction and maintenance of rural roads since provision of reliable all-weather village-to-market roads arguably constitute the most cost-efficient means of reducing poverty in south Asia, see Fan et al (1999). Norwegian expertise is considerable, and co-financing with a multilateral developing finance institution such as ADB should be considered.


· Consider assisting in IT/ICT where a relatively well educated workforce has a good potential to compete internationally through GOSL or Sri Lanka Institute of Information Technology.
· Through co-financing with other donors, assist in making vocational and technical training, marketing and business management education, and business development services  (BDS) programs more responsive to private sector needs, especially support to the training of middle-level managers at commercial and technical schools. 

· In view of severe challenges faced by Sri Lanka in certain export markets, provide technical assistance in capacity building in private export associations and appropriate, public export facilitation agencies, if sufficient donor assistance is not already provided. Especially important in exports of textiles and apparel, representing a potential for growth, for large enterprises as well as SMEs, provided that the government and the export associations are doing their part with respect to the national and international framework.

· Such facilitating and enabling support is also needed in the potential growth markets for high value agricultural produce such as flowers, horticulture products, spices and herbs. A large share of the potential job creating SMEs will be agro-based, and institutional support with local BDS to individual entrepreneurs is vital for their willingness to establish and expand.


· Offer continued support to private sector associations and chambers of commerce provincially with respect to their contribution to an improved enabling environment and a level playing field, directly through services (including BDS) offered to their members and indirectly through focusing on productive growth in their advice to government. Professional associations have a potential to play a more important role in expanding the concept of corporate governance thereby contributing to improved investment climate in the country. Support in the area of accounting and auditing could be looked into, as indicated above.

· Assist SME development through GOSL and the private sector with respect to acceleration of the ongoing restructuring efforts aimed at more targeted  provision of BDS to SMEs, i.a. with respect to preparation of "bankable” project proposals for financing.
· While there is clearly no shortage of donor programs in the enterprise development area, most programs with an enterprise focus have emphasised credit. While the aggregate supply of credit is not the bottleneck, there are severe credit market gaps to be filled: The present credit market provides only very short term capital; capital for longer term loans is virtually non-existent. The capital market for expansion of existing corporations in the SME-sector is also missing.  To assist in closing these gaps, co-financing with ADB is suggested.

· Consider institutional support to Sri Lanka's efforts to define its rights to marine resources beyond the 200 miles EEZ, supporting institutional co-operation with Norwegian institutions in the assessment of fish stocks and training in that respect, as available data are old, and if requested, in finding a cure for the shrimp disease, and in the substitution of dried fish imports with locally produced dried fish. In the latter, financing of competence from outside Norway may be looked into, for example from Iceland, FAO or Infofish.

Areas of interest to Norwegian private sector investors
In addition to areas indicated above, Norwegian investors may want to look into possibilities:

· In manufacturing and exports of electronics and light industries, and the production of tools, toys and paper products.


· In export industries, fisheries processing and trade, the development of new green plants, fruit and vegetables for niche markets, and IT-sector products. Tourism holds a tremendous potential, but it can only be realized once foreigners believe that peace is permanent. 


· In fisheries, where areas of potential interests include upgrading of harbours, boat building, cold stores, production of fishnets and other equipment, farming of tilapia and joint-ventures in the offshore fisheries, as well as hatcheries, feed meal plants, shrimp cultivation, and in adding value in shrimp processing for exports.


· In infrastructure development, where private investors may be interested in energy supplies and exports (electrification and natural gas exports), telecommunication, transportation including roads, waterways, railways, air traffic and port services, and the handling of fish products for exports. 

· In particular, in the development of coastal transportation, where local private developers consider introducing fast craft ferry services as an alternative to public commuter transport on land, and for transport between the airport and coastal holiday resorts. This would be in line with official plans as inefficient slow moving traffic in and to/from central Colombo imposes severe external costs to producers and consumers. Private investors are welcome. This is an area where Norwegian designed crafts have proven competitive, and could be of interest for joint ventures if such operations prove feasible.


· And in particular, transmission lines for data which represent a bottleneck in terms of both inadequate quality and too high prices. It would appear that Norwegian competence and technology could find a market connected to the setting up of a broadband network in Sri Lanka.


· The match-making program for the development of SMEs in Sri Lanka through partnership with Norwegian SMEs, and Norfund, possibly with the involvement of Tamils in Norway who may want to repatriate and start a business.

1.
Introduction

Sri Lanka emerged from the status of lower income country in 1997, to  a lower-middle-income nation in 1998 with a per capita GDP of $810, see e.g. Ofstad (2000) using data from Central Bank of Sri Lanka. With its moderate population growth rate, Sri Lanka experienced around 50% growth in per capita GNP during the 1990s in spite of the ongoing internal military conflict. It continued to grow, and reached $879 in 2000, but experienced a significant setback to $815 in 2001 (2001 IPAnet estimate). The civil war costs the nation dearly, both in human, social and economic terms. As discussed by Ofstad (2000), the war in the north and east has deprived Sri Lanka of between 2 and 3 percentage points of economic growth each year in the 1990s. This alone implies that only since 1990, Sri Lanka’s GDP today might have been more than 30 per cent higher on account of the war alone.

Sri Lanka has a very high dependence on foreign trade and is therefore vulnerable to changes exogenous to its own policies and internal conditions. The garment industry provides almost half of all export earnings and more than ¼ million jobs, mostly for women, while tea exports and foreign remittances from Sri Lankan workers abroad are the two second most important foreign exchange earners. Manufacturing – especially the garment industry -, trade, transport and communication, and banking accounted for almost 75% of the GDP growth in the 1990s. Agriculture, on the other hand, with more than 1/3 of the work force, experienced a rather slow average growth of around 1.4 per cent and a falling share of GDP. Around 80 percent of the population resides in the countryside where informal sector activities play a key role. These facts indicate that Sri Lanka has yet to experience a major economic and structural transformation. A wide range of legal, institutional and policy constraints continue to impede economic growth and dampen the spread of economic benefits to all segments of society.

In terms of social development, Sri Lanka is ahead of most other developing nations. The country's tremendous success in improving non-income dimensions of poverty is due to the efforts of successive governments to provide universal, subsidized education and health care to the population.  Some 4 to 5 percent of GDP have been devoted to public health and education consistently for several decades.  As a result, Sri Lanka has achieved human development outcomes on par with some high-income countries. Enormous efforts have also gone into reducing poverty by means of Rural Economic Advancement Programs (REAPs) and other massive social welfare measures. However, 22% of the  population is still below the conventional economic poverty line. Progress in poverty reduction in the 1990s appears to have slowed down despite considerable public support to many anti-poverty programs and projects.  Large regional variations in poverty remain.  The benefits of recent economic growth have largely been captured by people in Colombo and the Western Province, who account for about 25% of the population.  This is resulting in a widening gap in living standards compared to the rest of the nation.  

At this critical juncture in its development, Sri Lanka faces several challenges. These have been formulated in the PRS, showing that private sector development (PSD) is granted a crucial role, with priority given to the following sectors: Tea, garments, tourism, gems, ceramics, rubber/plastics, spices, and IT services. It is very much in response to such strategic analysis and thinking that the prospects for Norwegian support to PSD in Sri Lanka has emerged.

2.
Sri Lanka: Resource endowments and development policies
2.1
Natural resources
Sri Lanka covers 64,740 sq. kilometres of land area and has 1,340 kilometres of coastline The terrain is mostly low, flat to rolling plain; mountainous in the south-central interior. The tropical forests have been badly depleted. Although 80% of the population live in rural areas, agriculture together with fisheries and forestry contributes only 20% of GDP, down from 26% in 1990 and 28% in 1980. The land traditionally yields tea, coconuts, rice,  sugarcane, grains, pulses, oilseed, spices, rubber, milk, eggs, hides and beef. Agriculture’s share of total export value has declined dramatically from 62% in 1980 to 21% in 1999, Central Bank of Sri Lanka (2001). Tea has always been and remains a major export item. Paddy rice growing is the largest agriculture employer, but its economic importance is declining. 

Fisheries, on the other hand, have recorded an average growth of 5.1 percent, which is about the average for all economic sectors, see (ILO, 2002), Table 2, p. 54. However, it is for the most part an informal sector even as regards large operators, and the information on catch and effort is unreliable. Both marine fisheries and fish farming could contribute much more to the formal economy and employment with better infrastructure to receive, process and distribute the catch, and with better organization of the actors  in the sector. 

A long attractive coastline and both natural beauty and cultural sites inland constitute important tourist attractors. The tourism sector infrastructure is relatively well developed, and its direct and indirect employment impacts is around 80,000. Potential for increase is good, but this can only be realized once the armed conflict stops. The natural resource base for tourism could  contribute significantly to the much wanted decentralization and job creation far away from the high pressure areas near Colombo.



Sri Lanka is well known for its gems, and much of the gem mining and processing takes place in districts away from the pressure areas near Colombo. Much of the activity is organized in small informal units so as to avoid inspections, taxes, labour law restrictions and environmental regulations, and the volume and value added from this is poorly documented in the statistics.

As far as energy is concerned, Sri Lanka has had almost 70% of its electricity generated by hydropower, but this share is declining to 62%, with the rest coming from fossil-fuel-powered plants. No oil or gas resources have been established onshore or off-shore, but there is an expressed interest in having seismic exploration carried out on the continental shelf to establish the prospects. If promising, Sri Lanka would immediately need legal and institutional advice to prepare for complex concession and operating negotiations with the expected influx of multinational oil and gas companies. Biofuels and sun-power are two renewable energy areas presently being explored for commercial use, and where transfer of technology is of interest.

2.2.
Human resources

Sri  Lanka has a relatively highly educated work force (in terms of school years completed) compared with many other developing countries. Net primary enrolment in basic education 

(grades 1-9) is 85-90%, and gender parity has been achieved in school enrolment.  The illiteracy rate is low (8% compared to the 45% average for South Asia and 15% average for lower middle income countries) and female literacy is three times those of Pakistan and Bangladesh, and on par with Hong Kong and Singapore. Primary school coverage is widespread. 

Higher education is rather theoretical and multilateral and many bilateral aid agencies claim it therefore does not prepare students for practical work. Others, including some of the successful local managers of the manufacturing sector, praise their work force for dedication, willingness to learn and adapt, and find the Sri Lankan technical work force to be a genuine national competitiveness enhancing asset. Thus, they disagree with the frequently cited perception that lack of skilled managers is a major reason for low efficiency and low productivity. Females in managerial positions is common and considered normal and natural by both men and women. This also applies to the most dynamic and respected government agencies such as the Board of Investment (BOI). Gender is not an issue when it comes to executive management tasks in Sri Lanka. 

The Government has now recognized  the traditionally weak areas of technical and vocational training, and training in business administration and management, and started a process of adjustment with private sector involvement. However, present institutions are ill adapted to change. This together with English language constraints limit and delay the potential for improvement in skills development and thus of the general economy.

Open unemployment has, however, declined significantly from almost 16% in 1990, to 7.6% in 2000, but underemployment is significant, perhaps around 20% when including unpaid family workforce, see Ministry of Employment and Labour (2002). Add to this the military, paramilitary,  and LTTE personnel who will need civil employment once the armed conflict is ended, and the displaced returning home, and finally those who are presently employed in unproductive SOEs and government agencies, and Sri Lanka faces a major labour force absorption challenge. It should also be kept in mind that unregistered companies account for a very large share of the work force.

Low-cost labour is a factor often cited as the most attractive feature of the country. While labour cost in e.g. the by far most important manufacturing employment sector and export earner, the garment industry, is low relative to many countries, the hourly costs of labour including social benefits and fringes are significantly lower in Pakistan, China, Bangladesh, Viet Nam and Indonesia. At the same time, the labour productivity is not necessarily equally much lower (ILO (2002)). The competitiveness of Sri Lankan garment industry has thus declined in recent years.

Through foreign employment – mainly in the Middle East -, around 15% of the work force  contributes with considerable foreign exchange earnings (approximately US$ 1 billion annually) to the economy. Workers’ remittance constitute 22% of gross domestic capital formation (ADB, 2002).

2.3
The resource drain due to armed conflict

More than 60,000 lives have been lost, many more have been seriously injured and crippled as a direct result of the armed conflict, and more than a million people have been displaced. More than half a million are refugees or have obtained humanitarian asylum abroad.

The total drain on Sri Lanka’s human and natural resource base due to the armed conflict is impossible to assess exactly, but the economy is assumed to have been negatively affected by, see Ofstad (2000):

· A dramatic increase in defence expenditure to twice the level of what is considered “normal” for Sri Lanka;

· High expenditure on arms by the LTTE;

· Humanitarian support to displaced persons, persons who have lost their livelihood or otherwise directly affected by the war;

· Damages to physical infrastructure; 

· Loss of tourism and foreign direct investments (FDIs); 

· Reduced activity in fisheries and agriculture in the war-affected North and East.

An attempt at estimating of the opportunity costs of these lost resources are made by Ofstad (2000), who concludes that GDP would have been 20 – 40% higher today if the armed conflict had not developed. These losses are unevenly distributed. The main losers are those directly affected as described above, while many others actually profit on the war in legal (military employment and supplies) and illegal ways (smuggling, illegal arms trade and corruption).

2.4
The poverty situation

The extent of poverty depends crucially on choice of definition. Using the widely used (World Bank and ADB)  $1 per day adjusted for purchasing power parity (PPP), only around 7% of Sri Lankans were poor. But if the threshold value is increased to $2 per day, then more than 45% are classified as poor! (GOSL (2002a)).

In other words, there is a large population in the group which is vulnerable to natural as well as man-inflicted disasters who can easily fall into the more chronic poverty category. Female-headed households are over-represented since female earnings are lower than those of males. 

Poverty is concentrated in rural remote areas in Sri Lanka. According to the DCS Survey of 1995/6, 88% of the total poor live in the rural areas, compared with 8% in urban areas, and only 4% in the estate areas (plantation sector). In the estate areas, however, the poverty level increases drastically from 25% to 45% if one moves up to the higher poverty line. The 25,000 estate crop workers are among the poorest of any segment of the Sri Lankan work force. They face obstacles to enhanced quality of life due to low social status, high incidence of social problems with alcohol and drugs, much poorer than average housing, sanitation, education and access to social and community services, GOSL(2002a).

2.5
Government development policies

The 2002 budget released at end-March 2002 and the Framework for Poverty Reduction announce a commitment to poverty reduction and private sector-led growth. The Framework is the result of a three year analytical and consultative process from 1998 to 2001 involving a large number of government agencies, donors, research institutes, and NGOs. The Framework presents a completely new role of the government in this context: To create an enabling environment for poverty reduction, by letting the poor participate actively in the private sector-led growth process

Compatible with GOSL’s 2010 Vision, the draft Poverty Reduction Strategy Paper (PRSP)  under preparation states that the private sector will be the main engine of growth. The public sector will act both as promoter and as a partner rather than just a regulator. The government will take steps to ensure the creation of an enabling environment through economic, legal and administrative measures and infrastructure support. The government will adopt a liberal market-oriented export led strategy and a strategy of comprehensive, market- and workplace oriented, meaningful training to increase the level of efficiency in management, marketing and operation.

3.
Key determinants of private sector development (PSD) 
The framework for private sector development is affected by many factors, but in the case of Sri Lanka, the continuation or end to the armed conflict, and reaching a lasting peace accord, is of particular importance in this context, and overshadows and facilitates any conventional reform issue.

3.1
The macro-economy

The macro-economic performance of Sri Lanka was remarkable in the 1990s in view of the escalating domestic armed conflict and the severe chocks to the Asian and international economies. Not only that, unemployment declined significantly, inflation was maintained in the single digits and investments were maintained at around 25% of GDP.

On the other hand, budgetary management was poor throughout this decade. The costs of the armed conflict took on a rapidly increasing share of the budget while the revenue performance remained weak, and as an inevitable result the deficit widened. Balance of payments gradually came under severe pressure, because gross official reserves declined to a disturbingly low level of 3 months of imports, while total outstanding government debt exceeded GDP, albeit it is not beyond a manageable debt servicing level. In the first two years of this millennium,  the current account deficit almost doubled, and reached more than 6% of GDP in spite of record exports of garments and remittances. Gross official reserves continued to fall and was as low as 1.5 months of imports at the end of 2000. Heavy government borrowing to finance the gap led to increased interest rates and crowding out of investments. The turbulent 2001 (airport attack in Colombo in August, the 11th of September in the USA, etc) became the worst year so far, with a significant decline in GDP, frequent precautionary power cuts hurting industry and exports, reduced investments and tourism arrivals, and an inflation hike to above 10%.

From the perspective of establishing confidence with favourable enabling framework for private sector development, a serious concern was the failure of the Government to implement a wide range of vital structural reforms designed to improve the business development environment, see e.g. ILO(2002), ADB(2001), and the draft PRS(2002).

 Austerity measures were introduced with an IMF standby arrangement support in response to the escalating and non-sustainable macro-economic developments in 2000 and 2001. It is focused on economic stabilization and reforms for establishing a sustainable revenue base centred around a broad-based VAT to replace a host of different taxes, as well as creating an enabling environment for rapid, pro-poor growth.

The 2002 budget is designed around new policy measures on a broad scale addressing virtually all those areas where failure to implement took place in the 1990s and early part of this millennium.  A benign setting for implementing the long term 2010 Vision (National Planning Department, 2001) and the PRS includes a budgetary commitment to a reliable public sector reform which includes the following elements which are crucial parameters for private sector development as well:

· Intention to rationalize the existing tax incentive system and reduce its scope, by eliminating the excessive use of ad hoc tax incentives and distortive multiple tax instruments, broaden the tax base, and streamline the tax administration system. Part of this process is the amalgamation of three different revenue collecting departments into one modern, efficient Revenue Authority based on a new legal framework;

· On the expenditure side, measures that failed implementation in the previous period, will now be lifted up and given priority, including reducing public enterprise losses, streamlining of fertilizer subsidies, and of the welfare benefit programmes.

· A multi-year plan for trimming of public service.

A set of structural policy and legislative reforms will be implemented to complement the above and provide for the totality of  an realistic 2010 Vision. These include: 

· A trade and investment policy reform;

· A commercial legal reform;

· A labour market legal reform;

· A financial sector reform; and 

· A power sector reform.

3.2
The legislative setting for private sector development

In the past, introduction of laws and regulations for the private sector have been more of an ad hoc and piecemeal nature rather than organized and systematic. Thus, the present legal framework of Sri Lanka is inadequate and not up to date with the new conditions that have emerged during the past decade. The new services and instruments in the private sector have not been adequately dealt with under the present legal framework. There is presently an urgent need to address shortcomings in existing legislation and to introduce new legislation.  Adjusting the labour law so as to balance workers’ protection and rights with the need for profitable and competitive workplaces and the need to create new and better paid jobs is the most pressing one. The present company law is not designed to cover new types of businesses such as BOO and BOT which come into play when privatising public infrastructure enterprises. Land owners have been offered compensation for expropriated land at a price that is only a fraction of the market value for the land, and therefore insufficient for the land owner to acquire new equivalent land as a basis for continued way of living. A result of this is a massive number of compensation cases taken to the courts where there has been a massive build up of pending cases. Processing of each case is time-consuming and the waiting takes years. As a result, out-of-court settlements have become a favoured solution. This delay and arbitration imposes significant costs on all parties, and discourages potential investors who could be interested, and thus reduces the FDI flow and the associated technology transfer to the country. Land laws are very complicated and the present transport act is from before motorized vehicles were invented!

The private sector requires a legal framework that would enable the sector to flourish within a secure and stable policy environment. Both the Governor of the Central Bank and a Presidential Commission on Law Reforms have pointed out shortcomings in the legal and regulatory framework that affects the private sector.  A Legal and Judicial Reforms Project started in December 1998 addressing the company law, financial instruments and services and labour laws, and submitted their most important areas of reform, and priority areas for modernization of the legislative and regulatory framework impacting on private sector activity, in May 1999. However, as with legislation reform everywhere, this is a process requiring patience.

3.3
Financial management and the bank sector

The financial liberalization of 1977 failed to fully liberalize the financial markets. The interest rates and exchange rates continued to be determined by the Central Bank until 2001. The exchange rate since 2001 has been determined by market forces. The Central Bank’s intervention is limited only to smooth excessive movements of the rate. With the market determined exchange rate, the government is in a better position to conduct its monetary policy. However, the Central Bank continues to exercise its powers on the banking system
. 

There have been some noteworthy developments in the area of financial sector reforms since 1988. The Banking Act No 30 of 1988 and the Finance Companies Act No 78 of 1988 contained most of these reforms. They were particularly aimed at strengthening the equity market operations, debt recovery, disclosure and provisioning standards, prudential regulation and supervision of financial institutions.  

The overall supply of capital in Sri Lanka is considered good, but a major gap is the supply of long term credits for e.g. infrastructure and housing projects. While relatively risk-free short term credits on one to two year terms are abundant, risk capital and longer term credits are hardly available. Furthermore, financial operations are largely concentrated in the Western Province and southern part of the west coast where most of the modern and formal sector economic activities take place. The Sri Lankan financial sector has a large number of commercial banks, depository institutions (national savings banks), finance companies, regional rural development banks, insurance companies, a couple of pension funds and three state-sponsored long term financial institutions. While the state banks have a nationwide network of branches, they remain highly inefficient and massively undercapitalized. At the same time the major private commercial banks also now cover the entire country including Jaffna with more than 200 branches. 

One of these – Hatton National Bank – has been an innovator in SME lending in Sri Lanka,  see ADB (2001b). Still, however, high unit lending costs to SMEs and higher perceived risks, limit bank financing to this sector. Historically, the development finance institutions (DFIs) have been providers of the credit needs of the SMEs, but this has changed. Stemming from the Banking Act of 1988, as amended,  DFIs are unable to provide foreign currency loans in the same fashion as private banks. In the context of the dynamic SME development – particularly the facilitation of expansion of SMEs into the formal sector and into larger corporations – it will be necessary to provide for private banks to channel credit to SMEs alongside the similar services provided by the DFIs. 

Rural credit schemes cater to the funding needs that the above financing institutions are unable to take on. They are funded by three sources: Donor agencies, government and state and private sector banks. Agriculture, animal husbandry, fisheries and small enterprises accounted for 22% of the total of such advances to all sectors in 2001. In comparison with the total domestic credit in 2001 this was only 0.38%. 

The New Comprehensive Rural Credit Scheme (NCRCS) is a scheme that operates throughout the country and this GOSL-backed lending is carried out by Participatory Credit Institutions (PCIs) of the two state banks, People’s Bank and Bank of Ceylon. This scheme provides lending mostly to subsidize food crops such as chillies, onions, potatoes and vegetables. However, the banks are now reluctant to continue with the scheme since the recovery rate dropped to 59.2% in 2000 and to 33.1% in 2001.  

In areas not affected by the armed conflict access to micro-credit is good, see Annex 9 for a detailed overview. While the supply of micro-credit is considered to be good, these programs suffer from a series of weaknesses. They are often administered as a small sideline by small and dispersed NGOs, and as a result, in a rather ineffective way. Rather than becoming self-financing as was the intention, they depend on a constant supply of new capital from donors. 

A structural micro-credit problem is that their customers are unable to get new capital to finance expansion when the micro-credit has been used up, despite compliance with the terms of the micro-credit. Because of collateral requirements, the providers are not in a position to serve the credit demand from companies that are too large for micro-credits and too small for conventional bank loans and credits designed for SMEs. There is thus an urgent need for a mini-credit market for small company start ups, especially in districts where there is less competition and presumably potential for new jobs creation.

