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A. Scope and Purpose 
 
1. This evaluation is part of the Country Assistance Program Evaluation for Sri Lanka.1 It 
takes sector context into account and evaluates the strategies and assistance of the Asian 
Development Bank (ADB) in the agriculture and natural resources sector.2 The positioning and 
performance of ADB’s sector strategies and assistance were analyzed. This evaluation 
assesses the contribution of ADB to development results in Sri Lanka and identifies 
development issues and lessons in the agriculture and natural resources sector pertinent to the 
preparation of the next country partnership strategy. Situations discussed herein were updated 
in March 2007. 
 
B.  Sector Context 
 
2. Evolving Political, Social, and Economic Setting.  Sri Lanka’s development efforts to 
establish an open economy since late 1970s has subjected agriculture to various policy reforms 
to increase export, improve productivity, diversify and commercialize production, liberalize trade, 
improve access of the poor to productive assets and support services, and to foster private 
sector participation. To date, the road to achieving agricultural growth has been affected by 
political and social dynamics and equity considerations. Agricultural development has continued 
to face barriers to sustainable growth and poverty reduction, while measures are needed to 
avoid and mitigate resource degradation to foster a balance between economic activities and 
ecological functions. Against this background, the following highlights key issues and challenges 
facing the agriculture sector. 
 
3. Sri Lanka’s land area (6.55 million hectares [ha]) is classified as dry, wet, and 
intermediate based on the rainfall it receives. Land is used for different purposes, and 31% is 
under agriculture. The country’s water resources come primarily from rainfall which annually 
provides nearly 13 million ha meters of water to support agriculture, industry, and domestic 
uses. However, scarcity and poor quality are issues in some localized areas. In 2005, 
agriculture accounts for 17% of Sri Lanka’s gross domestic product (GDP) and employs about 
one-third of the country’s labor force.3 The sector’s share is almost one third of the GDP share 
of the services sector (56%) and two thirds that of industry (27%). Agricultural commodities, 
primarily plantation or estate crops, contribute to about 20% of the country’s export earnings. Sri 
Lankan agriculture has traditionally been dominated by the production of rice and estate crops 
such as tea, rubber, and coconuts.4 Smallholders also cultivate tea. About 40% of tea and 
rubber lands are in the estate plantation sector, while the rest are with smallholders and private 
estates. In 2002, the estate sector contains the largest share of households living in poverty: 
estate (30%), national (23%), rural (25%), and urban (8%). Altogether with a workforce of about 
650,000 people, tea plantations generate from $600 million to $700 million annually. In the last 
two decades, the sector has gradually diversified into other non-plantation crops,5 which now 
account (excluding fisheries and livestock) for nearly two thirds of the agricultural GDP (Figure 
1). Livestock (comprising cattle, buffalo, swine, goat, sheep, and poultry) accounted for 1.2% of 

                                                 
1 Referenced as Supplementary Appendix A in the main country evaluation report. 
2  ADB. 2006.  Guidelines for the Preparation of Country Assistance Program Evaluation Reports. Manila. 
 Available: http://www.adb.org/Documents/Guidelines/Country-Assistance-Program/default.asp
3 Agriculture includes fisheries, forestry, and livestock, and is hereafter referred to collectively as agriculture or 

agriculture and natural resources, unless specified otherwise.  
4  ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Sri 

Lanka for the Plantation Development Project. Manila. 
5 Other crops refer to non-plantation and subsidiary food crops such as potatoes, onions, maize, and high value 

crops such as fruits, vegetables, herbs, and spices.  

http://www.adb.org/Documents/Guidelines/Country-Assistance-Program/default.asp
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total GDP, 5.6% of the agricultural GDP, and supplied 20% of domestic milk requirements in 
2005.6 Among livestock, the poultry industry registered the highest growth in the 1990s at 
10.5% per annum.7

 
Figure 1: Shares to GDP by Sector in Sri Lanka, 1995–2005 
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Source: ADB. 2005. Key Indicators. Manila. 
 
4. Sri Lanka is internationally recognized for its rich biodiversity.8  The country’s annual fish 
production during 2000–2005 averaged 270,000 metric tons, and its contribution to GDP was 
1.8% at current prices. In 2004, the value of fish production was SLR33.8 billion. Fisheries 
provide employment to more than 400,000 people. Marine fisheries account for 88% of total fish 
production.9 Inland fisheries and aquaculture accounted for 12% of fish production. In 2005, the 
country has 137,300 marine fishing households and 160,300 active fishermen, reflecting a 
substantial increase in the last 10 years.10 Fish provides a large part of the animal protein (70%) 
in the Sri Lankan diet and all income groups consume fish. The average national per capita 
supply of 15.3 kilograms (kg) during 2000–2004 declined to 8.3 kg in 2005, following the 
tsunami in December 2004 (Figure 2).11 The tsunami and its effects affected more than 1 million 
people, claiming more than 35,000 lives and displacing 500,000 people.12 The tsunami had a 
large impact on the fishing industry as average production fell by 40% in 2005. The tsunami 
damaged fishing boats and infrastructure, including 30,000 homes of fishermen. However, the 
most developed western region of the country was largely and physically unaffected by the 
                                                 
6 Ministry of Finance and Planning. 2006. Mahinda Chintana: Vision for a new Sri Lanka. A Ten-Year Horizon 

Development Framework 2006–2016. Discussion Paper. Colombo. 
7 World Bank. 2003. Sri Lanka: Promoting Agricultural and Rural Non-farm Sector Growth. Volume 1. Washington, 

D.C. 
8  Sri Lanka has the highest biodiversity per unit area of land among Asian countries in terms of vertebrate groups, 

except birds. It is second to Bhutan in terms of the percentage of total land area declared as protected. The country 
is also considered as one of the world’s biodiversity hotspots. Available: http://sacep.org/html/mem_srilanka.htm

9 Samarayanke, R. 2003. Review of the National Fisheries Situation in Sri Lanka. In Silvestre, et. al. (eds). 
Assessment, Management and Future Directions for Coastal Fisheries in Asian Countries. Sri Lanka’s coastal 
fisheries consist of small and large pelagics, demersals and coral reef fish, invertebrates, shrimps, and crabs. 

10 Based on data from the Statistical Unit of the Ministry of Fisheries and Aquatic Resources, the number of fishing 
households and active fishers increased by 90% in 2005 when compared to the 1996 marine fisheries census data. 

11 Ministry of Finance and Planning. 2006. Mahinda Chintana: Vision for a New Sri Lanka.  Colombo. 
12 Post Tsunami Recovery and Reconstruction, Joint Report by the Government of Sri Lanka and Development 

Partners. December 2005.  
 Available: http://siteresources.worldbank.org/INTTSUNAMI/Resources/srilankareport-dec05.pdf  

http://sacep.org/html/mem_srilanka.htm
http://siteresources.worldbank.org/INTTSUNAMI/Resources/srilankareport-dec05.pdf
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tsunami, and the sectors (fisheries and tourism) which were worst hit by the tsunami accounted 
for only a small portion (3%) of the total GDP. The resumption and escalation of armed conflict 
in the North and East in 2006 led the Government to impose fishing bans along the coasts of 
Jaffna peninsula and fishing restrictions elsewhere. This has curtailed livelihood opportunities 
and caused hardship to fishermen. 
 

Figure 2: Mid-Year Population and Per Capita Fish Supply 
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5. The agriculture sector is undergoing transformation. The sector’s average contribution to 
GDP declined from 27% in 1990 to 22% in 1995–1999, and to 19% in 2000–2005. Overall, the 
average contribution of the sector to total GDP during 1996–2005 was 20%. The decline in the 
sector’s GDP contribution is partly due to slow agricultural GDP growth of only 1% annually 
during 1996–2005 at constant prices. In the last 5 years (2000–2005), annual agriculture sector 
growth averaged only 0.4% in constant prices, in contrast to the 3.6% and 5.5% average annual 
growth rates of industry and services respectively (Figure 3). According to the Central Bank of 
Sri Lanka, per capita agricultural labor productivity declined from SLR83,300 (2001) to 
SLR70,800 (2004).13 Employment in agriculture declined from 42% in 1993 to 35% of total 
employment in 2003, and declined further to 30.7% in 2005.14 Rice cultivation employed half of 
the agricultural labor force.  
 
6. Reduction in the availability of labor in rural areas is evident given the migration of both 
skilled and semi-skilled workers to urban areas and abroad, and the increasing number of rural 
people seeking employment outside agriculture. While it is normal for employment patterns to 
shift as the economy expands and modernizes (i.e., agriculture to non-farm employment), labor 
shortages are being felt in the plantation estates. This employment shift is partly due to the 
expanding economy which has contributed to widening urban-rural gap. Economic growth in Sri 
Lanka has largely been concentrated in the Western Province with annual GDP growth 
averaging 6.2% during 1997–2003, compared to only 2.3% in the rest of the country (excluding 
the North and East). This urban-rural gap in economic development created good incentives for 
urbanization, while people sought better employment opportunities elsewhere and left 
agriculture. In plantations alone, an estimated 274,000 workers have left the sector during 
1980–2003. The economic transformation and labor migration will inevitably continue to affect 

 
13 Central Bank of Sri Lanka. 2005. Annual Report. Colombo. 
14 Mahrouf, ARM. Enhancing Sustainable Development of Diverse Agriculture in Sri Lanka. CAPSA Working Paper 

83. United Nations Economic and Social Commision for Asia and the Pacific (UN-ESCAP). Indonesia.  



4  

the agricultural sector, particularly the plantation estates.15 There has been an increasing 
number of Sri Lankans seeking employment abroad. In 2006, more than 1.5 million Sri Lankans 
were working overseas. Most of the migrant workers are women (60%). 
 

Figure 3: Annual GDP Growth by Sector, 1995–2005 
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GDP = gross domestic product.                      
Source of basic data: ADB. 2005. Key Indicators. Manila. 

 
7. Equity concerns had emerged concerning spillover effects and benefit distribution arising 
from economic growth in the 1990s (particularly for the farm sector). In the meantime, the rural 
non-farm sector has become increasingly important for rural households as a source of 
earnings, accounting for 56% of total household income in 1999–2000.16 Even for households 
engaged in agriculture, non-farm incomes often exceeded their agricultural incomes in 
aggregate terms. A composition analysis of rural incomes revealed that the poorest farm 
families had resorted to low-salaried, unsecured, informal, non-agricultural wage labor to meet 
basic needs.17 Employment for miscellaneous casual labor and in agriculture had the highest 
poverty incidence (Tables 1 and 2). In 2002, the estate sector had the largest share of 
households living in poverty: estate (30%), national (23%), rural (25%), and urban (8%). Poor 
agricultural performance has been a major factor that contributes to persistent poverty and 
income disparities in the countryside. 
 
8. Although agriculture’s contribution to the country’s total GDP has declined considerably 
as other sectors expanded, the role of the agriculture sector remains important to poverty 
reduction. Nearly 80% of the population resides in rural areas, the majority of which still depend 
directly or indirectly on agriculture for their livelihoods.18 Major obstacles to poverty reduction in 
Sri Lanka stem from several conditions including the civil war of more than two decades, limited 
public investments, inadequate infrastructure, large fiscal deficits, stagnant agricultural sector, 

                                                 
15 Interviews with government agencies, plantations, and private estates revealed that the new generation of people 

in plantation estates were generally reluctant to take a job as an estate worker due to social stigma and economic 
reasons. For example, in a government-controlled plantation in Kandy, there were 600 plantation workers among 
more than 5,000 families living in the estate. The majority of estate inhabitants and their families were employed 
elsewhere in non-plantation activities in the province or outside the country. 

16 Weerahewa, J and S. M. Chandrakanthi. 2002. Did Economic Growth Benefit the Poor in Sri Lanka? In Sanderatne 
and H. M. Gutinalake (eds). Essays in Development Issues. Sri Lanka.     

17 The poorest refers to the bottom 40% of the expenditure quartile as defined by the Sri Lanka Integrated Survey. 
18 The findings of the 1999–2000 Sri Lanka Integrated Survey as cited by the World Bank (2003) showed that about 

half of rural households and about 40% of the expenditure quintiles were dependent on agriculture. Income from 
agriculture was critical for some provinces with high poverty rates. 
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and rigidities of the labor market. Agriculture plays a crucial role in linking rural areas to the 
broader rural and national economy. This link remains important to rural non-farm income and 
employment. Rural non-farm economic activities generated 67% of rural employment in 2003, 
offering opportunities that can reduce poverty by absorbing the growing labor force. However, 
the rural economy faces several major constraints. A joint ADB/World Bank business climate 
assessment (2004) indicates that rural firms suffer from transport problems, followed by cost of 
and access to finance, and marketing difficulties.19 The business climate study surveyed 450 
urban and 1,300 rural firms. Rural firms also identified electricity as a major constraint. The 
survey also identified labor regulations, infrastructure deficiencies, internal conflict, and 
uncertain economic policy as impediments to investments.  
 

Table 1: Poverty Rates in Sri Lanka by Industry of Employment of 
Household Head (%), 2002  

 

 
Industry of Employment 

Poverty 
Incidencea

Poverty 
Depthb

Poverty 
Severityc

Agriculture, Forestry, and Fishing 40 9.3 3.0 
Manufacturing 21 4.2 1.2 
Construction 27 5.5 1.7 
Wholesale and Retail Trade 16 3.1 0.8 
Hotels and Restaurants 20 4.4 1.4 
Transport and Communications 16 3.6 1.2 
Financial Intermediation and Real Estate 10 1.9 0.5 
Public Administration Defense 5 0.8 0.2 
Education 2 0.1 0.0 
Health and Social Work 7 1.4 0.5 
Miscellaneous Labor Work 45 11.5 4.2 
Not Adequately Defined 27 6.2 2.2 

a The proportion of the population whose income/consumption levels fall below a prescribed poverty line.  
b The depth of poverty is the proportion by which an individual is below the poverty line (it has a value of 0 for all 

individuals above the poverty line). 
c The poverty severity index gives a weight to the poverty gap (more weight to very poor than to less poor). 
Sources: World Bank estimates, based on Household Income and Expenditure Surveys, Department of Census and 

Statistics, 1990/91, 1995/96, and 2002.    
 

Table 2: Incidence of Poverty—Estate, Rural, and Urban Populations (%) 
 

Sector 1990/91 1995/96 2002 
Sri Lanka (Overall) 26 29 23 
Urban 16 14   8 
Rural 29 31 25 
Estate 21 38 30 

Source: Household Income and Expenditure Surveys, Department of Census and Statistics, 
1990/91, 1995/96, and 2002. 