3.4
The workforce and skills development
Sri Lanka has a workforce of about 7 million (2002). On the average, it was growing at around 140,000 annually in the 1990s, but  labour force data in the ADB (2002c) statistics show rather erratic year-to-year changes. The labour force will continue to rise, but at a declining rate (will soon fall below 1% per year), and the share of working age population  (15-59 years of age) in total population is projected to decline gradually, see ILO (2002).  The dismal prospects of a rapidly growing residual cadre of job-seekers captive to subsistence activities in the informal sector – while not at all to be ignored - is therefore much less than in neighbouring South Asian countries. Furthermore, Sri Lanka’s workforce is healthier than in most comparable countries.

3.4.1
Technical and vocational education and training

Technical and vocational education and training (TVET) in Sri Lanka is organised in an extremely fragmented way with a complicated pattern of training institutions, see Heen & Vedeler (2002). Their offer varies from short courses (3 months to one year) to diploma level. Lateral co-ordination among institutions is at a minimum. There are allegedly about 13-14 ministries having some kind of professional technical or vocational education and training under their auspices. The Government’s politically difficult goal is to include the various institutions under one umbrella institution. Moreover, important technical sectors like agriculture and fisheries are left out of the TVET discussions since they are under the respective ministries.

The Government has identified vocational training and skills development as particularly weak in the North and the East, as well as in the South and in plantations areas. Skills development is considered especially important to compete in export markets, and TVET is essential in this respect. However, there is a wide gap between what the TVET system produces in the way of skilled workers and what is demanded by the private sector.

The fragmentation of TVET in Sri Lanka

The most important organizations are Department of Technical Education and Training with 37 technical colleges and an annual enrolment of 17,000 trainees. The National Apprenticeship and Industrial Training Authority has 61 small, decentralized training centres, 3 technical colleges and enterprise based training at different levels. It covers around 15,000 trainees on an annual basis. National Youth Service Council runs 16 vocational training courses at different locations in the country. The Vocational Training Authority runs 218 rural vocational training centres in 13 district vocational training centres, 4 national training centres and 8 specialized training centres. Curricula are reportedly developed by some of these. In addition to the abovementioned public institutions, there are a large number of private providers including NGOs. However, the public sector allegedly plays the most important role in vocational training in Sri Lanka, covering about 80% of all vocational training.  Source: Heen and Vedeler (2002)

The Government has recognized the importance of TVET since the mid-1990s, and set ambitious goals for increases in number of students enrolled in vocational training:

· Change from supply to demand driven TVET,

· Mainstreaming of TVET, by various measures such as establishing a strong co-ordinating apex body, the Tertiary and Vocational Educational Commission (TVEC)

· Making the private sector more responsible for TVET,

· Changing the role of the Government from provider to facilitator,

· Increasing the quality and the quantity of the service providers in rural areas.

However, Sri Lanka is still in the beginning of the process of revision. If TVET is to become demand-driven and relevant to the needs of youngsters and the economic development of the country, it will be necessary to co-ordinate and rationalize resources at the national level. If  TVEC succeeds in its efforts, one may see the contours of a genuine reform of TVET. 

The challenge facing Sri Lanka as regards human resource development policy for enhanced private sector-led pro-poor growth, is the design and implementation of imaginative, well integrated education and training reforms in order to generate the right skills. There is an urgent need for developing agreed standards, ensuring an efficient management of the overall training system, and forging closer links with the private sector to foster IT-education. Business-, technical- and vocational schools and the industry should work closely together.

3.4.2
Business education 
Extensive interviews with a series of successful Sri Lankan manufacturers, have led the Team to the conclusion that lack of adequate language (English), marketing-, advertising- and business development skills in the present Sri Lankan workforce represent a particular bottleneck to the modernization process of the Sri Lankan economy. Many companies find themselves forced to recruit such expertise to middle-management positions from India, and a complaint is that such education and training are poorly developed in Sri Lanka.

At the same time, the demand for graduates with business, commerce or management qualifications is limited because this job market in the formal private sector is rather small. This demand is centred on those who obtained their qualifications from private institutions. In the case of graduates who have completed their degrees from public institutions, they seldom get opportunities to join the private sector at the management level due to poor communication skills in English even though they may have a good command of IT. Most of the employment opportunities in the private sector are at the middle level. School leavers with a good command of English normally fill these positions. The on-the-job-training provides necessary skills for them to gradually reach higher level of management that of course depends largely on efficiency and productivity of the person. For a detailed account of business education in Sri Lanka, see Annex 9.

3.4.3
Business support and development services (BSS and BDS)

In addition to reforms in the sector of public and private education, there is a need for developing efficient supply of publicly and privately provided business support services (BSS) and business development services (BDS) for project preparation, marketing, financing applications and technology accessing. BDS-services must be tailored to meet the different needs of starters, those planning to expand, those entering new markets, and those in need of restructuring to survive. This is, in particular, important for the development of SMEs, and particularly so in the textiles, apparel, and the leather sector.  

BDS and BSS providers are for the most part located in Colombo and have to charge for their services, but they are increasingly being spread throughout the country since these services are receiving considerable external financial support. Both the Sri Lanka Standards Institute and the Industrial Technology Institute provide important relevant SME services at a charge, but their location and charges preclude many SMEs from taking advantage of these BDS facilites, ILO (2002). The BDS market for SMEs is dominated by the Industrial Development Board (IDB) of the Ministry of Trade and Industry, which was set up for services needed during the import substitution era in the 1960s and 1970s. It is today considered inefficient and overstaffed and not tailored to provide the services that SMEs need in a liberalized, private sector oriented economy, ADB (2001b). NGOs help micro-enterprises with elementary but basic business needs, while the business chambers provide paid services mainly to the fast growing firms either directly or as brokers of such services. It is in particular the IT-related BDS and BSS services that will be the most rapidly growing area.


Donor support of BDS has undergone a significant change in content and structure in recent years away from direct provision of advisory services to facilitation of the delivery system through local providers in order not to crowd out other providers. The chambers of commerce serve as such providers.

The terms BSS and BDS imply a wide range of technical, managerial and strategic non-financial services that help companies operate and grow.  BSS cover operational support (machinery repair, book-keeping, etc.) for the everyday activities of a firm, while BDS must contain an element that will help the firm advance to a higher level of operation (information technology services, project formulation for financing, product/market development, financial control, and short term training of various kinds, etc). Redesigning these service providers so that they can effectively serve the needs of individual SMEs should be given high priority in a poverty reduction focused development framework.

3.4.4
Gender differences in the workforce and working conditions

In terms of education status, there is hardly any difference between the genders as regards literacy and years of schooling. Probably because education is provided free, poor families are not forced to choose between educating either their boys or their girls. The female workforce participation was increasing in the 1980s, but stabilized around  34 percent of the labour force in the 1990s. At the same time the gender ratio (male to female) in overall employment has remained relatively stable, slightly above two in the 1990s, whereas it has been around parity for the manufacturing sector, due to female dominance in the important garment sub-sector. The women are also dominant in food processing, and in the expanding electronics industry. As regards recorded unemployment, it has remained twice as high for women as for men throughout the 1990s, ILO (2002).

An impact of the relatively recent industrialisation is an absorption of female labour in export-oriented manufacturing enterprises. Such increased female participation in the labour market is empowering women. It also contributes to poverty reduction by generating extra earnings for poor households. At the same time, the nature of this employment is making women vulnerable to fluctuating global demand. Moreover, most female garment workers are migrants from rural areas, which has important sociological implications.

It is of interest to observe that Sri Lankan manufacturers tend to have a practical approach as to who to appoint to managerial positions. Gender is really not an issue, it is capability and qualifications that matter. Recent TVEC data covering the gender composition in the garment industry shows significant female representation in managerial positions at all different levels., Kelegama and Epaarachchi (2000), table 6.3. Interviews the Team conducted with manufacturers in modern agro-based industries and metal and machinery industries established that Sri Lankan industrial workers and engineers have no problems working under a woman manager or executive, and concern related to the gender discrimination with regard to managerial positions that causes so much concern for donors in other partner countries (as well as in Norway), is therefore virtually a non-issue in the Sri Lankan manufacturing sector.

However, women in poor households tend to work longer hours and receive 25% lower pay rates than men. Their access to credit, extension and training systems is more limited than for men, and they tend to earn their livelihood in the weaker sectors of the economy, e.g. domestic help, handloom production, ILO(2002), Kelegama and Epaarachchi(2000). Earnings in the garment sector where they constitute almost 90% of the work force are particularly low in the small enterprises with less than 25 employees, many of which are not subject to important labour law controls and regulations regarding work conditions and worker rights, and  where the Central Bank recorded the salaries to be less than for tea plucking. 

The low earnings in typical female jobs is an important explanation for the female domination of the massive migration (mostly to the Middle East) in the 1990s. About 60% of the migrants are young women going as housemaids, and while their average daily earnings is no more than twice that of their garment sector earnings, their scope for savings and sending remittances home is much greater than for work at home, since all their living expenses abroad are paid for, Kelegama and Epaarachchi  (2000). These young women are, however, vulnerable to exploitation by recruiters as well as by employers, as their contracts are not protected by bilateral agreements with recipient countries. Adverse family relationships constituting significant social costs follow in the wake of such arrangements. With less discrimination and better paid job opportunities at home, more young women are likely to stay and work in Sri Lanka. 

Besides low wages, women and men are subject to working hours long beyond the eight-hour day. Few workers receive such advantages as formal contracts or appointment letters, or maternity benefits, and the job protection provided by the strict labour laws apply only where companies are formally registered. Working conditions, however, improve with the size of the factory, as more companies enter the formal sector, and have also improved over time. Both wages and working conditions are said to be better in the EPZs compared to the domestic factories, though the former workers suffer from a ban on freedom of association. Unionisation is actively discouraged in the garment industry as a whole.

3.5      The Labour market 

3.5.1
Labour market segmentation

The labour market is segmented into formal, rather protected jobs, and the informal sector. Formal public sector jobs are and will remain rather short in supply, and job seekers with education (particularly women) have been known to prefer white collar jobs in the public sector. This is in particular the case where the only alternative to public sector jobs is work in the private, informal sector, i.e. in most of the country outside of Colombo and the Western Province, where there is minimal control with earnings, job protection and work conditions. A rather unique apparent Sri Lankan paradox has therefore been that registered unemployment increases with level of education. 

The organized/formal private sector accounts for only 16.3% of the employed workforce for the country as a whole. The modern/formal sector has failed to absorb the growth of the workforce. This is to a large extent due to the rigid labour laws and the tax regime, that discourage many enterprises from entering the formal sector where work conditions and company performance are monitored. As a result, the burden of absorbing much of the incremental workforce fall on the low-productivity sectors such as agriculture and the poorly documented but often suspected of being well endowed, informal non-agricultural sectors of e.g. gem-mining, livestock and marine/fisheries resources exploitation characterized by substantial surplus labour, poor working conditions and unclear financial returns.

The informal sector accounts for a major share of the economically active population in the country. It includes small-scale operators engaged in trade and business activities. The common characteristics observed in the informal sector are the lack of capital and modern technology, absence of institutional linkages, low earning capacity and, therefore, low income of most of those engaged in informal activities and dependency on family labour. Those who engage in informal activities are scattered throughout the country. In urban areas, they consist of small traders, payment hawkers, casual labourers and manual labourers working for a daily salary. In rural areas, they are mainly involved in agricultural activities, fisheries, gem-mining and trade. In the estate sector, they are working mostly as manual labour. 

There is no national database on the informal sector in Sri Lanka. Some informal sector information is contained in the most recent Consumer Finance Survey of the Central Bank carried out during 1996/97. Among the economically active male population, casual employees and self-employed account for nearly 70%. The highest concentration is in the rural sector while the estate sector accounts for the lowest. In the case of the economically active female population, the share of the informal sector remains around 50%. 

3.5.2
Unemployment

Open unemployment has declined significantly from almost 16% in 1990, to 7.6% in 2000, but underemployment is significant, perhaps around 20% when including unpaid family workforce, see Ministry of Employment and Labour (2002). Unemployment as a percentage of labour force has consistently been two to three times higher for females than for males, but it has declined faster for the former. In 2000, female unemployment was down to 12%. Data on youth unemployment are disturbing. In the late 1990s 71% of the unemployed were youth. Youth unemployment has remained above 30% for young people under 25 years of age, and the rate of unemployment among educated youths is as high as 24%, and the likelihood of being unemployed increases significantly with level of education. Also, among the younger (below 25) work force members, the unemployment rate is much higher for females than for males, GOSL/PRS (2002).

However, there is no close statistical link between poverty and unemployment in Sri Lanka. Various labour market and household surveys have established that the mean consumption of those with an employed principal income earner is 13% lower than that of the unemployed. This suggests that the unemployed can “afford” to remain unemployed (many of those with higher education) while waiting for a better job opportunity, whereas many of  those who were working were underemployed, ILO (2002) and GOSL/PRS (2002).

In the 1990s jobs in the public sector have been reduced from 1,295,000 to 1,091,000 while the private sector has increased from 3,906,000 to 4,994,000 from 1993 to 1998, Kelegama and Epaarachchi (2000), p.161.  A large part of the shift was because of the privatisation of state owned enterprises and the plantation sector. 

3.5.3
Labour laws and labour market reform challenges

Sri Lanka has an over-regulated labour market. This reduces flexibility, discourages formal sector employment and provides incentives for enterprises to operate in the “unregulated” informal sector. Difficult procedures and extended delays before official approval for worker retirement, elaborate labour market protection against being fired, extended even to senior company management, complex and time consuming dispute settlement procedures, limited safety net coverage for displaced labourers, and a cumbersome administrative approach to managing labour affairs in the Department of Labour, are some of the factors that inhibit employment creation and weaken the effective functioning of the labour market. These problems are compounded by difficulties in the way in that  wage boards operate, a lack of uniformity in holidays and leave between government and private sector, a lack of clarity in industrial dispute legislation, and  weak employer-employee relations leading to excessive strikes and rivalries among unions, GOSL/PRS (2002), p.24. 

Given the rigidities in their environment, the employers in the formal, organised segments try to achieve flexibility through the use of contract labour, and outsourcing and sub-letting production units to informal sector. The reason for such behaviour is that an enterprise with few employees have the dual advantage that most labour laws do not apply to them, and they can take advantage of support measures and benefits that accrue to small enterprises. In addition, they do not have to accept trade union representation on the premises. However, by following such a strategy, the enterprises may not be able to achieve gains in productivity through adjusting to market and technology changes. The net result is limited absorption of labour in the segments covered by labour legislation,  see ILO (2002).

Whereas the privately owned enterprises have found legal and extra-legal ways of getting around the rigours of labour legislation, the state-owned enterprises (SOEs) have been unable to do so for obvious reasons. Rather, the SOEs have tended to create jobs irrespective of considerations about the productivity and commercial viability of the enterprise. 

Experience with support to self-employed craftsmen, farmers, traders etc. has shown that very few have succeeded in making profit for further investment and expansion of their enterprises. Thus, their contribution beyond self-employment is modest. The spillover effects are limited although there may be some positive indirect contribution to the local economy through increased purchasing power for the informal sector entrepreneurs and their families. 


3.6
Corruption
Sri Lanka has a “Code of Conduct” for public servants and politicians, but the general impression locally is that it is not taken seriously and is therefore not followed to any large extent in practice by those subject to it. Both the President, high government officials and the media have stated that corruption is a problem both in the public- and private sector in Sri Lanka, also at very high influential levels. Not even the 1994 Law providing for the establishment of a Commission to Investigate Allegation of Bribery and Corruption has generated much change. One of the key problems in Sri Lanka as elsewhere is the difficulty of providing proof of corruption and bribery that will hold up in court.

Local people regularly inform the Norwegian embassy about so-called 

“facilitation costs” that are demanded for timely and trouble-free provision of regular  public services. Such demands by public sector employees are so common and well established that many locals see them as more or less “ordinary” expenses associated with these particular public services. Exporters suffers from corruption in the customs. Without bribes, severe delays are experienced.

It is a lot more difficult to substantiate corruption of more sophisticated sort at higher levels related to the granting of contracts, concessions, permits, approvals, monopolies, and rights. It is in relation to such activities where lobbying methods can work effectively if facilitation payments or favours are arranged for. Ownership of expensive housing and luxury durables (expensive cars, etc), far exceeding what government pay scales can support is not unusual among high level officials, and indicates incomes from unofficial sources where inheritance cannot be established. 
Informants with experience in doing business in Sri Lanka told the team that foreign investors don’t have to pay bribes, but, if not, they have to expect delays and be prepared to lobby civil servants and politicians. They advise that local partners be selected with care. A straight line should be followed from the outset. 

The private sector, for its part, can contribute to fostering corporate governance to combat corruption. In Sri Lanka there is since 2001 a functioning Institute of Directors, which can assist in providing codes of ethics, setting and enforcing standards for board of directors and management, and in improving accountability and transparency. Corporate governance seems to be practised in several larger companies with foreign participation. The need for – and benefit of – having standards for corporate governance appears to be recognised by many professional managers. It is commendable that the authorities are concerned about corruption and that the media address the issue whenever accusations occur. This provides a path that could lead towards more transparency and improved governance.

3.7
Challenges in the wake of the armed conflict

A number of complex and difficult challenges face the GOSL, the LTTE, local and provincial authorities, the military forces, and the donor community if a lasting peace shall be reached. The recent history of Sri Lanka has shown that time and again, the peace process has broken down before implementation of a peace process has got seriously under way. 

It is important to learn from the flaws of previous attempts in the present process. The goal of post-conflict reconstruction would be not to return to pre-crisis conditions, but to lay the foundations for future peace and sustainable development. This is underlined because past systems and institutions may have  contributed to creating the economic and social inequities that have fuelled the conflict. Post-conflict situations provide special opportunities for political, economic and administrative reform, see OECD/DAC (1998), p.75. It follows from this that while rehabilitation and reconstruction of destroyed dwellings and social infrastructure is a high priority issue, it will not be sufficient just to recreate what was there before the violent conflict broke out. In fact, the undoing of previous imbalances, such as the neglect and isolation of the East and in the Vanni region, and create better overall economic integration could be the key to a lasting peaceful development, see Ofstad (2000). At the same time, during the twenty years of violent conflict in Sri Lanka, the rest of the world has undergone both dramatic technological development in all sectors including not the least communications, as well as political changes with regard to trade conditions. This also points to the need for rehabilitation and reconstruction towards a rather different society than what was before the violent conflict started.

The private sector will play a crucial role in facilitating this process, while at the same time, its capacity and capability to facilitate it depends on the political will and commitment to implement the agreed plans and programs. Its facilitating role will be as a generator of new investments,  jobs and income opportunities for those un- or underemployed at present, those in the paramilitary groups, plus those who will be freed from military duties and those who will return from refugee camps to the places of origin. This resettlement is bound to be very costly, not only because of the compensation and support to the returnees, but equally important, because those who remained and suffered, also must be compensated in order to avoid that a new conflict arises. Several hundred thousand people depend on the free distribution of food rations.  Reintegration of mixed communities is a particular challenge in this context, and a vital and growing private sector could play a crucial facilitator role. An integral part of this integration is to establish a sufficient number of jobs in the right locations so as to absorb the many unemployed and frustrated young people in satisfactory job situations. In parallel to this comes the down-sizing of the military and the demobilization of the LTTE army. This is no small challenge, since many of those affected have poor and limited education background and therefore very limited opportunities in the civil job market. Many have also found opportunities for “quick bucks” while serving in the armed forces in the conflict areas, and will not see what the civil labour market can offer as particularly attractive. A carefully designed program for their gradual demobilisation and integration is needed in order not to disrupt a fragile peace agreement

The donors cannot be ignored in this peace and reconciliation context. In part this is due to the fact that official development assistance contributes significant budgetary support “allowing” for an excess of the defence budget over and above what is considered “normal” for a country like Sri Lanka, Ofstad (2000). A significant part of the aid is for humanitarian assistance to the internally displaced and other victims of the conflict. The donors should also be aware of the importance of their contribution to PSD to support peaceful solutions to the conflict.

3.8
The International trade policy framework

Sri Lanka is already an open economy where foreign trade constitutes more than 70% of GDP. The economy is bound to become even more exposed to international markets as regional and multilateral trade accords broaden Sri Lanka’s market access. GOSL is committed to reducing trade protection and establishing a two-band tariff system. Tariff surcharges, established in response to the 2001 petroleum shock, will be phased out. Import monopolies on petroleum products will be eliminated and greater stability and predictability will be restored in the trade regime for foodstuffs, GOSL/PRS (2002), p.45.

With respect to the international trade regime, Sri Lanka’s most important export industries, textiles and apparel, and tea, will face important negotiations in WTO in the years to come. In agriculture, Sri Lanka could benefit from reductions in extensive domestic support and export subsidies in a number of OECD countries, especially in EU and Japan. The phase-out of the textile and garment quotas in developed countries under the Multi-Fiber Arrangement (MFA) represents a serious challenge. Moreover, changes in US import regulations for garments (Trade and Development Act, 2000) have disadvantaged Sri Lankan exporters of low-value garments through the removal of the quota limits placed on exports from LDCs (in Africa and Caribbean), but not on exports from middle-income classified Sri Lanka, to the US market. Sri Lanka is presently negotiating duty-free access to the US market but the outcome is unsure. In contrast, the decision in EU of duty free imports for all products (except weapon) from LDCs, is not expected to result in increased competition for Sri Lanka in the EU market because Sri Lankan exporters increasingly compete in higher quality niche markets in the EU.

Sri Lanka is renegotiating a bilateral Free Trade Agreement (FTA) with India, since it’s impact so far has been minimal. By 2006, when this is to be fully implemented, some ¾ of all goods will be subject to free trade with India. This will encourage foreign investments in Sri Lanka as a means to enter the India market under this FTA. Since India is expected to be a low-cost trading nation, this essentially implies that a considerable share of Sri Lanka’s external trade will be on a near duty-free basis. The number of import items facing zero-tariff will be increased over time to facilitate implementation of this accord. At the same time, Sri Lanka will continue to pursue free trade accords with other South Asian nations, GOSL/PRS (2002), p. 45.

The Colombo Plan was established in 1951 as a co-operative venture for the economic and social development of countries in Asia and the Pacific Region. It has grown from seven Commonwealth countries into a regional international organization. The present membership is 24 countries comprising SAARC countries, ASEAN countries and Commonwealth countries in the region. The main objectives of the Colombo Plan are to:

· Promote interest in and support for the economic and social development of Asia and the Pacific,

· Review information on technical co-operation between the member countries, multilateral and other agencies with a view to accelerating development through co-operative effort, and

· Facilitate transfer and sharing of development experiences among member countries within the region, with emphasis on the concept of South-South co-operation.

There is under implementation an important tool to obtain these objectives, namely a regional data bank on laws, regulations, trade and investment opportunities.

Sri Lanka has joined the South Asian Association for Regional Cooperation (SAARC), whose members are working toward agreement on the South Asian Preferential Trading Arrangement (SAPTA). Sri Lanka participates actively in the South Asia Regional Energy Cooperation (SAREC), together with Bhutan, India, Bangladesh and Nepal.  Working groups have been established for trade, investment and private sector co-operation, power and energy; transport; and tourism and environment. 

To succeed in export markets subject to fluctuating trade regimes will require a joint effort from GOSL and the private sector. Technical assistance – primarily by the World Bank and Asian Development Bank - and financial support is available in the donor community to assist Sri Lanka in preparing for international negotiations.

More open trade policies are unlikely to generate large increases in investment and employment if other key elements of the framework for PSD (such as lasting improvements to the conflict situation, substantive reforms of the labour laws, and upgrading of the physical infrastructure outside Colombo) are not put in place. Once these conditions are in place, Sri Lanka with its valuable labour force should be well placed to expand is role in international tourism, as well as export of primary sector produce, and manufactures based on raw materials and imported ones.
4.
Creating an enabling institutional environment for PSD
Interviews the Study Team has conducted with the Ceylon Chambers of Commerce (CCC), with local chambers of commerce in the Southern Province, with the project director of the Southern Province REAP, and several business executives, confirm the findings of surveys focusing on impediments to PSD. Generally, it is established that severe constraints exist in the framework for PSD, and these prevent Sri Lanka from achieving its growth potential. Wide-ranging reforms – short- and long-term – are needed in particular in business- and labour market related legislation, legislation regarding land titling, acquisition, disputes and compensation, governance, infrastructure services, business education, technical- and vocational training and the financial services sectors. These are discussed in more detail in different chapters of this report.


4.1    Requirements and conditions for establishing a business in Sri Lanka

4.1.1
The legal framework

Public administration of the country comes under three tiers of government: national, provincial and local. Since 1987, certain functions of the central government has been devolved to provincial councils. Industrial development was one such area. However, the provincial councils are only responsible for promoting industrial activities, including the establishment of new enterprises without the involvement of the central government. In this regard, the Small and Medium Enterprise Scheme, which has been in operation since the 1970’s, provides financial assistance in enterprise promotion to most of the provincial councils. Provincial councils do not require a license from the investor planning to start a venture within the jurisdiction of any provincial council. Accordingly, only the central government and the local authorities require the investor to meet certain requirements.

The commercial law of the country is still governed by the Company’s Act No 17 of 1982. No major changes have been introduced to this Act by the government so far. The 1982 Company’s Law spells out in detail the requirements regarding the establishment of a business and its operation procedures, reporting requirements and dispute settlements.  A local investor is required to register and obtain a license under the Company’s Law of No 17 of 1982 to establish and operate a business in Sri Lanka. The investor is required to submit a Memorandum Of Articles to the business registration office to obtain a license. It must also specify whether the investment is a partnership with a foreign collaboration. In order to obtain the registration, the firm must satisfy a series of requirements specified in Annex 5 below.

There are a number of shortcomings of the existing Company’s Law. In particular, it does not provide a mechanism to facilitate the re-organization of the financially troubled or sick enterprises. However, the Act allows the reconstruction of a company through binding arrangements with creditors and shareholders and this process requires the submission of an application to court. This Act also allows companies to terminate operation by a court order or voluntarily or subject to the supervision of the court. The GOSL plans to modernize the regulatory environment to facilitate both the entry and exit of businesses. Towards this end, GOSL will introduce appropriate bankruptcy legislation that will protect creditor interests and facilitate an orderly exit of failed firms; and amend the Companies Act to facilitate the creation and registration of new businesses, GOSL/PRS (2002), p.45.

The existing labour laws, of which the Termination of Employment of Workmen Act No. 45 of 1971 (TEWA) is by far the most devastating - are of great importance to the operation of business activities. However, this Act is extremely inflexible. It makes it virtually impossible for a registered firm to terminate employment contracts and as a result the firms cannot undertake reorganization or restructuring programs when they are in financial difficulties. In most cases this problem leads to the closure of the firm. The private sector organizations have pointed out these existing shortcomings in the Act and it is believed that government has also recognized their implications on economic stability in the country. A revision to the Act is expected in the near future.  

4.1.2
Requirements of local authorities

Under the Local Government Ordinance, a company must meet a number of requirements. First of all, any company planning to locate in a Local Authority Area such as Municipal Council, Urban Council or Pradeshya Sabha
, is required to submit a building application for  approval by the Local Authority. A fee is charged by the Local Authority to grant approval which normally takes about 2 months if all the relevant documents are submitted with the application such as the survey plan, building plan and an approval from the Urban Development Authority (UDA) if the site is located within an UDA designated area. Second, an Environmental Clearance Certificate from the Central Environmental Authority (CEA) is required with regard to medium and large scale industries.  In the case of small scale industries, the local authority has the power to issue such a clearance. Third, a Trade License accepting the responsibility to operate the industry within the by-laws of the Local Authority. Any disputes regarding the assessment require the submission of an appeal by the industry to the Authority. In UDA designated areas within MCs, UCs and PSs, the land subdivision plan needs to be a approved by the Local Authority.  In the case of large scale projects, the UDA is responsible for the approval of the subdivision plan.  

Since 1993, a serious concern for developers is that once approval has been received from the appropriate GOSL agencies, e.g. BOI, a new round of investigations and approvals are needed from local authorities, and there is no apparent coordination and consistency between the GOSL rules and criteria of e.g. BOI and those being applied locally. As a consequence, potential investors face a high risk of rejection – or at least very severe and costly delays imposed on them - locally after approval by GOSL, and this discourages many from otherwise economically and socially benign development projects. Whereas the BOI approval process is predictable and takes about six weeks, the local authority approval following the BOI approval is unpredictable and can take many months. Time consuming presence and pushing is what helps, bribes are not a crucial issue in this context.

4.1.3
Land administration, titling and tenure

Land administration is another area where regulatory/policy reform is needed in order to unleash the potential of the private sector both to establish new businesses and for the private sector to engage in infrastructure projects requiring land. There is a need for a fair, efficient and transparent land administration system that provides tenure security, resolves land disputes related to compensation to local land-owners for land given up for infrastructure investments. Government authorities such as the Road Development Authority (RDA) have the legal right to acquire land for the construction of roads. One reason infrastructure projects requiring land acquisition from many small owners has taken excessively long to prepare in Sri Lanka has been the fact that the authorities have offered compensation amounting to perhaps 25% of market value of the land. Obviously, a land owner who has to relocate home and/or business and must buy new land at market price, would require market price for what he/she gives up in order to afford the new land. Since this has not been possible with the compensation offered, land owners and tenants have taken the authorities to court and appealed the e.g. RDA decision, and enormous delays have been incurred due to the time needed in the courts. Now the RDA can compensate land owner close to the going market rate, and a sharp decline in appeals is expected. Another related problem that according to the comprehensive Land Titling Project, will take more than a decade to fully solve is clarification of land ownership outside Colombo and the cities.  Finally, there is the problem of the many squatters who have settled illegally on land belonging to someone else and must be evicted from this land in order to build the project. While the law permits such eviction, it can still take time, because these landless poor have few options available to them.

4.2
The Government’s business regulations and incentives

4.2.1
 Establishments approved by the Board of Investment (BOI) 

As a joint venture, the firm may be entitled to certain incentives offered by GOSL in priority areas. These incentives include tax concessions and import duty exemptions for capital goods.  Under the liberalization policy introduced in 1977, the government does not offer incentives for local industrialists. This policy is maintained in order to improve competitiveness in the manufacturing sector to match international standards.

The Board of Investment (BOI) approved industries come under the purview of BOI. It has the authority to approve, provide relevant incentives and allocate land for the establishment of the proposed enterprise either within or outside the BOI designated areas for industrial location. The same rules apply for joint ventures as well.

4.2.2
Non-BOI establishments

The Industrial Act No 47 of 1990 governs the Establishment of Non-BOI industries. Under this Act most “normal” enterprises require no license from the government. Although most investors have the freedom to locate their industries in any part of the country, the Ministry’s aim is to encourage the location in designated areas which are defined as Industrial Estates or Industrial Townships. At present, there are 17 such sites distributed throughout the country. These sites are provided with infrastructure facilities such as roads, water and electricity and they  are administered in each province  by the Regional Industry Service Committee (RISC) which consists of members from the public and the private sectors and chaired by a leading private sector entrepreneur. One of the key functions of this committee is to entertain applications from prospective industrialists planning to locate an enterprise within a designated area. 

Gradually, the special privileges and immunities granted by BOI to certain establishments, have been extended to others (non-BOI establishments). Now there is no difference in the privileges (tax rates, tax holidays, etc) and advantages granted to BOI and non-Boi establishments.

4.2.3
Colombo Stock Exchange

Share trading in Sri Lanka commenced in 1886, and the present name and regulations were established in 1990, when foreign participation in stock trading began, see Annex 8 for details. Banking and Finance sector accounts for the highest number of listings followed by Manufacturing, Hotels and Travels and Plantations. The number of companies traded at the end of May 2002 stood at 242. The number of new listings in 1999 were five and in 2000 two. There were no new listings in 2001.

The performance of the stock market since the latter half of the 1990s has not been encouraging due to the continuing armed conflict, large budget deficits and rising debt financing from market borrowing, high interest on fixed income securities and lack of clear economic policy of the government were the main factors influenced the market adversely.  In addition, the imposition of the 20% surcharge on corporate income tax from April 2001 further compounded the market deterioration. As a result, both the demand for securities  and the trading activities declined leading to lower market capitalization as well. 

There has been a significant improvement in market trends. According to officials of the Securities Commission, the market is doing well at  present compared to most other markets in the region and they expect this trend to continue due to two market favourable factors: (a) the possibility of a negotiated settlement for the armed conflict and (b) the new government’s commitment to revitalize the economy and promote the private sector participation in the economy. 

4.2.4
Export processing zones (EPZ)

EPZs were originally established in Sri Lanka and many other developing countries as a means to attract FDI to take advantage of tax holidays, cheap unorganised labour and good, reliable infrastructure. In Sri Lanka, a major EPZ-attraction was the perception and early practice of keeping politically “difficult” unions out, and thus providing for stable and predictable worker relations without strikes, but with minimal rights and privileges of the workers. The BOI has been responsible for managing and approving applications for establishing businesses in EPZs, and providing land leases for this purpose. Gradually, however, GOSL has reduced and eliminated the positive discrimination of enterprises choosing to locate in EPZs, and for all practical purposes equalized the enabling and facilitating framework between EPZ and non-EPZ locations. In fact, business executives interviewed by the Team claimed that they prefer to locate on sites outside EPZs with acceptable infrastructure, but where workers reside in the close proximity of the workplace. One reason is that this permits them to buy the land and thus possess collateral that appreciates over time. Another reason is that outside the EPZ you are not subject to all the bureaucratic delays and concerns of having to carry and show valid passes to enter and exit, just as if you are leaving or entering a foreign country.

4.3
The tax regime
A registered company is liable for income tax. It provides the authority to the department of Inland Revenue to collect taxes on income derived from all sources in Sri Lanka. In the case of a joint venture, the tax liability is limited to the income derived in Sri Lanka. During the 1979 to 1991 period, the company tax rate was 50%. This rate gradually came down to around 35% by 1996 and has remained at that rate until 2002. The small-scale enterprises were also taxed at the same rate but the 2002 budget brought it down to 20% from April, 2002. The Inland Revenue Act also provides the Department of Inland Revenue with legal authority to take legal action against firms making false declaration of income or not disclosing income from all sources.

The new Government has announced a number of new tax  measures to rebuild confidence in the private sector with a view to encouraging its participation  in the economy, see Annex 6 for details. These measures include among others removal of Goods and Services Tax (GST) and National Security Levy and replacing them with Valued Added Tax (VAT).  A significant recent  tax reform measure has been to remove the privileges and immunities granted to BOI-registered companies by providing the same incentives and advantages to both BOI- and non-BOI enterprises, see Annex 6 for further details on taxes and tax reform.

4.4
 Accounting and auditing

Accounting and auditing are important in reducing transaction costs and essential for creating and enforcing contracts, without which business development would be stifled. Proper accounts are necessary to obtain loans in the banks and important to combat corruption.

The Institute of Chartered Accounts in Sri Lanka in 1997, at its own initiative prepared a code of best practice on matters relating to financial aspects of corporate governance. Evidently, Sri Lanka has, in addition to its Institute of Chartered Accountants Act (ICASL), many regulatory or semi-regulatory organizations, for example, Sri Lanka Accounting & Auditing Standards Monitoring Board, the Accounting Standards Committee of the ICASL, the Auditing Standards Committee of the ICASL etc. Nevertheless, the team was informed by several informants in the private sector that it is not uncommon that enterprises in Sri Lanka keep 3 versions of audited accounts. One version is kept to satisfy tax authorities where sales turnover and profit margin are shown as minimal as possible. Another is for banks and other financial institutions where sales and profit margin are higher in order to prove the soundness of the enterprise. The third type of accounts is kept for internal purpose.  

4.5
Private sector organizations


Sri Lanka has a number of business and trade associations that play a role both as promoters of private sector interests and in the provision of information and BDS/BSS to their members, such as chambers of commerce (CCs), exporters’ associations, and trade and industry associations (TIA). NGOs are important in organising small-scale entrepreneurs, farmers and fishers, especially in rural areas and especially women, and mostly in the form of associations and cooperatives. Chambers of Commerce and Industry are present in all districts. 

Ceylon Chamber of Commerce (CCC)
CCC is the oldest and largest CC in Sri Lanka. Its members contribute almost 50% of formal sector GDP. It provides institutional support to the largest number of formal sector enterprises in the country. It primarily represents the interests of large enterprises and is perceived to give most attention to enterprises in Colombo and the Western Province, although it claims to increasingly represent the interests of SMEs as well. It maintains a wide-reaching enterprise information data base and an import/export data base on macro- and sector indexes and international business cycle and currency developments, and a network to six regional CCs (Jaffna CC will soon join)  by means of GTZ support and makes these available to members for use. Among the many services provided to its members is the handling of members’ complaints with GOSL. It has an effective Economist Intelligence Unit (EIU) that carries out surveys and produces analyses of contemporary issues of interest and concern to both members and the GOSL. CCC actively promotes transparency and good governance among its members, and has been active in the formulation of corporate ethical codes of conduct. CCC has – especially since the recent change of Government - a frequent and close dialogue and exchange of views with GOSL and with the multilateral and bilateral aid agencies on most policy issues that affects the private sector. CCC is almost daily seen prominently referred to in the media with its view on contemporary policy issues. It is therefore an active lobby organization. CCC is the local partner in NORAD’s matchmaking programme, and while frustration over lack of efficiency has been voiced for several years, it now appears that it has been significantly improved (with help of Swedish development assistance). The Exporters Association  is a subgroup of CCC that represents exporters and provide them with market- and product data, as well as facilitating their dealings with GOSL. 

The Federation of Chambers of Commerce and Industry in Sri Lanka (FCCISL)

While intended as an umbrella CC for all industry, the CCC and Sri Lanka CC have withdrawn the membership from FCCISL. FCCISL now only caters to SMEs and local primary sector organizations and mostly to districts outside Colombo and the Western Province.  It organizes meetings and seminars with the district CCs and organizations. 

Local CCs in the Southern Province

Based on meetings with representatives and members of half a dozen local CCs in the Southern Province the Team came to the following conclusions:

There is great variation in how far individual local CCs have developed skills, experience and services offered to members; rather well developed and active in Hambantota Galle and Matara but just starting up in the remote Monaragala;

The extent of membership and its cross-sector composition varies significantly; 400 in Galle, with dominance of trade and industry, 300 in Matara, to 150 in Hambantota, versus 75 in Monaragala, mostly from agriculture;

The common goal is to prove their worth to the members who pay a one time registration fee and annual membership fees, that the local CC provides them services well worth these fees. Typical services to members include assistance in project documentation preparation – and loan applications, along with elementary IT services, and training in accounting and book keeping, i.e. BDS and BSS.

There have been established special women CCs that are members of the regular CCs in some districts to accelerate the promotion of female entrepreneurs. 

The Export Development Board (EDB)

The EDB is a promotional and developmental facilitator for export-oriented enterprises (much like the Norwegian Trade Council) funded by GOSL grants and a cess on certain imports. It has offices in 3 provinces, and its primary focus is SMEs, or more specifically enterprises with less than NOK 1 million in fixed assets or at most 500 employees. It works with sectoral trade associations such as the National Apparel Exporters Association of Sri Lanka, and assists enterprises with quality control, market development, participation in trade fairs, and introduction of new technology. The EDB does not work with the traditional agricultural exports such as tea, rubber and coconuts, but with the export promotion of industrial “value-added” production based on these raw materials. The users of the EDB consider it to be a relatively weak and inflexible organization that has little to contribute of practical value, in part due to a tight budget situation. 

Professional Associations

Most professions like lawyers, engineers and chartered accountants have their own associations (institutes), providing codes of ethics and standards for their membership’s performance in delivering professional services. Several are also members of Commonwealth or international apex organisations. Adherence to standards and use of sanctions seems not to be very strict.  
Farmers and Fishers Organisations
Farmers and fishers are not formally organised at the level of production or harvesting. Agricultural exporters are members of exporters’ associations.  There are co-operatives in agriculture and fisheries that were established to replace the middlemen and provide cheaper cash to bridge the financing gap between planting and harvesting, and facilitate a more profitable market access. This has however, to a large extent failed, because the co-operative have not been able to provide such cash, nor have they been able to convey farmer problems and issues to the GOSL in an effective way. Therefore, the middlemen have retained their stronghold as cash providers. Increasingly, however, small-holders and their families in rural areas benefit from participating in the organisational set-up of the NGOs with respect to saving, access to credit, training and other services for improving their living standard through economic activities, see the separate section on rural credits and micro-credits.  The positive experience with tea smallholder societies as facilitating modalities for their members, has convinced GOSL to advance the interests of the rubber smallholdings in the same way. 


5.  Infrastructure: Creating an enabling environment for PSD
A basic foundation for a proper investment climate is a reliable physical infrastructure. This is particularly important for small and medium-sized enterprises. The infrastructure in Sri Lanka is in great need of improvement after many years of neglect, much of it due to resources being diverted to handle expenses related to the armed conflict. The shortcomings are most acute as regards power supply, telecommunication and transport (road, rail, air traffic, port services). 

GOSL is in no financial position to undertake the required investments and maintenance costs related to rehabilitation and expansion of physical infrastructure capacity, especially not once the armed conflict ends. GOSL is therefore preparing various arrangements for involving the private sector, such as “Build Own Operate (BOO)” or “Build Own Transfer (BOT)” project models, and has created an Infrastructure Development Board charged with exploring the use of BOT/BOO mechanisms to attract private capital investments in infrastructure projects. Such schemes do, however, require very comprehensive legal preparations, especially related to land acquisition and compensation, and lawyer fees easily eat up large shares of overall project budgets. These massive fees must in the end be paid by the users of the infrastructure services. Simplification of land acquisition and compensation calculations could save the users substantial expenses and time. 

GOSL now works more closely with the private sector to put in place the badly needed infrastructure. In fact, the tight budget leaves no choice but to invite active participation of donors and the private sector if plans and visions shall come anywhere near fulfilment. Output-based contracting and multi-sector regulation will be used to encourage greater private sector participation in the provision, operation, and management of infrastructure and other services. Performance-based contracts will be entered into which link payment to provision of infrastructure services that meet acceptable quality levels. Qualified private sector firms will be encouraged to bid for the provision of such infrastructure in areas of water supply, toll roads, railway management and port services. The involvement may vary between lease, concession, and management contracts.
In order to facilitate and accelerate this privatisation process, the Bureau of Infrastructure Investment (BII) was established in 1995 as a division of the Board of Investment (BOI) to facilitate FDIs being channelled to infrastructure projects. Facilitating activities typically include identification, preparation for proposals, financial evaluation, negotiations with the private developers, and preparation of the necessary documents for decision-making under BOO and BOT arrangements, while the line agencies being assisted by BII provide the technical inputs. Severe delays in the processing are nevertheless experienced due to the poor coordination between BII and the line ministries, lack of standardized procedures, lack of independent regulatory authorities, and difficulties in constituting project committees responsible for pre-qualifying proposals, ADB (2000), p.7. 

A multi-sector utility regulator will be established to encourage the private sector to invest in public utilities. This authority will initially license operators in the areas of telecommunications, power, water and ports, and regulate tariffs. GOSL will also enact separate laws covering electricity, water and ports to promote competitive markets and allow private sector only into these sectors. Whereas a highly competent utility regulator is required to secure efficient and effective provision of the various infrastructure services where natural monopolies or limited competition tend to dominate, it does not automatically follow that a multi-sector utility regulator is the best solution to handle such complex issues in a developing country. Separate utility regulators for each sector could prove more effective and efficient in this case. 

5 .1
Electricity and power supply

Sixty-five percent of Sri Lankan households now have access to electric power, Central Bank of Sri Lanka (2002b), but access is much less in  rural areas. The consumer network has grown 9% annually. Electric power generation and distribution were recently monopolies of the Ceylon Electricity Board (CEB), a public enterprise, and almost 70% of all electricity generation in the mid-1990s was from hydropower. However, most of the hydropower capacity suitable for major dam projects is already developed, but many small watercourses are still available for development, and also Norwegian enterprises (ABB and Trondheim  Energiverk) are participating in this development. The severe droughts in 1996 created serious problems in power supply. This led to the following measures to overcome this constraint:

Private BOT and BOO investment schemes in thermal power plants;

Incentives for exporters to import equipment and generate their own power; and

Concessions to foreign private firms to invest in new power generating facilities.

However, the cost of power generation has remained above the average tariffs by about 20%, and that combined with 20% system losses, contributes to  substantial financial losses for the CEB. Power supplies for Colombo and the Western Province is often interrupted, and is listed as the second most important obstacle to investments in the private sector. Power transmission and distribution to areas severely impacted by the armed conflict may not be commercially viable for a long period. Donor support is necessary.  More plants coming into service should enable the country to meet its power needs for the medium term. Many permits are required before construction of a mini-hydropower plant can begin. Power transmission and distribution, however, is still a public sector monopoly. A process has started to improve CEB’s efficiency  for sustained operations, whereby it is – with technical assistance from ADB - to be unbundled and transformed into (i) two hydropower generation companies and one thermal generation company, (ii) one transmission company with two subsidiaries for bulk-power activity (purchase and sale of electricity) and (iii) four distribution companies. In addition, an independent regulatory commission will be established to regulate the new power sector structure, ADB (2002b).

5.2
Telecommunication

The spread of the telecommunication system  in Sri Lanka is improving fast. By 2001 it had reached 8.3 lines per 100 persons, GOSL/PRS (2002), p. 25. This compares with 55,6 in Norway, and 0.4 in Bangladesh. Only about 12% of the telephone lines in the mid-1990s were outside the Colombo area, and less than half of all calls could be successfully completed. This is, however, a dynamic and rapidly changing sector dominated by privatization of the old state monopoly, Sri Lanka Telecom Ltd (SLT). Following this privatization, waiting time for installation of a phone line was reduced from 10 years to 2 weeks, and more than 70,000 new phone connections were installed immediately. SLT is now considered the best such company in South Asia, and has now begun a major expansion of coverage program.

The mobile phone market is rapidly expanding and has four competing operators. They supply both digital and analogous technologies. The competition has resulted in good service, even if the prices have yet to come significantly down. Subscribers to internet and e-mail rose by 48% in 2001, Central Bank of Sri Lanka (2002b).

It seems, however, that international services as well as transmission lines for data still represents bottlenecks in this sector both in terms of inadequate capacity and too high prices. 

5.3
Transportation

Roads and road transport

Sri Lanka has a fairly extensive road system, and nearly 90% of the traffic volume is handled by road transport modes. The armed conflict has resulted in a virtual halt to new roads construction – particularly in the areas most affected by the conflict – and road maintenance is – as experienced in most other developing countries – virtually non-existing. As a result, the quality of the road network is very poor, particularly in the parts of the country away from the greater Colombo region. New motorways are in the pipeline from Colombo to the international airport near Negombo, and along the western coast to Matara in the south, but the lack of adequate and reliable all-weather roads is a major obstacle to PSD in districts in remote locations and even in cities that would otherwise be just a few hours by road from Colombo. It is only the largest cities that have proper paved roads, and in large parts of the country ox and cart are still used for transportation over short distances.  Since provision of reliable all-weather village to market roads have been found to constitute the perhaps most cost-efficient means of reducing poverty in South Asia, see Fan et al (1999), a rural road building and –maintenance program should be given high priority if the armed conflict is terminated. 
With a sustained high level of economic growth during the 1990s, car density as well as two-wheelers have increased substantially in the greater Colombo area, and contributes to severe traffic congestion and air pollution. The growth in use of private motor vehicles has been stimulated by the poor public transport system. Two thirds of all bus operations are GOSL, and the rest is private. Buss transport capacity is scarce; it is claimed that 9.000 more buses are needed. Private sector operators are small, each having one to five buses, and they operate predominantly during peak hours. Outside of the peak periods the bus services in Sri Lanka are minimal. Add to this that schedules are virtually non-existent. Scheduled bus fares are regulated at artificially low levels. Proper vehicle maintenance and adherence to safety and environment standards have become impossible. Tour bus operators, on the other hand, are free to set the fares, and this shows up in much better maintained vehicle fleets.