 
9. Low Productivity. The agriculture sector posted an average growth of 1% per annum in 
the last decade (1996−2005). Excluding livestock and fisheries, agricultural growth registered 
an annual average of only 0.4% over the last 5 years. Despite gains from privatization, the 
plantation sector still faces low productivity.20 The average plantation tea yield of 1,500 kg/ha is 
                                                 
19 ADB/World Bank. 2004. Investment Climate Assessment: Sri Lanka−Improving the Rural and Urban Investment 

Climate. Manila. Available: http://www.adb.org/Statistics/reta_4018.asp
20 Tea covers about 190,000 ha with smallholders accounting for 49%. Rubber cultivation covers about 116,500 ha, 

43% of which is owned by smallholders. Plantations provide employment to 32,000 workers in rubber and 
associated industries. Coconut production covers about 390,000 ha. 

http://www.adb.org/Statistics/reta_4018.asp
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lower than yields of smallholder tea producers (2,200 kg/ha) and tea yields in other countries 
such as India (1,700 kg/ha) and Kenya (2,200 kg/ha). Based on industry and sector experience, 
aging tea crops, unless replanted, will lead to lower yields per ha.21 The industry norm for 
annual replanting ranges from 2%−3% of planted areas. The current replanting rate in Sri Lanka 
is estimated at 0.3% to 1%, below the rate required for maintaining good productivity. For tea 
smallholders, an estimated 50% of land for tea production is still under old seedling tea which 
requires replanting. Current programs of the Government have outlined that subsidies for tea 
plantations and new plantations will be increased by 25%. Productivity of Sri Lankan rubber at 
900 kg/ha is below the average rubber yields (1,400 kg/ha) in Indonesia, Malaysia, and 
Thailand.22 Based on the production volume index, rubber and tea production grew annually by 
0.3% and 1.3%, respectively, from 1999−2004, while coconut production registered an annual 
decline of 2.8% during the same period.23 Production cost from 1999 to 2004 registered annual 
increases of 6.4%, 6.9%, and 12.7% for tea, rubber, and coconut, respectively. In the case of 
non-plantation crops, productivities of maize and potato crops in Sri Lanka are relatively low 
when compared to crop productivities in other countries with similar agro-climatic conditions.24 
Agricultural labor productivity has stagnated in the 1990s, partly due to limited use of modern 
technology: (i) limited use of improved seed and plant varieties, (ii) low adoption of productivity 
enhancing agricultural technology and practices by small farmers, and (iii) inadequate extension 
services for efficiency and technology enhancement. This situation impedes quality and 
productivity improvements. For example, the restrictive seed and quarantine (phytosanitary) 
regulations has been a major constraint to agricultural development. 
 
10. A shift towards better use of land (for higher value crops and purposes with strong 
comparative advantage) can offer better choices for the utilization of fixed assets. A restrictive 
land policy has impeded this shift. Land reform processes in Sri Lanka have intentions to 
minimize restrictions on land ownership and land use. However, some of these reforms have 
themselves become restrictive as they have prevented farmers from using land ownership to 
gain access to support services (i.e., credit collateral) due to protracted procedures and 
transaction costs to establish land ownership, and restrictions imposed on the beneficiaries of 
the land reform program. For example, farmer beneficiaries of the Land Development Ordinance 
are prohibited to lease or sell their land or to use it as collateral. Efforts at introducing reforms in 
the land market have achieved limited success. The Agrarian Development Act (No. 46, 2000) 
allows change of land use from paddy to other crops, subject to government concurrence. 
Critics have observed that government concurrence takes time to materialize, and the 
transaction cost is relatively high for poor farmers. Efforts aimed at promoting better allocation of 
land resources through provision of leases and mortgage rights were perceived by critics as 
efforts toward privatization. In 2003, a draft landownership bill that intended to give complete 
ownership rights to farmers was withdrawn due to legal constitutional challenges.25

                                                 
21 Sources include (i) observations drawn from key informant interviews; and (ii) Hettiarachchi, L. 2006. “An Overview 

of the Tea Industry and Associated Problems”; Daily News: Colombo, 12 and 19 September 2006. Available: 
http://www.dailynews.lk/2006/09/12/fin04.asp

22 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Sri 
Lanka for the Plantation Development Project. Manila. 

23 Department of Census and Statistics. 2005. Statistical Abstract. Sri Lanka.  
24 World Bank. 2003. Promoting Agricultural and Rural Non-Farm Sector Growth. Washington DC. Based on average 

of yields for 3 years (1997–1999), maize productivity in Sri Lanka was relatively low (1,072 kg/ha) in contrast to that 
of Indonesia (2,463 kg/ha), Pakistan (1,691 kg/ha), the People’s Republic of China (4,868 kg/ha), Thailand (3,365 
kg/ha), and Vietnam (2,508 kg/ha). Similarly, potato productivity in Sri Lanka was lower than those of Indonesia, 
Pakistan, and the People’s Republic of China.   

25 In 2003, the Land Ownership Bill was brought to Parliament. A number of petitioners challenged this bill with regard 
to its constitutionality before the Supreme Court, which subsequently blocked the bill on the grounds that it was 
inconsistent with the Constitution. The Land Ownership Bill specified its objectives, as to provide for the disposal of 

http://www.dailynews.lk/2006/09/12/fin04.asp
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11. Variable Government Policies and Interventions. Sri Lanka’s agriculture has been 
characterized by variable policies that have constrained agricultural commodity performance 
and factor markets. Although government policies are intended to achieve domestic food 
security and to protect the interests of small farmers, they have had the unintended effects of 
squeezing returns from agricultural production, limiting productive investments, and constraining 
diversification into higher value crops. Past experience demonstrates that volatile tariffs levied 
on imports and the licensing requirements imposed on commodities (e.g., planting materials) 
have distorted incentives for increasing productivity. Subsidies on specific farm inputs such as 
fertilizers and water have also constrained the development of a market-oriented agriculture by 
sending mixed signals to the private sector.26 Likewise, outright debt forgiveness has 
undermined credit collection, penalized those who repaid their debts, and discouraged 
creditors.27 Pricing interventions have similar distorting effects.28 Annual subsidies for fuel and 
fertilizers amounted to SLR26 billion and SLR6.8 billion, respectively, representing a total bill 
equivalent to 1.4% of GDP in 2005, more than what the Government spent on public health 
services. In its 2005 Annual Report, the Central Bank of Sri Lanka reported that most of the 
existing subsidies, concessions, and measures of protection have imposed serious social and 
economic costs though they benefit a select few. Restrictive labor regulations discourage 
investments in value-added and processing activities in formal agribusiness enterprises. Based 
on existing labor regulations, dismissal of workers in the formal sectors is costly and difficult. Sri 
Lanka is ranked fourth (along with Ghana and Zambia) as the most expensive country among 
175 ranked countries in terms of costs (weeks of wages) of dismissing formal workers.29 This 
encourages informal employment, as the costs of hiring and firing workers in formal businesses 
and enterprises can be prohibitive.30 People in industries and observers have pointed out that 
rigid labor laws stifle the creation of jobs in the formal sector. More than 60% of jobs in Sri 
Lanka remain in the informal sector. 
 
12. The Government’s frequent adjustments of tariffs in an attempt to achieve conflicting 
objectives (i.e., low consumer prices and high producer prices) have generated a climate of 
uncertainty in the sector. Inevitably, the inconsistencies and unpredictability of government 
policies for production, trade, credit, licensing of imports, and pricing have acted as deterrents to 
private sector participation and investments. These conditions prevent farmers and producers 
from making rational decisions. Frequent and unpredictable tariff changes affect farmers, 
consumers, and traders. For example, during months when certain commodities are perceived 
to be in short supply (characterized by high prices in domestic markets), the Government lowers 

                                                 
ownership of lands by the transfer of ownership of state lands to citizens of Sri Lanka, for the removal of certain 
restrictions attached to grants and transfers made under the Land Development Ordinance (Chapter 464) and the 
Land Grants (Special Provisions) Act No. 43 of 1979.  

26 The fertilizer subsidy was withdrawn in 1989, and reinstated in 1994. The current subsidy applies to urea only. In 
2002, a fixed amount per metric ton was provided as subsidy for urea imports. Based on the President’s budget 
speech of 2006, a subsidy of SLR8.5 billion (from the previous SLR6.2 billion) would be extended to the fertilizer 
industry to provide fertilizer of all varieties at SLR350/50-kg bag. The President’s budget speech of 2007 indicated 
that approximately SLR11 billion was spent in 2006 for fertilizer subsidies. The provision of fertilizer subsidy is 
endorsed as one of three key elements to support rice production as contained in the Mahinda Chintana programs.  

27 Agricultural debts were condoned and written off in 1995, costing the Government SLR6 billion. This was repeated 
in 2001, costing SLR175 million.  

28 Before its abolition, the Paddy Marketing Board controlled the price of rice. The Cooperative Wholesale 
Establishment currently controls price support for rice and other commodities, and this has at times incurred large 
operating losses for the Government. Labor regulations have discouraged the development of small enterprises 
due to rigid rules on hiring and firing of workers, restrictions on enterprise restructuring and retrenchment, and 
government interventions on employment issues.   

29 World Bank. 2007. Doing Business in South Asia. Washington, DC. Available: http://www.doingbusiness.org/
30 Labor regulations mandate a generous allowance for holidays and leave. National holidays include every full moon 

and eight other festivals. Workers receive 21 days annual leave and 21 days sick leave.  

http://www.doingbusiness.org/
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tariffs and allows licensed imports of major agricultural commodities. The Government increases 
tariffs and imposes import restrictions when domestic prices of certain agricultural commodities 
are low. This practice creates uncertainty and introduces additional price risks for traders, 
consumers, and producers. Further, this intervention can discourage investments in storage of 
commodities, particularly when storage is expected to generate returns from seasonal price 
variations. The Institute of Policy Studies of Sri Lanka showed in its study that the country would 
have achieved welfare improvement from tariff reduction on rice, and that ad-hoc duty changes 
(in both rice and potato) during the past decade had hurt both consumers and producers.31 The 
extent of welfare gain from tariff reduction on rice was found higher among the low-income 
groups, compared to high-income groups. Poorer households spend a relatively larger share of 
their expenditure on rice consumption, when compared to wealthier households. Hence, a price 
reduction of rice would bring larger benefits to poor groups.  
  
13. Lack of Infrastructure and Access to Basic Services. The lack of basic infrastructure 
has impeded agricultural growth and rural development. Sri Lanka’s rural economies face 
several shortcomings in terms of farm to market roads, market facilities, and access to 
electricity, telecommunications, and financial services. The imbalance in basic infrastructure and 
facilities is evident outside Colombo. Rural-urban gaps characterize Sri Lanka’s uneven growth 
and development patterns. Poor infrastructure and lack of access to enabling facilities have 
increased operating costs, and reduced the competitiveness of both farmers and rural 
enterprises. For example, post-harvest losses due to mishandling, storage, and transport have 
accounted for 25% to 40% of losses for perishable items. The deficiency in infrastructure is 
exacerbated by problems associated with existing infrastructure, particularly irrigation facilities, 
which suffer from poor maintenance, institutional weaknesses, capacity deficiencies, and lack of 
farmer participation. Consequently, this condition leads to poor water quality service and poses 
access problems for tail-end water users.  
 
14. Environmental Degradation. Sri Lanka has a diverse natural resource base whose 
management is critical to the rural poor’s ability to improve livelihoods and to exit from poverty. 
Sri Lanka is acknowledged to have rich biological diversity due to its varied topography and 
climate. Most of its wildlife is also found to a great extent in protected areas covering around 
8,600 square kilometers. Sri Lanka’s natural resource base has been threatened by 
unsustainable agricultural activities, population pressure, rising industrial demand, and 
increasing dependence of poor people on natural resources. Intensification of agricultural 
production has contributed to serious degradation of land and coastal resources.32 At present, 
Sri Lanka has a forest cover of approximately 1.5 million ha, with a total forest cover including 
forest plantations of about 2.0 million ha. The natural forest cover has decreased from 44.6% of 
total land area in 1956 to only 22.4% by 2000. An annual deforestation rate is estimated at 
15,000 ha and was highest during the 1980s due to the implementation of large-scale 
projects.33 Deforestation has contributed to land slides, soil loss, and productivity losses. 
Unabated resource extraction can threaten the sustainability of poverty reduction efforts. In 
most rural areas, key resource problems include deforestation and soil erosion, coastal erosion, 
marine resource depletion, riverbed mining, water pollution, threatened biodiversity arising partly 
from illegal agricultural activities in protected areas, and fuelwood extraction.34 The absence of 

                                                 
31 Jayanetti, Sanath and Ganga Tilakaratna. 2005. The Impact of Trade Liberalization on Poverty in Sri Lanka. The 

Institute of Policy Studies. Colombo.  
32 ADB. 1992. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Sri 

Lanka for the Fisheries Sector. Manila. 
33 Sri Lanka Forest Department. 2001. Administration Report of the Conservator General of Forest. Colombo. 
34 Ministry of Environment and Natural Resources. 2003. Caring for the Environment 2003–2007–Path to Sustainable 

Development. Sri Lanka.  This document succeeded the series of the National Environmental Action Plans. 
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an approved (or updated) national water policy and the corresponding apex institution for water 
resources management, for instance, directly contribute to the mismanagement of water 
resources. While some observers argue that public expenditure on environmental protection 
and improvement (such as for erosion control) is only justified if benefits outweigh the costs, 
appropriate methods and contexts should be taken into account to capture both short-term and 
long-term costs and benefits of environmental protection.35 Unless a good natural resource 
management strategy is in place, the potential and multiple benefits from the environment, 
particularly in the context of ecological life support systems, are unlikely to be sustainable. 
 
15. Peace and Order Situation. More than two decades of civil strife in the North and East 
has hampered development and poverty reduction efforts. The effects of the civil conflict are far 
reaching: loss of lives, social and psychological trauma, physical damages, and food insecurity. 
In 2006, more than 3,000 people were killed, and 200,000 people displaced due to the 
resumption and escalation of armed conflict. This unfavorable security situation deters the 
Government and other agencies from conducting a reliable assessment of socioeconomic 
conditions including the extent of poverty incidence in the North and East. The combined GDP 
contributions of the North and East to the national GDP in 2003 was 8.2%, much lower than its 
15%−20% pre-conflict contribution in 1982 and 1983. During the war, areas under cultivation in 
the North and East fell by 50%−80%, while its share in paddy production plummeted from 33% 
in 1980 to 3% in 2000. The productivity of agriculture in the North and East and its contribution 
to Sri Lanka’s economy have been decimated by the effects of the war. These include unusable 
lands because of unexploded ordnance, disruptions to cultivations because of fighting, limited 
access, mobility restrictions, and land reclamation for other purposes.  
 
16. The North and East account for 60% of Sri Lanka’s total coastline. Security-related 
restrictions to fishing and utilization of coastal resources have curtailed employment, and 
restricted movement of goods and people.36 Fishing restrictions, damaged fishing infrastructure, 
and displaced fishermen have negatively affected fisheries production. This exacerbates 
pressure on other natural resources to meet domestic demand for food and other basic needs. 
The investment climate in the North and East has worsened as conflict is a deterrent to private 
sector participation. Escalation of armed conflict and its effects have led to delays in the 
implementation of development projects. Some observers argue that the prolonged absence of 
an effective natural resource management program and the lack of civil enforcement systems in 
the conflict-affected areas can lead to resource destruction when people are left without many 
employment alternatives. Overall, the conflict has constrained the agriculture and natural 
resources sector in the North and East, keeping it at subsistence level, and restraining 
commercialization. 
 