Railways

The Sri Lanka railway system has done virtually nothing with its rail system since independence, when it was inherited from the British. Only new wagons have been acquired over the last 30 years. It serves primarily as a passenger train service. Like most railway companies in developing countries it is highly inefficient and ineffective in its operations. It suffers from poor management, regulated fare tables, is overstaffed, and has therefore come to play a gradually declining role as a transport mode. At the same time, an efficient urban railway service could have contributed a significant economic and environmental relief in the congested Colombo region. It appears that GOSL is expecting foreign investors with donor support to rehabilitate the railroads.

Air traffic

There are 12 airports in Sri Lanka. Since 1995, when the GOSL banned civilian passenger and freight traffic for reasons of security, these airports are for the most part utilized by the armed forces so long as the armed conflict influences security alert. Regular and reliable domestic air traffic will significantly facilitate provincial PSD. Only Colombo international airport caters to international and overseas scheduled flights. Tourism development on the east coast would require direct international air services, and thus an upgrading of airport infrastructure there.  In 1998, Emirates’ Airlines bought 40% of Air Lanka, and took over its management, added 6 new airbus aircrafts, and this change seems to have boosted the performance.

Coastal  and ferry transport

Since Sri Lanka is an island one would have expected coastal transport to be a dominant element in the transport sector. This is, however, not the case. Whatever fleet exists is outdated and inefficient,  and the armed conflict has created a security situation to which coastal shipping is particularly exposed. 

The Team has experienced the inefficient slow traffic in and to/from central Colombo, and private developers have approached the Team with the idea of introducing fast craft ferry services as an alternative to public commuter transport on land, and for transport between the airport and coastal holiday resorts. The Ministry of Tourism confirmed that development of coastal transport is in line with their plans, and that private investors are welcome. 

Port and harbour services

Colombo Port is the only port in Sri Lanka that has status as an international container port with capacity to handle large vessels and 1 million containers annually after a new private facility was added in 2000. It is hoped that this – along with the recent customs clearance system upgrading - will enhance cargo handling efficiency so that the port can retain a competitive edge as an international container port. A World Bank study has estimated that handling charges for a 20ft container were USD 640 in Chittagong, compared to USD 220 in Colombo and USD 360 in Bangkok. (Cookson, Forrest E., & Syed Ershad Ahmed. 2000). 

The other harbours at Galle, Trincomalee and Kankasanthurai are very poorly equipped and can only handle small coastal vessels. The implementation schedules linked to the plans for new ports at Galle, Hambantota and Oluvil are  uncertain due to many political and security controversies surrounding these projects, NORAD (2000d).

5.4
Water, drainage and sewage

Water and drainage in major urban areas is the responsibility of the National Water supply and Drainage Board. Water supply is a serious problem in terms of both supply and quality. Reliable supplies of water in the volume needed for many industrial processes is not available.

However, water supply was extensively expanded in 2001 benefiting several million people across the island. Water tariffs, however, are still below costs even if they were raised 20% in early 2001 in order to pass on costs to consumers, Central Bank of Sri Lanka (2002b).

6.
Enterprise development and employment

GOSL has identified eight sectors as their priority areas for value added activities,  employment generation and PSD. These are: Tea, tourism, gems, ceramics, rubber, plastics, IT, spices and related high value crops, and garments. 





6.1
Development of small and medium-sized enterprises

6.1.1
The SME-structure

The donor agencies involved in PSD-cooperation in Sri Lanka emphasize the potential of SMEs to create new lasting jobs in a cost-effective way, and puts it at the core of their poverty reduction cooperation efforts. SME-definitions have varied over time and with institutions using the concept. ADB (001), p. 3, divides the Sri Lankan business sector as follows: 

Small scale enterprises:
   5 –  49 employees

Medium scale enterprises:
 50 – 149 employees

Large scale enterprises:
150  - and more employees

While SMEs have benefited from policy reforms and the economic growth, many obstacles that discriminate against them remain, and favour the growth and development of large enterprises. Data on SMEs are unreliable because many units operate in the informal sector. It is estimated that SMEs account for 95% of establishments, 25% of output,  and 34% of employment. When subtracting the large scale dominated garment sub-sectors from the manufacturing statistics,  the SME-share of employment rises to 49% of the total. The Labour Force Survey estimated that approximately 1 million people work in the manufacturing sector, while a survey of industries finds around 400.000 working in establishments that employ more than 25 persons, see e.g. ILO (2002). 

SMEs are found in all sub-sectors of the economy, with a concentration in manufacturing, and a further concentration of the small ones with 5 – 10 workers, see ILO (2002). They are widely spread across urban, rural and estate sectors. There are numerous small exporters, and 30% of the SMEs produce for export markets. Of interest from a development potential perspective is the observation that the share of value added by SMEs is high in sectors where the ratio of exports to total production is high, and where there is extensive use of skilled labour. ADB (2001b), p.3 concludes that the SME-sector is relatively dynamic.

6.1.2
Barriers to entry and expansion in the SME-sector

Barriers to entry in the SME sector are primarily linked to government regulations, in particular the rigid labour law, registrations, environmental controls, and taxes, sometimes amplified by demands for bribes to expedite handling and approvals, access to affordable credit and insurance, availability of and access to infrastructure and BDS, see e.g. the results of the SME-survey carried out under project SMED, 1999. Enterprise growth is in addition subject to restrictive legislation, authorities' lack of enforced regulations and the limited availability of appropriate skills in production and management. The barriers represented by government regulations and infrastructure services are described elsewhere. Other barriers are lack of access to appropriate financial means and BDS or BSS, especially for businesses located away from Colombo. Such practice discriminates against SMEs, because large firms can divide the cost and time on much larger output and income, and they also have more and better qualified staff to deal with such issues.

The Small- or micro enterprises (SE), in particular, including smallholder and local fisherfolks, suffer from lack of collateral securities. To SEs, informal loans are faster and more convenient than going to the banks, and interest rates charged by relatives and friends are lower. Applying for formal credit is complicated for many SEs. To provide proper documentation can take considerable time and effort for an entrepreneur who is not familiar with the procedures. The issue of easier access to financing can best be overcome through the private banking system. In private banks, investment/loan officers are trained in assessing project risks in terms of cash flow lending vs. collateral and SEs can get advice (on affordable terms) on how to interpret and present their own cash flow projections.

Other constraints are related to markets- and technology access, where SMEs depend on access to infrastructure as described in chapter 5 above, and information, where government has an indirect role as regulator and facilitator for intermediates, including providers of public BDS and BSS along with an increasing number of private providers of such services. SMEs may also get access to markets and technology through linkages with larger companies. The team was informed that backward linkages in the form of outsourcing of services like printing, security, office cleaning and waste disposal were now practised by some foreign corporations, although it is still not very common. For access to foreign markets, the SMEs are dependent on government assistance to overcome tariff and non-tariff barriers to entry.

The economic rationale for assisting SMEs is that they often use resources more efficiently than larger enterprises, that market imperfections prevent them from maximising the benefits of their efficiency advantages,  that they can be an important contributor to pro-poor growth, and that they have potential for growth and employment generation that the micro enterprises cannot match. Compared with large firms, SMEs have greater backward linkages to micro-enterprises, and forward subcontracting links to medium and large businesses, making them an important driving force in the economy. They face higher capital costs and pay lower wages. The salaries paid by SMEs reflect more accurately the true social costs. Consequently, SMEs should in principle use less capital and more labour per unit of output produced, at least so long as they avoid the labour costs implied by excessive union controls and labour law requirements. A second argument regarding efficiency is that most SMEs are managed by their owners and therefore have a greater incentive to manage the capital efficiently. 

An increase in the number of competitive SMEs should contribute to poverty alleviation. As the SME-sectors grow, competition for labour (especially skilled labour) can be expected to push up wage levels. The poor will benefit from improved availability of goods and services and access to markets. In terms of employment creation, medium sized firms will be in the best position to expand if BDS and credit can be made easier available.  

Almost half of all SE owners and SE-workers are women. In agriculture and food-based enterprises, the proportion is even higher. Interventions focused on sub-sectors where women are especially active may be able to generate additional benefits for women .

6.2
Enterprise development through foreign direct investment

FDI can bring benefits to the host country, local industries and local employees when accompanied by appropriate policies and institutional set-up. Benefits may include efficiency, innovations in product, process and organisational technologies. This is of course an advantage compared to importing goods that bring embedded technologies. Competition from abroad can spur domestic industry to improve productivity, promote growth and employment. 

Compared to other South Asian countries the FDI-flow to Sri Lanka is rather impressive. However, FDI in the South Asian countries has remained relatively low, since their attractiveness as FDI destinations has been blighted by political instability and to some extent violence and armed conflict, see EIU (2002). In Sri Lanka, FDI doubled from US$ 100 million a year in 1996 to US$ 200 million in 1999, but declined dramatically in 2001 back to well below the 1996 level. Textiles and wearing apparel and chemical sectors received the major share of FDI inflows, Central Bank of Sri Lanka (2002).

6.3
Development through exports 
Sri Lanka’s exports and imports more than doubled between 1990 and 2000, and added up to 87% of GDP in 2000, ADB’s data sheet (2002). Agricultural exports constituted 90% of total exports in 1978, with bulk tea representing half of all exports. Garments then constituted less than 4%. Since then, the export structure has changed rapidly. Agricultural exports, which is still dominated by tea, have declined continuously to less than 20% by 2000. Garments increased to 54% of total exports in 2000, but export of machines and transport equipment – while still a relatively small share of industrial exports – have increased approximately tenfold since 1990. At the same time, Sri Lankans working abroad have contributed significantly while the tourist industry has stagnated as a result of the armed conflict.

Exporters face severe obstacles due to corruption in customs. These delay processing and shipments, and this is particularly serious for air cargo where on-time delivery is crucial. In addition, air cargo handling capacity at the international airport is inadequate, and this increases uncertainties and delays further.

A facilitating initiative in this context is the grant funding from NORAD to a component in UNIDO’s Integrated Industrial Support Programme on Quality, Methodology and Standardization (QMS). The goal of this support is to contribute to upgrading various certification and standardization agencies in the country to meet international standards. SIDA supports quality assurance in the textile industry. Other donors  involved in assistance to institutional capacity building in trade-related programs include USAID, CIDA, and UN/UNIDO. NORAD provides such support through Sri Lanka Institute of Technology and UNIDO.

What the manufacturers themselves emphasize

The Team has met with several manufacturers who have succeeded in their joint efforts with Norwegian associates to establish profitable internationally competitive manufacturing for the export market of relatively advanced metal products (transformers for the power sector, various “tailormade” metal- and steel products as components for the oil and gas – and other industrial sectors locally and abroad, and most recently, a jiffy pot factory recycling the waste from coconut fibres into self-fertilizing soils for flowers, plants and vegetables. While these manufacturers stress the impediments to such success installed by the overprotective labour legislation – which in part was established due to many employers exploitive use of labour - the many politicised unions abuse of it, and GOSL, they also underline the value of a dedicated and skilled workforce, and the fact that if there is sufficient imagination, flexibility and will to seek solutions, competitiveness can be had. A common concern of all exporters is the lack of internationally approved product certification and enterprise standards which are increasingly required by consumers in the export markets.  

Source: Interviews carried out by the study team in Sri Lanka, June 2002


6.3.1
The role of garment industry

The Sri Lankan garment industry has experienced a phenomenal growth since the 1970s, and is today by far the strongest and dominating manufacturing sub-sector in all respects, see above.  Based on the Revealed Comparative Advantage (RCA) index (which compare the ratio of Sri Lanka’s exports in each of the products to its total exports, with the ratio of the world as a whole) it is concluded that Sri Lankan garment manufacturing has a significantly higher competitive advantage than other industries, and close to that of tea, coffee, spices and cocoa, see Kelegama and Epaarachchi (2001). Important factors leading to this have been:

Market-oriented economic reforms from 1977 (from import substitution to export promotion), government support to the sector in the form of subsidies and duty rebate schemes, lower corporate taxes, tax holidays, and provision of export processing zones with special provisions and immunities;

Protection provided under the quantitative restrictions imposed under the MFA has provided for increasing exports to assured markets, and the MFA quota system induced a significant inflow of garment industry FDI in the earlier years.

Over 70% of the garment manufacturers with 65% of the sectoral employment are located in  and around the Western Province where infrastructure is good and  markets accessible, but the garment industry has also been an important component in industrial decentralization efforts. The 200 Garment Factory Programme (GFP) was initiated in 1992 with the dual objective of fuelling growth in the industry and solving the problem of rural unemployment. The GFP offered investors that created at least 500 jobs per new factory, a number of attractive concessions if they established factories in remote areas. Before 1997, 154 garment factories employing almost 78,000 had begun commercial operations in such rural areas.

The enormous garment industry expansion is illustrated by the fact that in 1977 there were 5 garment factories in operation, and in 2000 the number was 891 providing direct employment to some 280,000 workers, constituting 32% of the manufacturing work force. 87% of this garment industry workforce are female, and they hold 53% of the management category jobs, even if males dominate the upper management positions, Kelegama and Epaarachchci (2000).

Over 90% of Sri Lankas garment exports are ready made garments (RMGs) of relatively low value added for major markets under the MFA export quotas. The non-quota garments are of higher quality and value to niche markets, and such exports now dominate exports to the EU markets. The opening up of the EU market as of 1 January 2002 to zero-tariffs on everything but arms from least developed countries, will therefore probably affect Sri Lankan producers less than those competing in lower quality markets. 

However, since the North American market dominates, the overall quota dependence has increased from just below 50% in 1994 to almost 62% in 1997, Kelegama and Epaarachchi (2000) and Sri Lanka competes fiercely with other South Asian exporters in these low value garment categories. With the withdrawal of the MFA in the USA in 2005, competition will change. The industry and the GOSL are preparing for the changes. A set of major challenges is now facing the SMEs in the RMG sector in this context. Since it has been quite typical among them to adapt to labour regulations and legislation by circumvention and short terms cost savings, in particular as regards labour, they will be particularly vulnerable in a highly competitive world because their business behaviour has led to a relatively low level of competitiveness due to  low productivity.

6.3.2
The potential for tourism

If a lasting peace is achieved, and the rest of the world believes in it, the tourism industry is poised for a major expansion in capacity and employment. Visitor arrivals have been fluctuating between no more than 3 – 400.000 a year since the early 1980s. There is substantial idle hotel capacity, but there is at the same time a substantial need for upgrading of the hotels and entertainment facilities, as well as the transport and logistics systems needed to cater to the well-paying foreign tourist of the 21st century, who has many other exotic destinations to choose from. There is potential for hundreds of thousand of new jobs directly and indirectly related to tourism, but the skills and experience of the labour force is not yet in place to meet a demand explosion in this area. However, many of the present overseas Sri Lankan women in the services sector could find hotel and restaurant jobs at home a lot more attractive than the hardship many of them endure in the Middle East, at least if the wage gap is somewhat reduced.  Sri Lanka as a tourist destination is a lot more than sun and sand, but it requires a carefully designed integrated marketing strategy to establish a tourism industry that will benefit inland villages as well as the beach hotels. 

6.4
Agro-based private sector development
Agriculture is employing at least 1/3, and perhaps as many as 40% of the workforce, and provides the livelihood for about 2/3 of the national population (Dept of National Planning, 2002). Until the early 1980s, rural development was thought of mainly in terms of crop agriculture. Initially this strategy stimulated agricultural growth, but it was not strong enough to make a dent in the widespread level of rural poverty. Agricultural growth also began to slow down with declining trends in productivity, resulting from ineffectiveness, waste, armed conflict, vulnerability to poor transport and storage facilities. As a consequence agriculture has so far not had the capacity to absorb unemployed, underemployed and new entrants to the workforce to the same extent as the SMEs in manufacturing and services sectors. 

6.4.1
Conventional non-plantation agriculture

Non-plantation agriculture is dominated by paddy rice cultivation, which covers 45% of the total area under agriculture and employs most of the farmers in the country, the large majority of whom have holdings that are less than one hectare. Rice accounts for 25% of the consumer basket, ¾ of total grain consumption, and 45% of the calorie intake in the country, and almost 90% of it is met from domestic production, Dept of National Planning (2002). The non-plantation sector also include cultivation of maize, pulses, chillies, onions and potatoes, but these have faced stiff competition from imports from Pakistan and India.

Thus, conventional non-plantation agricultural development per se is not given much further consideration in this study. Norwegian long term support has instead been directed to some district development programs originally labelled integrated rural development programs and recently renamed Rural Economic Advancement Programs (REAPs) where inter-sectoral linkages and the institutional framework are focused on to identify potentials for sustainable and resilient labour absorbing economic activities. 

6.4.2
Plantation and estate sector business development

The significant impact of the plantations on the economy is linked to its contribution to exports and employment rather than to GDP. The Department of National Planning (2002) estimates that total direct and indirect employment in the sector (including agro-processing) is around 1.5 million. Tea dominates with some 13% of Sri Lanka’s exports in 2000, second only to garments, see Kelegama and Epaarachchi (2001), table A6.1. The other two main plantation outputs, coconut and rubber, - while occupying large land areas – contribute only 2.2% and 0.5% of exports respectively. Coconuts are mainly grown by smallholders. 55% of the rubber land is cultivated by smallholders, while for tea, the smallholder area has expanded from 12% in 1950 to close to 50% today. While the large plantations are managed by a couple of dozens of companies, there are some 250,000 farmers managing the tea small holdings. These three crops have kept up their output volumes through enhanced productivity and improved operating methods. In fact, Sri Lanka has become the world leader in the supply of tea to the global market, and its tea exports are shifting away from bulk tea towards value added products such as packet teas and tea bags. However, it has yet to capitalize fully on its strong image as a producer of quality teas of many different flavours. As regards rubber, there is a considerable potential for intercropping and for manufacture of rubber wood-based products such as furniture, toys and handicrafts. 

Coconut cultivation takes up twice as much land as tea cultivation which again occupies 20% more land than rubber cultivation. For coconuts, there are substantial potentials for yield increases, for value added processing, and for additional farmer income if intercropping of fruits and vegetables is taken up more often. Replanting with high-yielding clones, expanding into non-traditional areas, and diversifying the product mix are seen as the way to enhance the viability of this sector. Recently, the hitherto wasteful and difficult-to-dispose-of residuals from coconut processing is being recycled and used as the basis for export-oriented jiffy products such as self-fertilizing pots, and mats for lawn cultivation. This is an example of Norwegian environment technology collaboration with local industrious initiative.

The last ten years have seen a three stage plantation privatisation programme being implemented, and the privatised plantation companies have taken measures to improve productivity and profitability of large estates. A review of twenty privatised plantation companies showed a complete turnaround from loss-making in 1993 to profits for all by 1997 and 1998, see MPAHAPI (1999).

In recent years Sri Lanka has  initiated reforms in its agricultural development policy and is in the process of deregulating and liberalising markets and trade in agricultural inputs and outputs and reducing agricultural subsidies. The latest GOSL five year plan holds a detailed list of sector reforms due to be implemented, see e.g. NORAD (2000d). Diversification of agriculture, raising productivity in non-crop production, increasing cropping intensity and development of non-farm activities now appears as sensible poverty alleviation strategies. Further development of the smallholders access to affordable loans and credit so that they can invest and expand into more productivity- and revenue enhancing activities is well on its way with the establishment of National Development Bank branches in an increasing number of plantation areas. There is a credit line for this purpose from ADB and branch managers from NDB are instructed to assist smallholders in their development of bankable projects. Their grouping into smallholder societies is facilitating this process and a closer integration between smallholders and tea factories. The concept is for smallholder societies to obtain loans from banks that can be onlent to the smallholders for their own development activities. A Tea Smallholding Development Authority (TSHDA) is in place to increased extension services,  to train existing and new staff, and to facilitate applications for financial support. 

At the same time, it is increasingly understood that a contended workforce is a requisite to improve productivity and stabilize development in the estates. A priority goal is the creation of safe, satisfying and productive environment for every estate worker family, and this includes provision of better housing facilities, piped water, electricity, farm access roads, sanitary facilities and better education and health services. In all these fields, estate worker families have lagged significantly behind the national average. It is also understood that such changes must be implemented by means of a participatory program and process.

6.4.3.
Horticulture

The action plan for commercialising agriculture points to horticulture and floriculture as two approaching fast growing agricultural sub-sectors where Sri Lanka’s farmers will face an income-elastic domestic market with rapid demand growth when real incomes go up. At the same time, the high and growing demand for tropical floricultural products in rich countries will be an export challenge for the Sri Lankan farmers, and could provide for well-paid and lasting jobs once GOSL has provided for an efficient enabling environment for such activities. Spices and herbs also constitute a potentially high growth market where Lankan farmers could have a comparative advantage. Their organisations are, however, in need of BDS support and need to be seen and heard so that they can assist their members in negotiating a more favourable enabling framework or their member farmers.

6.4.4.
Livestock

The livestock sector in Sri Lanka – while contributing marginally to overall GDP – involves around 3,5 million out of the 10-11 million farm people in the country. Private sector development has proven conducive to the rapid growth of commercial poultry production over the past decade, and capital intensive breeder farms, hatcheries, feed mills, and processing units are fast growing activities in the industry. With so many poor people involved in  the practice of subsistence based livestock systems, the GOSL faces a challenge in transforming it into a thriving commercial sector. A series of obstacles are identified as the responsibility of GOSL to remove. These include (i) the output-pricing regime which does not relate to the increase in price in the main feed inputs, (ii) the development of a suitable pasture and fodder system, (iii) more efficient and streamlined institutional arrangements for milk and milk products, and (iv) improvement of integrated livestock management support services, Department of National Planning (2002).

6.5
Fisheries-based private sector development

Sri Lanka has not managed to become self-sufficient in fish. About 30% of the fish consumption is provided by imports of which about 70-80% dried fish, mostly from the Maldives. Sri Lankan fisheries could easily take over this market if the fisheries were better organized and the quality of the dried fish was better.  The contribution of the fisheries sector to the GDP is about 3%. Fish export accounts for below 2% of total export. Crustaceans make up a major share. Export has little value added and goes mainly to Europe and Japan. The infrastructure and institutional framework is weak and most fishermen and middlemen operate in the informal sector. They may have their own local organizations, but are seldom members of local chambers of commerce. A potential for growth is present – from increased productivity and from under-exploited stocks. The fish that is presently dried in Sri Lanka is made from “leftover” fresh fish that cannot be sold when there is a glut in the market and dried lying on the sandy beach. Other fish processing is not developed. Fish is transported to the interior in refrigerated trucks or on ice in regular trucks. Canning is being discussed, but Sri Lanka will in the foreseeable future not be able to compete with major fish canning countries like Thailand and China without being heavily subsidized.

The near-shore fisheries is still most important with respect to people’s livelihood. Fishing methods are mostly traditional. Fish deteriorates quickly due to poor storage facilities on board and ashore. Market and transportation facilities are poor. As a result, fish is expensive, often of poor quality and not readily accessible to consumers in many parts of the country. In the interior dried marine fish is an often preferred alternative to freshwater fish. 

The deep-sea or offshore fisheries as a percentage of total catch has increased from 3% in 1972 to 24% by 1998 (EIU, 2002). However, the majority of crafts are still non-mechanized traditional boats engaged in one day fishing operations in the coastal waters. Deep-sea fishing and fish processing, manufacturing of fishing nets and boats are some of the areas opened for FDI where BOI regulations and conditions are valid. In the offshore-fisheries, high investments are required and joint ventures will be promoted. Large scale operators will be encouraged to link up with small scale operators to upgrade their market ties and knowledge. The Fisheries Law is relatively new (1996) but the legislation for fishing, fish landing and processing concessions to foreign investors need clarification before investors are prepared to engage in long term commitments. With respect to export, Sri Lanka is by the MoF said to have sufficient laboratories and inspectors for quality assurance. The system is, however, established for export and not for quality assurance for the domestic market. 

The commercially most valuable fisheries are the tuna fisheries. The resources within the 200 mile exclusive economic zone (EEZ) is in the Ministry of Fisheries (MoF) assumed to be almost fully exploited. Fishing efforts of bottom- and middle-water-fish, shellfish, cuttlefish and other invertebraes are limited. Resource assessments are incomplete and not up-to-date. The last thorough survey dates back to the  operations of the Norwegian research vessel “Dr. Fridtjof Nansen” in the late 1970s. Tuna fisheries also take place in international waters beyond the 200 EEZ. There is some participation by Sri Lankan vessels of which most are using foreign fishermen, but most of the vessels are from East Asia and Europe. Sri Lanka does not have experienced fishermen (for the longline fisheries), and lack good managers. Norwegian institutions have been involved in planning for improvement of a fisheries training institute (technical and managerial). An application for financing is recently sent to NORAD.

Under the UN Convention of the Law of the Sea, Sri Lanka can claim resources on and above the continental shelf up to the limit of the outer edge.  This is beyond the conventional 200 miles EEZ. The Government has appointed a technical committee to determine the boundary line beyond the EEZ. A claim has to be submitted to the International Sea Bed Authority before 2009. The Team was informed that Sri Lanka has submitted a proposal to NORAD to obtain Norwegian expertise to assist in Sri Lanka’s preparation  to substantiate the request. 

For the purpose of implementing the new fisheries policy, the country is divided into 5 zones, including the war-affected areas. The population of the North and the East depends to an estimated 90% on fisheries for their livelihood as the agricultural land is poor and there are rich fisheries resources in adjacent areas. In many provinces cold storage facilities and transportation systems needs upgrading but in the North, cold stores have been destroyed and have to be reconstructed. The new policy means that Sri Lanka will rely heavily on private sector for the development of the fisheries itself as well as harbours, storage facilities, transportation, distribution, etc. Above all, the new policy will emphasize Colombo as a landing site for foreign vessels for despatch of their tuna catch by air back to their home countries, since Sri Lanka has a comparative advantage compared to other countries in that respect. Presently, over 90% of the boats harboured are foreign owned.  However, only Colombo harbour can accommodate large vessels and it is congested. A feasibility study has been done to build a second industrial fishing harbour. ADB financing is being discussed. Private companies will be invited to build and operate this harbour. In addition, there are 15 local fisheries harbours in operation. Four new fisheries harbours have been proposed under a Coastal Resource Management Project to be funded by ADB. 

In addition to marine resources, Sri Lanka has a potential in aquaculture, both shrimp for export markets and freshwater fish (tilapia) for domestic consumption. Some commercial farms owned by the government are not in operation and are now being offered for sale. Freshwater fish farming in rice paddies has a good track record of performance in terms of both increased rice yields and fish harvest per hectare in other parts of Asia and has potential to enhance the income of farmers in Sri Lanka. This has, however, no tradition in Sri Lanka and has to be developed. Freshwater fish is not as popular as marine fish, even in the interior.

Shrimp aquaculture was already well established north of Colombo when it a few years back was struck by disease. There has since been no farming in the area. The government is eager to solve the problem and would welcome Norwegian assistance if competence is available in Norway.  There is assumed to be a potential for considerable expansion. Promising shrimp farming was reportedly taking place also in the East before being abandoned due to security reasons. Experience elsewhere in Asia suggests that shrimp aquaculture can generate considerable employment and contribute to poverty reduction, but such activities are vulnerable to diseases and environmental disasters as pollution from such sea-farms constitutes a threat to the flora and fauna in the adjacent waters and mangroves. 

In addition to marine fisheries, the country offers interesting opportunities for utilization of marine minerals. A national plan to make use of the resources needs to be formulated. Seaweed for export has received little attention. Attempts are reportedly made by the Export Development Board to develop this area. The sea also represents interesting investment potentials for tourism.  For example, whale watching is assumed to be good off the Eastern coast. Tricomalee is considered an ideal location. In a post conflict situation, the North and the East can play a significant role for the development of the marine sector and ocean based tourism. Some of the best fishing grounds are located in the North and East.

6.6
Privatization of state owned enterprises (SOEs)
The government began its privatization policy with the introduction of the open economic policy in 1977, but began to put into practice only in the latter half of 1980s. The government set up the Public Sector Reform Commission (PERC) in 1990 to develop a policy on privatization and make recommendations to the government.  To date about 80 public sector enterprises have been privatized, including plantation (23), manufacturing (37), financial (5) and services (15). Among the major enterprises that were privatized by 2001 were Air Lanka, Telecom, Prima Ceylon and National Development Bank. There were also seven failed privatized enterprises which were re-purchased by the government. The total sales proceeds amounted to Rs 55.5 billion at the end of 2000,  but divestiture has not generated GOSL revenue to expectations. A number of other public sector enterprises have been identified for privatization in the coming years. These include the National Insurance Corporation, Postal Services and the two State Banks. In addition, preparatory  work is being carried out in relation to some key sectors such as the ports, electricity, petroleum, railways, water supply and airport.  The government is also revising its pricing policy particularly in the areas of electricity and petroleum. The domestic prices of petroleum are now adjusted once a month to reflect international prices. The electricity prices were recently revised bringing the average price of electricity to the highest level in the region after Indonesia.  This should make these SOEs more attractive.

7.
Multilateral and bilateral support of PSD  
The major donor funded projects and programs in PSD can be divided in support measures directed at the micro level or enterprise/entrepreneur development, support of institution building and capacity development to improve the enabling and regulatory framework, and infrastructure services for PSD. For a complete overview, see annex 10, Main Donor Partners and annex 12, Foreign aid disbursements. Sources are Ministry of Economic Affairs (data from 2000) and PRS (2002).

7.1
Development support at the micro level

Donor support to development at the micro level is mostly directed at rural development, i.e. agricultural development including transforming of plantations, and fisheries development including coastal resource management. Most heavily involved is ADB but bilateral donors are also registered. If the district development programs (REAPs) are included, the bilateral donors involved in primary industries comprise Japan, Sweden, Netherlands, Germany, and Norway in addition to IFAD.  IFC supports agricultural marketing. ADB as well as Japan, Germany and Sweden support separate fisheries development initiatives. Micro-credit services, mainly to empower the poor to better manage risk, are primarily provided by ADB, Japan and Canada. In addition, a number of NGOs are involved in support of the very smallest entrepreneurs with financial services as well as various forms of business-related training, product development and marketing in a local setting.

SME development is supported by ADB, World Bank, UNDP, Japan and some unidentified bilateral donors.  It is not possible to identify to what extent BDS or BSS are included in these programs. However, many donors support various schools and institutes of education or training (World Bank, ADB, UK, Japan, Germany, Norway). Vocational and technical training are supported by Norway, Germany, ADB and the OPEC Fund. No donor support of education in marketing and business management is identified. There has apparently been a marked increase in donor support for SMEs in the last couple of years.

7.2
Support of institutional development for PSD

ADB, IMF and World Bank are heavily involved in support of financial management reforms (revenue and public expenditure) and economic reforms (trade and investment policy, labour market legislation, financial sector reform, public enterprise reform). Institution building in trade related programs is provided primarily by the World Bank and Asian Development Bank, but also UN/UNIDO and bilateral agencies such as USAID, SIDA, CIDA and NORAD. Japan and Germany also provide bilateral support. Industrial and tourism policy receive support by several bilateral donors, ADB and UN agencies. Legal and judicial reform is supported by World Bank.

7.3
Support of infrastructure for PSD

ADB, World Bank, Japan and Germany are involved in power sector reform. ADB, Japan, Sweden and Norway cover rural electrification.  Also involved in the power sector are UK, Korea, and Germany.  ADB and Japan are dominant among the donors. Improving access to telecommunications services is supported by Japan and IFC whereas Japan, Sweden and Norway cover internet connectivity. Japan supports the largest programs. Water resource management is an area that involves ADB, Norway, Japan, Netherlands, and EU while ADB, UNDP, Japan and Germany support better water supplies, sewage and sanitation. Roads development is supported by ADB, Japan, Sweden, Kuwait, and Korea. Ports development is covered by ADB and Japan. For a complete infrastructure support overview, see Annex 12.

8.
Relevant areas for Norwegian support of PSD

8.1
Present Norwegian development co-operation with Sri Lanka: 


A brief overview

The main priority areas for Norwegian development co-operation with Sri Lanka have been identified as peace and reconciliation including human rights and good governance, and economic development through productive sector development and sustainable employment. Gender equality and environmental sustainability are crosscutting concerns. Financial and technical assistance in the private sector is directed at SME development, IT development, HRD (competence building), good governance and institutional capacity building. The programs, including those in the planning stages are presented in the box below.

Present Norwegian Development Co-operation with Sri Lanka: A brief overview

INDUSTRY AND LABOUR

NORAD’s Matchmaking Program (MMP)

The MMP facilitates the establishment of joint ventures between Norwegian and Lankan enterprises, first of all SMEs. The concept is to foster technology transfer, and exchange of management and business skills through assistance in the formation of business partnerships. The MMP targets long term investments and excludes pure export/import projects. By means of an extensive network of enterprises in the two countries, search for enterprises that can be matched is conducted initially by means of circulation of business profiles, to be followed up with site visits. If and when interest is expressed, various financial support modalities are available to facilitate the process towards a match. In the Norwegian part, the MMP is the administrative and financial responsibility of NORAD but the day-to-day operations are executed by a private consulting firm in Norway (NB-Partner AS, with CCC as the local contact point). Since its beginning in the mid-1990s, 120 Norwegian and 96 Lankan business profiles had by 2000 been received, and 104 matches made. Sixteen co-operation agreements had been signed, and an equal number were in the pipeline.

Norway – Sri Lanka Industrial Networking Project

NORAD assists CCC in identifying business interests and promoting joint business ventures between Norway and Sri Lanka. Match-making is the key activity of the project. 

Norfund

NORFUND is the Norwegian Risk capital Fund for Developing Countries established for operation from 1998. NORFUND has chosen Sri Lanka as one of its co-operating developing countries, and started its involvement as investor with USD 5 million in a local venture fund, to invest in SMEs, and as direct investor in the energy sector where Norwegian investors are partners. The NORFUND concept is to enter potentially profitable projects during a critical phase of the project cycle with risk capital where others may shy away due to the risk profile. It is not part of the ODA budget, but complements the ODA-financed PSD modalities. In Sri Lanka, Norfund offers capital through a local venture fund, Ayojana, and plans establishing a new fund for equity investments. Both through Aureos (joint Norfund & CDC).
Quality assurance (standardization/certification) in selected export industries through UNIDO 

The main focus is on development of an industrial metrology laboratory and laboratories for rubber/plastics and textile/apparel.  Other components include development of local competence and capacity to comply with international environmental standards and improvements of laboratories for quality testing in the food and leather industries.

Bata Atha Leather Complex 

The program will provide a Central Effluent Treatment Plant (CETP) and the necessary infrastructure to relocate the leather industry, presently being located in and around Colombo, at Bata Atha. The government provides the infrastructure, while the private sector (SLAT Pvt. Ltd.)  is looking after the infrastructure within the complex and covers the costs of relocation of industries. NORAD provided a grant of NOK 7.985 million to the government to finance the CETP. 

National Cleaner Production Centre

Norway has agreed to support a National Cleaner Production Centre in Sri Lanka. The total cost of the project amounts to NOK 17.0 million of which Norway provides NOK 13.0 million. The key objective is to improve the quality of industrial outputs in Sri Lanka to international standards. The project aims at setting up a cleaner production centre, staff training, data base development and surveys and business plan development.

Rural Development Southern Provinces (REAP)
Infrastructural support and support of PSD through Chambers of Commerce. 

Hambantota Enterprise Service Centre

Key project activities include the establishment of the Enterprise Service Centre, provision of equipment & staffing, training and studies. The improved capacity of the Centre will enable it to deliver quality service to private entrepreneurs to develop their businesses. NORAD has provided NOK 3.6 million.

Wood Working Industry in Moratuwa

Norway has agreed in principle to support the improvement of the wood working industry in this area. A proposal is submitted by the Ministry of Industries. Institutional support by National Institute of Technology (TI), Norway.
Support to Apparel Industry in Sri Lanka

The concept is to improve marketing and product designs in the apparel industry in order to be more competitive in global markets. The project includes financial assistance to GOSL to set up a textile design course at the Moratuwa University and training of marketing personnel in the private sector. 

Preparation for regional and international (WTO) trade negotiations

Programs supported in the Sri Lanka Institute of Information Technology include seminars (for public and private sectors) aimed at capacity building in preparation for WTO negotiations and regional trade. 
ENVIRONMENT AND ENERGY

Integrated coastal zone management project - Hambantota

Implementation of the project, supported by NORAD at the amount of NOK 10.72 million started in 2002. A Norwegian institution, NIVA, co-operates with a local organisation in competence enhancing activities. Key activities of the project include coastal zone plan for Hambantota, Mawella lagoon and Hambantota sand dunes, studies & environmental monitoring, capacity building and institutional strengthening. 

Institutional Strengthening of the Oil Spill Contingency Management of the Marine Pollution Prevention Authority (MPPA)
The project aims at minimising marine pollution caused by oil spill and improve the MPPA institutional capacity. Key activities include the revision of oil spill contingency plan, mapping of sensitive coastal areas, risk study & impact assessment of oil spill, combat and clean up capacity building, law enforcement and MPPA strengthening. NIVA, Oslo is a partner of the project providing technical assistance. 

Delimitation of Continental Shelf of Sri Lanka
NORAD is supporting a study to formulate a proposal for an international claim by Sri Lanka. 

Electricity to plantations – Intermediate Technology Development Group

The objective of the recently completed project was to provide access to electricity to the plantation worker communities for domestic lighting and income generation activities through demonstrations of the viability of community based off-grid hydropower schemes.

Vavuniya Grid Substation Project

The project, financed through mixed credit facilities, was implemented by Ceylon Electricity Board in 2000-2001. The Norwegian supplier was ABB Kraft AS.

Nividhu Developer of small hydropower plant

Norwegian investors are Trondheim Energiverk and Norfund with 30% ownership. The first 2MW power plant came into commercial operation in May 2002.

HUMAN RESOURCES DEVELOPMENT

Vocational Training Rehabilitation in the Ampara district

The project, implemented in 1997-2000 was part of the reconstruction and rehabilitation in the North and East. One district VT centre and 17 divisional VT centres were established.

Vocational Training Centre Plantation Area 

The objective of the project, which started in 1997, is to provide vocational training facilities to the youth in the plantation area. 

Technical and managerial education and training

Feasibility study financed for capacity building at Oceanic and Fisheries Research Institute.

Development of Higher Education

Recognising the invaluable role that educational institutions play in growth and development, Norway has recently been granted NOK 11 million to computerize student enrolment and the administration of the Universities of Moratuwa, Ruhuna (Matara) and Colombo. Technical assistance is provided by a Norwegian company, Ergo Enet. 

Distance Education for Public Servants

The goal of the program is to contribute to GOSL efforts at good governance by strengthening administrative capacity for devolution for power, economic growth, strengthening of democracy and peace in the country.  The activity aimed at upgrading the skills of the estimated 100 000 public servants in Sri Lanka.

IT/ICT
Financial and technical assistance is provided in the establishment of computer based student enrolment and administration system at universities. A Norwegian company, Ergo Enet, provides technical assistance.

PEACE, RECONCILIATION AND HUMAN RIGHTS

National Integration Programme 

The purpose of the program is to achieve acceptance of the multi-ethnic nature of Sri Lankan society and the need for power sharing and local democracy; the need for equitable distribution of development resources between the various communities and geographical areas of the country.

Secretariat for co-ordination of the peace process

The Ministry of Foreign Affairs, Oslo, provides financing of a secretariat for co-ordination of the peace process in the Prime Ministers office.

National Peace Council 

The activities supported relate to peace building. 

Hameed Foundation

In preparation for post conflict reconstruction, research is undertaken on infrastructural needs in conjunction with the International Peace Research Institute of Oslo. Other activities include the establishment of an Internet library and web page related to peace issues. 

Institute of Human Rights (IHR)

The activities aim at promoting greater awareness and realisation of human rights at the national and regional level. 

Peoples action for free & fair elections (PAFFREL)

PAFFREL is a non political independent organisation formed in 1987 by a group of NGOs with the objective of developing nationwide campaigns against political violence and to create an environment for free and fair elections in Sri Lanka. A proposal to support has been accepted in principle.

People's Peace Front  (PPF)
 

The People's Peace Front was formed in 1999 and is a coalition consisting of more than 110 civil organisations.  The project being supported aims at convincing the people of Sri Lanka of the importance of negotiated settlement of the ethnic problem and influencing the opinion of the general public towards opposing the violence during the period of election. 

National Christian Council

The overall goal of the project is to build up good relationships among people across the ethnic divide. 
8.1.1 Proposals for adjustments to ongoing programs in private sector development
The team did not have the opportunity to undertake a systematic and thorough review of the present PS programs for the purpose of proposing adjustments. The team recommends that a review is done as part of the following-up of the report. The programs should be reviewed with respect to whether they contribute to creating an enabling environment in areas that are most urgent from the point of view of employment generation.

However, based on a somewhat incomplete review, the team suggests that the following adjustments should be looked into.

TABLE A. PROPOSALS FOR ADJUSTMENTS IN ONGOING PROGRAMS


Area/Program
Proposed adjustments
Financing and relevance for Norwegian Private Sector

1. The Framework: Institutional Development



Delimitation of the continental shelf/Sri Lanka's definition of its rights to marine resources beyond 200 miles EEZ, where NORAD has supported an initial study.
Further NORAD support should be considered to develop GoSL capacity to negotiate internationally.
Norwegian financed fund (UNCLOS) with UN, New York?

If Sri Lanka succeeds, investment opportunities for Norwegian companies?

2. The Framework: Infrastructure



3. The framework: Skills development



Vocational and technical education and training where NORAD has supported programs at local level, including through NGOs. 


Institutional support of co-ordinating body in central administration of GoSL, TVEC, should be considered. (It represents a focal point for dialogue.)
Financing: Regional allocation.



4. Enterprise Development: SMEs



5. Agri-based development



6. Fisheries based development



7. International Trade



Preparation for WTO and other international trade negotiations
Other bilateral donors, ADB, WB involved. Need for more donors unsure, but should be looked into.
No.

Quality assurance (standardization / certification) through UNIDO
The possibility to expand the program to other branches should be looked into.
?

8.2
Proposals for new priorities in private sector development

In table B below, we introduce new priorities for consideration. In table A above, adjustments of ongoing programs were proposed. Both tables include proposals that will require bilateral funding (the regional allocation) and co-operation with the Norwegian private sector on commercial terms. An overriding guideline in our search for improvement in the PSD co-operation between Sri Lanka and Norway has been to identify areas or programs that could facilitate exchange of ideas and discussions on the framework for PSD in addition to funding or technical assistance to single programs or projects.

TABLE B.
PROPOSALS FOR NEW PRIORITIES 
Area/Program
Approach
Financing and relevance for Norwegian Private Sector

1. The Framework: Institutional Development



* Improvement of labour relations, by many perceived as the most important obstacle for PSD: 

Tri-partite co-operation between Confederation of Norwegian Business and Industry (NHO) together with Norwegian Confederation of Trade Unions (LO) and Federation of Employers and trade unions in Sri Lanka.

Alternative: ILO, new  tri-partite program for SAARC (institution bldg & training)


* Improve working conditions.
The idea is to build on goodwill from Norway’s role in conflict to ease the relations in Sri Lanka. Improvement of working environment could be an additional component. Ref. Minister of Labour's visit to Norway in April 2002. Team suggest proposal to GoSL.

Possibly T.A through ILO.
Direct involvement by Confederation of Norwegian Business and Industry (NHO) and Norwegian Confederation of Trade Unions (LO).

Financing: Regional allocation?

Financing: MfA allocation?



* Development/reform of land, property and chattel registers, critical for access to credit and reduced transaction costs.


Embassy considers involvement. Team agrees. Norway could offer to GoSL consultancy assistance to review options for appropriate institutional framework (centrally and locally)
Relevant for Norway Registers Development and associated institutions.

Financing: Global allocation?

* Reforms of public requirements regarding accounting and auditing as present system deprives GOSL of significant income in taxes and do not offer a level playing field.
Possibly support through other donors or the international organization for auditor generals.
Financing: MfA allocation?

* T.A. to capacity building in export associations and government agencies, if not sufficient donor support already.
Possibly involvement of Norwegian Trade Council?

Possibly support through UN system?
Financing: MfA allocation?

* T.A. to chambers of commerce, esp. for BDS, to be continued provincially.
Provincially through REAP.


2. The Framework: Infrastructure



Energy, an area high on the list of obstacles for PSD: 

* Institutional development with ref. to power sector development and reform. In CEB, phases 1 and 2, development of the legal framework and establishment of the organizational structure for the sector is well under way. Phase 3, will be implementation/reinforcement of the org. structure. Operationalization of the regulatory unit that will monitor the development an area where Norway has pioneered and therefore possesses specialized tech. assistance competence.

* Power supply to war affected areas that must be subsidized in the short term

* Possible future oil exploration (Off Western Coast)


The embassy has offered assistance. Team agrees. Direct NORAD support or co-financing with ADB considered.

NORAD support may be proposed.

Technical assistance under a Institutional Cooperation Program.
Institutional development relevant for Norwegian Water Resources and Energy  Directorate (NVE).

Financing: Regional allocation?

Possible mixed credit (untied). Norwegian corporations will be interested

Advisory assistance by 

Norwegian Directorate of Petroleum relevant.

Financing: Regional allocation.

Norwegian corporations may be interested on commercial terms in future.

Telecommunication, where the development is going in right direction. The present capacity is, however, insufficient especially to match  the ambitions within the IT-sector

Support of further reforms and development is needed
NORAD support not relevant.

Public-private-partnership such as BOT, BOO relevant.
Norwegian competence and technology could find a market connected to further develop the telecommunications infrastructure in Sri Lanka.

Norwegian corporations may be interested on commercial terms

IT/ICT, where Sri Lankan relatively well educated workforce has a good potential to compete internationally:

* Development of IT policy.

* Sri Lanka Institute of Information Technology/Colombo Plan:Regional e-service network for business and SME promotion; ICT training for up to 4 years
Request received by Embassy. Co-financing with Sweden?

NORAD has received request for support. Team recommends funding be considered.
Financing for both initiatives: Regional allocation?



Transportation
* Rural roads, identified as major obstacle to income generation in less developed districts.



* Toll roads , where the legal framework for implementation with private capital is under preparation

* Water transportation, to promote tourism and alleviate traffic on congested roads along Western coast, but also elsewhere.

* Ports and harbours, ie Colombo port and various smaller harbours
Team recommends proposal to GoSL for T.A. & financing.