17. Evolving Government Sector Priorities and Strategies.  Sri Lanka began liberalizing 
its economy in the late 1970s after years of inward-looking interventionist policy. Sri Lanka was 
among the first developing countries that took steps to liberalize their economies. The 
Government (i) adopted measures to facilitate export, promote private investment, and generate 
economic growth; and (ii) initiated policy reforms on trade, investments, tariffs, and subsidies. In 
agriculture, the Government promoted agricultural productivity improvement and investments for 
irrigation development to achieve rice self-sufficiency. In the mid-1980s, despite record high 
commodity prices, agricultural production of major export crops stagnated as there was not 

                                                 
35 Vieth, G., et. al. 2001. Economics of Soil Conservation: The Upper Mahaweli Watershed of Sri Lanka. Journal of 

Agricultural Economics. Vol. 52. No. 1. pp.139–152. 
36 Bhatt, S. and Devika Mistry. 2006. Cost of Conflict in Sri Lanka. Strategic Foresight Group: Mumbai. 
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enough incentive for export growth due to the prevailing export tariff structure and the bias for 
rice production. Distortions in agriculture persisted with strong budget implications. 
 
18.  Building on experience, the Government sought assistance from development partners 
to support the country’s economic development. Initiatives were undertaken to rectify the 
agricultural imbalance through policy realignment under the 1984 National Agriculture, Food and 
Nutrition Strategy. The major elements of the National Agriculture, Food and Nutrition Strategy 
comprised (i) support for the growth of other crops, particularly tree and other export crops, 
which were neglected due to the overemphasis on rice production; (ii) reassessment of input 
support systems (such as research, extension, input supply/factor markets, and rural credit 
services), and identification of institutional and policy measures necessary to redirect the pro-
rice bias of agricultural services; (iii) an emphasis on rehabilitation, improved operation and 
maintenance, and efficient resource management instead of construction of new irrigation 
schemes; (iv) adoption of a private sector oriented approach to marketing; and (v) border-pricing 
of agricultural commodities to improve competitiveness. During that time, the Government 
aimed to improve the output, productivity, export, and management of tree crop estates which 
were supported under the 1984 medium-term investment program. In 1993, the Government 
accorded greater priority to reduction of poverty and unemployment. At the same time, the 
Government progressively paid more attention to problems associated with environmental 
degradation. 
 
19.    Subsequently, the Government pursued several policy measures from 1996 to 2002 to 
accelerate agricultural growth. These measures were aimed to increase productivity, improve 
international competitiveness, and shift from low value to high value production. These policy 
measures covered (i) the approval of a national seed policy in 1996 and the privatization of 
selected government seed farms, (ii) granting full ownership rights to farmers who benefited 
from an earlier government land grant, (iii) subsidized credit programs, (iv) introduction of fee-
based extension services, and (v) provision of incentives for private sector participation. The 
Government also promoted environmental management in the 1990s and encouraged the 
formulation of management plans that aimed to protect and promote sustainable resource use. 
These plans included, among others, the (i) National Environmental Action Plan (1995–1998);37 
(ii)  Forestry Sector Master Plan (1995–2020), (iii) Fisheries Development Plan (1999–2004), 
(iv) Coastal Zone Management Plan (1997) including Coastal 2000, which provides a strategy 
for managing the country’s coastal regions; (v) National Environmental Policy (2003); 
(vi) National Wildlife Policy (2000);38 (vii) National Biodiversity Conservation Action Plan (1988); 
(viii) National Watershed Management Policy (2004); (ix) National Wetland Policy (2004); and 
(x) National Forest Policy (1995). A National Water Policy was drafted in 2000. The proposed 
water policy calls for a more efficient and sustainable management of water resources in the 
country. Water resources management in Sri Lanka is currently in disarray due to the absence 
of strategic directions and the multiple agencies involved in the water subsector. Agriculture and 
natural resources is directly affected given the competing demands for water from agricultural, 
commercial, and household users. For example, irrigation canals are tapped as a source of 
drinking water in some areas, leading to conflicts between and among farmers and other water 
users. The progress on the development of the national water policy has been protracted. The 
draft water policy was published in the local news media in October 2006, and initial 

                                                 
37 This National Environmental Action Plan was subsequently superseded by a new action plan issued by the Ministry 

of Environment and Natural Resources in 2003. 
38 The first National Policy on Wildlife Conservation was approved by the Cabinet in June 1990. The present National 

Wildlife Policy (2000) addresses many of the same issues in updated form, incorporating elements that respond to 
the evolving needs of Sri Lanka, and the convention on Biological Diversity, which Sri Lanka ratified in 1994.  
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consultations were initiated with major stakeholders that include irrigation, industrial, and 
household users.39

 
20. By 2002, the Government development policy strongly adhered to a strategy to 
accelerate economic growth through productivity improvements. The policy recognized barriers 
to agricultural development and advocated a comprehensive strategy to eliminate impediments 
to improving crop and land productivity and agricultural investments, largely by reforming 
restrictive government policies to create an environment conducive to growth. Subsequently, 
with elections in 2004 that installed a new government, a new development policy document 
was released: The Economic Policy Framework of the Government of Sri Lanka (2006),40 which 
drew from the presidential election platform, Mahinda Chintana.41 According to this economic 
policy framework, the key economic objective of the Government is to assist the agricultural 
sector to attain self-sufficiency in food production and food security. This economic policy 
considered tea, coconut, rice, aromatic plants, and a number of spices as national crops that 
would provide an ownership structure for equitable growth because they are largely comprised 
of smallholder activities. Further, this economic policy included (i) development assistance by 
way of new technology; subsidized inputs (fertilizer, seed, and planting material); storage; and 
credit facilities to promote agricultural production, value addition, and exports; (ii) establishment 
of cultivation zones for strategic food crops (potato, onion, vegetables, etc.) and horticulture 
development, particularly using organic fertilizer; (iii) promotion of domestic private sector in 
commercial agriculture, particularly in plantation crops and export agriculture for value addition; 
and (iv) rehabilitation of existing irrigation facilities to minimize the adverse impact of periodic 
droughts. The Government proposed actions to promote sugarcane cultivation to reach self 
sufficiency target in sugar production.  
 
C.  The Country Sector Strategy and Program of ADB 
 

1. ADB’s Sector Strategies in the Country 
 
21. Evolution of ADB’s Sector Strategies. The agriculture and natural resources sector 
strategies of ADB for Sri Lanka were largely shaped by the need to address the constraints that 
contributed to the sector’s lackluster performance. In the early 1980s, this weak performance 
was due to (i) the paucity of incentives to encourage the development of private sector-led 
agriculture; (ii) inadequate attention to reforms to improve the efficiency of public enterprises 
and institutions; (iii) distorted pricing policies; (iv) large government budgetary expenditures and 
fiscal burdens; and (v) taxation of export earnings of the tree crop subsector.42 Collectively, 
these factors constrained crop productivity and limited employment and income opportunities, 
both on-farm and off-farm. Past government policies in the 1980s created strong biases in favor 
of rice and sugar to achieve self sufficiency and food security. Some of these biases have 

                                                 
39 The Government has reportedly allocated $1 million to finance consultation campaigns. 
40 Government of Sri Lanka. 2006. A New Economic Order for a Strong National Economy: The Economic Policy 

Framework of the Government of Sri Lanka. Colombo. 
41 This refers to the political manifesto or vision (Chintana) of Sri Lankan President Mahinda Rajapakse. For the 

agriculture sector, the document underscores several government programs focusing on farmer support and 
subsidies that include (i) increased subsidies for coconut and rubber replanting (SLR106,000/ha), tea replanting 
and new tea plantations (25%), and fertilizers (priced at SLR350/50 kg); (ii) providing a guaranteed floor price for 
milk (SLR25/liter) to promote self sufficiency; (iii) abolition of taxes on two-wheel tractors and other agricultural 
equipment; (iv) reestablishment of Paddy Marketing Board that will facilitate government intervention in the rice 
market; (v) launch of a special program in the context of national food security to enhance paddy production in the 
wet zone to encourage cultivation in abandoned fields; and (vi) measures against importation of several food crops 
(such as potatoes, onions, and chilies) during the local harvesting seasons. 

42 ADB. 1993. Country Operational Strategy for Sri Lanka. Manila. 
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remained today. Export taxes on tree crops (tea, rubber, and coconut) undermined the prices 
received by domestic producers and discouraged investment and exports, while public sector 
inefficiency generated producers’ losses and low incomes, and contributed to stagnating yields. 
Since the late 1990s, key constraints facing agriculture have included (i) policy uncertainty; (ii) 
lack of rural infrastructure; (iii) relatively high production costs; (iv) low technology level and 
productivity attributed to inadequate research and extension services; (v) a system of rural 
finance that was marked by subsidies and a tradition of debt forgiveness, effectively rationing 
financial resources away from rural areas; and (vi) environmental degradation, among other 
impediments.43

 
22.  Given the sector constraints, the 1988−1992 sector strategy of ADB supported policy 
and institutional reforms to strengthen rural credit and extension services, and to reduce crop 
subsidies. These were aimed to make service delivery more efficient, improve crop productivity, 
and diversify crops. The subsequent 1993−1997 sector strategy shared the concern about 
improving agricultural performance, largely through a shift toward higher-income production 
systems and enhancement of policy and institutional reforms (price rationalization, subsidy and 
market policies, removal of export taxes on tea, privatization of public sector enterprises, 
provision of support services, and improvements in the social conditions of plantation workers). 
Revamping the existing policy and incentive framework was essential to creating an enabling 
sector environment. Due to the rising concern about sustaining the natural resource base to 
support employment and poverty reduction, the 1993−1997 sector strategy incorporated 
environmental management which continued to receive attention in the last decade.  
 
23.  Subsequently, the 1998−2003 sector strategy sought to consolidate policy reforms in the 
crop sector (both smallholder and plantations) and to stimulate further reallocation of functions 
from the public to the private sector, and to improve the interface between them to enhance 
productivity and sector viability. The focus on perennial crops continued, mainly to capitalize on 
past ADB experience in plantation privatization and smallholder development. Moreover, the 
agriculture and natural resources sector strategy supported a second wave of productivity 
improvements (replanting and rationalization of land use within the plantations) to consolidate 
efficiency gains, along with improvements in the social condition of plantation workers. 
Subsequently, the 2004−2008 sector strategy44 continued support for enhancing productivity of 
agriculture through improving the policy and regulatory environment and promoting broader 
commercialization of the sector. The strategy also encouraged greater private sector 
participation in research and extension, rural infrastructure, and marketing and financial services 
to raise the technological level in agriculture and enhance responsiveness to market 
opportunities. The strategy recognized that the expansion of agribusiness management capacity 
(resulting from privatization of the plantation companies) could be harnessed to promote good 
practices in contract farming, management contracts, and processing of agricultural outputs for 
organized smallholders. Overall, the ADB sector strategies for agriculture and natural resources 
over the last decade have been relevant, contextual, evolutionary, and responsive to the 
challenges facing the sector’s performance and market orientation.  
      
24. Positioning. Six criteria guided the assessment of positioning of ADB’s sector 
strategies: (i) sufficient basis for the strategy, (ii) Government’s absorptive capacity and 
ownership, (iii) ADB’s comparative advantage in the sector and harmonization of sector 
strategies with development partners, (iv) focus/selectivity and synergies, (v) long-term 

                                                 
43 ADB. 1998. Country Operational Strategy for Sri Lanka. Manila. 
44 ADB’s Sri Lanka country strategies and programs, and their updates, from 2002 onward are available at 

http://www.adb.org/Documents/CSPs/SRI/default.asp. 

http://www.adb.org/Documents/CSPs/SRI/default.asp
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continuity of the sector strategy, and (vi) risk assessments and monitoring mechanisms to 
achieve the envisaged results of the sector strategies. ADB’s formulation of its agriculture and 
natural resources sector strategies for Sri Lanka drew from various sources that provided a 
basis for identifying sector issues and opportunities for development assistance. For example, 
the 1993−1997 sector strategy drew insight from the Government’s development agenda, 
ADB’s Medium-Term Strategy, dialogue with development partners, past experience in 
perennial crops, and findings of evaluation studies on agriculture and natural resources project 
performance. ADB took into account experience and lessons in the sector for the formulation of 
subsequent sector strategies. The 1998−2003 strategy went much further, relying on economic, 
thematic, and sector work to provide a strong foundation for strategy formulation, combined with 
stakeholder consultations, policy dialogue, poverty assessment, and program lending 
experience. More recently, the 2004−2008 agriculture and natural resources sector strategy 
was anchored on the Government’s development agenda, poverty reduction strategy, policy 
dialogue, and consultations with development partners and other stakeholders.  
 
25. Prior to 1998, there were no explicit discussion and assessment of the Government’s 
absorptive capacity in the agriculture and natural resources sector strategies. Such discussions 
were included subsequently in the 1998−2003 and 2004−2008 sector strategies, which 
recognized institutional and human resource constraints in Sri Lanka, along with the increasing 
external debt burden of the country and security problems in conflict-affected areas. The 
inclusion of absorptive capacity assessment of the Government was partly due to lessons from 
operational experience, and the requirements for the preparation of country strategies.45 There 
has been improvement in the recognition of absorptive capacity in strategy and program 
formulation. In terms of country ownership of the strategies, the 1998−2003 and 2004−2008 
sector strategies discussed the strategy formulation process, which involved consultations with 
the Government and other stakeholders. This process contributed to greater coherence and 
harmonization of development assistance. For example, the 1998−2003 sector strategy 
emphasized coordination with the World Bank in policy reforms. ADB worked closely with the 
Australian Agency for International Development on participatory forestry and with the Japan 
Bank for International Cooperation on plantation development, which involved cofinancing 
arrangements.46 In recent years, development partners provided assistance to improve working 
conditions in plantation estates, and to support integrated rural development and natural 
resource management. The 1998−2003 sector strategy explicitly recognized the potential value 
of nongovernment organizations in natural resource management. This may be attributed to two 
factors: (i) ADB’s experience in working with various stakeholders, and (ii) ADB’s adoption of a 
policy in 1998 on cooperation between ADB and nongovernment organizations.47   
 
26.  The focus on improving the agriculture and natural resources sector’s lackluster 
performance has provided continuity to ADB’s sector strategies over the last decade. In line with 
this concern, improving productivity, reducing subsidies, diversifying crops and support services, 
fostering a market-driven growth, encouraging private sector investment in agriculture and 
natural resources, and promoting environmental sustainability have altogether formed part of 
the strategic options for the sector. ADB refrained from supporting food crops and irrigation 
which received assistance from the World Bank and other development partners. ADB 
assistance accorded priority to the plantation sector and perennial crops (non-plantation). With 
                                                 
45 Several evaluation studies emphasized the importance of institutional analysis and capacity assessment.  
46 ADB. 1992. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Sri 

Lanka for the Participatory Forestry Project. Manila; and ADB. 2002. Report and Recommendation of the President 
to the Board of Directors on a Proposed Loan to Sri Lanka for the Plantation Development Project. Manila. 

47 ADB. 1998. Cooperation between Asian Development Bank and Nongovernment Organizations. Manila. 
 Available: http://www.adb.org/Documents/Policies/Cooperation_with_NGOs/default.asp?p=policies#contents

http://www.adb.org/Documents/Policies/Cooperation_with_NGOs/default.asp?p=policies#contents
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the 1998−2003 sector strategy, ADB expanded its coverage on natural resource management, 
guided by (i) the economic and ecological functions of the environment, and laying the 
foundation to promote ecotourism and generate earnings from the aesthetic value of natural 
resources; (ii) addressing poverty-related causes of degradation; and (iii) preventing and/or 
minimizing damage to existing infrastructure. The three priority natural resource management 
areas were forestry and biodiversity conservation and management, water resource 
management, and coastal resources management. The instruments used by ADB for 
implementing its agriculture and natural resources sector strategies in the last decade 
comprised (i) policy-based lending (program loans); (ii) investment loans for projects (public 
sector); (iii) technical assistance (TA) for institutional strengthening, capacity development, and 
project preparation; (iv) policy dialogue; and (v) economic, sector, and thematic work on 
environmental concerns and agriculture. 
 