BOT, BOO may become relevant in longer term.

Plans about to be developed by GoSL for ferry transport, mainly for tourists. Embassy expects request for support of feasibility study.

Plans for rehabilitation of old and construction of new harbours exist. Funding ADB & Japan assumed sufficient.
Norwegian expertise is considerable. Co-financing with a multilateral finance institution such as ADB should be considered.

Financing: Regional allocation for T.A. Mixed credits (untied)? 

The economic viability for the time being is questionable.

Co-financing with other donors/ banks could be considered. Norwegian investors may be interested in supply of boats on commercial terms. Norwegian designed drafts have proven competitive; could be of interest for joint ventures if such operations prove feasible.

Norwegian corporations may be interested on commercial terms.

3. The framework: Skills development



* Education in marketing and business  management, identified as lacking by PS (one marketing institute, largely absent in universities)
Team suggests proposal to GoSL for feasibility of TA in development of education in marketing and business management.

Feasibility support to Norwegian corporations that consider branch-training recommended
Bedriftsøkonomisk institutt?

Financing: Regional allocation?

Dale of Norway is about to start in knit-wear

4. Enterprise Development: SMEs

* BDS/BSS, an area identified by PS, GoSL and donors as important to improve. ADB approach perceived as good.


* SME development with involvement of Sri Lankans in Norway who may want to repatriate to SL and establish, eg in fish processing (Tamils in Finnmark)


* SMEs and exports: No direct support to "newcomers" recommended, as SME first must development marketing competence on domestic markets.
Team proposes co-financing with ADB of component in SME development program (loan no. SRI 33246-02) that is being considered by Embassy.

ILO's program "Improve your business" may be considered.

Information of opportunities for support by NORAD & NB Partners to  Associations of Sri Lankans

No NORAD support  recommended unless linked to larger companies.
Financing: Regional allocation?

Possible involvement of associations of Sri Lankans in Phase 2? 

Financing: PSD allocation Linkages (sub-contracting etc.) possible with Norwegian corporations on commercial terms?

5. Agri-based development



Further consideration of support of agriculture development to await ongoing review by Norwegian MoFA.



6. Fisheries based development



Mapping of resources, as present data are old and incomplete
Team recommends proposal to GoSL. Co-financing with Sweden possible.
Marine Research Institute, Bergen, under present Institutional Cooperation agreement with NORAD?

Financing: Regional allocation?'

Financial support to test fishing by Norwegian trawler owner on unexploited species considered by Embassy.

Quality improvement of dried fish in small scale fisheries to substitute imports 
Team proposes new program to GoSL. Financing of TA for  improvements of processing  through local Chambers of Commerce.
Possibly under Institutional Cooperation agreement NORAD-Fisheries University, Tromsø. Alternative: FAO, INFOFISH or Iceland Aid  (relevant experience from Maldives?).

Financing: Allocation MfA?

Fishing harbours. Rehabilitation of existing and development of one new harbour for international services.
Norwegian PS only.  Financing secured by ADB and possible JICA.
Norwegian corporations on commercial terms?

Freshwater fish farming (tilapia)
Norwegian PS only.


Integrated shrimp farming development, incl. curing of diseases.
Funding by NORAD?
Norwegian competence? Possible through present Institutional Cooperation MFI/Fisheries Directorate?

7. Tourism



Infrastructure support. See eg transportation.
Norwegian PS only.
Possible interest for Norwegian companies?
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Meetings held by the Study Team

16. May 2002, Oslo:

Inception meeting and phone conference with Special PSD Advisor Dag Larsson at NORAMB, New Dehli, at NORAD, Oslo with study team and NORAD officers with project relevant expertice: Morten Svelle, Director, Asia Region, NORAD, Eli Moen (EM) NORAD (Team Leader for Sri Lanka PSD study), Harriet Solheim, NORAD,  Ole Hillestad (OH), ABB and study team member, and Stein Hansen (SH), NCG AS, team secretary.

03. June 2002, Oslo:  

Meeting with NB Partner AS about the experience with the NORAD Match Making Programme (MMP) in Sri Lanka. Inge Reithaug and Jan Hegsvold, NB-Partner AS, EM and SH, Sri Lanka Study team.

DATE

TIME
ORGANISATION
CONTACT PERSON

14th,  June 
10.00
Lanka Transformers
67,  Park Street,  Colombo 2
Mr. U.D. Jayawardena
Director

14th,  June 
12.30
AFI  (Alloy Fabricators International (Pte) Ltd)
Embassy
Mr.  Wicky Hewawitharana
Managing Director

14th,  June 
14.30
Ministry of Fisheries and Ocean Resources
Maligawatte Secretariat,  Colombo 10
Mr.  S.C. Mannapperuma
Secretary to the Ministry

17th,  June 
10.00
Asian Development Bank  (REAP)
ADB Office,  Galle
Mr.  W.M. Leelasena
Project Director

17th,  June 
01.30
Local Chamber of Commerce
Lighthouse Hotel,  Galle
Azmi Thassim

18th,  June 02
09.00
The Colombo Plan Secretariat/
Sri Lanka Institute of Information Technology
13th  Floor, No. 28,  St. Michaels Road,  Colombo 3
Dr. M. Molanejad – Director
Mr. Lalith Gamage –

 Managing Director

18th,  June 02
11.00
Canadian High Commission
6,  Gregory`s Road,  Colombo 7
Mr.  Suren Ragawan
Commercial Officer

18th,  June 02
13.00
Sri Lanka Tourist Board
80, Galle Road,  Colombo  3
Mr.  S. Kalaiselvam
Director –

 Planning & Development

18th,  June 
15.30
De-Briefing
Embassy


18th,  June 
19.00
Dinner at Beach Wadiya


19th,  June 
9.00
FAO  (Food and Agriculture Organisation of
The United Nations)
202, Bauddhaloka Mawatha,  Colombo 7
Mr.  Mazlan Jusor
FAO Representative 

in Sri Lanka

19th,  June 
15.00
 FCCISL (Federation of Chambers of 
Commerce & Industry of Sri Lanka)
Level 3, No. 53,  Vauxhall Lane,  Colombo 2
Mr. Samantha Abeywickrema
Secretary General

20th,  June 
14.00
Bol  (Board of Investment)
25th  Floor,  West Tower, World Trade Centre,  Colombo  1
Mr. 
S. jAYASURIYA, DEPUTY
 DIRECTOR GENERAL
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List of Informants
Asian Development Bank, Sri Lanka Resident Mission:

· John R. Cooney, Country director, Phone: ++ 94-1-387055, ++ 94-77-394518
jcooney@adb.org
· Shenuka Chanmugam, Economist, Phone: ++ 94-1-387055, schanmugam@adb.org
· Rune Strøm, Head, Energy Operations, Pakistan and Sri Lanka, 

Phone: ++ 632-632-6342, rstroem@adb.org 

Ministry of Enterprise development, Industrial Policy, Investment Promotion and Constitutional Affairs:

· Ranjit Fernando, Secretary, Phone: ++-94-1-436123, mindsec@sitnet.lk
Ministry of Fisheries and Ocean Resourcers:

· S.C. Mannapperuma, Secretary, Phone: ++-94-1-327060, secmo@sinet.lk
· Hettiarachchi, Director, Phone: ++94-1-1329666, expofish@diamond.lanka.net
Ceylon Fisheries Corporation:

· Daya Muthukwmarana, Chairman, Phone:++94-1-523689/523227, cfcc@sitnet.lk
National Aquaculture Development Authority of Sri Lanka:

· A.M. Jayasekera, Director General, Phone ??94-1-675318, aqua1@eureka.lk
Ministry of Planation Industries:

· K.A.S. Gunasekera, Secretary, Phone: ++-94-1-445397, kasmp@eureka.lk
The Ceylon Chambers of Commerce:

· Chandra Jayaratne, Chairman, Phone: ++-94-1-421745, Chandra.jayaratne@chamber.lk
· Deva Rodrigo, Deputy Chairman, Phone: ++ 94-1-421745-7
Chamber2@sri.lanka.net
· M.S.C. Atton, Deputy Secretary General, Phone: ++ 94-1-429190
atton@chamber.lk
· Kishani Kalupahana, Legal Council, Phone: ++ 94-1-380154
kishani@chamber.lk
· Gayathri Gunaruwan, Consultant economist, Phone: ++ 94-1-380152
gayathri@chamber.lk
· Tilak de Zoysa, Managing Director, Associated Motorway Group, 
Phone: ++94-1-433371, tilakdez@amwitd.com
National Development Bank:

· Nihal S. Welikala, Director, Phone: ++-94-1-448889, nihal.welikala@ndb.org
· L. Somaratne, Asst. General Manager, Phone: ++-94-1-440175, al.somartne@ndb.org

Board of Investment Sri Lanka:

· Santhusht Jayasuriya, Deputy Director General, Phone: ++94-1-430511
santhusht@boi.gov.lk
· Shanta Jayasinghe, Manager, Phone: ++94-1-346245, infoboi.itmin.com

· Joan Romayne de Alwis, Director-Promotion, Phone: ++94-1-388953
romaynea@boi.gov.lk
Bureau of Infrastructure Investment:

· Chandra Perera, Executive Director, ++94-1-346091, chandrap@bii.lk
· Amali Rajapaksa, Transactions Manager, Phone: 94-1-346091, amalir@bii.lk
Tertiary  & Vocational Education Commission (TVEC):

· P.M. Leelaratne, Director General, Phone: ++94-1-882125, tvec@sit.lk
Sri Lanka Export Development Board:

· L.S. Geoffrey Tillekeratne, Director General, Phone: ++94-1-300713,
geoff@edb.tradenetsi.lk
· Indumini Kodikara, Business Information Executive, Phone: ++94-1-300702,
indumini@tradenetsi.lk
Sri Lanka Tourist Board:

· Paddy Withana, Chairman, Phone: ++94-1-437759, ch@sri.lanka.net
· S. Kaliselvam, Director/Planning and Development, Phone: ++94-1-437062Ctb-plan@sitnet.lk
· G.K. Amaratunga, Project Coordinator, Phone: ++94-1-380941, undpwto@sitnet.lk
Sri  Lanka Institute of Information Technology:

· Lalith B. Gamage, Managing Director, Phone: ++94-1-301903, gamage@sliit.lk
· Sirimevan Eidyasekera, Senior Lecturer. Phone: ++94-1-301904, drw@sliit.lk
The Colombo Plan Secretariat:

· M. Molanejad, Director, Phone: ++94-1-564448, cplan@sit.lk
· U Sarat Chandran, Secretary – Chairman, Phone: ++94-1-564448, cplan@sit.lk
Embassy of Sweden Colombo:

· Peter Troste, First Secretary, Phone: ++94-1-688452, peter.troste@sida.se
Canadian High Commission:

· Suren Raghaven, Business Development Officer, Phone: ++94-1-695841,
surendra.raghaven@dfait-maeci.gc.ca
Ceyland International (PTE) LTD:

· W. Hewawitharana, Managing director, Phone: ++94-1-622630, afil@eureka.lk
Industry Insight (PVT) LTD:

· W.C. Dheerasekera, Managing Director, Phone: ++94-1-714098, dheera@slt.lk
Nividhu (Pvt) Limited (Lanka Transformers Ltd):

· WDAS Wijayapala, Manager – Hydropower Projects, Phone: ++94-1-695007,

anura@iee.org
New World Gem (Pvt) Ltd.

· Nawrooz Azmi, Director, Phone: ++94-1-727288, basil-newworld@panludca.net
Federation of Chambers of Commerce and Industry of Sri Lanka and

Japan Lanka Industrial Development Centre (JLIDC):

· Nihal Abeysekera, Senior Vice President, Phone:++94-1-304253, fccisl@pan.lk
Hemas Holding (Pte) Ltd:

· Husein Esufally, C.E.O. Phone: ++94-1-437084, husein@hemas.com
Don N. Samaranayaka, Economic and Financial specialist, Phone: ++94-1-884314, tilaks@slt.lk
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Terms of Reference
Study on

Private Sector Development (PSD) and Prospects for Norwegian

Trade and Investment Interests in Sri Lanka (phase 1).

Background

As part of the renewed emphasis on private sector development in its countries of co-operation, NORAD will, together with Norwegian trade and industry, undertake a two-phased study on PSD in Sri Lanka. Phase I will focus on the enabling environment for PSD including investment climate and private sector development policies as well as physical and social infrastructure, and will take into consideration present areas of co-operation and the efforts of other donors. It will include an assessment of areas of co-operation where Norwegian private sector organizations or enterprises can enhance the development effects in terms of poverty reduction. Phase II will assess investment or commercial opportunities for Norwegian enterprises, not restricted to Norwegian Governmental development co-operation. This ToR covers phase I.  

In phase one of the study there is a need to explore the possibilities and constraints for broad based economic growth in primary, secondary and tertiary sectors on a general basis and within the guidelines given in the Strategy for Norwegian Support of Private Sector Development in Developing Countries. Due consideration must be given to the national policies and the national strategies of Sri Lanka, including the Poverty Reduction Strategy Papers.  The study may consider new areas of co-operation between Sri Lanka and Norway beyond the sectors stated in the Memorandums of Understanding and other agreements between the two countries, if relevant.  Areas of consideration in this respect are areas representing obstacles for PSD where Norway may have special competence. NORAD has the overall responsibility for phase I. An adviser from the Norwegian trade and industry will participate.

The objective of phase two is to study the possibilities for enhanced Norwegian investments and trade relations with Sri Lanka. Phase two of the study will be carried out by a team under the leadership of a representative from Norwegian trade and industry as represented by the Confederation of Norwegian Business and Industry (NHO). Terms of Reference for phase two of the study on PSD will be drawn up by the NHO and communicated to NORAD for perusal and comments. 

Purpose

The team shall present an analysis covering:

A general assessment of the Sri Lanka's resource endowments and comparative advantage, its investment climate and the industrial and private sector development  policies as well as physical and social infrastructure
, including bottlenecks and opportunities for private sector development and possible areas of future co-operation for further discussions with government and private sector representatives.  The assessment should comprise all levels as identified in the NIS, i.e. the international level including international markets, the national level covering the macro economy and physical and institutional infrastructure, and the micro or enterprise/entrepreneur level in the formal and informal sectors.

A more thorough assessment of areas of actual or potential co-operation between NORAD and Sri Lanka including assessment of the efforts of the Sri Lanka itself as well as those of other donors, ending up with proposals for possible areas of increased Norwegian support.

An assessment of relevant areas for possible contribution by Norwegian business organizations or enterprises as providers of competence enhancing activities (agents for service delivery) in order to strengthen the ongoing Norwegian support
.

Since this is a standard mandate covering several countries, the extent and depth of study must be adjusted to the situation and the need of Sri Lanka.  Second hand data from recent studies may be utilized provided acceptable validity and reliability. 

Methodology/implementation
The team of phase I will comprise an external PSD consultant, an adviser with experience from Norwegian trade and industry, and NORAD employees to be designated by NORAD management.

The team shall through interviews and written material, collect data and information from relevant sources in Norway, Sri Lanka and in third countries. The team shall familiarise itself with relevant policies and strategies in Norway and in Sri Lanka as well as the current programs of development co-operation between Sri Lanka and Norway that is of relevance for PSD. The team should consider consulting written material by NORFUND, UN agencies such as UNDP, WTO, UNIDO, UNCTAD, ITC, FAO and IFAD, academic circles involved with PSD issues, the World Bank Group and relevant regional development banks as well as Norwegian enterprises and organizations present in Sri Lanka. As informed above, second hand data may be used, and the extent and depth of study must be adjusted to the situation and the need in Sri Lanka. 

Before leaving, the team shall achieve a thorough knowledge of the Norwegian Strategy for Private Sector Development and other relevant guidelines as well as the Sri Lanka Government's PRSP, and relevant strategies for private sector development, if available. The members of the team travelling from Norway will meet in NORAD Oslo for a briefing before departure.

The team shall make sure that possible gender differences in PSD are covered in the interviews and brought forward in the recommendations.
The Norwegian Embassy in Sri Lanka will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available.

Time Schedule and Reporting

In total, the assignment will tentatively comprise approximately 20-25 working days including fieldwork. 

NORAD will receive a draft report not exceeding 40 pages (excluding attachments) within a  time limit decided with NORAD. The final report shall be submitted not later than 5 days after comments from NORAD have been received.

The report shall be prepared in English and will include an executive summary, not exceeding 5 pages, comprising an overview of the assignment as well as major findings, conclusions and recommendations and a list of informants with e-mail addresses and telephone numbers. The summary shall include findings and analyses regarding the development of the Sri Lanka private sector and recommendations for possible major areas of future bilateral support by the Norwegian Government and a general assessment of the opportunities for investments and trade. The summary shall suggest areas for enhanced efforts by NORAD and other Norwegian institutions, and areas for further investigation of possible future interest by Norwegian trade and industry. Possible areas of co-operation with other donors should be pointed out if relevant.

The team will give debriefings at the Embassy before departure and in NORAD Oslo.

The information and documentation collected and persons consulted should be presented and stored in a way that facilitate follow-up by the team responsible for phase II of the study, other consultants, NORAD Oslo, the Embassy and  Sri Lankan authorities.  

3.03.2002 

FAG/NSYS/CF&EM
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ANNEX TO TERMS OF REFERENCE ON PRIVATE SECTOR DEVELOPMENT AND PROSPECTS FOR NORWEGIAN TRADE AND INVESTMENT INTERESTS IN SRI LANKA (PHASE 1):  ADDITIONAL INFORMATION

Background

Sri Lanka was selected one out of three pilot countries for implementation of the Norwegian Government's PSD strategy, which came into effect in 1999. Dialogue on the priorities for Norwegian support to PSD in Sri Lanka took place mainly during 2000, both in Sri Lanka and Norway. These consultations have guided the Embassy in Colombo when developing an extensive PSD portfolio. In this context, the current study shall take into consideration the information collected and experiences gained during the last few years. 

The study shall provide the information considered necessary and sufficient as a background for the future Norwegian assistance to PSD in Sri Lanka.      

Scope of Work

The study and the organisation of work will follow the threefold purpose in the ToR. Operationalization of the work will start at the telephone meeting with the Embassy before the departure of the team members from Oslo and be completed at the inception meeting in Colombo. The scope of the work will also be completed in Colombo. 

Methodology/implementation

Due to the composition of the team, the team will be constituted in Colombo at the start of field work. The Embassy will engage a consultant to assist in providing background information and analysis of the information. Interviews will be requested to fill the void and to verify information after the team has reached an understanding of what information is available from the team-members and from the local consultant. Interviews will be considered with private sector organisations/institutions/enterprises; appropriate authorities; bi- and multilateral donors and financiers.

The Norwegian Embassy in Sri Lanka will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available. The Embassy will also contract a consultant as indicated above.

Team composition

Ms. Eli Moen


Adviser PSD/NORAD, Oslo, team leader.

Mr. Sven Rambøll

1.st Secretary, Norwegian Embassy, Colombo

Mr. Stein Hansen

Norwegian PSD adviser, secretary

Mr. Ole Hillestad

ABB Norway, PSD adviser

Time Schedule and Reporting

Field work: 8 June to 21 June 2002

Skeleton report 21 June 2002 

Draft report in “soft copy” not later than 5 August 2002. 

Final report not later than 5 days after comments from NORAD have been received.

14/05/02/DL/EM/HSV
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Legal requirements for establishing a business in Sri Lanka

The commercial law of the country is still governed by the Company’s Act No 17 of 1982. No major changes have been introduced to this Act by the government so far. The 1982 Company’s Law spells out in detail the requirements regarding the establishment of a business and its operation procedures, reporting requirements and dispute settlements.  A local investor is required to register and obtain a license under the Company’s Law of No 17 of 1982 to establish and operate a business in Sri Lanka. The investor is required to submit a Memorandum Of Articles to the business registration office to obtain a license. It must also specify whether the investment is a partnership with a foreign collaboration. In order to obtain the registration, the firm must satisfy the following requirements:

1. The approval of the Company’s name is required for a local limited liability company, both public and private.

2. A draft of the Memorandum and Articles of the firm must be forwarded to the Registrar of Companies.

3. If a firm is involved in the manufacture or trade of explosives, all documents granting permission from relevant authorities must be forwarded to the Registrar.  

4. A resolution must be submitted to the registrar in the event of any changes to the original objectives of the firm.

5. The firm must provide the registrar with the details of the registered office, particulars of the Board of Directors and the Secretary and the letters of consent to act as Directors and the Secretary.

6. A letter of Declaration attested by an Attorney of Law must also be submitted to the Registrar.

7. To obtain a registration, the firm must pay a fee depending on the authorized capital. If the authorized capital is less than Rs 2 million, the fee is Rs 8,130. The maximum is Rs 13,575 which applies beyond Rs 6.9 million authorized capital In addition, an administration fee of Rs 335 must be paid by all firms seeking registration. 

8. Every firm is required to submit Annual Reports, Directors Reports, Auditors Reports and Profit and Loss Accounts within 18 months of granting the registration. If these requirements are not met within the stipulated period, the Registrar can take legal actions which carry a maximum penalty of Rs 500 per day.

ANNEX  6:

Tax reforms

The new Government has announced a number of new tax  measures to rebuild confidence in the private sector with a view to encouraging its participation  in the economy, see Annex 10 for details. These measures include among others removal of Goods and Services Tax (GST) and National Security Levy and replacing them with Valued Added Tax (VAT).  :

1. Removal of Goods and Services Tax (GST) and National Security Levy and replacing them with Valued Added Tax (VAT).  The new tax came into effect on June 1, 2002.

2. Reduction of Company tax rate for companies with more than Rs 5 million assessable income from 35% at present to  30% from 2003 and to 20% from 2004.

3. Reduction of Company tax rate for small companies with less than Rs 5 million assessable income from 35% at present to 20% from April 2002.

4. Removal of 20% surcharge tax in the corporate 

5. Reduction of import duty surcharge from 40% to 20% from April 2002.

6. Removal of premium on tax evasion. This was introduced in the  2002 budget as a measure of mobilizing undeclared money into formal economy. The government is particularly interested in bringing this money into the housing sector where there is a growing demand for middle income houses. The tax rate applicable  is 20%.

7. Reduction of maximum personal income tax rate to 25% in 2003 from 35% before.

8. Increase in tax exemption threshold to Rs 240,000 in 2002 from  144,000.

9. Revision of the existing incentive scheme in the private sector, including:

· No new exemptions will be granted after April 2002, but existing exemptions will be honoured. This policy will apply to BOI as well as Non-BOI firms.

· Under the new exemption scheme, there will be no tax for three years and the tax rate during the next two years will be 10% and thereafter 20%, except for agricultural products and eligible exports winch will be taxed at 15% from the 5th year. This category includes agriculture, IT and allied services, electronics, industrial and machine tool manufacture, other designated enterprises, or investments over Rs 500 million; and

· A tax holiday for minimum of 5 years and maximum of 10 years for investments in infrastructure development (power, highways, ports and harbours, air ports, railways and water supply). The tax rate after the exemption period is 15%.

· Reduction of customs duty on maize to assist feed manufactures. 

10. Introduction of Capital Goods Entitlement Scheme to support the acquisition of capital assets by small scale entrepreneurs.

11. Establishment of Rural Economy Resuscitation fund to assist small and medium-scale entrepreneurs involved in the provision of economic and social infrastructure.

12. Establishment of a fund to support the marketing of rural products.

The 1996 budget introduced import duty exemptions on approved machinery and equipment imported by local industrialists. The limit is Rs 4 million for new enterprises and Rs.1 million for existing enterprises. This scheme is still in operation.