27.  Overall, ADB’s agriculture and natural resources sector strategies for Sri Lanka fell short 
of assessing sector-specific risks, except for the 2004−2008 sector strategy which cited slow 
absorption of the community-driven approach and inadequate community participation in natural 
resource management as possible risks. The 2004−2008 sector strategy cautioned and 
recognized that flexibility should be exercised to respond to immediate and long-run 
rehabilitation needs of the conflict-affected North and East. In terms of results orientation, the 
1998−2003 and 2004−2008 strategies specified expected outcomes and impacts. Key sector 
outcome indicators included the agricultural GDP growth rate, growth in agricultural productivity, 
poverty incidence, deforestation rate, coastal erosion rate, and water quality in major rivers and 
coastal areas. In terms of overall responsibility for project administration, there has been an 
increased delegation of projects from ADB Headquarters to the Sri Lanka Resident Mission. As 
of December 2006, the Sri Lanka Resident Mission administered three agriculture and natural 
resources projects.48  
 
28. Overall, the positioning of the agriculture and natural resources sector strategies of ADB 
during the last decade was assessed as satisfactory with progressive improvements in several 
areas. Results are summarized in Table 3 and supported by analysis in the Appendix to this 
paper. 

 
Table 3:  Rating of the Positioning of the Agriculture and Natural Resources 

Sector Strategies 

 
 
 
 
 
Sector 
Strategy 

 
 
 

Sufficient 
Basis for 

the 
Strategy 

 
 
 

Government’s 
Absorptive 

Capacity and 
Ownership 

 
ADB’s Comparative 

Advantage and 
Strategy 

Harmonization with 
Other  Development 

Partners 

 
 
 

Focus/ 
Selectivity 

and 
Synergies

 
 
 
 
 

Long-Term 
Continuity

Risk 
Assessment 

and Monitoring 
Mechanisms to 

Achieve 
Envisaged 

Results 

 
 
 
 
 
 

Averagea

1993–1997 2     (S)  0     (U) 2     (S) 2     (S) 1     (PS) 0     (U) 1.17  (PS) 
1998–2003 3     (HS) 1     (PS) 3     (HS) 2     (S) 2     (S) 1     (PS) 2.00    (S) 
2004–2008 3     (HS) 1     (PS) 3     (HS) 2     (S) 2     (S) 2     (S) 2.17    (S) 
Overall       1.78    (S) 
ADB = Asian Development Bank, HS = highly satisfactory, PS = partly satisfactory, S = satisfactory, US = 
unsatisfactory. 
a  Note: HS = 3 points; S = 2 points; PS = 1 point; and US = 0 point. An equal weight is applied to each of the six 

criteria for positioning/coherence. The ratings are as follows: (i) HS > 2.5, (ii) 2.5 ≥ S ≥ 1.6, (iii) 1.6 > PS ≥ 0.6, and 
(iv) 0.6 > US.  

 
                                                 
48 As of December 2006, the delegated agriculture and natural resources loans to Sri Lanka consist of (i) Loan 1545-

SRI: Upper Watershed Management Project; (ii) Loan 1767-SRI: Protected Areas Management and Wildlife 
Conservation; and (iii) Loan 1716-SRI: Coastal Resources Management Project.  
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2. ADB’s Sector Assistance Program 
 
29. Evolution of Sector Assistance Programs. The agriculture and natural resources 
sector assistance programs have been in harmony with the declared sector strategies (Table 4). 
The assistance programs addressed common development thrusts in terms of crop productivity 
improvement, crop diversification, policy and institutional reforms, support services improvement 
(marketing, research, extension, input supply, and access to credit), and promotion of private 
sector participation. Privatization of agriculture and natural resource management gained more 
prominence in the late 1990s. Broad areas were covered, including agribusiness, agricultural 
production, agro-processing, agricultural sector development, biodiversity, and natural 
resources. The composition of sector assistance over the last decade can be categorized into 
four main areas: (i) plantation, (ii) non-plantation, (iii) sector or integrated rural development, 
and (iv) natural resource management. 
 

Table 4: Alignment of the Agriculture and Natural Resources Sector Strategies and 
Assistance Programs 

 

Pre-CAPE Period CAPE Period Strategy/ 
Program 1988−1992 1993−1997 1998−2003 2004−2008 
Sector Strategy 
Focus/Coverage 

(i) crop 
diversification;  

(ii) improvement of 
productivity of 
traditional 
crops;  

(iii) diversification 
and provision of 
an efficient 
range of support 
services;  

(iv) policy and 
institutional 
reforms; and 

(v) private sector 
participation 

 

(i) policy and 
institutional 
reforms;  

(ii) upgrading of 
rural 
infrastructure; 

(iii) enhancement of 
crop 
productivity of 
tea and 
diversified 
farming 
systems; 

(iv) human resource 
development;  

(v) private sector 
involvement;  

(vi) improvement of 
the policy 
framework to 
generate rural 
labor; and  

(vii) environmental 
sustainability 

(i) consolidation of 
recent policy 
reforms in 
perennial crops 
sector (both 
smallholder 
and 
plantations);  

(ii) improvement of 
social 
conditions of 
estates; 

(iii) public-private 
interface 
through 
reallocation of 
research, 
extension, and 
marketing from 
the public to 
the private 
sector; and  

(iv) improvement of  
natural 
resource 
management 

 

 (i) support for enhancing 
productivity of 
agriculture through 
improving the policy 
and regulatory 
environment and 
promoting broader 
commercialization of 
the sector; 

(ii) greater private sector 
participation in 
research and 
extension, 
infrastructure 
provision, and 
marketing and 
financial services;  

(iii) strengthening capacity 
in natural and 
environmental 
resource 
management; and  

(iv) providing flexibility in 
responding to 
rehabilitation needs in 
the North and East 

Sector 
Assistance 
Program 
Focus/Coverage 

(i) higher volume 
and quality of 
crops;  

(ii) improvement of 
support 
services, 
particularly 
credit and 
extension;  

(iii) rehabilitation;  
(iv) institutional and 

(i) institutional and 
policy reforms;  

(ii) expansion of 
income 
opportunities;  

(iii) infrastructure 
improvement;  

(iv) welfare 
improvement of 
estate workers; 

(v) private sector 

(i) crop 
diversification;  

(ii) improvement of 
support 
services;  

(iii) privatization of 
support 
services and 
enterprises;  

(iv) improvement of 
natural 

(i) agricultural 
productivity 
improvement;  

(ii) private sector 
involvement in 
research and 
extension, 
infrastructure 
provision, and 
marketing and 
financial services;  
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Pre-CAPE Period CAPE Period Strategy/ 
Program 1988−1992 1993−1997 1998−2003 2004−2008 

policy reforms; 
and 

(v) private sector 
participation 
and privatization 

participation; 
and  

(vi) environmental 
sustainability 

resource 
management; 
and  

(v) improvement of 
the social 
condition of 
estate workers 

(iii) flexibility to respond to 
rehabilitation needs in 
the North and East;  

(iv) expansion of  
agribusiness capacity; 
and  

(v) strengthening of 
natural resource 
management capacity

CAPE = country assistance program evaluation.  
Sources: Asian Development Bank Country Operational Strategy; Country Operational Program Paper; Country 

Strategy and Program; Country Strategy and Program Updates; and Country Assistance Plan. Various 
years.  

 
30. Positioning. The formulation of the agriculture and natural resources sector assistance 
program was based on the following: (i) government development objectives, strategies, and 
priorities; (ii) public investment programs; (iii) ADB’s operational strategies (country and sector); 
(iv) coordination and policy dialogue with development partners;  (v) economic, thematic, and 
sector work; (vi) stakeholder consultations; and (vii) a review of ADB’s past sector experience. 
Loan covenants were used as conditions to be fulfilled to accelerate reforms. Overall, the sector 
assistance over the last decade attempted to tackle a broad range of development concerns, 
given the diverse constraints that needed to be resolved to improve sector performance. 
 
31. The agriculture and natural resources sector assistance programs capitalized on ADB’s 
experience in plantation crops and perennial crops. ADB’s lending and TA operations in the 
1990s complemented those of the World Bank (food crops), along with United States Agency for 
International Development (agro-enterprise development), Swedish International Development 
Agency (rural development), Norwegian Agency for Development Cooperation (environment), 
and development assistance from the United Kingdom (fisheries and forestry). ADB worked 
closely with development partners that have supported the following: (i) improving the social 
condition of estate workers (Japan Bank for International Cooperation, Netherlands, United 
Nations Development Programme (UNDP), Norway, and Sweden); (ii) small-scale integrated 
rural development projects (UNDP, Germany, Norway, and Sweden); and (iii) natural resource 
management (Food and Agriculture Organization, UNDP, and bilateral organizations of 
Australia, Canada, Finland, Netherlands, Norway, and United States). 
 
32.  Similar to the sector strategies, the sector assistance programs generally fell short of an 
in-depth assessment of the sector’s absorptive capacity and of sector-specific risks affecting 
program implementation. The expected outcomes of the assistance programs were not explicitly 
stated, except for the 2004−2008 program that provided targeted sector indicators. To a lesser 
extent, the 1998−2003 program was also results-oriented, but its results indicators were limited 
to natural resource management. Overall, the agriculture and natural resources sector 
assistance programs over the last decade were rated “satisfactory”. Table 5 summarizes the 
ratings across the strategy periods.  
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Table 5: Rating of the Positioning of the Agriculture and Natural Resources 
Sector Assistance Programs  

 

 
 
 
 
 
 
Sector 
Program 

 
 
 
 

Sufficient 
Basis for 

the 
Program 

 
 
 
 

Government’s 
Absorptive 

Capacity and 
Ownership 

ADB’s Comparative 
Advantage and   

Harmonization of 
Assistance with 

Other Development 
Partners 

 
 
 
 

Focus/ 
Selectivity 

and 
Synergies

 
 
 
 
 

Long-Term 
Continuity

 
Risk 

Assessment 
and Monitoring 
Mechanisms to 

Achieve 
Envisaged 

Results 

 
 
 
 
 
 
 

Averagea

1993−1997 2     (S)  1     (PS) 2     (S) 2     (S) 2     (S) 0     (U) 1.50 (PS) 
1998−2003 2     (S) 1     (PS) 3     (HS) 2     (S) 2     (S) 1     (PS) 1.83   (S) 
2004−2008 3     (S) 1     (PS) 3     (HS) 2     (S) 2     (S) 1     (PS) 2.00   (S) 
Overall       1.78   (S) 
ADB = Asian Development Bank, HS = highly satisfactory, PS = partly satisfactory, S = satisfactory, US = 
unsatisfactory. 
a  Note: HS = 3 points; S = 2 points; PS = 1 point; US = 0 point. An equal weight is applied to each of the six criteria 

for positioning. The ratings are as follows: (i) HS > 2.5, (ii) 2.5  ≥ S ≥ 1.6, (iii) 1.6 > PS ≥ 0.6, and (iv) 0.6 > US. 
 
33. Trends in Lending Performance. ADB loans approved and implemented in the last two 
decades (1986–2005) for the agriculture and natural resources sector were consistent with the 
planned lending program for the sector in Sri Lanka. A review of projects in the pipeline against 
actual project approvals exhibited consistency between the two except for minor delays of 1–2 
years. ADB’s lending portfolio for the sector has been diverse, covering several 
areas/subsectors (agricultural production, agro-processing, agribusiness, agricultural sector 
development, fishery, environment, biodiversity, forestry, water resource management, 
livestock, and irrigation and drainage). During the last 20 years, 6 of the 8 subsectors were 
covered with a total of 21 loans comprising 12 completed (57%) and 9 ongoing loans (43%). 
Loans for the sector represent 19% of total ADB loans to Sri Lanka assistance during two 
decades (1986–2006). Table 6 summarizes the performance of completed and ongoing 
projects. Based on project completion reports, 42% of projects were rated partly successful, and 
75% of four post-evaluated projects were rated partly successful. The low performance ratings 
of post-evaluated projects (dominated by three program loans) were partly due to the complex 
nature of policy-based loans and the inherent restrictive environment for policy and institutional 
reforms. The performance of every ADB policy-based loan in the agriculture and natural 
resources sector in Sri Lanka was “partly successful”. Experience with the second ADB-
financed Agriculture Program (Loan 994−SRI) underscored the importance of program 
ownership, and the need for clearly defined objectives of manageable proportions, while the 
third program (Loan 1127−SRI) continued to promote market-based reforms aggressively, even 
though the Government was in favor of a more phased approach.49 Government officials in Sri 
Lanka observed that the quick-disbursing nature of policy-based lending was an attractive 
feature to meet the country’s balance of payment and public expenditure. The quick 
disbursement of policy loans motivated the Government to accept the program loan modality to 
some extent. 
 
 
 
 
 
 

                                                 
49 The first agricultural program loan (Loan 820-SRI: Agricultural Inputs Program) was a fertilizer import facility to 

provide sector relief and stabilize crop production especially rice. The program was evaluated as partly successful.   
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Table 6:  Performance Ratings of Agriculture and Natural Resources Projects in Sri 
Lanka, 1986–2006 

 

Item APAA ASD FSH ENV FOR WRM Total 
Number 6 6 2 3 2 2 21 
Completed 4 4 1 1 1 1 12 (57.1%) 
PCR       12 
   HS/GS/S 2    1 1 4 (33.3%) 
   PS 1 3 1    5 (41.7%) 
   US    1   1 (8.3%) 
   NR 1 1     2 (16.7%) 
PPAR/PPER       4 
   HS/GS/S   - - 1  1 (25%) 
   PS 1 2     3 (75%) 
   US       0 
Ongoing 2 2 1 2 1 1 9 (42.9%) 
Development 
Objectives 

       

   PS      1   1 (10%) 
   S 2 2 2 2 1  9 (90%) 
Implementation 
Progress 

       

   PS      1    1 (10%) 
   S 2 2 1 2 1  8 (80%) 
   HS   1       1 (10%) 

APAA = Agriculture Production, Agroprocessing and Agribusiness; ASD = Agriculture Sector 
Development; FSH = Fishery; ENV = Environment; FOR = Forestry; WRM = Water Resource 
Management; PCR = Project Completion Report; PPAR = Project Performance Audit Report; PPER = 
Project Performance Evaluation Report. 
For completed projects: 
HS = Highly Successful, GS = Generally Successful, S = Successful, PS = Partly Successful, US = 
Unsuccessful, NR = No Rating.  
For ongoing projects: 
HS = Highly Satisfactory, S = Satisfactory, PS = Partly Satisfactory. 
Note: There were 10 ratings for ongoing projects as Loans 1910-SRI and 1911-SRI have different ratings. 

Loan 1545-SRI, which was ongoing during the time of the CAPE period was included in the list of 
completed loans after it was financially closed on 10 April 2007. 

Sources: Various ADB project completion reports, project performance audit reports, and project 
performance reports.  