Tax reform overview

Tax Reforms in the Non-BOI Sector
BOI Industries

Tax Rate on Corporate income Between 1979/80 and 1991/92 :  50% of Taxable Income

1992/93: 45% of Taxable Income

1993/94: 40% of Taxable Income

1994/95 to 2001/2002 : 35%, 15% and 10%

35% tax rate applied to normal Corporate profits

15% and 10% were applied to companies that were engaged in exports of domestic products

In 1994 Companies were classified as “Quoted” and “Non-Quoted” 

The tax rates applied to profits remained the same for both categories.

However, the Advanced Cop rate Tax  (ACT) between the two classifications varied ( The ACT was introduced to collect tax in advance to meet expenditure requirements due to poor fiscal performance of the government).

Quoted Companies (listed in the Stock Exchange)

The ACT for companies paying 35% rate on taxable income was 54%.

The ACT Companies paying at the rate of 15% on Taxable income was 17%.

The ACT was 11% on companies 10% on Taxable Income.

Non-Quoted Companies 

The ACT for Companies paying 35% was 27%

It was 8% for companies paying at 15% and 2% for Companies paying at 10% on taxable income.

ACT can be set off against annual cop rate tax liability. If the amount collected as ACT was greater than the tax liability, the balance is carried forward for the next year. No refunds against the excess Act was granted.

The ACT has been removed with effect from April 2002 as it adversely affects the liquidity position of the firms.

(Other changes are as reported above. See 1-8 under tax reforms. Tax incentives are fully covered in the other column under BOI. Please note that the difference between BOI and Non BOI does not exist now).


Incentives offered to BOI at the end of 1996 were as follows:

Tax Holiday

Rs 500-1499 million             10 Yrs

Rs 1500-2499 million           12 yrs

Rs  2500-4999 million          15 Yrs

Above Rs 5000 million         20 Yrs

Tax Concessions  

1. Export Oriented Industries 

Export oriented industries are free of import duties, turnover tax and  excise duties on imports of machinery and raw materials. After the tax holiday, the tax rate applicable will be 15%.

An export oriented with Rs 50 million investment and providing employment to at least 50 persons and using advanced technology is entitled to a 5 year tax holiday followed by a concessionary tax rate of 15%.

A new company providing direct and indirect services with at least Rs 2.5 million and using advanced technology is entitled to 5 years tax holiday and concessionary rates thereafter.

A new company providing direct or indirect export services with at least 25 persons using advanced technology is entitled to 5 year tax holiday and 15% rate of tax for the next 15 years.

2. Tax Incentives for Other categories

A new company with minimum project cost of Rs 50 million, employment of at least 50 and exports consisting of 90% of its output is entitled for a concessionary rate of 15% for 20 years. The company is also entitled for exemptions on import duties,  turnover tax and excise duty on project related goods imported or purchased locally.

A service industry with exports consenting of 70% of its output (direct service industry) or sales consisting of 70% of its output to other export oriented industries (indirect service industries) and with Rs 10 million investment is entitled to a tax rate of 15% for 20 years. 

Housing projects with at least 100 units in four locations and with investment more than 50 million are entitled to tax at 15%.

3 Recent Changes in BOI Incentive Schemes

Import Duty exemptions on Capital goods and Raw materials.

Group 1.

1. Non traditional Manufacturing with Rs 50 million       investment and exports 80% of output: Import duty exemption on both capital goods and raw materials.

2. Export oriented Services with 70% exports: Same exemptions as in 1.

3. Regional Operating Services with 70% exports and providing two or more services to related business established outside Sri Lank: Exemption of Capital Goods exemption during projects establishment period. No raw material exemption.

5. Information Technology: Exemption on Capital goods, no exemption on raw materials.

6. Electronics with minimum 50 million investments and 80% exports: Exemption on both capital goods and raw materials.

7. Industrial and Machine Tool Manufacturing with Rs 50 million investment: Exemption on both capital goods and raw materials.

8.  Other designated Industries ( ceramics, glassware, mineral based, rubber based and light and heavy industries with Rs 50 million investment 80% exports and 50 employment: Exemption on both capital goods and raw materials.

9.  Small Scale infrastructure projects (power generation, 

warehousing and cold stores with Rs 50 million: Exemption on capital goods during project establishment; no exemption on raw materials.

10. Investment in excess of Rs 500 million in any industrial, agricultural and service industry or any other approved industry: Exemption on capital goods only.

Tax Incentives

The above investments will enjoy the following tax incentives:

Years 1-3:  0%

Years 4-5 105

Year 6 onwards 20% except export oriented agricultural and industrial enterprises which will be taxed at 1%. 

Group 2

Group 2 includes industries in designated areas including:

Power Generation and distribution

Development of

Highways

Sea ports

Airports

Railways

Water Services and

any other Infrastructure Projects

Incentives

Investment Rs 1,250-2,499:  tax holiday 05 years and tax after holiday 15%

2. Investment Rs 2,500-4,999 : tax holiday 08 years and tax after tax holiday 15%

Investment above Rs 5,000: (a) tax holiday 10 years and tax after tax holiday is 15%.

All these enterprises will receive exemption on capital goods during project implementation period. No exemption on raw material imports.
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Colombo Stock Exchange

Structure and Composition
Share trading in Sri Lanka commenced in 1886 with the establishment of the Colombo Share Brokers Association. It was renamed as the Colombo Brokers Association in 1984. In 1985, the Stock Brokers Association established a second trading floor. These two associations were amalgamated in  1985 under the name “Colombo Securities Exchange (GTE) Limited”. It was renamed as the Colombo Stock Exchange (CSE) in 1990. In 1991, the Central Depository System was established and in 1997, the exchange was modernized with the installation of a screen based trading system. The CSE was registered in 1998 as the 52’nd and member of the World Federation of Stock Exchanges.

The Board of Directors of the CSE consists of 9 members which include 5 elected members from the membership and 4 appointed by the Minister of Finance. The Chairman is elected from the Board members. The Board of Directors makes all policy decisions and trading rules pertaining to CSE.

The Securities and Exchange Commission Act No. 36 of 1987 created a regulator for the capital market and it was named as the Securities and Exchange Commission (SEC). It operates through a Secretariat headed by a Director General and he acts as the Chief Executive Officer. The Secretariat is comprised of five divisions: (a)  Finance and Administration, (b) Listing and Surveillance, (c) Clearing and settlement, (d) Marketing and Public Relation, and (e) Information technology. A Manager heads the first division, the next three divisions are headed by senior managers and the last division by an assistant General Manger. The IT division also has a second level headed by a manager. The SEC opened a branch in Matara in 2001 and it is headed by a Manager. The last tier  of the organizational chart consists of Assistant mangers and there are  Assistant mangers for each of the five divisions. 

Listing of Companies at the CSE is provided under 16 classifications. In 2002, the information and Technology sector was added increasing the number of sectors to 17. Among these sectors, the Banking and Finance sector accounts for the highest number followed by Manufacturing, Hotels and Travels and Plantations. The number of companies traded at the end of May 2002 stood at 242. The number of new listings in 1999 were five and in 2000 two. There were no new listings in 2001. 

The existing policy allows the listing of securities on the Main Board or the Second Board. The main Board listing requires a firm to have Rs 75,000,000 paid up capital and profits during three consecutive years prior to the listing. The Second Board listing is allowed for firms with Rs 5,000,000 paid up capital. The CSE also offers facilities to list non-listed public limited liability companies through Over The Counter Board (OTC).

Performance Indicators

The performance of the stock market since the latter half of the 1990s has been much less encouraging. A number of factors contributed the downfall. Of these,  continuing ethnic conflict, large budget deficits and rising debt financing from market borrowing, high interest on fixed income securities and lack of clear economic policy of the government were the main factors that influenced the market adversely.  In addition, the imposition of the 20% surcharge on corporate income tax from April 2001 further compounded the market deterioration. As a result, both the demand for securities  and the trading activities declined leading to lower market capitalization as well. 

There has been a significant improvement in market trends, however, during the latter half of 2001. According to officials of the Securities Commission, the market is doing well at  present compared to most other markets in the region and they expect this trend to continue due to two market favorable factors: (a) the possibility of a negotiated settlement for the ethnic conflict and (b) the new government’s commitment to revitalize the economy and promote the private sector participation in the economy. The following Table demonstrates the current trend stock market activities. 

Key Stock Market Indicators

1999
2000
2001
Jan – May 2002



Market Capitalization (Rs bn)

Number of New Issues

Number of Shares Traded (Mn)

Value of Shares Traded (Rs Mn)

      Domestic

      Foreign

Market PER (%)

Price Indices:1.CSEAll Share

                           Milanka 
112.8

5

486

14,842

9,317

5,525

6.6

572.5

937.5
88.8

2

449

11,049

7,922

7,922

5.2

447.6

698.5
124.0

Nil

74

14,842

11,433

11,433

7.5

621.0

1,031.0
N.A

2

392

9,756

7,514

2,242

8.7(May ’02)

684(May ’02)

1177.8 May’02)

Source: Central Bank of Ceylon and Colombo Stock Exchange.

Notes: The All Share Price Index indicates the price fluctuations of all listed companies. The  Milanka Price Index is based on size (measured by market capitalization) and liquidity (number of trades executed and the trading value as a percentage of the average market capitalization). This index was introduced in 1999 replacing the Sensitive Price Index (SPI). 
Market Participation

Local investors largely drive the stock market. However, there is considerable foreign interest in share trading although foreign participation fluctuates depending on the market trends. Until the beginning of 2002, more foreign sales were recorded than foreign purchases resulting continued net outflows. The net out flows amounted to US$ 23 million in 1998, US$ 13 million in 1999, US$ 40 million in 2000 and US$ 11 million in 2001. This trend has reversed  since the beginning of the 2202 with an inflow of little over US$ 1 million during January – May 2002 period.   

Foreign participation in stock trading began in 1990 and this was influenced by two policy decisions. First, the abolition of 100% transfer of Property Tax on share purchases by non- nationals. Second, the relaxation of Exchange Control on inward remittances for share purchases and outward remittances of surpluses on dealings in listed shares.  

Foreign investment in equity is permitted without restriction in listed companies up to 100% of the equity of each company except few the following categories:

Banks under the banking Act No 30 of 1988 – up to 60% of the equity

Companies approved by the Board of Investment (BOI) with an originally agreed ratio between non-national  and national shareholdings.

All insurance companies incorporated in Sri Lanka in terms of approval granted by the government – up to 90% of the equity.

Companies which restrict non-national participation beyond a certain limit with restrictive provision in the Articles of Association. 

Companies involved in residential housing and mining – 40% of the equity.

Foreign participation in debt securities is also not permitted.

ANNEX   8

Business education in Sri Lanka

Most of the business subjects are taught at schools to students  who are preparing for GCE (Ordinary Level) and Advanced Level (AL). The AL examination is held to select students for University Admission. These subjects include Economics, Commerce, Book Keeping, Typing and Word Processing and Information Technology.

Out of the 13 Universities currently offering degrees in the country, 11 Universities offer degrees in Business Studies in Sinhala Medium, 2 offer in Tamil Medium and 3 offer in English Medium. However, only a few students enroll in English Medium degrees. The government also provides programs towards degrees, diplomas and associate diplomas in Information Technology at the newly established Information Technology Center. In addition, the Post Graduate Institute of Management (PGIM) offers MBAs in business and personal management. It is the only institution offering local MBAs in the country at present.

Key Indicators of University Education (Selected Years)

University Education 
1994
1996
1998
2000

Number of Students

Number Graduating

  1.   Arts

Commerce & Management Studies

Law

Science

Engineering

Medicine

Dental Surgery

Agriculture

Vet Science

Architecture

New Admissions for Basic Degrees (No)


30,764

5,472

2,072

1,044

183

829

652

385

41

183

31

47

7,849
32,800

5,216

1,999

999

160

844

403

505

58

165

27

23

8,663
38,594

6,758

2,518

1,180

171

1,110

551

812

42

250

50

25

11,315
48,296

9,374

3,656

2,448

173

1,264

548

904

77

249

N.A

37

11,805



Source: Annual Report, 2000, Central bank Ceylon. 

In the past Technical Colleges also offered courses in business studies towards graduate diplomas, diplomas and associate diplomas. However, the current curriculum has removed the business education program from Technical Colleges, as they want to utilize their resources to strengthen technical education.

The National Institute of Business Management (NIBM) is the most recognized public sector institution providing  short term and long-term courses in business management. Currently it has a student population of about 1,500 in all levels. Students offering graduate courses, diplomas and associate diplomas number about 400.  It offers a large number of courses with particular focus on business and personal management combined with information technology, business economic and marketing. The programs are conducted in both sinhala and English medium. The graduate diplomas are in English medium.

Private Sector Role in Business Education

The private sector is very active in providing business education at graduate and under graduate levels. It is a growing as the demand for business and management studies is increasing due to loosing popularity of other professional such as engineering and medicine. 

A large number of students are also affiliated with foreign universities and they offer foreign degrees. About 10 of these institutions have good reputation, offer wide range of programs and facilities and supported by qualified staff. These include Royal Institute (affiliated with University of London), Singapore Informatics (affiliated with University of Cambridge and Thames Business School), American College of Education (affiliated with Texas University), Institute of Technological studies (affiliated with a number of American Universities) and the Australian College of Business Technology, a Branch of Maddock University, Perth, which allow students to enter Australian Universities, apart from Maddock, such as Monash and Deaking, after completing one year in Sri Lanka. Students who cannot afford the cost of tuition and living in Australia can complete the degree in Sri Lanka and obtain the degree from Maddock University. The average tuition in Australia ranges between A$ 8,000 to A$ 12,000 per year for a degree program. 

The following are some of the programs offered by these institutions:

Bachelors Degrees

Economics

Economics and Management

Management

Business

Accounting and Finance

Information Systems and Management

Law and Management

Business Administration

Diplomas

Advanced Diploma in Business Administration

Higher Diploma in Business Administration

Diploma in Business Administration

Other Diplomas in Public relations, Marketing, Secretarial Studies, Administrative management and Accounting Practices.

Marketing

Sri Lanka Institute of Marketing offers one and half year Diploma program under 3 stages consisting  12 modules. Students successfully completing the first stage will receive Certificate in Marketing, the second stage Advanced Certificate in Marketing and the final stage Diploma in Marketing. All subjects are offered only in English stream. About 500 students are currently registered with the Institute in all three stages. There is no degree program in Marketing.

In addition there are a large number of institutions offering computer related short and long-term courses. There are also a number of institutions offering lectures for students preparing for all parts of  the CIMA which is a very popular program in Sri Lanka. Most school leavers after G.C.E (O/L) seek qualifications in accounting by following this program. Institute of Marketing also offers lectures for all parts of CIMA.

According to sources in the business education field, approximately 3000 students are enrolled in business degrees or diplomas offered by institutions or colleges in Sri Lanka affiliated with foreign universities. About 500 students are studying annually in  overseas universities in UK, USA, Australia and India. 

The demand for graduates with business, commerce or management qualifications is not expanding in the private sector due to lack of growth in the private sector and the relatively small share of the organized private sector in the economy. As a result, business community is in a position to select the best candidates and they often come from those who obtained their qualifications from private institutions. In the case of graduates who completed their degrees from public institutions seldom get opportunities to join the private sector at the management level due to poor communication skills in English even though they may have a good command in IT. In the case of these students, the opportunities are limited outside the public sector or teaching in business studies.

Most of the employment opportunities in the private sector are at the middle level. School leavers with GCE (OL) or AL with a good command of English normally fill these positions. The on the job training provides necessary skills for them to gradually reach higher level of management which of course depends largely on efficiency and productivity of the person.

ANNEX  9

Rural credit and micro-finance

Rural credit Schemes are funded by three sources: Donor agencies, government and state and private sector banks. Most of these schemes were backed by government subsidies and the lending rate from such schemes remained around 12% at the beginning of 2001. During the latter half the Average Weighted Deposit Rate (AWDR) declined to around 15% and the lending by banks from  ADB funded and Government subsidized funds also increased. However, demand for credit rate offered by these credit schemes  declined in the  second half of 2001. Table 1 gives details of savings and lending of some selected credit institutions in 2000 and 2001. 

Savings and Advances of Some Selected Rural Credit Institutions (Rs Million)


Co-operative Rural Banks
Regional Development Banks
Thrift and Credit Co-op Societies
Sarvodaya

(SEEDS)
Janashakthi Bank

Hambantota
Sanasa Development Bank


2000
2001
2000
2001
2000
2001
2000
2001
2000
2001
2000
2001

Total Savings (a)


14,807
15,923
3486
4162
4205
4603
627
849
64
76
1,177
1,361

   Savings
10,870
11,717
2,227
24,778
1,718
1,976


21
26
194
262

   Special savings


590
729
917
963


26
33
12
9

   Fixed Deposits
3,937
4,206
668
956
729
802


0.6
0.5
810
929

   Shares




840
862


17
18
161
161















Total Loans Granted (b)


5,151
5,672
4414
4295
2845
2864
487
618
104
58
387
616

   Agriculture
941
931
544
509
269
296
87
71
36
28
4
3

   Animal husbandry
122
169
54
62
82
99
14
22





   Fisheries
19
18
39
63




0.4
2.6



   Small industries
274
299
391
339
156
195
31
62
2.1
9.3
10
8

   Bldg. Construction  ( c)
2991
3006
377
443
1428
1285


2.5
5.4
14
8

   Projects/ Commerce
182
180
603
522
273
301
94
269
58
11.1
139
231

   Others
622
1069
2406
2987
637
688
261
194
5.4
2.1
220
366

Total Savings at the end of the year. Total Loans granted during the year.                                                                 

Source: Annual Report (2001), Central Bank of Ceylon, page 235.

Out of the advances made by these institutions, agriculture, animal husbandry, fisheries and small industries accounted for Rs 3,815 million or 22% of the total advances of to all sectors in 2001. In comparison with the total domestic credit in 2001 (Rs 839,586), this amount was only 0.38%.

New Comprehensive Rural Credit Scheme (NCRCS) is another scheme that operates through out the country.  The lending is carried out by Participatory Credit Institutions (PCIs) of the two state banks, People’s Bank and Bank of Ceylon, and the lending is backed by government subsidiary scheme. This scheme provides lending mostly to subsidiary food crops such as chilies, onions, potatoes and vegetables. During the 2000/2001-cultivation season, the People’s Bank provided Rs 34 million and the Bank of Ceylon Rs 20 million. However, the banks are now reluctant to continue with the scheme due to low recovery rate. In 2000/2001 cultivation season, the recovery rate of loans granted during that season by the Bank of Ceylon and the People’s Bank was 59.2% and 33.1% respectively.  

Micro finance Schemes

A number of micro finance programs are in operation in the country. The following are some of such schemes.

Samurdhi Development Credit Scheme

Samurdhi is a poverty alleviation program introduced by the government in 1994. At the end of 2001, the number of families benefiting from this scheme totaled 1,962,613 accounting for nearly 48% of the population. The amount provided under this scheme varies from Rs 140 to Rs 1000 per family per month. The scheme also introduced Samurdhi Bank Societies (SBS) in 1998 to mobilize savings from  and grant loans to its members. There were 978 banks in 278 Development Secretariats with 1,703,366 shareholders and Rs 1,386 paid up capital. In addition, the scheme had 3,3035,233 account holders and savings of 3,111 million at the end of 2001. The scheme provided loans for self employment and consumption amounting to Rs 2,764 million and the recovery rate has been 107% same as in 2000.

Farmers Banks Pilot Project (FBPP)   

This pilot project was started by the Ministry of Agriculture and Lands in 1999 to provide credit and supply farm requirements and farms. At the end of 2001, there were 219,254 shareholders in 452 banks. To obtain membership, a member must at least own 1 share worth Rs 100. The share capital at the end of 2001, stood at Rs 22 million and individual savings at Rs 38 million. Loans granted under the project during the cultivation season totaled 80 million and the recovery rate during the main season was 78% and minor season 57%.

Gami Pubuduwa Scheme (GPS)

This rural finance scheme is implemented by the Hatton national Bank, a private commercial bank, through its 106 regional network of branches and it is now in its 12th  year of operation. It has provided 40,000 loans so far and 10,000 in 2001. In 2001 it collected Rs 950 Savings from the rural sector and granted Rs 1.6 billion and the bank maintained a recovery rate close to 97% in 2001.

Sarvodaya Economic Enterprise Development Services (SEEDS)

SEEDS is funded by Sarvodaya Movement and it operates in 18 districts with 534 branches. It provides credit facilities to members at village Sarvodaya movement for establishing small and micro enterprises. At the end of 2001, SEEDS provided loans to 4,861 clients amounting to Rs 153 million with an average loan of Rs 16,000. The recovery rate in 2001 was 97%. It also functions as a participating agency of the Small Farmers and Landless Credit Project and Poverty Alleviation Micro-finance Project (PAMP).  In 2001, Rs 850 million was collected as savings from its members.

Kantha (Women) Ran Divigama

This credit scheme was introduced by the Bank of Ceylon in collaboration with the Women’s Bureau  of Sri Lanka (WBSL) in 1997 to uplift the living standard of women. It provides loans up to Rs 100,000 to members of women societies. As at end of 2001, it had provided 1,180 loans to the value of Rs 21 million at 17.5% interest rate.

Janashakthi Banking Societies (JBSs) in Hambantota

These societies were established in 1989/90 periods under the Women’s Development Federation in the district of Hambantota. The scheme has the objective of encouraging savings habits and banking practices, providing credit facilities and other related services, developing sanitation and nutritional practices and establishing training programs for skill development. The target group was women in poor families earning less than Rs 1,500 per month.  At end of 2001, there were 67 JBSs with a membership of 29,170 members, total deposits Rs 59 million and Rs 18 million issued capital. The total loans granted during the year amounted to Rs 58 million and with a recovery rate of 97%. 

A case Study on Microenterprise Performance in Sri Lanka

A study has been carried out by Shaw (2002) in the Hambantota district  employing a socioeconomic survey of 253 borrower families and supported by focus group discussions and in-depth interviews with staff  of participation NGOs. The primary objective of the study was to asses the role of location of micro enterprises in the context of    their performance.  The study revealed that the median income declined with distant from urban centers. In urban arrears, the median income was Rs 4000, and it declined to Rs 3,000 in semi urban areas and further to Rs 2,000 in rural areas. The average income was Rs 3,000 for the entire sample. The same tend has also been observed in the case of income from micro enterprises as well. The median income of a micro enterprise in urban areas was Rs 8,875 compared with Rs 6,850 in semi urban area, Rs 4,550 in rural areas and Rs 6,250 for the entire sample. It concludes that micro enterprises are not viable in rural areas because the factors that contribute or the conditions that are necessary for their viability do not exist in rural areas. This conclusion is made  on  the basis of a review of  population density, agricultural commodity prices and input costs, and the condition of roads, irrigation and power facilities.

 Source: Shaw, Judith , “ Location and Microenterprise Performance: Evidence from Sri Lanka”, Development Bulletin, No 57, February 2002. 

Co-operative Rural Banks (CRBs)

These function as banking units of the Multi-purpose Co-operative Societies (MPCSs) and operate under the Co-operative Development Department (CDD). The objectives of this scheme include mobilizing savings and granting loans for their members in the areas of agriculture, fisheries, animal husbandry, trade and related activities. As at end of 2001, the CRBs had 5,801,516 deposit accounts with total deposits amounting to Rs 16.6 billion. In terms of loans, they had an outstanding balance of Rs 5,906 million and the recovery rate was around 65% at the end of 2001.    