 
34. Completed projects incurred an average cost of $38.0 million and took 6−7 years to 
complete, with an average 2-year delay.50 At least 80% of these projects were approved by 
ADB during the last quarter of the year of approval. On average, completed projects had cost 
underrun of $7.2 million attributed mainly to changes in project scope and the depreciation of 
the Sri Lankan rupee. In terms of ongoing projects, based on project performance report ratings 
of December 2006, implementation progress was classified as partly satisfactory (10%), 
satisfactory (80%), and highly satisfactory (10%). One project with partly satisfactory rating51 
was due to noncompliance with a loan covenant requiring the development or updating of the 
national water resources legislation. This project is also classified as “at risk.” With reference to 
compliance with loan covenants, among ongoing projects, 55% were partly satisfactory and 

                                                 
50 This was based on the average of 10 of the 12 completed loans as of 31 December 2006. 
51 ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Democratic Socialist Republic of Sri Lanka for the Water Resources Management Project. Manila (Loan 1757-SRI, 
approved in September 2000, for $19.7 million).  
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45% satisfactory. However, there is some evidence based on field observations and staff 
interviews of all ongoing and recently completed agriculture projects that overall performance 
should improve. 
 
35. Trends in Nonlending Program. The actual non-lending program was consistent with 
the planned non-lending assistance to the sector. During 1986–2005, 46 TAs amounting to 
$22.3 million was provided to the agriculture and natural resources sector, with an almost even 
distribution between project preparatory ($12.2 million) and advisory ($10.1 million) TAs. This 
amount of TA assistance for agriculture and natural resources represents 26% of the total TA 
approved by ADB for Sri Lanka during the period, making the agriculture and natural resources 
sector the largest TA recipient across sectors. TA distribution was skewed in favor of agricultural 
production, the environment and biodiversity, accounting for more than half of the agriculture 
and natural resources TA projects in both amount and number. Agriculture and natural 
resources TA approvals in some cases were delayed for less than a year to a maximum of 2 
years. All 23 advisory TAs approved for the agriculture and natural resources sector in the last 
20 years have been completed. However, there are only 10 TA completion reports with 
performance ratings as follows: generally successful (70%), partly successful (20%), and 
unsuccessful (10%). The last advisory TA approved for the sector during the last 20 years was 
in 1999. Only four advisory TA projects were approved during the last decade, and these 
focused on environment and biodiversity. The advisory TA projects predominantly consisted of 
studies that focused on rural credit, irrigation management, crop diversification, privatization, 
and the environment. The rest focused on institutional strengthening and capacity development. 
 
36. Factors Affecting Implementation. Based on ADB reports52 and key informant 
interviews, the following were identified as enabling factors for program implementation: (i) level 
of commitment of the executing agencies and project staff, (ii) timely compliance with loan 
covenants, (iii) institutional and capacity building, (iv) participation of the Sri Lanka Resident 
Mission, (v) good and harmonious interagency coordination, (vi) stakeholder participation and 
consultation at all stages of project preparation, and (vii) sound and flexible project design.  
 
37. Implementation deterrents included (i) complex interagency setup resulting in poorly-
defined roles and responsibilities and deficient organizational arrangements; (ii) lack of 
stakeholder consultation; (iii) lack or absence of readily available technical expertise; 
(iv) political meddling or interference; (v) weak institutional capacity of executing agencies; 
(vi) very broad and complex project components; (vii) poor public awareness program to elicit 
public support; (viii) inadequate monitoring, supervision, and responsiveness between ADB and 
the executing agencies; (ix) failure to comply timely with loan covenants resulting in severe 
project delays; (x) restrictive policy environment and poor assessments of supporting or 
enabling regulatory and policy requirements; (xi) shifts in political stance that affect policy 
directives and reforms, covenant compliance, and institutional reforms; and (xii) devolution of 
responsibilities to provincial governments that diffused sectoral responsibilities. 
 
D. Assessment of ADB’s Sector Strategy and Assistance Program  
 
38. Relevance. ADB’s sector strategy and assistance program over the last decade has 
been “relevant”. The strategic choices of agriculture and natural resources projects responded 

                                                 
52 The reports include project completion reports and project performance evaluation reports of completed projects 

and the following special evaluation studies involving Sri Lanka: (i) ADB. 2000. Participatory Development 
Processes in Selected ADB Projects in Agriculture and Natural Resources and Social Infrastructure Sectors. 
Manila; and (ii) ADB. 2006. Lessons in Capacity Development: Sectoral Studies in Sri Lanka. Manila. 
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to the country’s development objectives and priorities at the time they were designed, and to a 
great extent, the ensuing and evolving country development objectives and programs. Likewise, 
in aggregate terms, the choices have been relevant to ADB’s corporate objectives and that of 
development partners. The evaluation evidence indicates that ADB’s strategic program 
positioning improved during the period covered by the evaluation. However, there were issues 
related to lack of focus and selectivity at the subsector level, and risks related to institutional 
weaknesses, complex policy environment, and political economy factors that were not 
adequately identified and mitigated, thereby reducing relevance somewhat. ADB’s sector 
strategy and assistance program supported crop productivity improvements, crop diversification, 
policy and institutional reforms, improvement of support services (marketing, infrastructure, 
research, extension, input supply, and access to credit), and private sector involvement.53 
Policy-based reform programs were aimed at facilitating and complementing the development 
initiatives of investment projects.54 Given the intensification of agricultural activities, the 
assistance program supported environmental sustainability through natural resource 
management, particularly of water, fisheries, coastal resources, forest, and watersheds.55 The 
assistance program had been generally consistent with existing ADB policies on water, forestry, 
and the environment. The assistance program has been relevant to ADB’s poverty reduction 
strategy and objectives. It underscored the importance of increasing incomes and improving 
social conditions of marginalized people. The assistance program also supported multi-sector 
rural development projects.56 Albeit with some limitations, the participation of stakeholders and 
government representatives in strategy formulation was of key importance in strengthening the 
ownership of the agriculture and natural resources sector strategy. In general, the ADB sector 
assistance has been aligned with development partners’ aid programs.  
 
39. Effectiveness. The sector assistance program was “less effective”. Although the choice 
of agriculture and natural resources strategies and assistance was adequately reasoned, 
implementation experience and its outcomes have shown contrasting results. During the last 20 
years, sector assistance covered 6 of the 8 agriculture and natural resources subsectors, 
comprising 12 completed projects (57%) and 9 ongoing projects (43%).57 Based on PCRs, 33% 
of completed agriculture projects were rated successful while 42% was partly successful.58 
Nonetheless, this was an improvement considering that the success rate of agriculture projects 
prior to 1986 was 21%. The performance of all policy-based (program) loans was “partly 
successful”: (i) noncompliance with major covenants led to the cancellation of a loan tranche 
release, and (ii) compliance with earlier covenants was negated as some of these were later 
reversed (i.e., fertilizer subsidies) due to various reasons. The Agriculture Program Loan (Loan 

                                                 
53 These were evident in the following loans and TA grants: (i) Loan 1402-SRI: Plantation Reform Project, (ii) Loans 

1913/1914-SRI: Plantation Development Project, (iii) Loan 955-SRI Smallholder Tea Development, (iv) Loan 1639-
SRI: Tea Development Project, (v) Loan 899-SRI Perennial Crops Development Project, (vi) Loan 1552-SRI: 
Second Perennial Crops Development Project, (vii) TA 2877-SRI: Privatization of Extension Services for Perennial 
Crops, and (viii) TA 2438-SRI: Tree Crop Plantation and Monitoring. 

54 The policy-based loans are (i) Loan 820-SRI: Agricultural Inputs Program, (ii) Loan 994-SRI: Agricultural Program 
Loan, and (iii) Loan 1127-SRI: Second Agricultural Program Loan. 

55 Natural resource management projects include (i) Loan 1201-SRI: Fisheries Sector Project, (ii) Loans 1910/1911-
SRI: Aquatic Resource Development and Quality Improvement Project, (iii) Loan 1716-SRI: Coastal Resource 
Management Project, (iv) Loan 1183-SRI: Participatory Forestry, (v) Loan 1744-SRI: Forest Resource 
Management Sector Project, (vi) Loan 1757-SRI: Water Resources Management Project, (vii) Loan 1767-SRI: 
Protected Area Management and Wildlife, and (viii) Loan 1545-SRI: Upper Watershed Management Project. 

56 The Government has given priority to support rural development efforts in the North Central Province (Loan 1462-
SRI) and rehabilitating the conflict-stricken North and East (Loan 2027-SRI).  

57 There where no loans directly extended to livestock and irrigation during the last decade. The number of completed 
projects increased to 12, following the closure of Loan 1545-SRI on 10 April 2007. 

58 The success rate can go down to 29% if all rated multi-sector projects which are predominantly agriculture are 
included in the analysis. 
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994-SRI) led to the elimination of export taxes, and increased agricultural commodity exports. 
However, aggregate agricultural production data showed little increase in production in the 
years after completion of the program. The Second Agriculture Program Loan (Loan 1127-SRI) 
aimed to transfer ownership of sugar mills to the private sector, but import tariff protection was 
then increased to make private investment in sugar mills viable. 
 
40. Based on interviews, government officials indicated that (i) a phased reduction of 
fertilizer subsidies was possible given the country’s fiscal deficits, but not outright abolishment; 
and (ii) fertilizer subsidies were not considered as critical constraints to development of the 
agriculture sector. The linking of fertilizer subsidy removal to policy conditionality (Loan 1127-
SRI) was unrealistic, and it did not take into consideration the strong socio-political sentiments 
in rural constituencies. The second tranche of Loan 1127-SRI was cancelled because of 
noncompliance with its tranche release conditions. At program completion, 38 of the 53 policy 
conditions were complied with, 8 partly complied with, and 7 not complied with. Not complied 
with at all were the divestiture of three sugar companies, the privatization of three fertilizer 
companies, and the complete removal of the fertilizer subsidy. The Government had in the past 
restored fertilizer subsidies, and to date fertilizer subsidies are still strongly supported by the 
Government. Under the same program loan, the subsidy for tea bagging machinery was 
reduced from 75% to 50%, only to be restored to the original level in less than a year. The lack 
of clear and consistent sector policies, limited capacity to design and manage complex 
enterprise divestitures, limited stakeholder consultation, and lack of public awareness of reforms 
had strongly hampered program implementation. Legal challenges and labor disputes inhibited 
completion of several planned divestitures. Policy reversals and the persistence of subsidized 
rural credit can be attributed to the continuing government policy to emphasize food security 
and food self-sufficiency, and the political economic contexts of rural constituencies. Instances 
of policy reversal affecting the agriculture and natural resources sector include erratic 
agriculture trade policies and tariff rates such as (i) the reimposition or replacement of ad 
valorem duties with specific duties (i.e., the 35% ad valorem duty on potatoes was replaced with 
a specific duty of SLR20/kilo); (ii) imposition of import surcharges; (iii) ad-hoc duty exemptions 
and adjustments; and (iv) the introduction of preferential tariffs under certain trade agreements.   
 
41. In terms of project loans, there were several flaws in project design, which could be 
attributed to inadequate stakeholder consultation and participation. There were political 
interventions that hampered plantation reforms. These affected project implementation and 
influenced the privatization of plantation estates. Projects on perennial crops often faced 
criticisms on equity issues in terms of beneficiary selection: (i) the selection of target 
beneficiaries favored farmers who were above subsistence level, indicating that beneficiaries 
were not the poorest;59 and (ii) project reports and interviews revealed that the proximity of 
farmers to participating financial institutions was positively correlated with access to credit. 
Hence, farmers near Colombo and areas where a participating financial institution operated had 
better chances of getting a loan relative to farmers in remote areas.60 Similarly, the distance 
between farmers and service providers has been a problem for delivering privatized extension 
services.61 The remoteness of some farming areas is one reason why there was not enough 
demand to sustain operations of private extension services. 
 
                                                 
59 In many cases, it would not be warranted to target the poorest who have limited assets to be part of the program. 
60 For instance, Loan 1552-SRI: Second Perennial Crops Development Project and its predecessor, Loan 899-SRI: 

Perennial Crops Development Project, identified this as one major impediment. Insight was drawn from key 
informant interviews with selected executing agencies.  

61 TA 2877-SRI: Privatization of Extension Services for Perennial Crops, which was piggy-backed to Loan 1552-SRI: 
Second Perennial Crops Development Project.  
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42. Natural resource management projects invariably suffered from institutional issues 
related to multiple agencies with overlapping functions and inadequate staff capacity in Sri 
Lanka to attend to competing concerns. Coordination of policies, strategies, and program and 
project implementation in the agriculture and natural resources sector has been seriously 
hampered by institutional arrangements which are characterized by proliferation of government 
ministries and agencies, including agency changes in the course of project implementation. 
Changing and inconsistent policies, the large number of central ministries (cabinet and non-
cabinet ministries and deputy ministers) with subject/portfolio responsibilities for agriculture and 
natural resources, and the devolution of responsibilities to provincial governments have diffused 
roles, functions, and responsibilities. For example, the devolution process complicated efforts to 
streamline and rationalize agricultural support services. The fragmentation of state 
responsibilities for agriculture and natural resource management among several ministries 
challenged the pursuit of policy dialogue. In some cases, the loss of institutional memory was 
evident. Key informant interviews provided evidence that many executing agencies lost their 
corporate memory of past projects due to staff movement (including contractual staff), 
institutional and organizational changes, and restructuring of government departments. This 
situation reduces their capacity to learn from experience to improve the effectiveness of their 
current and future operations. The complexity of integrated rural development projects to some 
extent created coordination challenges, and resulted in an imbalance between selectivity/focus, 
and coverage of project components.62 Performance of projects with operations in the North 
and East has been seriously undermined by the resurgence and escalation of armed conflict. 
Outcomes of projects in some coastal areas (East and South) had been negated by effects of 
the tsunami of December 2004.  
 
43. Despite the very challenging environment, the following are illustrative examples of 
positive outcomes of the agriculture sector assistance programs: 
 

(i) Plantation estates: (a) the privatization of 20 of 23 regional plantation 
companies reduced the Government’s fiscal burden and introduced regional 
plantation companies to the commercial banking system, capital market 
(Colombo stock exchange), and better professional management;63 (b) improved 
living conditions (housing and other facilities such as water supply and sanitation) 
of estate workers; and (c) reforestation of watersheds within plantation areas 
(7,673 ha) for environmental protection translated into reduced soil erosion/loss; 

  
(ii) Private and smallholder tea plantations: (a) replanting of 4,400 ha of land 

resulted in an average of 33% increase in tea yields from baseline to end of 
project situation; (b) development of commercial nurseries led to increased 
reliance on commercial nurseries (up by 52%); (c) rehabilitation and 
modernization of private tea factories translated to a 46% increase in the output 
of made tea, and 9% in main grades indicating tea quality improvements; 
(d) worker productivity per year in selected tea factories improved by 35%, from 
6,579 kg/worker to 13,192 kg/worker from 1999 to 2004; (e) the construction of 
feeder roads shortened travel time to reach markets; and (f) reliance of 

                                                 
62 There are two integrated rural development projects over the last decade: Loan 1462-SRI: North Central Province 

Rural Development and Loan 2027-SRI: Northeast Coastal Community Development Project. The latter has no 
defined outcomes at this stage as it was approved only in 2003 and implementation was affected by the 2004 
tsunami and the resurgence of the civil conflict. 