Thrift and Credit Co-operative Societies (TCCS)

These societies in collaboration with SANSA Development Bank (SDB), which was created  from these societies, are engaged in the mobilization of  savings and granting loans to their members and clients to undertake projects in agriculture, animal husbandry, small industries, rural electrification, trade and commerce etc. These societies operate in areas and provide banking facilities of SDB in areas where the SDB is not operating. At end of 2001, these societies had savings amounting to Rs 2,864 million in addition to Rs 861 million  from shares issued to their members. The SDB banks also mobilized savings on its own and collected Rs 1,200 million and another Rs 161 million from the issue of shares to its members.  

ANNEX  10:

Main Donor Partners by Poverty Reduction Strategic Thrust
Source: Sir Lanka's Poverty Reduction Strategy (draft), April 2002

Strategic Thrust
Main Donor Partners

1) Economy-wide Policy for Poverty Reduction


a.  Revenue Reform
IMF, ADB

b.  Public Expenditure Reform
IMF, ADB, World Bank

c.  Stemming Quasi-fiscal Losses
ADB, World Bank

d. Monetary Policy 
IMF

Structural Policy Reform


a. Trade and Investment Policy
ADB, World Bank

b. Labor Market Reform
ILO, ADB, World Bank

c. Financial Sector Reform
IMF, ADB, Sweden, World Bank

d. Public Enterprise Reform
ADB, World Bank, Japan 

e. Power Sector Reform
ADB,  World Bank, Japan, Germany




2) Reducing Conflict Related Poverty


Forging Peace
Norway, India

b.   Providing More Effective Relief
UNDP, ICRC, UNHCR, bilateral donors 

c.   Fostering Rehabilitation
Germany,  ADB, World Bank, UNDP, EU, bilateral donors

d.   Investing in Social Harmony
Netherlands, UNDP, Canada, UK, World Bank, EU, UNICEF

3) Creating Opportunities for Pro-Poor Growth


Connecting Poor with Dynamic Regions


a. Developing Ports
Japan, ADB

b. Building a Modern Road Network
Japan, ADB, Sweden, Korea

c. Fostering Road Safety
Sweden, ADB

d. Enhancing Performance of the Bus System
India 

e. Modernizing the Railways
Japan, World Bank, India

f. Improving Access to Telecommunications Services
Japan, IFC

g. Transforming the Postal System 
World Bank

h. Bringing internet connectivity 
Japan, Sweden, Norway 

Revitalizing Rural Development


a. Land Resources Management
World Bank, Sweden

b. Agricultural Development
ADB, World Bank, Japan

c. Transforming Plantations
Netherlands, ADB, Japan, Norway

d. Upgrading the Agricultural Marketing System
IFC

e.  Water Resources Management
ADB, Norway, Japan, Netherlands, EU

f.   Rural Electrification
Japan, ADB, Sweden, Norway

SME Development
ADB,  Japan, Germany, Sweden 

Assisting Ultra-Poor Communities Directly
Japan, ADB, World Bank, UNDP, bilateral donors

Mainstreaming Poverty Reduction in Sectoral Development Strategies


a. Poverty Reduction and Industrial Policy
Japan, Germany, ADB, USAID, Sweden, Norway

b. Poverty Reduction and Tourism Policy
UNDP, WTO

c. Poverty Reduction and Overseas Employment
ILO, UNDP

Investing in People 


a. improving education
World Bank, ADB, UK, Japan, Germany, Norway

b. improving health and nutrition
Japan, Korea, China, France, Austria, World Bank, Japan, WHO, UNFPA, UNICEF, UNAIDS

c. better water supplies, sewage and sanitation
ADB, UNDP, Japan, Germany

d. Solid waste management
ADB, Germany, Norway, Japan

Social Protection


a. caring for the poorest groups
WFP, UNDP, UNICEF, Australia

b. Samurdhi reform
-

Improving Under-served Settlements (USS)


a. affordable housing/USS improvement
ADB, Japan, World Bank, Netherlands, Norway

b. reducing urban pollution
World Bank

Pro-poor governance and empowerment


a. Developing public sector human capital
ADB, World Bank, UNDP, Sweden, Norway, Japan, Australia

b. Decentralization and governance reform
UNDP,  Norway, Sweden

c.  Community-driven development and environmental sustainability


    -coastal conservation and fisheries
ADB, Netherlands, Norway

    -forest management 
ADB, Australia

    -eco-tourism and wildlife preservation
ADB, Netherlands

d. Making the law accessible to the poor
World Bank

e. Combating gender discrimination
UNDP, ILO, Canada

f.  Developing micro-credit services to empower the poor to better manage risk
Japan, ADB, Canada 

Poverty Monitoring and Evaluation
UNICEF, UNDP, World Bank, Germany

ANNEX  11

On-going Foreign Funded Projects - Economic Infrastructure Division

1 USD = 97 RS

Name of the Project






TEC ( Rs. Mn)

Port Development & Shipping

1.
New North Pier Construction





3426.00


(JBIC)                (SL - P 41)

2.
Equipment for North Pier (SL -P 46)




3850.00


(JBIC)

3.
Urgent upgrading of Colombo Port




1206.00


(North channel Dredging)  (SL -P 67)


(JBIC)

4.
South Harbour Feasibility study  (ADB)



1440.00


Detailed Design

Power & Energy

Generation

1.
Kukule Hydropower Plant, 70 Mw (JBIC)



13,071.00

2.
Combined Cycle Power Plant, 160MW  (JBIC)
 
 
  8,903.00

3.
Modernization of Old Laxapana and Samanala  Hydropower Stations

(SIDA)







  1,149.00

4.
Upper Kotmale Hydro Power Station, 160MW (JBIC)

29,972.00

Transmission

1.
Transmission & Substation Development Project - 1 (JBIC)

1940.00

2.
Transmission & Substation Development Project - 2 (JBIC)

1752.00

3.
Vavuniya Grid Substation Project (NORAD)



 273.00

4.
Kelaniya /Ratmalana Grid Substation Project (KFW)


  499.00

5.
Greater Colombo Transmission Development (KFW)
           

3669.00

Distribution

1.
Colombo City Electricity Distribution Development (JBIC)
 
     9.00

2.
Medium voltage Distribution Network Reinforcement Project 

4620.00


Programme 1 (JBIC)

3.
Rural Electrification Project 4 (Central & Uva Provinces)

1915.00


(SIDA)

Rural Electrification Project 5 (Monaragala & Hambantota Distric)

(Kuwait)








1050.00

Petroleum 

1.
Petroleum Storage Project at Muthurajawela (China)


9847.50

Highways

1.
ADB Third road Improvement Project (ADB)



5,000.00

2.
Road Network improvement Project   (ADB) & (JBIC)
          10,911.00

3.
Southern Transport Development Project  (ADB) & (JBIC)
          26,660.00

4.
Reconstruction of 28 bridges  (Kuwait)



   800.00

Detailed Engineering Design & construction of Baseline

Road by widening & improving from Kelani Tissa round

About to Highlevel at Kirulapona including and overhead

Bridge at Dematagoda.  (JBIC)





4,556.00

Rehabilitation of Ratnapura, Beragala, Bandarawela road 

- EDCF (Korea)







2,130.00

Mass Communication

Telecommunication Network Expansion Project Colombo 

Area Package I (JBIC IV) SLP -54





6,866.00

Telecommunication Network Expansion Project Colombo

Area Package II (JBIC V) SLP-60





9,669.00

Water Supply & Sanitation

1.
Greater Kandy (JBIC)






4,660.00

2.
Nuwara Eliya Augmentation (JICA)



  
  549.00

3.
Greater Galle (Korea)






3,000.00

4.
Hikkaduwa Coastal Zone Waste Management (Australia)
    
   235.00

5.
Towns South of Colombo (JBIC)




 2,423.00

6.
Towns North of Colombo (JBIC)




 4,962.00

7.
Kalu Ganga Water Supply Project (JBIC)



 6,200.00

8.
Rehabilitation of French Assisted Schemes (France)

   
   365.00

9.
Non-Revenue Water Reduction Project (JBIC)


  3,115.00

10.
Rural Water Supply & Sanitation Project (ADB) & (NORAD)
11,481.00

11.
Nawalapitiya / Ampara/ Koggala (KFW)



  1,820.00
 

ANNEX  12

Foreign aid disbursements

Table No 3.2: Foreign Aid Disbursements - Project (2000).



 1 USD = Rs. 80.0098 (year-end rate).




Source: Department of External Resources, Ministry of Economic Affairs







Source/Description
CUR
2000
 

 
 
Value
In Rupees

01 Grants

 
000

1.1 Bilateral

 
 

 

 
 

Australia

 
 

Hikkaduwa Coastal Zone Waste Mgt
AUD
193,293
9,002

Sub Total

 
9,002

 

 
 

Japan

 
 

Reconstruction of Five Bridges
JPK
140,340
95,348

Improverrient of Junior Schools
JPK
336,846
230,467

Reconstruction of five bridges(Phase ii)
JPK
520,890
375,049

Project for improvement of junior schools
JPK
609,623
443,030

Improvernent of General Hospital Ratnapura
JPK
272,491
196,951

I mprovement of housing for low income people
JPK
763,470
548,927

Improvement of fishery habour & training Centre
JPK
225,540
163,006

Sub Total

 
2,052,778

 

 
 

Netherlands

 
 

Upgrad. Of the signal. & Comm, Syste.of Railway
NLG
2,700.544
86,560

Sub Total

 
86,560

 

 
 

Norway

 
 

Hambanthota District IDIRP
NOK
380,763
3,351

Monaragala District IDRP
NOK
5,424,949
46,979

The Vocational Train. plantation Sector
NOK
3,021,724
26,304

DevlopÅ Rehab.Prog.for Batticaloa[DERBA]
NOK
5,895,396
51,199

Community Environmen.initiative Facility
NOK
492,227
4,404

Upgrade.Vavuniya Grid Substation Project
NOK
2,180,832
17,917

Sub Total

 
150,154

 

 
 

Sweden

 
 

Anuradhapura IRDP
SEK
2,800,000
24,351

Strengthen the Quality Infrastructure for fish industry 
SEK
1,500,000
13,133

Sub Total

 
37,484

 

 
 

UK

 
 

Jaffna Power Rehabilitation Project
GBP
75,411
24,351

Grater Colombo Severage Project
GBP
33,897
3,956

Sub Total

 
12,786

 

 
 

Germany

 
 

Kotagala [Sripada] college of Education
DEM
38,502
1,443

IRDP – Kandy
DEM
205,371
7,709

Small Holder Integrated Livestock Pj.
DEM
14,812
555,000

Dry Zone Participatory Development-NWP
DEM
611,579
23,011

Reha.& Reintergration refugees in Jaffna
DEM
1,472,527
55,467

Rural water Supply & Sanitation-Vavuniya
DEM
1,265,945
47,621

Pollution Contrl. & Abatement Fund(NDBII)
DEM
842,805
28,046

Fisheries Community DevA Resources Mgt.
DEM
554,032
20,884

Strengthening of Vocational Training
DEM
658,318
24,668

Upgrade Timber Industry & Reafforestion
DEM
589,165
22,208

Integ.Livesto. Husbandry on Small Farms/SL
DEM
660,753
24,759

Sub Total

 
256,369

 

 
 

USA

 
 

Promotion of Private Infrastructure Praj
USD
232,707
17,294

Citizens Participation Project
USD
799,322
61,226

Sub Total

 
78,520

 

 
 

1.2 Multilateral

 
 

 

 
 

IBRID

 
 

Globle Environmet Facility Trust Fund
XDR
665,962
67,220

Sub Total

 
67,220

 

 
 

IDA

 
 

Second Private Finance Development Project
USD
33,642
2,609

Conservation of Medicinal Plants-TA
XDR
842,610
84,002

Preparation of the Pensjon Reform Project
USD
120,860
9,149

Sub Total

 
95,760

 

 
 

Total for Grants

 
2,846,633

 

 
 

02 Loans

 
 

2.1 Bilateral

 
 

 

 
 

France

 
 

TA Maiten. Water treatmant Plant Colombo
EUR
90,040
6,299

Cardio Thorocic Equipment For Kandy Hospital
EUR
100,844
6,881

Elihouse & F/S on Colombo Water Distrib. Network
EUR
202,678
13,765

Modernisation-Colombo Water Distrib. Network
EUR
63,892
4,547

Water Treatement
EUR
484,270
34,148

Modern. Ratmalana Air Traffic control syst
EUR
1,397,500
94,216

Expansion of E 10B telecom exchange-1996
EUR
154,726
11,542

Improvement of Govt, Film Unit
EUR
147,120
10,041

Sub Total

 
181,439

 

 
 

Japan

 
 

Baseline Road Project
JPK
540,693
378,724

S.Lan.-Jap.Friendship Bridge Widening Pj
JPK
558,020
389,815

The Regional Telecommunications Dev. Pj.
JPK
3,181,585
2,243,841

Greater Col.Water Sup.Sys.Extension Pj.
JPK
772,625
541,503

Gr.Colombo Flood Control & Env Praj (11)
JPK
966,652
679,383

Industrial Estates Development Project
JPK
279,868
198,097

Kukule Ganga Hydroelectric Power Project
JPK
2,874,495
2,043,496

Port of Colombo North Pier Develop. Proj
JPK
897,738
642,933

Coal Fired Thermal Development Pj.
JPK
128,892
87,605

Samanalawewa Hydro electric Power Pj.
JPK
127,411
90,012

Walawe Left Bank Irriga. Upgra. & Exten.
JPK
476,952
336617,000

Kelanitissa Combined CyGle Power Plant
JPK
Z 194,763
1,578,493

Walawe Left Bank Irriga. & Exten. Pj.(11)
JPK
48,999
33,609

Towns North of Colombo Water Supply Pj.
JPK
19,023
13,056

G.C. Flood Control & Enviro. lmp.Pj.(lll)
JPK
688,595
494,410

Plantation Reform Project
JPK
773,676
534,489

Transmission & Substation Dev. Project
JPK
15,686
10,923

Baseline Road Project (11)
JPK
4,560
3,175

Telecom-Network Expan. Pj. in Colombo
JPK
2317,251
1,618,608

Kalu Ganga Water Sup.Pj. for Grater Col.
JPK
216,858
155,455

Mahaweli System 'C'Upgrading Project
JPK
43,237
30,943

Small & Micro Ind.Leader & Entrepre. Pj
JPK
2092,390
1,435,206

Transmission & Substation Developt.Pj.jj
JPK
31,569
21,815

Medium Voltage Distribution Network
JPK
16,797
11,879

Telecom.Network Expansion- Colombo Metro
JPK
65,982
44,112

Poverty Alleviation Micro Finance Project
JPK
101,860
70,470

Engineering Services for the Southern Highway
JPK
240,289
173,015

Urgent Upgrading of Colombo Port Project
JPK
116,000
84,000

Sub Total

 
13,861,770

 

 
 

Kuwait

 
 

Bridges Reconstruction & Rehabilition Pj
KWD
432,089
106,008

Sub Total

 
106,008

 

 
 

Korea

 
 

Hospital Rehabilitation & Reconstruction
KRK
2,343,231
154,708

Horana Area Telecom Facility Improvement
KRK
1,900,441
124,368

Expansion of telecom Centre Gampaha
KRK
2,223,767
146,156

Power Sector development Project
KRK
1,038,139
66,513

Ratnapura-Bandarawela Road Rehabilitation
KRK
3,932,123
274,233

Sub Total

 
765,978

 

 
 

China

 
 

Lady Ridgeway Children's Hospital Development
CNY
3,135,000
27,648

Sub Total

 
27,648

 

 
 

Germany

 
 

Railway Bridges 11
DEM
37248,000
1,333

2nd Ext. of Sapugaskanda Diesal Power PI
DEM
4,795,501
176,483

Expans.of two 132111 KV Substa.in Colombo
DEM
123,001
4,569

Grid Substation Kelaniya & Ratmalana
DEM
5,115,553
177,589

NDB Small Loan Programme iii
DEM
922,653
33,078

Water Supply Nawalapitiya
DEM
35,858
1,333

Water Supply Ampara
DEM
44,464
1,653

Koggala water supply Project
DEM
414,731
15,414

NDB IV Project
DEM
23,957,934
854,333

DFCC Bank (DFCCifl)
DEM
10,000,000
338,514

Sub Total

 
1,604,300

 

 
 

SaudiFund

 
 

Second Water Supply & Sewerage Project
SAR
74,692
1,447

Mahaweli Ganga Dev.Proj.System B L.Bank
SAR
2,795,489
56,276

Sub Total

 
57,723

 

 
 

2.1 Multilateral

 
 

 

 
 

ADB

 
 

Southern Province Rural Development Pj.
XDR
2,058,294
206,738

N-W Province Water Resources Development
XDR
586,408
59,211

Participatory Forestry Project
XDR
457,876
45,376

Fisheries Sector Project
XDR
1,041,285
103,777

Secondary Education Development Project
XDR
472,825
46,348

Third Road Improvernent Project
XDR
8,084,716
806,045

Plantation Reform Project
XDR
9,040,579
904,121

Second Power System Expantion Project
XDR
15,477,817
1,535,921

Emerge. Rehabi. of Petroleum Facilities
XDR
669,429
65,798

NCP Rural Development Project
XDR
1,829,830
182,009

Upper Watershed Management Project
XDR
947,033
94,334

3rd Water supply & sanitation Sector
XDR
1,550,978
155,877

Southern Provincial Road Improvement Pj.
XDR
4,699,580
468,032

Second Perennial Crops Development Proj.
XDR
1,558,552
155,273

Science & Technology Personnel Dev. Pj.
XDR
1,260,205
126,573

Urban Dev. & Low-income Housing Sector
XDR
1,506,999
152,348

Coastal Ressource management Project
XDR
153,026
15,584

Road Network Improvement Project
XDR
1,694,421
169,638

Tea Development Project
XDR
2,851,350
288,503

Skills development Project
XDR
285,634
18,264

Secondary Education Development Project
XDR
1,551,181
157,335

Sub Total

 
4221,184

 

 
 

IFAD

 
 

2nd B~dulla Integrated Rural Development
XDR
954,188
95,805

N-W Province Dry Zone Participatory Dev.
XDR
929,776
93,117

North/Cen. Provin. Partici. Rural Dev.
XDR
771,413
77,271

Matale Regional Economie Advancement PJ
XDR
668,340
65,843

Sub Total

 
332,036

 

 
 

IDA

 
 

Colombo Environmental Improvement Projec
XDR 
1,623,927
161,712

Telecomm. Regula. & pub. Enterprise Ref.
XDR
702,563
69,170

Teacher Education & Teacher Deployment
 XDR 
7,985,705 
796,857

Private Sector Infrastructure Dev. Pj.
XDR 
2,456,223 
252,920

Health Services Project
XDR 
4,139,487 
412,779

Environmental Action 1 Project
XDR
1,524,981 
150,933

Energy Services Delivery Project
 XDR 
2,677,569 
266,479

Legal & Judicial Reform Project
USD
34,898
2,527

Second General Education Project
 XDR 
5,258,188
526,705

Mahaweli Restructuring & Rehab. Project
XDR
1,898,751
191,210

Year 2000 Emergency Assistance Project
 XDR 
5,277,749
529,196

Clean Settlements Project(PPF)
USD
153,913
11,590

North-East Irrigated Agriculture Project
 XDR 
576,732
58,065

Advanced for PPIF of Distance Learning Project
USD
50,000
3,877

Legal & Judicial Reform Project
 XDR
1,408,682
142,891

Sub Total

 
3,576,910

 

 
 

OPEC Fund

 
 

Science and Technology Education Project
USD
639,865
48,996

Sub Total

 
48,996

 

 
 

2.1 EXPORT CREDIT

 
 

 

 
 

AJS Eksportfinans(EKSP)

 
 

Upgrading Vavuniya Grid Substation Project
NOK
1,284,472
10,553

Sub Total

 
10,553

 

 
 

ABN-Amro bank (ABN)

 
 

Upgrading Railway signaling system
NGL
2,700,544
85,408

Sub Total

 
85,408

 

 
 

Australian & New Zealand Investement Bank

 
 

Intergrated Water supply Scheme-Ampara
USD
6,457,238
487,617

Sub Total

 
487,617

 

 
 

Credlt Agricole lndoauez(CAJ)

 
 

Rehabilitation-Light Houses in Sri Lanka
USD
100,450
7,477

Expansion of EIOB Telecom Exchanges
EUR
63,249
4,719

Modernization of Ratmalana Air Traffic Centre
EUR
686,889
46,308

Sub Total

 
58,504

 

 
 

Natexis Banque (NTBX)

 
 

Moderlization & Master plan of Water Supply
EUR
188,620
13,495

Sub Total

 
13,495

 

 
 

Societe Generale (SCGL)

 
 

Medical Equipment Kandy Cardiology
FRF
1,020,468
10,6-67

Improvernent Effleiency of NWSDB
FRF
1,196,353
12,587

Improvernent of Government Film Unit
FRF
199,083
2,018

Improvernent of Government Film Unit
FRF
318,532
3,477

Sub Total

 
28,750

 

 
 

Svenske Handlosbanken AB (publ) (SHAB)

 
 

Extension of Telecommunication Network in Gall
USD
2,316,609
179,630

Sub Total

 
179,630

 

 
 

Total for Loans

 
27,183,869

Grand Total
 
 
30,030,502





















































BOX 1: SRI LANKA AT A GLANCE:





Area (´000 km2): 			           	 65.6


Population (mid-year 2001, million)	 	 19.4


Population below poverty line, % (1997 est.):          22.0           


Unemployment rate, %, (year 2000)		   7.7


Workforce (million, 2000)			   6.9


Main employer (% of workforce), est. 2000		  


	Services:				   43


Agriculture:		       		   33


	Manufacturing:				   15


Population growth, 2001 estimate                            	0.87


GDP per capita (year 2001 estimate)                  USD 815  


GDP growth rate % (real),        6.0 (2000);  -1.3   (2001)	    


GDP composition by sector, % (year 2000 estimate):


	Services:				     53


	Agriculture:				     20


	Manufacturing:				     24


National currency:      Rupee(Rs)/USD (May/2002) 96.13


Inflation rate: 			1.2% (2000); 11% (2001)


Life expectancy at birth (m/f), 2001 est. 	        69.6/74.7


Adult literacy rate (%, m/f), 1995 estimate:      93.4/87.2


Total exports + imports as % of GDP (2000):             87	


Main export sectors (% of total exp.), 2000 est.:


     Garments, textiles and knitwear		    56


     Food and live animals				    19


Main markets for exports (%), (2000):


      USA (37), UK (11), France (7),Germany (4), Japan (4)


Main sources of imports (%), 2000:


India (9), France (9), Australia (9), Japan (7), Singapore (7) 


Foreign direct investment  (USD m), 2000:   	  176


External debt ($ billion), 2000			  8.97


Sources: Central Bank of Sri Lanka 2001, ADB and World Bank 2002,  EIU  (2002)

























































































� 	Some infrastructure investors permitted by BOI to operating a much needed foreign currency account, find that when they are to establish and use this account with their regular bank, the Central Bank has told their bank that this cannot be done by claiming exemption to the Exchange Control Act. Then the investor with the contract approved by BOI is in a bind. There exists no authority to receive a complaint, and neither BOI nor the Central Bank is prepared to solve the matter.


� Each Provincial Council is made up of a number of Pradeshya Sabhas, Urban Councils and at least one Municipal Council.


� The assessment should include policies on the restructuring of the public sector, if relevant, and the roles and responsibilities of the private sector and the government, respectively.  The assessment is not limited to the formal sector of the economy, and should also include bottlenecks related to the market structures in relevant sectors (monopolies, oligopolies etc.) Also the international environment for PSD should be included, especially with respect to exports.


� Areas of co-operation are not restricted to public partners. Private institutions such as business associations, chambers of commerce and trade as well as co-financing with other bilateral and multilateral donors should be considered. Direct support to individual enterprises should be avoided because of the risks of unfair competition and possible market distortions.
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