63 Capacity development achievements in the plantation sector were validated by an evaluation study. ADB. 2006. 
Lessons in Capacity Development: Sectoral Studies in Sri Lanka. Manila. 
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smallholders on accredited extension service providers increased from 49% in 
1999 to 88% in 2005; 

 
(iii) Non-plantation crops: (a) the introduction of perennial crops led to crop 

diversification and improvements in total agricultural output and to farmer 
acceptance of new cropping practices, including soil  and water conservation 
measures; (b) project initiatives provided options and an opportunity to determine 
the feasibility of privatizing extension services; and (c) credit provision has 
catalyzed development of an additional 9,900 ha of farmlands; 

 
(iv)  Natural resource management projects: (a) based on interviews with 

beneficiaries, forest woodlots provided, on average, an additional nominal 
income of SLR12,600 per participant per year during crop years 2004−2005 and 
employment for unemployed family members; (b) an increase of fishers’ average 
monthly income from SLR2,400 (1991) to more than SLR5,000 (1999) in nominal 
terms,  and additional direct employment of about 30,000 jobs in project areas; 
(c) coastal stabilization has improved beach front conditions of some hotels in 
coastal areas; (d) increased forest cover due to replanting of buffer zones and 
watersheds in some projects and associated activities; and (e) improved social 
skills of foresters in dealing with local communities. 

 
44. Efficiency. Overall, the sector assistance program was rated “efficient”. The economic 
internal rates of return (EIRR) of projects at appraisal ranged optimistically from 17.5% to 50%, 
much higher than the EIRRs of more than 12% for a small number of completed and post-
evaluated projects. In terms of EIRRs, completed investment projects were assessed “efficient”.  
In addition, some TA grants on subsector studies provided good contextual understanding of the 
sector. However, the sector assistance program was less efficient on several accounts of 
process efficiency. On average, projects took about 7 years to complete, with an average delay 
of 2 years arising from difficulties to comply with loan covenants, and procedural challenges that 
include legal, regulatory, and policy perspectives. Unfamiliarity of the executing agency 
personnel with the prevailing procurement procedures has also affected project implementation 
to some extent. Gains from capacity development and institutional strengthening in some ways 
have been dampened by process challenges related to multiplicity of agencies, poor 
coordination among institutions, and high staff turnover. 
 
45. Some projects experienced poor coordination and minimal beneficiary participation 
during implementation. It is difficult to ascertain if all preparatory TA recommendations have 
been followed. For example, the Participatory Forestry Project (Loan 1183-SRI) was expected 
to introduce a participatory culture. While the project was implemented with passive participation 
among farmers, tree planting was done by farmers (under the direction of Forest Department 
staff).64 The use of project funds in agriculture and natural resources to support subsidized 
credit (i.e., for perennial crops, tea smallholders, aquaculture-related activities) deters and 
undermines the development of the rural financial sector. Provision of subsidized credit with 
restrictions on intermediary functions and imposition of interest rate caps run against the 
principles of good practice in promoting rural financial markets. The overall policy environment 
affects the efficiency of ADB assistance. Self-reliance objectives in agriculture and the stated 
aims to promote agribusiness development (commercial agriculture) conflicted to some extent. 

                                                 
64 ADB. 2003. Special Evaluation Study on Participatory Approaches in Forest and Water Resources Operations in 

Selected Developing Member Countries. Manila. 
 Available: http://www.adb.org/Documents/SES/REG/sst-reg-2003-32/ses-fwro.asp

http://www.adb.org/Documents/SES/REG/sst-reg-2003-32/ses-fwro.asp
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This sends mixed signals to key players in the sector: (i) a desire to be more competitive and 
commercial; and (ii) policy aim for fair and reasonable prices to protect poor consumers and 
foster domestic self-reliance. 
 
46. In the context of efficiency of process and policy reforms, ADB’s policy-based lending in 
the agriculture and natural resources sector has yielded mixed results.65 Experience with the 
second ADB-financed Agriculture Program (Loan 994-SRI) underscored the importance of 
program ownership, and the need for clearly defined objectives of manageable proportions. The 
third program (Loan 1127-SRI) continued to promote market-based reforms while the 
Government advocated a phased approach.66 Government sources mentioned that policy 
measures under Loan 994-SRI were too many and unfocused. Reforms that involved major 
changes to laws, such as the Agrarian Services Act, would have taken considerably more time 
to accomplish than was provided for in the program. The time required to effect changes to the 
legal environment in a functioning democracy marked by political instability should have been 
considered more carefully in the program design. Critics have argued that policy measures that 
are of secondary importance should have been pursued through dialogue, instead of as 
conditions imposed within a program framework. This would help ensure that the Government’s 
administrative capacity would not be overwhelmed with overly optimistic deadlines for managing 
reforms, building partnerships, effecting change, and preparing the groundwork for future 
efforts. Senior government officials perceived that policy-based lending was an attractive 
instrument to meet the country’s balance of payment and public expenditure requirements. They 
cited this as a reason or an implicit objective that motivated the use of the program loans to 
some extent. 
 
47. Sustainability. The sector assistance program is “less likely to be sustainable”. 
Generally, the operating environment (as influenced by government policies and political 
economy contexts) has posed serious challenges to sector performance. Specific risks to 
sustainability for agriculture and natural resources assistance  include (i) issues related to 
operation and maintenance for reforestation and coastal stabilization; (ii) multiple executing 
agencies and frequent institutional changes that threaten project sustainability; (iii) lack of 
capacity and resources among executing agencies to sustain project outcomes, particularly 
after project completion when project funds have dissipated; (iv) the escalation of conflict in the 
North and East to war scenarios that have affected achievements of outcomes in conflict-
affected areas; (v) reversals in government policies; and (vi) competing government programs 
that have undermined each other.67 The improved relationship between extension staff 
(forest/coastal/fisheries) and local communities has made natural resource management 
projects more effective, and this is likely to be sustained. However, the gains in such 
partnerships are undermined by the unavailability of funds to support operation and 
maintenance and extension services. Interviews with forest stakeholders revealed that 
extension activities would likely be minimized because of limited funding. This situation 
constrains the capacity of executing agencies to sustain project outcomes. Maintaining forest 
woodlots and sustaining silvicultural activities in the future will be difficult if funding is primarily 

                                                 
65 ADB. 1993. Project Performance Audit Report on the Agricultural Inputs Program (Loan 820-SRI). Manila. 
 ADB. 1996. Project Performance Audit Report on the Agriculture Program Loan (Loan 994-SRI). Manila. 
 ADB. 2001. Project Performance Audit Report on the Second Agriculture Program (Loan 1127-SRI). Manila. 
66 ADB. 2001. Special Evaluation Study on Program Lending. Manila. 
 Available: http://www.adb.org/Documents/PERs/sst-stu-2001-16/ses-program-lending.asp
67 For example, the housing component of Loans 1913/1914-SRI was cancelled as the Government promoted a 

housing program to estate workers by offering more attractive terms. Similarly, the credit line under Loans 
1910/1911-SRI has limited demand because small fishers have alternatives and the project requirements are 
relatively restrictive. 

http://www.adb.org/Documents/PERs/sst-stu-2001-16/ses-program-lending.asp
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based on operation and maintenance costs during the first 2 years, which was project-financed. 
For coastal resources projects, maintenance of fisheries-related infrastructure is a concern 
unless funds are allocated by the Government for this purpose. Experience from fisheries 
projects to date illustrates the difficulties of supporting operation and maintenance, when major 
costs are expected to be borne mainly by the community and collection of rental charges. As 
coastal erosion and silting are perennial problems, maintaining the operational functions of 
physical infrastructure requires sustained funding. Labor provision by beneficiaries for operation 
and maintenance of this type of infrastructure is insufficient to cover the costs of all required 
inputs.    
 
48. The lack of interagency coordination is a common problem among projects implemented 
by multiple agencies. This is further exacerbated by frequent institutional and structural changes 
within the Government. For example, the first Perennial Tree Crops Development Project was 
handled by three different agencies: the Ministry of Agriculture Development and Research 
(later changed to Ministry of Agriculture and Lands), Ministry of Local Government, and the 
Central Bank of Sri Lanka. Coordination was slow and ineffective during initial years. This 
resulted in delays in the processing of credit applications and improper identification of 
subprojects and beneficiaries (i.e., technically unsound projects were provided loans). With 
weak coordination, the project failed to ensure the sustainability of extension and credit 
services. 
 
49. Peace and order is one of the preconditions for sustaining project outcomes. Project 
achievements in the North and East have been undermined by damage to infrastructure due to 
the ongoing war. Security conditions and impositions of restrictions have curtailed transportation 
and movement of materials and equipment. Further effects include rising costs of doing 
business, as the costs of materials increase, risk premiums escalate, and the availability of 
contractors and suppliers become limited. Closure of roads, unpredictable roadblocks, and road 
inspections increased travel time. These conditions affected the North East Coastal Community 
Development Project (Loan 2027-SRI).  
 
50. There was strong pressure to reduce the interest rate of project credit line (Loan 2027-
SRI) to harmonize it with subsidized interest rates offered to tsunami victims under a special 
program of limited duration. Although the reduction of interest rate was not approved by ADB, 
the interest rate discrepancies in the conflict-affected areas that overlap with tsunami affected 
areas can undermine loan repayments. The availability of funds from revolving funds of ongoing 
projects with credit lines is likely to be minimal after project completion. Revolving funds were 
made effective only recently. This reduces the time during which funds from approved credit can 
be accumulated before project closure. Slow credit disbursements will affect the sustainability of 
planned revolving funds that rely on loan repayments for fund recycling. 
 
51. Impact. Taking into account both completed and ongoing projects and social benefits, 
the impact of the sector assistance program would be generally “modest to substantial”. Positive 
long-term contributions to development were evident in (i) improved living conditions of estate 
workers in selected areas; (ii) broader income opportunities for tea smallholders and farmers; 
and (iii) improved natural resource management practices, and relationships between extension 
workers and local communities. ADB assistance could have generated more substantial impacts 
if the policy environment was conducive to further reforms. Similarly, shortcomings in optimizing 
private sector participation and frequent policy reversals, which resulted in distorted markets, 
could have been translated to substantial gains if properly managed. In any case, projects 
focusing on plantation reforms and development have averted a possible collapse of the tea 
industry which is the major lifeblood of the Sri Lankan economy. The very positive results 
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achieved in this important area, offset to some extent the disappointing results achieved by 
other interventions.  
 
52. Generally, assistance to the agriculture and natural resources sector over the last 
decade has followed a development approach of improving the policy environment, increasing 
productivity while maintaining environmental integrity, providing support services, and promoting 
diversification and private sector operations, and commercialization of the sector. Although not 
all development goals have been achieved due to various challenges and constraints, ADB’s 
assistance has impacted on the sector directly and indirectly. Based on evaluation studies and 
project assessments,68 and key informant interviews, positive impacts in Sri Lanka could not 
have been achieved without external assistance, including ADB support. Sri Lanka has relied on 
external assistance to develop the agriculture and natural resources sector, particularly in the 
1980s and 1990s when the country experienced significant budget deficits. In the contexts of 
poverty alleviation and household welfare improvement among small farmers and estate 
workers, the impacts of ADB assistance are positive. Illustrative impacts of ADB assistance 
include the following:  
 

(i) Plantation crops: (a) improved socioeconomic conditions of estate workers 
through better housing, sanitation, and recreation facilities led to improved 
workers’ health, productivity, and self-esteem; (b) privatization of government-run 
estates exposed them to the banking sector and professional management, and 
subsequently reduced the fiscal burden of the Government; (c) increased 
productivity contributed to improvement in the profitability of the estates, however 
some estates are still not profitable due to various reasons; (d) based on an 
impact assessment study of private tea smallholders, worker housing 
improvements in 900 private estates including the construction of 215 restrooms 
resulted in improved worker attendance and management of worker relations; (e) 
technical training for tea extension workers translated into better extension 
service delivery; and (f) savings in travel time due to the construction of feeder 
roads reduced tea leaf damage, leading to better market prices for small tea 
farmers, but road maintenance remains a concern. 

 
(ii) Perennial crops: (a) development assistance provided opportunities to farmers, 

smallholders, and commercial farmers/fishers to increase their productivity and 
incomes through better access to credit and support services; (b) increased crop 
diversification and production of non-plantation crops opened some avenues for 
value addition and commercialization; (c) access to credit to some extent led to 
cultivation of additional lands that created incremental employment opportunities 
for the landless; (d) opportunities opened up for private sector involvement in 
extension services; however, its sustainability is influenced by the financial 
profitability of private sector involvement. 

 
(iii) Natural resource management: (a) improved natural resource management-

oriented technologies and practices have been adopted to some extent in soil 
and cropping systems, forestry, protected areas, and in small and large tea 
plantations, all of which can contribute to better ecological balance and 

                                                 
68 (i) ADB. 1996. Impact Evaluation Study of Bank Assistance to the Industrial Crops and Agro-Industry Sector. 

Manila.   
   (ii) Project Performance Audit Reports. Various years.  
  Available: http://www.adb.org/Evaluation/reports.asp?s=3&ctry=7
 

http://www.adb.org/Evaluation/reports.asp?s=3&ctry=7
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sustainability; (b) institutional strengthening and capacity development initiatives 
have led to closer relationships between forest extension staff and dwellers near 
forest reserves and the uplands, providing opportunities for protecting the 
environment and livelihoods; (c) survey, demarcation, and mapping of the forest 
estate has reduced the risk of encroachment and illegal felling; (d) forest 
management practices have improved due to advances in forest information 
management systems and biometrics; (e) improvements of beachfront conditions 
through coastal stabilization programs supported tourism that provides 
employment and incomes to local residents; and (f) training and awareness 
programs in fisheries have helped to institutionalize more systematic methods of 
resolving resource user conflicts. However, the tsunami affected some of the 
coastal improvements that had been achieved and the scarcity of funds to 
sustain resource management initiatives after project completion will continue to 
challenge the sustainability of outcomes.  

  
53.   Overall Rating. Table 7 summarizes the overall performance of the ADB sector 
assistance based on five evaluation criteria: relevance, effectiveness, efficiency, sustainability, 
and impact. In general, this evaluation rates ADB’s overall performance in the agriculture and 
natural resources sector “partly successful” bordering on “unsuccessful”. It is rated “relevant”, 
“less effective”, “efficient” on the basis of economic returns (but “less efficient” on account of 
processes), and “less likely to be sustainable”. The impact of ADB assistance is “modest to 
substantial” given the positive contributions to the plantation sector and to some extent, the 
perceived long-run improvements in natural resource management.  
 

Table 7: Performance Rating of ADB Assistance and Strategy to the Agriculture 
and Natural Resources Sector 

Rating Relevance Effectiveness Efficiency Sustainability Impact Overall Rating 
Score 2 2 2 2 3 11 
Rating Relevant Less Effective Efficient Less Likely Modest to 

Substantial 
Partly Successful 

bordering on 
Unsuccessful 

(i)    Relevance: highly relevant (3 points), relevant (2 points), partly relevant (1 point), irrelevant (0 point). 
(ii)   Effectiveness: highly effective (6 points), effective (4 points), less effective (2 points), ineffective (0 point). 
(iii)  Efficiency: highly efficient (3 points), efficient (2 points), less efficient (1 point), inefficient (0 point). 
(iv)  Sustainability: most likely (6 points), likely (4 points), less likely (2 points), unlikely (0 point). 
(v)   Impact: high (6 points), substantial (4 points), modest (2 points), negligible (0 point). 
(vi)  Overall rating: highly successful (20 points and above), successful (16−19 points), partly successful (11−15 

points), unsuccessful (10 points or less). 
Source: ADB. 2006. Guidelines for the Preparation of Country Assistance Program Evaluation Reports. Manila. 
 
 
 
E. ADB’s Performance in the Sector  
 
54. ADB has responded to the evolving needs of the country through its sector assistance 
programs. Although ADB’s policy-based lending was partly successful, it has catalyzed 
privatization of state-owned enterprises, efficiency improvement, and institutional reforms. For 
completed projects, ADB performance in general was rated “satisfactory”. Field missions were 
conducted to monitor project progress, coordinate with executing agencies, and undertake 
dialogues with stakeholders. The review missions were instrumental in addressing 
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implementation challenges, and influencing project outcomes.69 ADB has increased delegation 
of authorities for project administration to the Sri Lanka Resident Mission as part of ongoing 
initiatives to improve its client orientation. In the past, problems related to supervision, 
monitoring, and coordination were encountered between ADB and the executing agencies. Key 
informant interviews indicated that ADB performance has been satisfactory, citing flexibility and 
responsiveness. Nevertheless, the degree to which ADB can operate effectively depends to a 
large extent on the operating and policy environment of the agriculture and natural resources 
sector in the country.    
 
F.  Identified Lessons  
 
55. The following lessons were identified from the implementation of ADB-financed 
agriculture and natural resources programs, projects, and TA grants in Sri Lanka. 
 

1. Major Lessons   
 

(i) A good and contextual understanding of political and legislative processes 
including policy and regulatory environments are key requisites in project 
preparation and implementation. An assessment of the policy environment during 
project formulation, including the possible effects of policy and political changes 
on project implementation, should be considered given the strong link between 
policy, strategies, and project outcomes. The feasibility of effecting policy and 
procedural changes, despite apparent government commitments, should not be 
overemphasized. The majority of project delays have been due to the slow pace 
of legislative, policy, and procedural approvals.70 This means that projects must 
have a fallback or alternative plan to deal with emergent issues and to sustain 
project implementation amidst the failure to obtain specific government policy 
changes. Investment projects are unlikely to be effective as a vehicle for major 
policy changes of national contexts. 

 
(ii) The rapid divestiture of government interests in state-owned enterprises within 

the short span of a program loan tends to sacrifice transparency and sound 
practices of due diligence, and to impair durability. Establishing realistic 
divestiture targets, and encouraging use of good practices for divestiture, will 
help achieve better results. Promoting orderly closure, rather than privatization of 
uneconomic enterprises, is a more appropriate design in noncompetitive sectors. 
Efforts to advance divestiture should be accompanied by clear, well-defined 
policies. 

 
(iii) Investing in awareness campaigns should be given greater consideration to 

improve beneficiary participation. Introduction of new approaches requires public 
awareness to acquire and develop stakeholder support. Public understanding of 

                                                 
69 The average number of staff time (person days) of fielded missions for completed agriculture and natural resources 

projects were recorded to amount to fact-finding (44 person days/mission), appraisal (88 person days/mission), 
inception (15 person days/mission), administration (116 person days over an average of 7 missions per project), 
and project completion report (34 person days/mission). 

70 Several examples of delays were related to approval of the forest ordinance (Loan 1183-SRI: Participatory Forestry 
Project), creation of the National Water Resources Authority (Loan 1757-SRI: Water Resources Management 
Project), amendment of the National Aquaculture Development Authority Act of Sri Lanka (Loans 1910/1911-SRI: 
Aquatic Resources and Quality Improvement Project), and the effectivity of revolving fund (Loans 1913/1914-SRI: 
Plantation Development Project). 
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the rationale and expected effects of proposed changes/reforms can help 
facilitate introduction of new interventions with increased participatory 
processes.71 Beneficiary involvement and participation in project design, 
planning, and implementation is critical to project success. 

 
(iv) Current practices of staffing for project management and implementation units 

with contracted staff (including project directors) poses risks to the retention of 
corporate memory for the executing agencies. After completion of projects, 
contracted project employees are released without adequate interface, and 
executing agencies do not have procedures and systems in place to build upon 
the knowledge gained through the completed projects. There is generally 
inadequate sharing and transfer of project knowledge to other staff and 
succeeding teams within the same executing agencies. Corporate memory is 
also lost under conditions of inter-office/agency transfers involving tenured 
government staff. 

 
2. Other Lessons 
 
(i) Obtaining continued support from stakeholders for policy reforms is essential for 

sustaining the reform process. While consultations are necessary during the 
formulation of a policy reform program, such a program should also provide the 
resources for continued consultation. Ensuring that social safety nets and other 
temporary measures are in place to cushion the effects of structural change on 
smallholder incomes and performance is important to fostering support for the 
reform process. The vulnerability of policy reform momentum to political change 
needs to be understood and addressed in the program design. 

 
(ii) Monitoring changes in the macro contexts influencing the agriculture sector 

would have alerted ADB and the Government to emergent needs to make mid-
course corrections in a number of the policy reforms. Failure to monitor the 
evolving incentive environment for private sector initiatives in agriculture 
contributed to a focus on simply implementing agreed reforms rather than 
achieving desired results and impacts.   

 
(iii) Assessing the institutional and management capacities of executing agencies 

and stakeholders is critically important. Project performance and outcomes are 
influenced by the executing agency’s capability to implement projects. For 
example, one of the major reasons for the delayed implementation of the 
Protected Area Management and Wildlife Project (Loan 1767-SRI) is the complex 
tasks required by the project, which cannot be easily carried out by the limited 
staff capacity of the Department of Wildlife Conservation. The amount of work 
expected from the project and the number of consultants assigned to it far 
exceeded the absorption capacity of the Department of Wildlife Conservation. 
Implementation was weakened by the limited ownership of the project by the 
Department of Wildlife Conservation and the Ministry of Environment and Natural 

                                                 
71 For example, the rationalization of fish harbor charges (TA 1795-SRI) under the Fisheries Sector Project (Loan 

1201-SRI) did not maximize public awareness campaign to elicit beneficiary support, while the collection of user 
charges and beneficiary funds for maintenance of the fisheries infrastructure were new concepts and non-collection 
of charges would pose threats to project sustainability. Higher beneficiary involvement after intensified information 
campaigns contributed to the effectiveness of the Upper Watershed Management Project (Loan 1545-SRI). 
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Resources.72 The degree of executing agency ownership was inadequately 
assessed during project appraisal. Inadequate staffing of the project management 
unit of the tea development project (Loan 1639-SRI) delayed project 
implementation, as there was no forester available to provide technical support 
for the forestry component of the project. The executing agency’s commitment to 
and ownership of the project are required for good project implementation. 

 
(iv) Developing a project management and information system should be prioritized 

for effective project implementation and monitoring. Project progress and 
achievements should be tracked and recorded. This system should include work 
plans and critical path analysis of parallel and sequential activities to guide 
project implementation, to anticipate the steps of requisite activities for sequential 
actions. Experience shows that the absence of and deficient project information 
system have led to unnecessary delays in implementation because of inadequate 
understanding of interrelated actions, critical paths, and poor coordination.  

 
(v) The complexity and diversity of the agriculture and natural resources sector 

should be matched with flexible and robust project designs that can meet 
evolving and emergent development needs. A pilot approach is desirable for 
introducing new development concepts, approaches, and technologies. Projects 
involving technological innovations and new design options would benefit from a 
pilot approach that can provide learning opportunities for adapting design 
features to local conditions.73  

 
(vi) Strong private sector involvement in agriculture is essential to project success. 

The potential of the private sector has been recognized and evidenced in the 
privatization of plantations and the delivery of extension services under perennial 
crops. It has been recognized under the smallholder tea development project 
(Loan 955-SRI) that the large gap between the needs of tea smallholders and 
government extension services can only be addressed by involving the private 
sector to provide advisory and extension services. 

 
G.  Future Challenges and Opportunities 
 
56. Economic growth has been primarily confined in the Western Province and the Greater 
Colombo areas, which has led to widening inequality across regions. Stagnation in agriculture 
partly explained the uneven economic progress in the country. Agriculture and natural resources 
remains an important part of the Sri Lankan economy, while at least 80% of the population and 
90% of the poor live in rural areas. More than 55% of the rural population relies on agriculture, 
at least partly, for their livelihoods. ADB should review its relevance and effectiveness in 
providing selective and strategic support to the agriculture and natural resources sector in Sri 
Lanka, taking into account ADB’s Medium-Term Strategy II.74 ADB should rethink its strategic 
                                                 
72 ADB. 2007. Performance of Selected Global Environment Facility Projects and Asian Development Bank’s Role in 

the Joint Process Evaluation. Manila. 
73 The Land Use Planning Project (Loan 816-SRI) was a full-fledged project without preceding pilot initiatives, and it 

failed to meet its objectives to improve land use planning processes and systems, partly due to its heavy reliance 
on technology and system changes that require procurement of equipment that did not materialize. 

74 ADB. 2006. Medium-Term Strategy II 2006–2008. Manila. 
 Available: http://www.adb.org/Documents/Policies/MTS/2006/Medium-Term-Strategy-II.pdf
 The MTS II classified sectors into three groups: (i) Group I: core operational sectors where ADB will build up a 

critical mass of expertise to act as a leading provider of assistance (financing and expertise), (ii) Group II: sectors 
for which building ADB’s expertise or capacity is not a priority but which are important for ADB to meet the diversity 

http://www.adb.org/Documents/Policies/MTS/2006/Medium-Term-Strategy-II.pdf
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choices, taking into account the performance of the agriculture and natural resources sector 
assistance, the dispersion of the assistance in many agriculture and natural resources 
subsectors, and the options for making ADB assistance more relevant, effective, efficient, and 
sustainable. The conventional development approach of emphasizing public sector investments 
in the provision of rural infrastructure may not be sufficient to trigger private sector investments. 
A broad range of issues related to doing business, the investment climate in the rural areas, and 
interface with the broader national economy are critical points to analyze. 
 
57. Efforts should be made to ensure a balance between economic development in 
agriculture and natural resources and ecological safeguards, taking into account the critical role 
of ecosystems as life support to both marine and terrestrial environments. Innovations should be 
encouraged to promote sustainable resource use as an avenue to support poverty reduction 
efforts, while at the same time, to address the causes and reasons for unwarranted resource 
extraction. Approaches should be developed and designed for people to seek livelihood 
opportunities from sustainable resource utilization. In this context, involvement of local 
communities and resource users remains crucial, particularly in the absence of effective 
legislation and enforcement to support sustainable natural resource management. While natural 
resource management should remain a priority area needing support in the context of 
sustainable economic development, the role of ADB in this aspect should be critically 
reexamined. 
 
58. There has been limited expansion in agricultural employment, and poverty reduction in 
rural areas requires non-farm economic growth to absorb the growing labor force. 
Commercialization of agriculture will need strong policy coherence and improvement in the 
business climate. Supporting commercialization of agriculture, for example, may be feasible in 
areas where there is a potential for getting strong private sector participation. The Government 
has reemphasized the need for (i) increasing agricultural productivity by supporting investments 
on modern technology to improve product quality and enhance market competitiveness, 
(ii) developing rural infrastructure and marketing channels, (iii) creating an environment 
conducive to agribusiness development, and (iv) developing forward and backward linkages 
between farmers and enterprises in the private sector. In essence, developing the rural 
economy will require improvement of rural infrastructure and services ranging from 
communications, electricity, financial services, transportation, and market intermediaries. 
 
59. Interventions for poverty reduction should not be limited and targeted only at the poor. 
The narrow focus of targeting projects on who benefit directly from the projects may mislead the 
attention of project designers and implementers to less important issues.75 The exclusion of 
non-poor participants may isolate the poor from the more dynamic actors in the society and from 
the mainstream of economic growth, and forego the opportunity of employment generation that 
is often led by the non-poor. 
 
60. The main economic agenda of the Government has identified agriculture and natural 
resources as a development catalyst with significant roles to play, particularly in the context of 

                                                 
of needs across developing member countries, and (iii) Group III: sectors with limited demand for ADB services 
and in which ADB’s performance has sometimes been poor—ADB operations in these sectors are to be gradually 
phased out. The criteria used to classify sectors into these three groups include evaluation findings, expected 
demand from developing member countries, strategic considerations, and broad development trends. With some 
exceptions, the MTS II generally assigns higher priority to well-performing sectors. 

75 ADB. 2006. Special Evaluation Study on Pathways out of Rural Poverty and the Effectiveness of Poverty 
Targeting. Manila. Available: http://www.adb.org/Documents/SES/REG/Rural-Poverty-Targeting/ses-poverty-
targeting.asp

http://www.adb.org/Documents/SES/REG/Rural-Poverty-Targeting/ses-poverty-targeting.asp
http://www.adb.org/Documents/SES/REG/Rural-Poverty-Targeting/ses-poverty-targeting.asp
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the rural economy and poverty reduction. The strong link of agriculture and natural resources 
with other sectors in the Sri Lankan economy underscores its importance to national 
development. While the Government has reiterated its aim for the country to achieve and 
maintain food security and self sufficiency in some areas, by providing protection and incentives 
for import substitution to some extent, policies (that are intended to achieve domestic food 
security and protect small farmer interests) need to be harmonized so that they do not 
undermine the declared aims for trade, commercialization of agriculture, and agribusiness 
development. The Government has intended to achieve stable trade policies suitable to local 
contexts to minimize market uncertainties and attract investments. Consequently, food security, 
self sufficiency, commercial agriculture, agribusiness, and trade development in agriculture will 
require policy coherence to avoid conflicting messages to key players in the sector, including 
the private sector.  
 
61. The multiplicity of government ministries and agencies involved in the sector will 
continue to pose serious challenges to coordination and synergy. Clarification of the roles and 
functions of government agencies as facilitator, rather than actor, of development in agriculture 
(with increased private sector participation) will require translation of policy statements into 
concrete actions. 
 
62. The delay and protracted process for the country to have a new and flexible national 
water resources policy does not bode well for Sri Lanka’s water resources which are subjected 
to increasing stress, primarily because of industrialization, urbanization, and increasing water 
demands in agriculture and other sectors. Although a number of policies were formulated 
recently to cover a substantial portion of water resources, a more efficient and holistic 
management of water resources remains very important. Inefficiencies in water resources 
management have been exacerbated by the number of agencies exploiting the water resource 
but operating independently of each other with no single agency having a mandate for overall 
water resources management. There is an urgent need to rectify current inadequacies. 
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POSITIONING OF ADB’S AGRICULTURE AND NATURAL RESOURCES SECTOR STRATEGIES IN SRI LANKA  
 

  CAPE Period 
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997     
Country Strategy 

1998−2003                 
Country Strategy 

2004−2008                 
Country Strategy  

Basis for the  sector strategy 
 
 

• The 1988−1992 Country 
Operational Strategy had no 
separate section on 
agriculture and natural 
resources.  

• The overall country strategy 
supported the 1987 Peace 
Accord between the 
Government of Sri Lanka 
and the Government of India 
and the Special Aid Meeting 
that prioritized reconstruction 
and rehabilitation of 
economic and social 
infrastructure. 

• Apart from the need to 
rehabilitate crop and fish 
production facilities in the 
agriculture and natural 
resources sector, the pursuit 
of structural adjustments in 
the economy drove the 
overall strategy. For 
example, removing 
inefficiencies in the delivery 
and recovery of rural credit 
and providing cost-effective 
systems of subsidy 
administration and extension 
services were among the 
key concerns.  

• The 1993−1997 agriculture 
and natural resources 
strategy was aligned with 
Sri Lanka’s twin concern 
with poverty and 
unemployment.  

• The strategy was also 
based on the following: 
(i) impact of previous ADB 
assistance, (ii) ADB’s 
Medium-Term Strategy, and 
(iii) dialogue with 
development partners.  

• The 1998−2003 agriculture 
and natural resources 
strategy drew inputs from 
various sources: (i) analysis 
of sector constraints, 
(ii) past operations of ADB 
and development partners, 
(iii)   policy dialogue with the 
Government and with 
development partners, 
(iv) documents on poverty 
assessment, (v) past ADB 
evaluation studies (e.g., 
Country Synthesis of Post 
Evaluation Findings in Sri 
Lanka and Impact 
Evaluation Study of Bank 
Assistance to the Industrial 
Crops and Agro-Industry 
Sector); and (vi) economic 
and sector work (ADB’s role 
in rural development 
projects).  

• The 2004−2008 agriculture 
and natural resources 
strategy was based on 
(i) the development agenda 
of the Government, which 
focused on reducing 
poverty; (ii) the Poverty 
Reduction Partnership 
Agreement between ADB 
and the Government; 
(iii) ADB’s Poverty 
Reduction Strategy in Sri 
Lanka; (iv) policy dialogue 
and stakeholder 
consultations on strategy 
formulation; and (v) results 
of a stock-taking meeting 
that guided the rationale 
and direction of the 
2004−2008 strategy. 

Government absorptive 
capacity and ownership 
 
 

• There was no sector- 
specific assessment of 
absorptive capacity and 
ownership of the strategy. 
However, the overall 
strategy acknowledged that 
budgetary constraints would 
limit the Government’s 

• There was no sector- 
specific discussion of 
absorptive capacity and 
ownership of the agriculture 
and natural resources 
strategy. The strategy 
formulation process was not 
explicit. 

• The agriculture and natural 
resources sector strategy 
recognized institutional and 
human resources 
constraints in Sri Lanka and 
the Government’s fiscal 
position (debt situation), 
which implied that loans 

• Multi-level consultations 
marked the strategy 
formulation process. 
Representatives from the 
Government, private sector, 
and other stakeholders 
participated in these 
consultations. 
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  CAPE Period 
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997     
Country Strategy 

1998−2003                 
Country Strategy 

2004−2008                 
Country Strategy  

absorptive capacity in 
general.   

could not be very large.  
• The formulation of the 

sector strategy involved the 
participation of Government 
and other stakeholders.  

ADB’s comparative 
advantage in the sector and 
harmonization of sector 
strategies with other 
development partners 

• As part of harmonizing 
strategies, ADB, the World 
Bank, and the International 
Monetary Fund participated 
in a special aid group 
meeting in 1987 for Sri 
Lanka that endorsed the 
Government’s efforts to end 
the conflict. 

• ADB attuned its lending 
program closely with the 
policy-based lending 
strategy of the World Bank. 
It pursued policy and 
institutional reforms in rural 
credit, extension, and crop 
subsidies while the World 
Bank took care of tree crops 
and research.    

• ADB paid attention to donor 
coordination, policy 
dialogue, and strategy 
harmonization, including 
congruence of loan 
covenants with those of 
development partners for 
policy-based assistance. It 
provided continuing support 
for sectoral structural 
adjustment, particularly for 
the rationalization/ 
liberalization of the 
agriculture sector.   

• ADB’s lending and TA 
operations complemented 
the following: USAID (agro-
enterprise development), 
SIDA (rural development), 
NORDIC (environment), 
and UK (fisheries and 
forestry). ADB also 
coordinated with 
nongovernment 
organizations and other 
quasi-formal agencies, 
especially for pro-poor 
activities.   

• ADB recognized the 
operations of development 
partners in Sri Lanka, such 
as the World Bank. Thus, it 
refrained from supporting 
food crop production and 
irrigation.  

• Support for rural area 
development would be 
considered only after a 
reassessment of the 
potential role of ADB.  

• Potential roles for 
nongovernment 
organizations were 
explored, particularly for 
natural resource 
management. 

• ADB’s comparative 
advantage has been in the 
plantation crops and tree 
crops. Overall, however, the 
World Bank has been the 
main development partner 
of Sri Lanka in agriculture 
and natural resources.  

• Other development partners 
have supported the 
following:  (i) improving the 
social condition of estate 
workers (Japan Bank for 
International Cooperation, 
Netherlands, UNDP, 
Norway, and Sweden);       
(ii) small-scale integrated 
rural development projects 
(UNDP, Germany, Norway, 
and Sweden); and (iii) 
natural resource 
management (Food and 
Agriculture Organization, 
UNDP, and bilateral 
organizations such as those 
of Australia, Canada, 
Finland, United States, 
Netherlands, and Norway). 

Focus/Selectivity and Synergy 
(i) Issues/challenges 

addressed 
 
 

• The key challenge to the 
agriculture and natural 
resources sector was to 
improve the productivity of 
traditional tree crops to 
support export growth. Crop 
diversification was also 

• The agriculture and natural 
resources sector strategy 
underscored that reducing 
poverty and increasing 
economic self-reliance must 
address the disappointing 
performance of agriculture. 

• The sector strategy 
identified several key 
constraints: (i) policy 
uncertainty and occasional 
reversals in trade policy,   
(ii) relatively high production 
and transport costs,          

• Slow growth in agriculture 
and productivity continued 
to be a key constraint. The 
challenge is to improve the 
productivity levels and 
review broad interventions 
in agricultural commodity 
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  CAPE Period 
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997     
Country Strategy 

1998−2003                 
Country Strategy 

2004−2008                 
Country Strategy  

necessary. The earlier goal 
of achieving self-sufficiency 
in rice had led to the 
neglect of other crops.  

• Improved support services 
(credit, infrastructure, and 
extension) were needed for 
perennial crops and tea 
development. The private 
sector was envisioned to 
play a role in this area. 

• As part of policy reforms, a 
review of tariff and pricing 
structures and crop 
subsidies was also 
necessary.  

The key to improving 
performance lay in major 
structural change that 
would foster a shift toward 
higher-income production 
systems.  

• The challenge was to 
continue enhancing policy 
and institutional reforms 
(price rationalization, 
subsidy and market 
policies, removal of export 
taxes on tea crops, 
commercialization and 
privatization of public sector 
enterprises, and provision 
of support services).  

• Likewise, there was a need 
to re-examine land use and 
identify off-farm and on-farm 
employment and income 
opportunities to reduce 
poverty. 

• Private sector involvement 
was needed to make the 
sector market-oriented. 

 

(iii)  low levels of technology 
and productivity attributed to 
inadequate research and 
extension services which 
were still public sector- 
dominated, (iv) a system of 
rural finance that siphoned 
financial resources away 
from rural areas to urban 
areas and marked by 
subsidies and a tradition of 
debt forgiveness, and       
(v) environmental 
degradation.  

and factor markets.  
• The lack of infrastructure 

and access to basic 
services are other 
impediments to the growth 
of the sector. 

• Increasing population 
pressures and economic 
growth have also 
contributed to the 
degradation of the natural 
resource base.  

(ii) Sector focus • The focus of the agriculture 
and natural resources 
sector strategy was diffuse. 
It covered (i)  improving the 
productivity of traditional 
tree crops, (ii) crop 
diversification, (iii) a 
diversified and efficient 
range of support services, 
(iv) policy and institutional 
reforms, and (v) private 
sector development. 

 

• The focus of the sector 
strategy was broad:           
(i) improving policy and 
institutions; (ii) enhancing 
efficiency and productivity, 
especially tea and 
diversified farming systems; 
(iii) upgrading rural 
infrastructure; 
(iv) developing human 
resources; (v) encouraging 
private sector involvement; 
(vi) improving the policy 
framework to generate 
increased demand for labor; 

• The focus of the sector 
strategy was diffuse: 
(i) consolidating recent policy 
reforms in the crop sector 
(both smallholder and 
plantations); (ii) stimulating 
the further reallocation of 
functions from the public to 
the private sector, and 
improving the interface 
between the two to enhance 
productivity and sector 
viability; (iii) a second wave 
of productivity improvements 
(replanting and 

• The focus of the 2004−2008 
agriculture and natural 
resources sector strategy is 
well-defined: (i) support for 
enhancing productivity of 
agriculture through 
improving the policy and 
regulatory environment and 
promoting broader 
commercialization of the 
sector; (ii) greater private 
sector participation in 
research and extension, 
infrastructure provision, and 
marketing and financial 
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  CAPE Period 
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997     
Country Strategy 

1998−2003                 
Country Strategy 

2004−2008                 
Country Strategy  

and (vii) environmental 
sustainability (water 
resources management, 
participatory forestry, and 
coastal zone rehabilitation).  

 

rationalization of land use 
within the plantations) to 
consolidate efficiency gains; 
(iv) improving the social 
condition of estate workers; 
and (v) expanded focus on 
natural resource 
management. 

• For natural resource 
management, interventions 
were guided by three criteria: 
(i) balancing the economic 
and ecological functions of 
the environment, 
(ii) addressing poverty-
related causes of 
degradation, and 
(iii) preventing and/or 
minimizing damage to 
existing infrastructure. The 
natural resource 
management strategy 
focused on three areas:      
(i) forestry and biodiversity 
conservation and 
management, 
(ii) comprehensive water 
resource management, and 
(iii) coastal resource 
management.  

services to raise the 
technological level in 
agriculture and enhance 
responsiveness to market 
opportunities; 
(iii) strengthening capacity 
in natural and 
environmental resource 
management; and 
(iv) providing flexibility in 
responding to immediate 
and longer-term 
rehabilitation needs in the 
North and East, where the 
civil war has disrupted 
agricultural production and 
marketing systems. 

 

(iii) Instruments used to 
address challenges 

• The instruments to address 
these challenges included 
(i) policy dialogue; (ii) 
program or policy-based 
loans (reduction of fertilizer 
subsidy based at that time 
on the covenant of Loan 
820-SRI: Agricultural Inputs 
Program, which aimed to 
eliminate subsidies by 1990 
or a later date); and (iii) TA 
and loans for rehabilitating 

• The instruments to address 
the identified challenges 
included (i) policy and 
institutional reforms, 
(ii) loans, (iii) advisory TA, 
and (iv) policy dialogue. 

• The instruments to address 
the challenges were 
(i) project loans and (ii) TA 
projects on the following:  
(a) investment in 
environment projects—
forestry and coastal areas, 
(b) private sector 
involvement in plantation 
crops through guaranteed 
credit facilities, and (c) 
economic sector work on 

• The instruments to address 
the identified challenges 
included policy dialogue, 
loans, and TA projects on  
(i) private sector 
involvement and 
public/private interface and 
promotion of 
commercialization and 
investment, and 
(ii) integrating capacity for 
natural resource 
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  CAPE Period 
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997     
Country Strategy 

1998−2003                 
Country Strategy 

2004−2008                 
Country Strategy  

crop and fish production in 
conflict-stricken areas (Loan 
993-SRI: Agriculture 
Rehabilitation Project). 

 

environmental conditions to 
support agriculture and 
natural resources-related 
assistance 
(institutionalization of 
environmental impact 
assessment and sustainable 
natural resource 
management for 
development). 

management in existing 
operations. 

(iv) Coherence of issues, 
focus, and instruments 

 
 

• Given the identified 
challenges and focus 
mentioned above, the 
agriculture and natural 
resources sector strategy 
was coherent, yet broad. Its 
choice of instruments was 
appropriate. 

• The sector strategy was 
clear and logical in terms of 
improving the performance 
of the sector, largely 
through increasing crop 
productivity and revamping 
the policy and incentive 
framework. Market-driven 
forces and dismantling 
subsidy systems were 
emphasized.  

• The mix of instruments was 
in line with the sector focus. 

• The sector strategy was 
coherent and the 
instruments to address the 
strategic focus were 
appropriate.  

• The sector strategy is 
coherent and logical, albeit 
broad. The instruments to 
address the sector focus 
are appropriate, given the 
choice of challenges.  

Long term continuity of the 
sector strategy 
 
 

• The sector strategy 
continued the previous 
focus on improving crop 
productivity and promoting 
crop diversification. 

• Continuity with the earlier 
agriculture and natural 
resources strategy was 
evident in support for 
productivity improvements, 
crop diversification, and 
improvement of the policy 
environment. Poverty 
reduction and employment 
generation received 
increasing attention, along 
with environmental 
management.  

• The sector strategy 
maintained continuity with 
the 1993−1997 strategy in 
supporting environmental 
sustainability, enhancing 
productivity, and 
encouraging private sector 
participation. 

 

• The strategy built on past 
reforms and aimed to carry 
the effort forward to greater 
commercialization of the 
sector. 

Risk assessment and 
monitoring mechanisms to 
achieve the sector 
strategy’s envisaged results 

• There was no sector- 
specific discussion of risk 
assessment and monitoring 
mechanisms. 

• There was no sector-
specific discussion of risk 
assessment and monitoring 
mechanisms to keep track 
of the sector strategy’s 

• There was no risk 
assessment at the sector 
level.  

• In terms of monitoring 
mechanisms for the 

• The strategy identified 
several sector-specific risks, 
which included (i) slow 
absorption of the 
community-driven 
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  CAPE Period 
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997     
Country Strategy 

1998−2003                 
Country Strategy 

2004−2008                 
Country Strategy  

envisaged results. environment, the strategy 
indicated that progress in 
executing the relevant plans 
would be monitored. In 
some cases, physical 
achievement of targets such 
as reforestation, coastal 
area rehabilitation, and 
reduction of erosion-prone 
coastal areas would also be 
monitored. 

• For agriculture, the success 
of the sector strategy would 
be measured in terms of 
consolidating the plantation 
privatization program and 
further diversification in 
higher value-added 
processing of output. 
Innovative arrangements for 
greater private sector 
involvement would also 
indicate positive impact. 

 

approach, and 
(ii) inadequate community 
participation in natural 
resource management. 

• The strategy incorporated a 
roadmap with sector 
indicators and envisaged 
outcomes. The main 
indicators included 
(i) poverty incidence, 
(ii) growth rates of 
agricultural output and 
productivity, 
(iii) deforestation rate, 
(iv) coastal erosion rate, 
and (v) water quality of 
major rivers and coastal 
zones. 

Overall Sector Rating = S  No Rating OEM Rating: PS OEM Rating: S OEM Rating: S 
ADB = Asian Development Bank, CAPE = Country Assistance Program Evaluation, HS = highly satisfactory, NORDIC = Norwegian Agency for Development 
Cooperation, PS = partly satisfactory, S = satisfactory, SIDA = Swedish International Development Authority, SRI = Sri Lanka, TA = technical assistance,              
UK = United Kingdom, US = unsatisfactory, UNDP = United Nations Development Programme, USAID = United States Agency for International Development. 
Note: HS = 3 points, PS = 2 points, S = 1 point, and U = 0 point. An equal weight is applied to each of the six criteria for positioning/coherence. The ratings are as 

follows: (i) HS > 2.5, (ii) 2.5  ≥ S ≥ 1.6, (iii) 1.6 > PS ≥ 0.6, and (iv) 0.6 > US. 
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